
Company formation 

Company formation is a topic entrepreneurs rarely talk about because it is viewed as a mundane 

necessity to have and run a business. But I will have you know that the type of company set up you 

choose has several implications such as tax, personal asset liability and other legal ramifications. 

Among the many types of company formations to your disposal such as a public company, private 

company, sole proprietor, NPO, partnership, business trust and a personal liability company; you 

must choose one based on the type of business you are starting and the tax and legal liability 

favourable to you. 

If you recall, we previously discussed small business tax; i.e. tax clearance, different tax types, when 

tax is paid, what percentage of total revenue is tax deductable and so forth. Well in relevance to 

that, the type of company you set up determines the aforementioned tax related issues. For 

example, if you set up a sole proprietor, which according to Sars is a business that is owned and 

operated by a natural person (individual) and is not a legal entity and has no existence separate from 

the owner. In that instance the owner must include the assets and income from the business in his 

or her own income tax return. In other words, everything you own personally and which the 

business owns are one; all property, vehicles and other assets including all income both from the 

business and other avenues are all considered one.  

From a legal and liability prospective, a sole proprietor is legally liable for all the debts of the 

business. Not only the investment or business property, but any personal assets may be attached by 

creditors. Remember the owner signs contracts in his or her own name, because the sole 

proprietorship has no separate identity from the business. 

All this differs from other company formations such as a Pty Ltd which is a private company. A Pty 

Ltd is the more commonly used company structure for small businesses. It allows for one member 

and up to as many as are desired. And from a tax point of view, it is treated by law as a separate 

legal entity and must also register as a taxpayer. It has a life separate from its owners and must pay 

tax accordingly as must its owners according to their income.  

And from a legal and liability prospective; the owners have limited liability, they are generally not 

responsible for the liabilities of the company since it is considered a separate legal entity with the 

ability to own assets, have debt and make a profit or loss. And if the business becomes insolvent, 

creditors will seek reimbursement from the business and not the owners; well in most cases. There 

are exceptions such as management gross negligence or fraudulent practice but that’s a topic for 

another day. 
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