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Chapter 1 Business Ownership
and Management

Learning Objectives

Business Ownership Business Management

1. Forms of business ownership
a) Sole proprietorships
b) Partnerships
¢) Corporations
2. Limted Liability Company (LLC)
. Franchising
4. How to launch a new business?

What is management?

Is management scientific?
Managenal skills checklist
Successful leadership

W N

w

1.1 Business Ownership

Lead in

Do you want to set up a business and be your own boss? What kind of business do
you set up? How should a business be organized? Who should own it? One of the first
decisions that you will have to make as a business owner is how the company should be
structured. Owners often want to keep control of their businesses, which leads many
small firms to stay as sole traders, even though their funds will be limited. Taking on
new partners or shareholders cuts the amount of control that owners have. For
example, if you hold the majority of shares (over 50%) you can keep some control,
but not all.

1.1.1 Forms of Business Ownership

Sole Proprietorships — A one-person business with unlimited liability
The vast majority of small business start out as sole proprietorships. These firms
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are owned by one person, usually the individual who has day-to-day responsibility for
running the business. Sole proprietors own all the assets of the business and the profits
generated by it. They also assume complete responsibility for any of its liabilities or
debts. In the eyes of the law and the public, you are one in the same with the business.

Advantages of a Sole Proprietorship Disadvantages of a Sole Proprietorship

1. Easiest and least expensive form of ownership | 1. Sole proprietors have unlimted hability and

to organize are legally responsible for all debts against the
2. Make decisions as they see fit within the business. Their business and personal assets
parameters of the law. are at risk.
3. Recerve all income generated by the business | 2. May be at a disadvantage n raising funds and
to keep or reinvest. are often himited to using funds.
3. May have a hard time attracting good
employees.

Partnerships — 2~20 partners own, control and finance the business. They have
unlimited liability.

In a Partnership, two or more people share ownership of a single business. Like
proprietorships, the law does not distinguish between the business and its owners. The
Partners should have a legal agreement that sets forth how decisions will be made,
profits will be shared, etc. Even it is hard to think about a “break-up” when the
business is just getting started, but many partnerships split up at crisis times and unless
there is a defined process, there will be even greater problems. They also must decide
up front how much time and capital each will contribute, etc.

Advantages of a Partnership Disadvantages of a Partnership

1. Partnerships are relatively easy to establish; | 1. Partners are jointly and individually liable for

however time should be invested in the actions of the other partners.
developing the partnership agreement. 2. Profits must be shared with others.
2. With more than one owner, the ability to | 3. Since decisions are shared, disagreements can
raise funds may be increased. occur.
3 The profits from the business flow directly | 4. The partnership may have a lumted hfe; 1t
through to the partners’ personal tax returns. may end upon the withdrawal or death of a
4 Prospective employees may be attracted to the partner.

business if given the incentive to become a
partner.
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Types of partnerships that should be considered:
General Partnership

Partners divide responsibility for management and liability, as well as the shares
of profit or loss according to their internal agreement. Equal shares are assumed unless
there is a written agreement that states differently.
Limited Partnership and Partnership with Limited Liability

“Limited” means that most of the partners have limited liability (to the extent of
their investment) as well as limited input regarding management decisions, which
generally encourages investors for short term projects, or for investing in capital
assets. This form of ownership is not often used for operating retail or service
businesses. Forming a limited partnership is more complex and formal than that of a
general partnership.
Joint Venture

Acts like a general partnership, but is clearly for a limited period of time or a
single project. If the partners in a joint venture repeat the activity, they will be
recognized as an ongoing partnership and will have to file as such, and distribute
accumulated partnership assets upon dissolution of the entity.
Corporations

A corporation, chartered by the state in which it is headquartered, is considered
by law to be a unique entity, separate and apart from those who own it. A corporation
can be taxed; it can be sued ; it can enter into contractual agreements. The owners of
a corporation are its shareholders. The shareholders elect a board of directors to
oversee the major policies and decisions. The corporation has a life of its own and does
not dissolve when ownership changes.

Advantages of a Corporation Disadvantages of a Corporation

1. Shareholders have lmited liability for the | 1. Requires more tume and money than other

corporation’s debts or judgments against the forms of organization.

corporations 2. Corporations are monitored by federal, state
2. Generally, sharcholders can only be held and some local agencies, and as a result may

accountable for their investment 1n stock of have more paperwork to comply with

the company (Note however, that officers regulations.

can be held personally hable for their actions,
such as the failure to withhold and pay
employment taxes) .

(Continued)
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Advantages of a Corporation Disadvantages of a Corporation

3. Corporations can raise additional funds | 3. Incorporating may result in higher overall

through the sale of stock. taxes. Dividends paid to shareholders are not
4. A corporation may deduct the cost of benefits deductible from business income, thus this
1t provides to officers and employees. income can be taxed twice.

Words and Expressions

Forms of Business Ownership 3k AT X

sole proprietorship AL

asset y

liability 7 4% ;unlimited liability & FR {4
debt %

profit #1349 ;loss | %

at risk K R

funds Y gy

distinguish R A, Ra

share &8

split up a5, R

capital A

contribute F#K 44t

incentive 71, MR

jointly Bbb, KR
withdrawal B, BT

General Partnership LBHKA

internal agreement AR A SR

Limited Partnership and Partnership A R
with Limited Liability

complex - N - A

formal JE XA, EH

joint ventures A

file vt. Feoeeeee yaAE[(+away) ;38 8 (W3FF),

wAGFRE)
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distribute o8, A

accumulated mEH

dissolution 2R B, B AL (RYGF6) Mk

entity AR

corporations 28]

sue g, g FRIFRL(+for) |35 K; BR
contractual 2549

shareholder BER[C]

a board of directors ¥¥2

oversee BB T2 5%

dissolve PR R o 4

accountable for (R eeeer ) RS 55009 B 5} RAL Y ; THHA
stock (28 69 e Z, Rar[CILUT M, B[ CILU]
withhold R R '

deduct Fo ik, B[ (+ from)]

comply (22K 454K AR, #AR [ (+ with) ]
dividends LA 5 A&

1.1.2 Limited Liability Company

Limited Liability — What does it mean?

It all comes down to the responsibility for the debts of the business: A sole trader or
partnership can be held responsible for all the debts of the firm. The owners of limited
companies can only be held responsible up to the value of their investment in the business.
LIMITED LIABILITY COMPANY (LLC)

The LLC is a relatively new type of hybrid business structure that is now
permissible in most states. It is designed to provide the limited liability features of a
corporation and the tax efficiencies and operational flexibility of a partnership.
Formation is more complex and formal than that of a general partnership.

The owners are members, and the duration of the LLC is usually determined
when thé organization papers are filed. The time limit can be continued if desired by a
vote of the members at the time of expiration. LLC’s must not have more than two of
the four characteristics that define corporations: Limited liability to the extent of
assets; continuity of life; centralization of management; and free transferability of
ownership interests.
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Other Sources of Finance

1. Loans

2. Overdrafts

3. Profits that are fed back into the business

4. Shares

5. Grants and donations
Other Legal Requirements

1. A limited company must also send a copy of its annual accounts to the Registrar

2. It must also hold an Annual General Meeting and invite its shareholders to
attend

3. Becoming a Public Limited Company involves far more time and cost

4. It must have a minimum of £ 50 000 share capital

5. Limited companies use part of their profits to pay a dividend to shareholders

6. They can choose not to pay a dividend but always have to pay interest on any
borrowing the company has made

7. Profits can be ‘retained’ and ploughed back into the company
PRIVATE LIMITED COMPANY (ITD)

A Company owned by shareholders. A limited number of shares are issued , these
are owned by family and friends of the business. The business has limited liability.
PUBLIC LIMITED COMPANY (PLC)

A Company owned by shareholders. It must have 10 000 of capital when founded,
and may allow its share to be bought by the general public (though it does not have
t0). The business has limited liability.

Advantages of Limited Liability Company

Disadvantages of Limited Liability Company

. Flexible Profit Distribution; Limited liability
companies can seléct varying forms of
distribution of profits. Unlike a common
partnership where the split is 50 ~50, LLC
have much more flexibility.

. No Minutes: Corporations are required to

keep formal minutes, have meetings, and
record resolutions. The LLC business
structure requires no corporate minutes or
resolutions and is easier to operate.

. Limited Life: Corporations can hve forever,

whereas a LLC is dissolved when a member
dies or undergoes bankrupicy.

. Going Public: Business owners with plans to

take their company public, or issuing
employee shares in the future, may be best
served by choosing a corporate business
structure.

(Continued)
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Advantages of Limited Liability Company

Disadvantages of Limited Liability Company

. Flow Through Taxation: All your business

losses, profits, and expenses flow through
the company to the individual members. You
avoid the double taxation of paying corporate
tax and individual tax. Generally, this will

3. Added Complexity:

Running a sole
proprietorship or partnership will have less
paperwork and complexity. A LLC may
federally be  classified as a sole
proprietorship, partnership, or corporation

be a tax advantage, but circumstances can

favor a corporate tax structure.

for tax purposes. Classification can be
selected or a default may apply.

Words and Expressions

investment B

Limited Liability AHRF 4 (LLO)

hybrid ReFb ;AT R

operational g2H Lt

duration (ot W) ) 3 4k 2 g M U]

expiration ®u i

continuity —i£ %, —RF[S1][(+of)];E g pt ; ik H;
# R/ H[(+in/between) ]

centralization T RER;E P

transferability THIAKE

overdraft HXE KM

grant BT £ FE, B F 42,4084 B 44k

donation W HEMH[C]

registrar BRA; FHER

pay a dividend to sharcholders BB R A4 4

retain (V) BRGRE; G 4E, £4

plough (B.E. plow) EESRE i3 &5 ¢

issue RAT; KA

minutes AWIRE ;HFEF;ER

bankruptcy #=,8 [ U]C]

default RBAT R, R 8F, R B K FR

1.1.3 Franchising

Franchising (from the French for honesty or freedom) is a method of doing
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business wherein a franchisor licenses trademarks and tried and proven methods of
doing business to a franchisee in exchange for a recurring payment, and usually a
percentage piece of gross sales or gross profit as well as the annual fees. '

Various tangibles and intangibles such as national or international advertising,
training, and other support services are commonly made available by the franchisor,
and may indeed be required by the franchisor, which generally requires audited
books, and may subject the franchisee or the outlet to periodic and surprise spot
checks. Failure of such tests typically involve non-renewal or cancellation of franchise
rights.

A business operated under a franchise arrangement is often called a chain store,
franchise outlet, or simply franchise,

Simply, a franchise business is a method a company uses to distribute its products
or services through retail outlets owned by independent, third party operators. The
independent operator does business using the marketing methods, trademarked goods
and services and the “goodwill” and name recognition developed by the company. In
exchange, the independent operator pays an initial fee and royalties to the owner of
the franchise.

The company that grants the independent operator the right to distribute its
trademarks, products, or techniques is known as the franchiser. The independent,
third party business person distributing the franchiser’s products or services through
retail or service outlets is called the franchisee.

Advantages of franchising

Disadvantages of franchising

1. Quick start; Franchising offers franchisees the
advantage of starting up a new business
quickly based on a proven trademark and
formula of doing business, as opposed to
having to build a new business and brand from
scratch (often 1 the face of aggressive
competition from franchise operators) .

. Expansion: Franchisors are able to expand
rapidly across countries and continents, and
can earn profits commensurate with thewr
contribution to those societies.

1. Control. For

franchisees, the main
disadvantage of franchising is a loss of
control.

. Price;: It can be expensive. The franchisee

may also be contractually bound to spend
money on upgrading or alterations as
demanded by the franchisor from time to
time.

(Continued)




