
What is a Limited Company - Self Help Guide

Limited company, if we look at it, from the text book perspective; is a legal structure for a business. It 
has its own identity and is distinct and separate from its owners (shareholders) and the people who run 
it (Directors). 

It is basically an organisation that you can set up to run your business. 

It’s responsible in its own right for everything it does and its finances are separate to your personal 
finances. 

Any profit it makes is owned by the company, after it pays Corporation Tax. The company can then share 
its profits. 

Ownership 

Every limited company has ‘members’ – people or organisations who own shares in the company. 

Directors are responsible for running the company. Directors often own shares, but they don’t have to. 

Legal responsibilities 

There are many legal responsibilities involved with being a director and running a limited company. 

Most limited companies are ‘limited by shares’. 

This means that the shareholders’ responsibilities for the company’s financial liabilities are limited to the 
value of shares that they own but haven’t paid for. 

Example: 

A company limited by shares issues 100 shares valued at £1 each when it’s set up. Its 2 shareholders 
own 50 shares each and have both paid in full for 25 of these. 

If the company goes bust, the maximum the shareholders have to pay towards its outstanding bills is 
£50 – the value of the remaining 25 shares that they’ve each not paid for. 



How to set up a limited company 

You must set up the company with Companies House and let HM Revenue & Customs (HMRC) know 
when the company starts business activities. 

Every financial year, the company must: 

- put together statutory accounts 

- send Companies House an annual return 

- send HMRC a Company Tax Return 

The company must register for VAT if you expect its takings to be more than £79,000 a year. 

If you’re a director of a limited company, you must: 

- fill in a Self Assessment tax return every year 

- pay tax and National Insurance through the PAYE system if the company pays you a salary 

How to register: 

- online - but only if the company is limited by shares and uses model articles of association 

- by post using form IN01 - you must do this if you change the model articles or use your own using an 
agent 

Fees and how long it takes 

Online takes 48 hours and costs £15 (paid by debit or credit card or Paypal). 

Postal applications take 8 to 10 days and cost £40 (paid by cheque made out to ‘Companies House’). You 
can get a same day service by post. It costs £100 but you must get your application to Companies House 
by 3pm. 

Whilst many businesses prefer to trade as a sole trader or a partnership, nearly all significant businesses 
operate as an incorporated company. The main advantages of incorporation via a limited company are 
summarised below: 



Separate Legal Identity 

A limited company has a legal existence separate from management and its members (the shareholders) 

Members’ liability is limited (“limited liability”) 

The protection given by limited liability is perhaps the most important advantage of incorporation. The 
members’ only liability is for the amount unpaid on their shares. Since most private companies issue 
shares as “fully paid”, if things go wrong, a members’ only loss is the value of the shares and any loans 
made to the company. Personal assets are not put at risk. The protection of limited liability does not, 
however, apply to fraud. Company directors have a legal duty not to incur liabilities in their companies 
which they have reason to believe the company may not be able to pay. If creditors lose money through 
director fraud, the directors’ personal liability is without limit. 

Taxation 

Sole traders and partnerships pay income tax. Companies pay Corporation tax on their taxable profits. 
There is a wider range of allowances and tax-deductible costs that can be offset against a company’s 
profits. In addition, the current level of Corporation Tax is lower than income tax rates. 

It may not be as easy as it may sound here. If you even have a smallest of doubt, do not hesitate to 
contact a chartered certified accountant. They are the ones fully equipped with the required technical 
knowledge to make the right decision for you. 

We are more than happy to help you in finding the right accountant for your needs. Email Us at 
smit@itcontractorsuk.com


