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Preface

This book has been designed and written for the students and this
is why some topics are repeated. Bibliographic references are not
mentioned, but only some direct quotations. Actually, at first we had
been preparing a bibliography, but then we have decided to give it up
due to an excessive disproportion with the aims of the text.

The accounting standards considered for this text are the /s
ones, sometimes compared to Italian s and  s.

Even if both parties of the book were revised and written by both
authors, Prof. Francesco Manni has mainly focused on the parts I, IV,
VII (from . at .) whereas Dr. Alessio Faccia on the parts II, III, V,
VI, VII (from . at .).

We must thank especially two people who helped us to correct
the text and who provided useful suggestions for its improvement:
Pierfrancesco Marletta and Vera. In any case, any possible mistake is
to be attributed solely to the authors.
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SETTING UP OF A BUSINESS





Chapter I

Business idea and management

It all starts with the idea of the entrepreneur.
He clarifies in his mind that a human need for production of a

good or service at that time has not yet been met.
The main purpose of a business is (indeed it must be) to satisfy

human needs, otherwise it is set to go down quickly.
The idea can be put into practice independently (self–employed) or

collectively (company) and the protagonists invest a personal capital,
taking on a risk.

Business risk is not having the assurance of an annuity (as is the
case with investing in other investments such as renting a property or
collecting coupons of a bond, assuming that the counterparty does
not fail). This happens because the entrepreneur anticipates costs for
gaining production factors, but he is not sure that these costs can be
covered and exceeded by subsequent revenues that can be obtained.

Starting a business is also an activity that requires constant engage-
ment and includes knowledge in the most diverse areas (accounting,
law, security, pay, industry–specific rules...). Where management fails
to understand the specific rules, it is necessary to consult with inde-
pendent consultants to decrease the risk of business and use diligence
on what should be implemented.

Management choices determine the company’s success or failure.
Several studies deal with management and what are the best ways

to get the best results. The results, however, must be reliably measured
by a detection system. This system is generally defined and known
as “accounting”. Such a system allows not only to measure ex post
results (financial accounting), but also to provide support for decision
making (management accounting).

It is therefore essential to have an efficient accounting system that
respects national and international standards.
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The support that accounting provides to businesses and their man-
agers is crucial because it especially enables:

a) tracking all the transactions made;
b) analyzing them;
c) carrying out evaluations of the effectiveness and efficiency of

the management;
d) to calculate the amount of income taxes to pay;
e) compare the performances of different companies.



Chapter II

Business startup

.. The choice of the most appropriate legal structure

The setup of a business requires, first of all, the choice of the most
appropriate legal structure of the entity to run. The structure is im-
portant in order to define legal responsibilities, duties and taxes to
manage.

The main types are as follows.

.. Self–employed [Sole trader (UK) — Sole proprietorship (USA)]

Individuals run a business, there is an identity between the business
and the owner. The individual can keep business’ profits after paying
taxes on them. Running a business as an individual entrepreneur does
not mean to work alone, despite the responsibility of the business is
only of the entrepreneur, he can hire staff (subordinate employees).

The trader is responsible for:

a) business debts, bills for anything he buys for his business (liabil-
ities);

b) keeping records of his business’s sales and expenses;
c) sending a self–assessment tax return every year;
d) paying income tax on the profits his business makes and national

insurance;
e) registering for .

Even if there is a perfect coincidence between the business and the
owner, the holder may still give to the business a fictitious name to
the business.



https://www.gov.uk/self\T1\textendash employed\T1\textendash records
https://www.gov.uk/self\T1\textendash assessment\T1\textendash tax\T1\textendash returns
https://www.gov.uk/income\T1\textendash tax\T1\textendash rates
https://www.gov.uk/self\T1\textendash employed\T1\textendash national\T1\textendash insurance\T1\textendash rates
https://www.gov.uk/self\T1\textendash employed\T1\textendash national\T1\textendash insurance\T1\textendash rates
https://www.gov.uk/vat\T1\textendash registration
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.. Limited company

Limited Companies must be registered (“incorporated”) with Compa-
nies House. For the registration are required some information like:
a company name, an address for the company, at least one director,
at least one shareholder, the agreement of all initial shareholders
(“subscribers”) to create the company — known as a “memorandum
of association”, details of the company’s shares and the rights attached
to them — known as a “statement of capital”, written rules about
how the company is run — known as “articles of association”.

Once the company is registered, shareholders receive a “Certificate
of Incorporation”. This confirms that the company legally exists and
shows the company number and date of formation.

The liability to members for debts in a limited company is limited.

a) Limited by shares, private company limited by shares owned
by its members (called “shareholders”). Each member is liable
only for the original value of the shares they were issued but
did not pay for it.

b) Limited by guarantee, the members (who are not called share-
holders) of the company financially back it up to an agreed
amount.

.. Limited partnership IT (Società in accomandita)

This structure has at least one “general partner” and one “limited
partner”.

All partners pay tax on their share of the profits, but general part-
ners (unlike limited partners) have responsibilities and unlimited lia-
bility for any debts the business can’t pay.

The rules are different for setting up a limited liability partnership,
an “ordinary” business partnership or a private limited company.

. Website: www.gov.uk/limited–company–formation/overview.

https://www.gov.uk/choose\T1\textendash company\T1\textendash name
https://www.gov.uk/limited\T1\textendash company\T1\textendash formation/company\T1\textendash address
https://www.gov.uk/limited\T1\textendash company\T1\textendash formation/appoint\T1\textendash directors\T1\textendash and\T1\textendash company\T1\textendash secretaries
https://www.gov.uk/limited\T1\textendash company\T1\textendash formation/shareholders
https://www.gov.uk/limited\T1\textendash company\T1\textendash formation/memorandum\T1\textendash and\T1\textendash articles\T1\textendash of\T1\textendash association
https://www.gov.uk/limited\T1\textendash company\T1\textendash formation/memorandum\T1\textendash and\T1\textendash articles\T1\textendash of\T1\textendash association
https://www.gov.uk/limited\T1\textendash company\T1\textendash formation/shareholders
https://www.gov.uk/limited\T1\textendash company\T1\textendash formation/memorandum\T1\textendash and\T1\textendash articles\T1\textendash of\T1\textendash association
https://www.gov.uk/limited\T1\textendash company\T1\textendash formation/memorandum\T1\textendash and\T1\textendash articles\T1\textendash of\T1\textendash association
https://www.gov.uk/set\T1\textendash up\T1\textendash and\T1\textendash run\T1\textendash limited\T1\textendash partnership/partners\T1\textendash responsibilities
https://www.gov.uk/set\T1\textendash up\T1\textendash and\T1\textendash run\T1\textendash limited\T1\textendash partnership/partners\T1\textendash responsibilities
https://www.gov.uk/set\T1\textendash up\T1\textendash and\T1\textendash run\T1\textendash limited\T1\textendash liability\T1\textendash partnership
https://www.gov.uk/set\T1\textendash up\T1\textendash business\T1\textendash partnership
https://www.gov.uk/limited\T1\textendash company\T1\textendash formation
https://www.gov.uk/limited\T1\textendash company\T1\textendash formation/overview
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.. LLP — Limited Liability Partnership (UK) [LLC — Limited Li-
ability Company (USA)] IT (Società a Responsabilità Limitata
con opzione per il regime di trasparenza fiscale)

A limited liability partnership (or company) is an “incorporated” part-
nership with two or more members (people or companies), known
as “corporate members”.

Each member is a limited partner (not personally liable for debts
the business can’t pay) but he pays taxes on their share of the profits.

It is a hybrid type of structure that provides members with the
limited liability (like a limited company) and the tax efficiencies and
operational flexibility of a partnership.

s are not taxed as a separate business entity. Instead, all profits
and losses are “passed through” the business to each member.

.. Corporation (C Corporation)

A corporation is an independent legal entity owned by shareholders.
The corporation itself is held legally liable for the actions and debts
the business incurs, not the shareholders that own it.

Corporations are more complex than other business structures be-
cause they tend to have expensive administrative fees and complex taxes
and legal requirements. Because of these issues, corporations are gener-
ally suggested for establishing larger companies with multiple employees.

Corporations offer the ability to sell their ownership shares in the
business through stock offerings.

.. S Corporation IT (Società per Azioni trasparente)

An “S corporation” is similar to a “C corporation” but individuals are
taxed only on the personal level. What makes the “S corp” different
from a traditional corporation (“C corp”) is that profits and losses can
pass through to your personal tax return. Consequently, the business is
not taxed itself. Only the shareholders are taxed. However, there is an

. Website: /www.sba.gov/content/corporation.

https://www.sba.gov/content/corporation
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important caveat; many shareholder who works for the company must
pay him or herself “reasonable compensation”. Basically, the shareholder
must be paid considering the fair market value, or the IRS might reclassify
any additional corporate earnings as “wages”.

.. Business partnership

There are several different types of partnerships, which depend on the
nature of the arrangement and partner responsibility for the business.

A partnership is a single business where two or more people share
ownership.

Each partner contributes to all aspects of the business, including
money, property, labor or skill. In return, each partner shares the
profits and losses of the business.

There are generally three types of partnership arrangements:

a) “general Partnerships” assume that profits, liability and man-
agement duties are divided equally among partners. If you opt
for an unequal distribution, the percentages assigned to each
partner must be documented in the partnership agreement;

b) “limited Partnerships” (also known as a partnership with limited
liability) are more complex than general partnerships. Limited
partnerships allow partners to have limited liability as well as
limited input with management decisions. These limits depend
on the extent of each partner’s investment percentage. Limited
partnerships are attractive to short term project investors;

c) “joint Ventures” act as general partnership, but for only for a
limited period of time or for a single project. Partners in a joint
venture can be recognized as an ongoing partnership if they
continue the venture, but they must file as such.

.. Cooperative

People form cooperatives to meet a collective need or to provide a
service that benefits all member–owners.



. Business startup 

A cooperative is a business or an organization owned and operated
for the benefit of those using its services. Profits and earnings generated
by the cooperative are distributed among the members, also known as
user–owners.

Typically, an elected board of directors and officers run the cooper-
ative while regular members are voting power to control the direction
of the cooperative. Members can become part of the cooperative by
purchasing shares, though the amount of shares they hold does not
affect the weight of their vote.

Cooperatives are common in the healthcare, retail, agriculture, art
and restaurant industries.

.. Unincorporated association (sports club or a voluntary group
with no plan to to make a profit)

An “unincorporated association” is an organization set up through
an agreement between a group of people who come together for a
reason other than making a profit. Individual members are personally
responsible for any debts and contractual obligations.

If the association starts trading and makes a profit, you’ll need to
pay Corporation Tax and file a Company Tax Return in the same way
as a limited company.

.. Social enterprise (to help people or communities)

You must choose a business structure if you’re starting a business that
helps people or communities (a “social enterprise”).

If you want to set up a business that has social, charitable or com-
munity–based objectives, you can set up as a:

a) limited company;
b) charitable incorporated organisation;

. Website: www.sba.gov/category/navigation–structure/starting–managing–busin-
ess/starting–business/choose–your–business–stru.

. Website: www.gov.uk/business-legal-structures/unincorporated-association.

https://www.gov.uk/limited-company-formation
http://www.charitycommission.gov.uk/Start_up_a_charity/Do_I_need_to_register/CIOs/
https://www.sba.gov/category/navigation-structure/starting-managing-business/starting-business/choose-your-business-stru
https://www.sba.gov/category/navigation-structure/starting-managing-business/starting-business/choose-your-business-stru
https://www.gov.uk/business\T1\textendash legal\T1\textendash structures/unincorporated\T1\textendash association
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c) co–operative;
d) industrial and provident society;
e) community interest company (CIC);
f ) sole trader or business partnership.

If you’re setting up a small organization like a sports club or a
voluntary group and don’t plan to make a profit, you can form an
“unincorporated association” instead of starting a business.

Accounting standards are a set of rules that are used for measuring
the financial performance of a firm. The financial performance of a
firm necessitates to be reviewed by the stakeholders. Financial state-
ments are prepared to review the financial details of all the activities
carried out by the organization. Different organizations, depending
on the size or type of the organization, follow different accounting
procedures. Therefore, there is a need for a common set of rules for
accounting, to ensure comparability. The main objective of these rules
is to avoid any variations in the way different accounting features are
treated by different organizations. These set of rules help to measure
and thus compare the performance of companies in a standardized way
across the globe. Accounting standards ensure that there is consistency
in the way financial statements are formed.

Generally, listed companies should comply with the admission,
disclosure rules and standards. In such a way, companies succeed in
demonstrating the quality of their business to investors. As a result,
this helps to encourage investor confidence.

Accounting Standards and Companies Ordinance & Stock Ex-
change rules must be both followed by the issuers of financial report.
Even if an expressed full compliance is obviously complicated, it is
necessary to apply both because the aim of the accounting standards
and Stock Exchange rules are different but complementary and it is
necessary to respect them at the same time.

Stock exchange rules can’t ensure (stand–alone) an appropriate informa-
tion to stakeholders because those rules don’t involve the correct recording
of business transactions, but only the final reporting and representation.

It is instead desirable to harmonize the set of rules and standards to
reduce the complexity of the preparation of the financial statements.

. Website: https://www.gov.uk/set–up–a–social–enterprise.

http://www.uk.coop/start-co-op
http://www.fsa.gov.uk/doing/small_firms/msr/societies
https://www.gov.uk/set-up-sole-trader
https://www.gov.uk/set\T1\textendash up\T1\textendash business\T1\textendash partnership
https://www.gov.uk/business-legal-structures/unincorporated\T1\textendash association
https://www.gov.uk/set-up-a-social-enterprise



