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Lesson One The Sole Trader

Keith Riley is from a fairly wealthy family. He was not,
however, interested in going into th; family business but took up a
career in retailing instead. His first job was as an assistant in a shoe
shop which was part of a large chain'”’. Keith went to college one day
per week and gained the BTEC ( Business and Technician Education
Council) national certificate in retailing. He was very keen on retailing
and his father gave him, as a twenty-first birthday present, £ 60 000
so .that he could start up in business on his own account. Keith bought a
shoe shop which was situated near the town centre. He employed two
assistants and decided to trade as Surefit (Shoes)”. Keith obviously
had good skills in business and the first three years were very successful
'indeed. Caieful advertising , good customer services and a specialisation
in children’s shoes brought good business. He made £ 30 000 profit in
his third year.

Keith has been quite successful in his first venture in business and
we will be following Keith’s career to help us understand the various
types of business organization existing.

Keith is the‘ only owner of Surefit (Shoes) . This is an example of
a sole trader form of organization. Although Keith employs two ladies
as shop assistants they are employees and are paid a weekly wage; they
do not have any part in the ownership of the business.

If Surefit (Shoes) does well Keith will get the benefit but if it does
badly he will bear the loss. Thus a definition of a sole trader is ‘an
individual who owns and controls a business, receives all its profits and
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bears all its losses’.

1. A sole trader is the only owner of the business. Some sole
traders get loans to assist them but the lender is not in any way an
owner, he is a creditor (i.e. the trader owes him money).

2. A sole trader controls the business ——— he has sole
responsibility for all decisions. When Keith is away, perhaps buying

. shoes, he may put the shop under the control of one of his employees.
She, however, would only be managing the shop for Keith; he would be
responsible.

3. Keith will not need to share any profits he makes because he is
the ‘sole owner’. If, however, he had lost money, e.g. if losses were
£10 000, Keith would have had to bear these losses himself.

These then are the features of a sole trader organization ;

1. sole ownership

2. sole responsibility for profits and losses

There are thousands of businesses in the United Kingdom which are
of the sole trader type and this particular form is predominant in other
countries. In the last twenty years there has been an increase in the
number of large businesses but the sole trader still plays an important
part in commercial activity. The continuing existence of the sole trader
is due to the fact that this type of organization has a numb?r of
advantages, as we shall see when we look at Keith’s business in more
detail®,

Advantages of the Sole Trader Organisation

1. The business is a very personal one — Keith as owner will see
the representatives of firms selling him goods. He will have closer
personal contact with his two employees and therefore be able to get the
best out of them.

2. The success of the business will be of direct benefit to Keith and
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so he knows that his efforts will bring rewards to him, not anyone else.
Sole traders are often willing to work long hours to benefit the business.

3. Keith does not have to consult others when he wants to make
changes. He can decide and act quickly.

4. The sole trader does not have to go through any lengthy
formalities to set up his business. Keith bought the shop and began
trading the next day. The requirement to register a business name has
now been abolished (in 1981) and the only requirement is that Keith on
his invoices and bills must indicate ‘K. Riley trading as Surefit
(Shoes)”. The business must display its name and the name of the
owner. This requirement is necessary only if the business is using a
name other than the name of the owner. If Keith’s business was known
as K. Riley then even the requirement to display would not be
necessary.

9. A sole trader does not need to publish any information about his
business to the public. Any member of the public has the right to see
details of companies but no right to have details of a sole trader’s
business. Of course, Keith would have to supply details of his business
to the Inland Revenue‘”. This is for tax purposes but these details are
not available to the public. We can see then that the sole trader
organization has a number of quite important advantages. There are,
however, a number of disadvantages in this type of business and again
we will use the example of Surefit (Shoes) to explain these.
Disadvantages of Sole Trader Organisations

1. Keith has to work long hours to run his business; usually he ’
arrives at the shop at about 8 : 15 am and does not normally leave until
he has cashed up‘®, often about 6 : 30. Although he sometimes
discusses his problems with his wife, Wendy, he has all the worry of
the business on his shoulders.
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In the three years he has operated his business he has never felt he
could afford to be away on holiday and although he has fortuqateiy
been in good health the effect of absence through illness does worry him
considerably. It can be fairly said that a sole trader has a number of
personal burdens.

2. Keith’s business has prospered, but not all businesses are in this
happy position. Let us assume for a moment that instead of £30 000
profit Keith’s takings were not even sufficient to pay his bills or his
manufacturers for new shoe deliveries. The business could - go
bankrupt® and Keith could stand to Jose not only his £ 60 000 initial
investment in the business, but also his creditors (i. e. those to whom
he owes money) could claim his personal possessions to settle the debts,
i. e. his house or his car.

A sole trader such as Keith has unlimited liability”; this means he

' is liable for the debts of the business over and above money he has put
in. In law the business and the owner are treated as though they were
one and the owner’s personal property could be seized to pay off
business debts. As we will see later, companies are not in this position
and this is why they often have °‘limited’ in their title. Unlimited
liability is a very serious disadvantage.

3. Keith’s business is flourishing and he realises that he could do
even better if he could open several othet branches. Unfortunately, sole
traders do not usually have sufficient reserves to do this and it is often a
disadvantage that expansion is limited by insufficiency of capital.

4. Keith, of course, has to do all the work of managing the
business himself and some aspects such as the accounts, stocktaking®
and sales returns® he does not like and is not very good at. He could
employ someone to do these things. but it is sometimes an advantage to
have a business colleague who has that sort of expertise. You cannot
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expect one person to be good at everything and the sole trader

organization often lacks some essential skills.
Notes

(1) chain (Bk5), FE— 1MV ERAF FEH —HEMWE
JE . MRAESBIBESE . 40 the Hilton chain in Shanghai (I YA 4R
WRE B & REIBHE LM S S, Kb EA . chain and
group banking (EH{ X M4 1T), chain contract GEGI &R, &
%.

(2) to trade as Surefit (Shoes), TEM 4GIEH Surefit (Shoes) &
EBIT R TIEZ . FIE T suretit —i7, B NSRS

CERPRAIR R E O FRE, BT LUK SRR TR
AH &K Comfortable, Excellent 2 2, Surefit 45 i A BLARZ
“HREGH”, HERXRRE—DEER, WRZHE, LG —
FORE LIS, N TRIER M A E, —# kSR e
BT, MR Y Ezyrub, R E A casy rub, — X H I
—FEFR. |

(3) in more detail B} “F A", KM T in greator
detail, in further detail 4,

(4) inland revenue ([ Py B U0) 75 I 4b #5 3 E B9 Board of
Inland Revenue (FE MBS ). HE ML T 1849 48, B R AE U
KB EVERL . BB S E A B,

(5) to cash up EH—RMHAEWA) . B cash register I &
L. :

(6) to go bankrupt, fEILEIET go £iE R HiF, BH OB
BL” bankrupt BIEAT, BH B, B AR R
bankruptcy, “XE AR RAABE =T I 3% & The company soon
went (B became) bankrupt. 2 The company soon went into
bankruptcy. bankrupt {E & i@ & K “BE e E”, 40 an undischarged
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bankrupt (SpEREEFRAGER T E) .

(7) unlimited liability CERRFAE) . HEREM A EFRRAELA
RBEITHHEN, LA CHARKFEITHRS RERFRIE.
unlimited company (TR E]D . R AKRMERRFTEMNLF.

(8) stocktaking (FEHFEHK, BEEFR), inventory JRE I X,
4l continuous stocktaking HY, continuous inventory M “ELZE/RLTE”, T
SR, AR FFERHR ., AT E RNk
BH”, NWIFRZ A physical stocktaking & physical inventory

(9) sales return (Y IBE), K IB 5 = H . return sales,
returned sales J return inward, 7ER S ES B HE —FEERRN
sale or return GBI SRR . 003 7 R 2 11 0 B R SR B
B A EEEMRNRE S, ZERHAURRK., KEE N s o
r.,S.o.R., B S/R,

Exercises

I . Questions and answers,
1. What are the features of a sole trader organization?
2. Why can a sole trader decide and act quickly?
3. Why has a sole trader a number of personal burdens?

I'. Translate the following economic terms into English

1. FFeE4w 2. WA 3 TTEE

3. JER 4. R EIMK
5. RS 6. HHEITK AT
7. BBk 8. RWIHW¥E
9. TR FAE 10. HEEMRE

1. R 12. 58%RH

E. Tell whether the following statements are true or false .
1. A creditor who lends money to a sole trader shares ownership of
the business.
e B .
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8.
9.

The sole trader owns his business while his assistants control it.
A sole trader can lose more than he has invested.

Generally sole traders do not work hard enough.

All sole traders must indicate their names on their invoices.
The public have the right to know the details of a sole trader’s
business.

Sole traders must supply details of their businesses to some
authority.

Disadvantages of sole trader organizations are unimportant.
Unlimited liability means that a sole trader has unlimited

responsibility for managing his business.

10. A business colleague is someone a sole trader employs.

N. Translate the following into Chinese ;

Sometimes known as a “one-man” business, the sole trader

organization (an alternative term for the sole proprietorship) is a type

of business unit where one person is solely responsible for providing the

capital, for beating the risk of the enterprise and for the management of

the business. Among the advantages of this kind of business are; (1)

The selfinterest of the trader, which may make for greater efficiency ;

(2) Tt is possible for the sole trader to keep in personal touch with all

sides of the business; (3) Decisions can be made and put into effect

quickly. The disadvantages of this type of business include; (1) Too

much depends on the ability of one man; (2) Its capital is likely to be

small and so expansion to the optimum size is not likely 'to be possible ;

(3) The trader is personally liable for all the debts of she firm.



Lesson Two Partnerships‘”

Keith has established his business and each year his profits
increase. Keith is very ambitious and he feels he would like to expand
his business by buying two other shoe shops which are for sale'® in a

town nearby. Keith has some money available for the two purchases but
not enough so he decides to form a partnership. He contacts a friend
who has good retailing experience and the friend decides to come in with
Keith and invests £ 60 000. Keith’s wife Wendy also agrees to use her
savings of £20 000 to join the partnership. The £60 000, plus the
£20 000, together with his own money, allows Keith and his new
partnerS to buy the two shops.

Keith, his friend Kevin Bradd and Wendy decide to draw up a
pzirtnership deed and go to see their solicitor. A partnership deed is not a
necessary requirement but it is for obvious reasons, as we will see,
advisable.

The partnership deed between Keith, Kevin and. Wendy is drawn
up and specifies the following points

1. The partnership capital (i. e. the money in the business) is as
follows: Keith £80 000, Kevin £60 000 and Wendy £20 000.

2. The profits to be shared in the proportion 8 : 6 : 2, i.e. the
profits’ will be divided into sixteen parts. Keith will get 8/16(1/2),

- Kevin 6/16(3/8)and Wendy 2/16(1/8). You will have noticed that
the agreement lays down that the profits will be shared in exactly the
same proportion as the ownership; 80 000, 60 000, 20 000. It is also
agreed that the precise amount of profits to be shared will be determined
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by a meeting of Keith and Kevin. (Many businesses, of course, do not
distribute all their profits but use a proportion to put back in the
business, e. g. to make improvements. This process is known as
‘ploughing back’ ®. )

3. The partnership deed specifies that Keith and Kevin will share
in the management of the business. The overall policy relating to sales,
advertising, sales promotions and ordering will be made by the two
partners, but Keith will look after two new shops while Kevin will
manage the first one. Kevin will also be responsible for buying stock,
keeping accounts and analysing sales. The deed specifies that Wendy
will be a ‘sleeping partner’*,i. e. she will have no management
duties. All policy decisions will be made by the two partners, Keith and
Kevin.

4. The partnership deed also lays down that Keith and Kevin will
be paid each an annual salary of £ 7 000; these salaries will be
deducted before the profits are calculated.

A partnership has been formed with three partnei's, Kevin, Keith
and Wendy. A partnership is regarded as being an association of
individuals engaged in business, and it has the following features.

1. Each partner has unlimited liability — Keith, Kevin and
Wendy could lose more than their investment in the business,i. e.
£80 000, £60 000 and £20 000.

’2. If Surefit (Shoes) did not for any reason pay some of its debts
then the credito_r could not sue the partnership but would sue the
partners by name.

3. If one of the partners makes a contract then he binds the other
partners. If Kgith decided to improve one of the shops and ordered
equipment from a firm of shopfitters*® then Kevin and Wendy would be
liable just as if they had made the agreement themselves.
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4. Like a sole trader the partnership does not need to provide any
information to the public.

5. The partnership is owned and controlled by the partners.

Although Keith, Kevin and Wendy have obtained a partnership
deed it is possible to form a partnership without a deed, but the rules to
be followed will be as laid down in the Partnership Act 1890,

Keith and Kevin work very well together, the three shops flourish
and the concentration upon good customer service with the specialisation
in children’s shoes brings the business good returns'”. Keith and Kevin
decide to ‘plough back’ £12 000 of the net profit to make
improvements in th shops. This leaves £ 64 000 to distribute to the
partners.

' Advantages of a Partnership

By looking at the partnership known as Surefit ( Shoes) let us
examine some of the advantages of partnerships as a form of business
organization.

1. Obviously a partnership allows more capital to be put into the
business. Keith wishes to expand but he did not have enough capital
(money) to buy the two additional shops; by t;;king two partners he
was able to obtain an extra 80 000. Thus one advantage of a
partnership is that it helps to provide additional capital.

2. You will remember that Keith did not like aspects of running a
business, e. g. accounts, stocktaking and making sales returns. In the
partnership agreement Kevin égreed to take on these tasks. Thus
another advanté.ge of a partnership is that it can allow a sharing of the
work so that partners can take on what they are particularly good at.

3. Now that Keith' has..got a partner he can do things which he
could not easily do befote. For example he can now take a holiday
confident that the. business is in good hands.” Since Kevin is also a
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partner it is in his interest to do the job well. Also if Kevin or Keith is
ill they can cover for each other. Thus a third advantage is that having
a partner can take the strain out of running a business.

Disadvantages of Partnerships

There are also some disadvantages of partnerships.

1. Keith is no longer able to do what he pleases; he must consult
with Kevin. It is possible that they will not agree and conflict may
arise. It is also possible that decisions will be slow because of the need
for consultation.

2. Keith, Kevin or Wendy can at any time take their money out
of the business and this would present the remaining partners with
considerable problems. If Keith decided to leave, to pay him out®
might mean selling at least one if not two of the shops.

"3. As is pointed out earlier, both the ‘active’ partners’, Keith
and Kevin, can make contracts, e.g. order goods or equipment. Kevin
could make a contract which put the business into‘difficulties and Keith

of course, would be equally liable.

Notes

(1) partnership (SRS, SIKAFD, REDH 2 Agk 2 A
UL, E¥BEARET 20 A, Hp X4 % ordinary partnership. (
LB A M/ F]D, B general partnership (—EKEE) , LR
limited partnership (ﬁﬁ&“ﬂﬁ’r&'%)% A SCFF A 48 By & ordinary
partnership,

(2) for sale (548, L4 )., 1. We are looking for a house
for sale in the neighbourhood. (F TEFERE 4% -— Pt 0
B BERS —RF on sale GRMILE, HE, LA, . This
ten-dollar hat is now on sale for five. GX i 10 3850 44 18 7 B0 46 1
3 5 3T, ). The newly bought apartments can be on sale only after a
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