LIMTED COMPANIES VS SOLE TRADERS

Firstly, the main difference lies in the word ‘limited’. If a business runs up debts and there are insufficient funds in the business to pay the creditors, then the sole trader becomes personally liable and has to sell his personal assets to settle debts. On the contrary, the owners of a company have fewer risks to take, as their liability is limited by the amount they invest in their shares. Unlike sole proprietorship, a limited company is a legal person separate from its owners, which can enter into contracts, own property, incur liabilities and trade with goods and services.
The ownership patterns vary as well. A sole trader is the sole owner of his business, while a company has multiple owners called shareholders. There are two different types of a company: private and public (PLC). Private company ownership is limited only to specific groups of people, while a public limited company can be owned by the general public. The capital of limited companies is different from a sole trader’s capital, as it is made up by shares. For PLCs, shares can be traded on the Stock Exchange, and therefore can have changes in ownership at a high speed. As the shareholders of the company can change, the company still remains in existence and in contrast to sole proprietorship, is characterized by perpetual succession, unless the decision of liquidation is made. 
In limited companies management is separate from ownership. Companies are run by the board of directors elected by shareholders. As a result, management can be delegated to those with expertise skills in business. The decision-making process in limited companies is quite complex, as the most crucial issues are voted by shareholders at an Annual General Meeting, while at all other times day-to-day decisions are made by the directors. In contrast, as a sole trader you are free to make any decision.
Companies have much broader financing possibilities as they can raise finances through issuing shares. They can also more readily attract funds through loan capital, as lenders consider companies to be a safer investment. As a sole trader, you have limited funds, deriving either from your personal assets or a loan. Better access to finance gives limited companies the possibility to grow faster than sole proprietorships and achieve economies of scale.
Profit apportionment is another point of particular attention. A sole trader receives all the profits of the business, whereas a limited company apportions dividends on shares and the level and the declaration of dividends rests on the will of directors. A sole trader is charged income tax to his profits. In contrast, companies are subject to corporation tax. When the business has higher earnings, it is more beneficial to operate as a limited company, as corporation tax rates for Financial Year 2011 are 20% and 26%, while income tax rates can reach 40% and 50% if they exceed the basic 20% rate limit.
Running a limited company is related to additional legal requirements. Companies are governed by the law under Companies Act 2006. They need to prepare financial documents according to accounting regulations set by Accounting Standards Board. Companies listed on the London Stock Exchange also have to adhere to further regulations. Incorporation itself is related to several legal procedures including drawing up a Memorandum of Association, Articles of Association and other documents. In addition, companies have to submit extra paperwork to Companies House, such as annual returns and annual reports. Most companies are also required to carry out an audit annually which is an additional expense (small companies are exempt from this requirement).
Annual reports include financial statements, such as the balance sheet, profit and loss account and statement of cash flows, also the directors’ report, independent auditor’s report, etc. Preparing these documents requires a lot of human resources. Therefore, a company has to encounter more expenditure than the sole trader, such as audit fees, legal and accounting fees. Moreover, limited companies have to face publicity, as their annual reports become available to the public. The sole traders prepare similar financial statements but they do not need to submit annual returns. The companies’ accounts show unique items of corporation tax, tax liability, audit fees, dividends, share capital and reserves.
In all, incorporating as a limited company offers many advantages of trading goods and services over other forms of the business, while also representing a complex system to operate in. 
