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Activity 1: Limited companies answers
[bookmark: _heading=h.bzbwgg54rgjf]Discuss the advantages of being a limited company, rather than a partnership or sole trader.
· Limited liability – shareholders are only liable for the amount they have invested. Their personal assets are protected if the business incurs debts, unlike sole traders and partners who face unlimited personal liability.
· Separate legal identity – the company exists as its own legal entity, meaning it can enter contracts, own property and continue to operate even if ownership changes.
· Easier to raise finance – a limited company can issue shares to attract investment, making it easier to raise larger amounts of capital than a sole trader or partnership typically could.
· Greater credibility – being registered with Companies House can make the business appear more professional and trustworthy to customers, investors, suppliers and regulatory bodies.
· Continuity – the business continues to exist regardless of changes in ownership or the death of a shareholder, providing greater stability than a sole trader arrangement.

Discuss the disadvantages of being a limited company, rather than a partnership or sole trader.
· More complex to set up – a limited company must be registered with Companies House, which involves more administration, cost and legal formality than becoming a sole trader or partnership.
· Reduced privacy – financial accounts and company information must be filed publicly with Companies House, meaning competitors and others can view the business's financial position.
· Increased regulation and compliance – directors must meet legal obligations around filing accounts, reporting and governance, which can be time-consuming and may require professional support such as an accountant.
· Taxation complexity – limited companies pay Corporation Tax on profits, and shareholders may also pay personal tax on dividends, potentially creating two layers of taxation compared to the simpler self-assessment used by sole traders and partnerships.
· Less flexibility – decision-making can be slower and more formal, particularly where multiple shareholders or directors are involved and agreement is required before action can be taken.
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