
Sole Trader vs. Limited Company: What's the Difference?

The key distinction between a sole trader and a limited company lies in their legal 
structure.

The choice depends on your business type, income, and goals. Sole traders enjoy 
simplicity and control, while limited companies offer more protection and growth 
potential. Professional advice can help you make the right decision.

Advantages of Being a Sole Trader

However, personal liability, limited funding options, and potential challenges in appearing 
"established" to customers are notable drawbacks.

Advantages of a Limited Company

But bear in mind the additional paperwork, public financial reporting, and potential setup 
costs.

When to Switch from Sole Trader to Limited Company

As your business grows, transitioning to a limited company might make sense. Here are 
key considerations:

Sole Trader: As a sole trader, you are your business. You have full control over profits 
and assets but are personally liable for all debts. This means your personal assets, like 
your home or car, could be at risk if the business faces financial trouble.
Limited Company: A limited company is a separate legal entity, offering "limited 
liability." This means your personal assets are protected if the company incurs debts. 
Limited companies must register with Companies House and pay corporation tax, 
while sole traders pay income tax on their profits.

1.  Simplicity: With fewer legal requirements, starting and running a business is 
straightforward.

2.  Control: You make all decisions and keep all profits, making this ideal for small-scale 
ventures or freelancers.

1.  Limited Liability: Your personal assets are shielded from business debts.
2.  Tax Efficiency: Corporation tax rates are often lower than personal income tax, and 

you can take dividends.
3.  Growth Potential: Easier to raise capital by issuing shares.
4.  Continuity: The business exists independently of its owners, making it more 

sustainable.

Profit Threshold: If annual profits exceed £25,000–£30,000, it may be more tax-
efficient.
Risk Mitigation: Limited liability offers greater financial protection.
Professional Image: Clients or industries may view limited companies as more 
credible.



Discuss your specific needs with an accountant or financial advisor to ensure a smooth 
transition.

Expansion Plans: For attracting investors or issuing shares, a limited company is 
essential.


