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Companies

1. Small Busines
Extended Reading: ik us :

2. Corporation

1. Virtual Company Establishment

irtual Busi Activities:

" v P 2. PPT Creation of a Virtual Company
Classroom Activities: Group Presentation

Pre-reading Question:
When you create your own business, what business form would you like to choose?

Companies
The best thing about forming your business as a corporation is that it limits your personal

1.
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liability, which is not true for partnerships and sole proprietorships. For example, say that you
owned a tire shop and one of your employees negligently installed a tire that fell off a car and
caused a three-car accident with several personal injuries. If your tire store was not a corporation,
the injured parties could come after you personally for monetary damages. This means that you
could lose your business, your house—everything. That would not be true if you incorporated.
Creditors are limited to the assets of the corporation only for payment and may not collect
directly from the shareholders.

There are several types of corporations including limited liability companies and closely

held corporations.

Limited liability companies (or LLCs) combine
many of the advantages of a corporation and a
partnership without the disadvantages. The LLC is a
fairly recent business entity that may offer greater
business and tax advantages than a regular corporation,
while also offering better business and structuring
advantages than a partnership.

Like a corporation, an LLC provides the limited
personal liability that is so attractive in corporations,
along with being a separate legal entity that can sue and be sued as well as buy and own property.
Similar to a corporation, articles of incorporation must be filed with the state, and a registered
agent must be named for service of process. Like a partnership, shares in the LLC cannot be
transferred without the approval of all other members of the LLC.

The death, retirement, expulsion, or bankruptcy of one member does not end the LLC. If
all of the remaining members agree, the LLC can continue and, in a few states, the law allows
the business to continue with the consent of fewer than all the remaining members.

A closely held corporation, allowed in some states, is the one whose shares are owned by
only a few shareholders. Although there is no specific number, Delaware corporate law states
that a close corporation cannot have more than 30 shareholders. Less than 15 is more typical.
The purpose of a close corporation is to keep ownership and control within a small group of
share-holders who have the same goals.

In a close corporation, distinctions between directors, officers, and shareholders are
normally absent as the few owners own and operate the corporation without formalities. Unlike
publicly held corporations, a closely held corporation’s shares are not traded on the open market.

| Ncw Words

1. approval [o'pruval] 7. official permission to do something ‘%, A4, #+T
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2. asset ['@set] n.
3. bankruptey ['bapkraptsi] z.

4. consent [kon'sent] n.
5. creditor ['kredita] .

6. director [di'rekta] ». .

7. entity ['entiti] ».
8. expulsion [iks'palfon] 7.

9. file [fail] v.
10. formality [fo:'meeliti] .

11. incorporate [in'ko:pareit] v.

12. install [in'sto:]] v.

13. liability [laia'biliti] #.
14. shareholder [fea houlda] n.
15. sue [su:] v

1. come after
2. fall off
3. be limited to

. corporation

. partnership

. sole proprietorship

. limited liability company

W A W N -

. closely held corporation
6. publicly held corporation
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property, the things that a company owns # =, /&
the state of being unable to pay debts #%*, #|H], &
1A RE

permission to do something 4%, A%

someone to whom money is owed fTALA

one of the committee of top managers who control a
company ¥ %, =¥

something that exists as a single unit 4k

the act of sending someone away from an organization
i, L

to officially record something &£ %, EXIRH
something that you must do as a formal part of process
EXF 4

to form and register a company £0 A%/ 3) , 43, &
#

to put a piece of equipment somewhere and connect it
so that it is ready to be used %%, X &

legal responsibility for something 7T4&, X4
stockholder %A, BEHAA

to make a legal claim against someone 424, i

-

Plnrases
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. Notes for the Text

. The best thing about forming your business as a corporation is that it limits your personal

liability..., HALATEEAMFH: The greatest advantage of forming a business as a corporation
is that the owner takes limited liability.

.. which is not true for partnerships and sole proprietorships. 1.4 which %I FHAERE
f&% B AT SRAG B AR AL AIAME L 5 A R AT e, BRI A R kR

. For example, say that you owned a tire shop...with several personal injuries. %]+ say

REGIVLE, AT b7 37 “BRi”, HJE that 5| FRFEIEMNGI L&A — ot &6,
RS REILF,  FR U AL () S B 1

.. the injured party could come after you personally for monetary damage. come after 4k
FEHf# N to look for someone in order to get something from them, & A Ak 7. “IBHE ",
personally 5% 1/ I 278 KR H RHZEE EA AR MK, B e R AR VI
AT IR A A B

. Creditors are limited to ... and may not collect directly from the shareholders. collect 7E i

A ERIR “to get money that you are owed”, EAN “YHL”. #|0: You can arrange for a
bank to collect the selling proceeds from the overseas buyer. /A & A LA ZH4R47 51 51 17
N PSR B

.. along with being a separate legal entity that can sue and be sued...tt4b F that 5| 5 )&
BN AFRIEAT IR, B “HIRITER B W LA SL3:A 5 4 BEAT VR
b S
articles of incorporation /A &) 2
. aregistered agent must be named... #§EEAE
service of process, the act of delivering a writ or summons upon someone, %% 5 1% 22

10. Delaware FFhifEM (EEM 2D
11. corporate law 7% &2
12. open market A%

_Language Exercises

L
i

Vocabulary Exercise: Choose the best word to fill in the blank.
Customers are allowed to pay for this new model of laptops by
A. installations B. installments C. facilities D. utilities

2. Mr. Bally approved the conference.

3.

A. me to attend B. for my attending  C. of me to attend D. of my attending
The firm’s were taken over by the government.

4
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A. assets B. properties C. wealth D. well-beings
4. Because of his excellent administration, people lived in peace and , and all
previously neglected matters were taken care of.
A. conviction B. contest C. consent D. content
5. You should deliver the goods as the and conditions stipulated in the contract.
A. terms B. articles C. items D. clauses
6. Usually, dividends should be paid to if the company makes profits.
A. managers B. shareholders C. officers D. directors
7. Unlike distributors, match buyers and sellers of products without becoming owner.
A. wholesalers B. retailers C. agents D. dealers
8. The company has gone bankrupt and can’t repay its the loans.
A. creditors B. debtors C. shareholders D. owners
9. are elected by shareholders to control for them the day-to-day management of the
company and to decide its general policy.
A. Stockholders B. Directors C. Creditors D. Debtors
10. A good education is an you can fall back on for the rest of your life.
A. asset B. ethic C. inventory D. obligation

II. Comprehensive Exercise: Decide whether the following statements are True or False.

1. One of the advantages of partnerships and sole proprietorships is that their owners take the
limited liability.

. To form a limited liability company, its articles of incorporation must be filed with the state.

. Shares in the LLC can be transferred without the agreement of all other shareholders.

. A limited liability company will be closed if one of its shareholders goes bankrupt.

. A closely held corporation is one whose shares are owned by only a few shareholders.

. Shares of a closely held corporation are allowed to be traded on the open market.

. Shareholders of closely held corporation don’t participate in its daily management and operation.

. It is typical that a close corporation has less than 15 shareholders.

. The LLC is a fairly recent business entity that offers better business and structuring advantages
than a partnership. .

O 00 9 N B W N

10. Creditors of a corporation are entitled to collect directly from the shareholders.

ITI. Classroom Oral Exercise: Use the following sentence patterns to make sentences in
pairs. The sentences you make should contain vocabularies in this unit.
1. Tused to... FidFHH -
Example: I used to read some books about successful multinational corporations.
Student A: I used to
Student B: I used to
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2. The reason why... is... **=** ) S R B e
Example: The reason why I choose LLC to form my own business is that it has many
advantages.
Student A: The reason why is
Student B: The reason why is
3. Itis reported that... #Fiji----- | YEHRAE e

Example: It is reported that the bankruptcy of ABC Co. has caused more than 1,000 job losses.
Student A: It is reported that '
Student B: It is reported that

R

 _Small Business

New Words and Phrases
definition & X retail 4 overlook Z4#L minimum /N micros AR
solely B.Jtih brick #P3 stroke SRINAI (%3)) qualitative M)  conversely /&%
f)  exemplify &+ 48 % numerical ¥ ¥  specifically KA ] a sole
proprietorship FAE {2\l statute %4 prescribe #E proposed LY  assessment
P¥{& eyeballing H#ll headcount BR A A% census 4iit eligibility &4 analyst 73
T classify 42 descending UK ¥ dredging Hi## payroll THE X feedlot 1
3737 forestry k% layering 2)F faceless TLAFIERY

Most people get their definition of “small business” from personal experience in dealing
with small retail stores and service organizations. Most people also have a minimum size in
mind and overlook a whole category of small business, the very small operations Europeans call
“micros”. Additionally, many people might overlook businesses that are run solely on the
Internet. However, entire enterprises that have never had a brick and mortar location have
become very successful since the late 1990s and continue to grow.

Under U.S. law, quite sizeable businesses are considered “small.” Definitions are typically
based on the number of people employed or on sales volume, but in defining small business,
there is no “one-size fits all.” More true is the expression: “Different strokes for different folks,”
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meaning that definitions are based on the economic sector in which a business operates. Small
business may also be defined by a way of looking at the world; it has a cultural meaning; it is a
way of life. Thus the definition has qualitative aspects the law does not care about. A quite small
business may behave like a very large one because its owners have a certain view; conversely
quite large corporations are sometimes still run like small businesses and exemplify the values
of small business.

Official Size Definitions: In most industrialized countries, small businesses are treated in
special ways. They are eligible for financial programs or get favored treatment under the tax
laws. For this purpose, governments publish official size standards. In the United States, such
definitions are issued by the U.S. Small Business Administration’s Office of Size Standards.
SBA’s basic definition begins with a listing of common features. According to the 2010 Small
Business Administration (SBA) Web page, “Size Standards”, a small business must be
1) organized for profit; 2) have a place of business in the United States; 3) make a significant
contribution to the U.S. economy by paying taxes or using American products, materials, or
labor; and 4) be at or below the numerical size standard for its industry. The SBA also notes that
a small business can be everything from a sole proprietorship to a partnership or corporation. A
2010 update also notes, “the Small Business Act states that unless specifically authorized by
statute, no Federal department or agency may prescribe a size standard for categorizing a
business concern as a small business concern, unless such proposed size standard meets certain
criteria and is approved by the Administrator of SBA.”

U.S. Size by NAICS: According to the standards that went into effect in 2008, SBA
determines size for businesses in Manufacturing, Wholesale Trade, Mining, and certain other
specific industries by employment size. For others it uses revenue size, except in Banking, where
asset size rules. Manufacturing enterprises with 500 and fewer employees are small businesses,
although there are some industries within that sector with higher tilt-points, as discussed below;
in the Wholesale Trade sector, the upper limit is 100 employees. This number is widely used as
the definition of smallness in ordinary assessments and in eyeballing small business generally.
The number is easy to remember; it is easier to get a headcount than revenue data; and Census
data on employment by firm are readily available. But the “100-and-under” definition is official
only for businesses in the wholesale trades.

For businesses in all other fields the definitions are based on revenue; this makes it easy
for the small business to establish its own eligibility but much more difficult for analysts of
small business to classify a population of companies as “small” or “large.” In descending order
of revenues, some of the major sectors (as summarized by SBA in 2008) are:

—~Commercial Banking, $175 million in assets

—Industrial Building Construction, $33.5 million

—Software Publishers, $25

—Dredging and Surface Cleanup Activities (technically part of construction but singled

7
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out here), $20 million

—All other Special Trade Contractors, $14 million

—All other General Merchandise Stores (not including department stores, discount department
stores, warehouse clubs and superstores), $11 million

—Payroll Services, $8.5 million

—Miscellaneous Crop Farming, $750,000

Businesses in these categories may maximally have the revenues shown and still be
considered small businesses. The values thus represent upper limits.

These summaries, however, are not the detailed definitions. Those are published by the
SBA in a special table organized by North American Industrial Classification System (NAICS)
codes. The table lists exceptions, typically showing larger sizes for certain NAICS industries.
To illustrate, within the Agriculture Sector, where the top is generally defined as $750,000 in
revenues, Feedlots may have revenues up to $2.5 million, Chicken Egg Production up to $12.5
million, Forestry operations up to $7 million, and Logging may have 500 employees. Fishing
operations top out at $4 million, and Agricultural and Forestry Support activities are $7 million
except Forest Fire Suppression and Fuel Management Services where the top size is $17.5
million. The example illustrates that summary data are very general. The business owner needs
to obtain his or her NAICS code and then look at the table for the precise definition for his or
her operation.

The table also includes whole sectors left out of the summary such as Mining (generally
500 employees); Utilities (4 million megawatt hours a year or less); Transportation (1,500
employees for airlines, long haul rail, and pipelines; 500 for water transport). Also included in
the table are revenues in some sectors, as of the 2008 summary, such as local general freight
trucking, $25.5 million; Offices of Real Estate Agents and Brokers Finance and Insurance ($175
million in assets for Commercial Banks; $7 million in revenues for an insurance brokerage or
agency); and there are others.

Company Distribution By Employment: Just how big a role does small business play in
U.S. commerce? In Manufacturing, 286,039 companies were active in 2006. Of these 74.2
percent had 499 or fewer employees, making nearly three-quarters of all Manufacturing firms
small businesses. They employed 43.2 percent of the manufacturing workforce. In Mining, there
were a total of 20,583 firms, of which 70.3 percent employed 100-499 workers, making the
majority of mining firms small businesses, employing 44.2 percent of the workforce in the
industry. Finally, in Wholesale Trade, there were 334,597 firms, of which 79.6 percent had 99
or fewer employees; nearly four-fifths of all wholesale trade firms in 2006.

A Different Culture: Anybody who has ever worked in or run a small business will be
aware of a difference in culture between “small” and “big” business. The difference arises from
structural fa‘ctors, of course, but equally from different values. To be sure, in specific cases a
small business may have “big business” values and attitudes arising from the experience and

8
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intentions of the owners. On the whole, however, the small-business culture is marked by close
and familiar contact between owners and employees; and the business as a whole is close to the
outside world customers, neighbors, and suppliers. Structural factors arise because
communications in a small business are easy and informal; there is much less layering; contact
with the world is immediate and does not require expensive market surveys. The owners very
often work within the business and are not the abstract and distant symbol of a faceless
stockholder somewhere. Much more so in small businesses than in large, the enterprise has a
“family” or “tribal” atmosphere, and the predominant value is continuity and survival rather
than abstract concepts like profit, return, and asset appreciation. Being in close and direct contact
with the environment (“belly-to-belly” as Japanese business people say), with information flow
rapid and decisions easier to make and to implement, small businesses tend on the whole to be
capable of rapid reaction but are also constrained by limited means.

The small business environment is both more open, free, quick, and “organic” than large
structures where size alone imposes bureaucratic methods of control and slow communications
through many layers of decision makers. For this reason, a highly disproportionate number of
innovations arise first in small businesses, even more so in an era of Internet storefronts, and
small-business owners that can in large measure run their operations from their Blackberry,
iPhone, or HTC. Also, as the SBA points out, small business is the source of most new jobs:
more than 75 percent of net new jobs added to the economy come from small business, primarily
in the manufacturing, mining, and wholesale sectors as of 2009. When it comes to the future,
one can confidently say: “Small is beautiful.”

(—Encyclopedia of Small Business)

Check the box with + if the statement is true; otherwise check it with X.

[J 110 is widely used as the definition of smallness in ordinary assessments and in eyeballing
small business generally.

[J Structural factors arise because communications in a small business are easy and informal.

[] In specific cases a small business doesn’t have “big business” values and attitudes arising
from the experience and intentions of the owners.

[J More than 75 percent of net new jobs added to the economy come from small business,
primarily in the manufacturing, mining, and wholesale sectors as of 2009.

[J Manufacturing enterprises with 500 and fewer employees are small businesses.

[J More true is the expression: “Different strokes for different folks,” meaning that definitions
are based on the economic sector in which a business operates.

[J Quite large corporations don’t exemplify the values of small business.

[] The owners very often work within the business and are the abstract and distant symbol of a
faceless stockholder somewhere.

[J Much more so in small businesses than in large, the predominant value is continuity and

9
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survival rather than abstract concepts like profit, return, and asset appreciation.

[J The small business environment is both more open, free, quick, and “organic™ than large
structures where size alone imposes bureaucratic methods of control and slow communications
through many layers of decision makers.

RSB Corporation.

Possible New Words and Phrases
Incorporated fE#rF PR  initial H#]f0 corruption X scandal H[A  stockholder
7% simultaneously [EIf Y dividend i 2 liability Fi4E

A corporation is a legal entity owned by stock holders that is authorized by law to act as a
single person. As such, the affairs of the corporation are separate from those of the owners,
which gives them limited liability and thus a financial advantage. Under most circumstances,
the owners’ liability is limited to the capital they have invested in the company.

Corporations are created by acquiring a corporate charter from state offices, often the office
of the secretary of state. In applying for a charter, a corporation submits its articles of
incorporation, listing the company name, address, number of shares of stock the company is
authorized to issue, and usually the names and addresses of the individuals who will serve as the
initial board of directors. The board of directors represent the interests of stockholders and
oversees the actions of managers. A corporation may have a few or many stockholders, based
on who has purchased shares of common stock in the company. For decades the most widely
held stock in the United States was American Telephone & Telegraph (ATT), with over 80,000
shareholders. Only about 20 percent of businesses in the United States are incorporated, but they
represent a majority of business activity in the country.

In addition to limited liability, the other major advantage of corporations is the ability to
raise capital. Often a new business starts out as a sole proprietorship; expands by taking on
partners; and, if promising or successful, funds further growth by incorporating. Selling shares
of stock representing ownership interest in the company allows corporations to obtain funds
needed to create or expand business operations without having to pay interest, but it reduces the
ownership and control of initial owners of the business. Stockholders take an equity interest in
the company with the expectation of sharing in the company’s future profits, either through
dividend payments or appreciation of the shares of stock in the marketplace as the company
earns profits. Corporations also raise capital by selling bonds and through bank loans issued in
the corporation’s name.

10
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The selling of shares in a new corporation is called an initial public offering (IPO). IPOs in
technology stocks were highly sought after by investors during the rapid growth of the U.S.
stock market in the late 1990s. Since most new corporations often have only an idea, a business
plan, and little or no track record, shares of IPO companies are considered highly speculative
investments.

Many times entrepreneurs create corporations to expand their products and services into
larger markets. While they may have worked night and day for years developing their business
and are reluctant to lose control of their enterprise, they need the capital and/or skill of managers
to make their business grow. On the one hand, managers can provide new business expertise,
but on the other they are unlikely to work as hard as the entrepreneur who created the business.

To overcome the problem of managers not being owners of companies, many U.S.
companies offer employees stock options—that is, the opportunity to purchase shares of stock
at a specified price for a period of time. If the company does well and the stock price rises,
employees can exercise their stock options, simultaneously buying stock from the company at
the agreed-on price and selling the shares in the stock market at the current market price. This
allows employees to share in a company’s profits. Software developers at Microsoft Corporation
were known to have cots put in their office cubicles so they could sleep in their offices after
working 15- and 20-hour days. Many of these employees have become Microsoft millionaires
through stock options offered to dedicated employees. As demonstrated in the corporate
corruption scandals stock options also provide incentives for executives to artificially increase
share prices in order to cash in stock options for personal gain.

A disadvantage of corporations is double taxation. Because they are recognized as a
separate legal entity, corporations pay taxes on their incomes. When they distribute income in
the form of dividends, shareholders must report these distributions and pay personal income tax
on them. Thus, profits are taxed first as corporate income and second as personal income.
Similarly, when shareholders sell their stock for a profit, they must report the gain on their
personal tax return.

(—=Encyclopedia of American Business)

Check the box with + if the statement is true; otherwise check it with X.

L] A corporation is a legal entity owned by stock holders that is authorized by law to act as a
single person.

[J Under most circumstances, the owners’ liability is limited to the capital they have invested
in the company.

[ A corporation may have a few or many stockholders, based on who has purchased shares of
common stock in the company.

[J Stockholders take an equity interest in the company with the expectation of sharing in the
company’s future profits.
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