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Although Greg didn’t have the money at the moment to pay for these materials, when the hotel paid him he could settle his account and make a tidy profit.  Greg completed the work, but before the hotel sent him the cheque, disaster struck.  There was a fire, the hotel burned down, and was not fully insured.  The company that owned the hotel went bankrupt and it was announced that Greg was just one of a long line of creditors.  He would not get paid, but the shop that provided Greg with the paint and wallpaper still wanted its money – and was determined Greg would pay up, even if doing so forced him out of business.

Greg cannot pay the builders’ merchants the money he owes for the materials. He does not have £8,000.  All he has is a car worth £2,000 and a share in a flat, which would be worth £10,000. 


2. What would happen to Greg if he were a sole trader as in situation 1?  

3. What would happen to Greg if he were a limited company as in situation 2? 

4. Why is it easier for a sole trader to obtain a bank loan than a limited company?  Use the word risk.
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Case Study:  Greg Pallow, a self-employed painter and decorator was delighted to win a £20,000 contract to decorate a big hotel.  The work came just in time, as he was at the limit of his bank overdraft.  He picked up £8,000’s worth of decorating materials, using his credit account at the local DIY merchants. He would not have to pay for three months. � EMBED PictureIt!.Picture  ���ials on three months credit from the local builders’ merchant.





Situation 2


Greg had formed a limited company called Pallow Decoration Limited.  This gives him the protection of limited liability, should his firm go bankrupt.





Situation 1


Greg is a sole trader.  This means he has unlimited liability, and is responsible for all the debts of his business.
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