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Reading Activities
ASHEEAEAR 1)

Pre-reading Questions :

& What is a corporation charter?
& What is the relationship between a corporation and its shareholders?
& What are the functions of the board of directors?

The Organization of a Corporation”
25 il A TR S

There are three common forms of business ownership in the West: proprietorship,
partnerships and corporations. The oldest one is sole proprietorship, a small business
owned and controlled by an individual, such as a repair shop and a beauty salon. A
partnership is an association of two or more people to conduct business, which is
formed under a written agreement — partnership deed( 324% ) and ended upon the death
or withdrawal of a partner. A typical example is law firms. A corporate form of
organization is a large company owned by a group of shareholders whose shares of
ownership are represented by stock certificates. Suppose you decide to start a business
and you believe the corporation is the best form of ownership for your enterprise —
how should you set up this corporation?

— Incorporating the business ( B3 & R/ 8 80/

First, you may hire an attorney to incorporate the business for you, making sure
that all necessary requirements are met adequately.

Your second step is to select a state in which to incorporate. This is an extremely
important decision because regulations, incorporation costs and ownership rights vary



widely among the 51 states in America.

Most states designate a certain official or state agency, usually the secretary of
state ( #H % §1) , to administer corporations. Blank articles of incorporation® can be
obtained from this official or agency. A certain number of adults, usually one or three,
acting as incorporating officials sign and acknowledge the articles of incorporation.
Copies should be filed (2354558 ) with the appropriate state agency. Once the articles
have been accepted for filing and the appropriate fees have been paid, the articles are
returned to the incorporators ( it A ) as the corporate charter?. The issuance of the
certificate of incorporati0n® is conclusive evidence of the formation of the corporation.

— Shareholders( it %)

The owners of the corporation are the shareholders. These are the individuals who
have invested in the corporation. They have limited liabilities® in the sense that their
financial exposure is generally limited to the amount of their investment. One method
by which the stockholders reap a return on their investment is by the payment to them of
dividends( 2L %)) on the corporate stock by the corporation. A corporation is a legal
entity (344K ), a body quite separate from its individual shareholders, and it goes on
existing even if its shareholders leave, because before they leave they have to sell their
shares to other people, who will become new shareholders.

—Board of directors( EE %)

The ultimate control of the corporation rests with the stockholders, who usually
receive one vote for each share they own and elect a board of directors, which becomes
the governing authority for the corporation. The board elects its own officers — usually
a chairperson ( # F ), a vice-chairperson and a secretary. In some corporations,
particularly the smaller ones, the board of directors plays an active role in the
management of the organization, but in most corporations it acts more as a review panel
(EF#) for management decisions.

The board must authorize major transactions involving the corporation and must set
overall corporate policy. It is concerned with changes in areas such as the firm’s stock,
financing arrangements, dividends and major shifts in corporate holding ( f& {3 ). But its
most important role is that of hiring the Chief Executive Officer( CEO), who can have
any one of a variety of titles of which general manager is the most common. This
person then hires other top executives. The election of other managers is left to those
executives. Most companies will have managers in charge of manufacturing, sales,
human resource, accounting and finance, and other key areas. If some of these
managers are also elected to the board then they will use the title of director.
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The structure of proprietorship, partnerships and corporations is similar in that all
three types of business have owners, managers and employees. In the case of
proprietorship and partnerships, policy decisions are usually made by owners — the
proprietor and the partners. In a company, however, the managers who must set policy
— the board of directors — may or may not be owners( shareholders) .

—Management({ EEE )

As a corporation increases in size a division widens between owners and managers.
The shareholders do not directly manage the operations of most medium-size and large
corporations. These duties are delegated to the Officers of the firm and their
subordinators. There are various levels of management in a company; Top management
(HHEMZ), including the Chief Executive officer, is responsible for the actual
operation of the corporation, subject to board approval. It makes most of the major
corporate decisions and delegates other tasks to middle management, which in turn
delegates to supervisory management ( 3% JZ % ¥ 22 ). Good management always
depends on an effective hierarchical structure of the company.

— Establishing business abroad( 2 83§45l &H3t)

Wholly Owned Subsidiary ( 83%F F/2A 8 )

The dynamic nature of business has led an increasing number of firms to consider
every corner of the world as a feasible source of raw materials and labor or as new
market possibilities. Some corporations have subsidiary companies abroad. By
establishing its own foreign arm, a corporation retains total control over marketing,
pricing and production decisions and maintains greater security over its technology
assets. In return, it is entitled to 100 percent of the profits generated by the enterprise.

Representative Office ( irZE4b)

The rep office is the quickest and easiest route into China for foreign companies.
The major function of a rep office is liaison work ( BK 4%t 45 ), consulting, market
research and general information gathering. It is prohibited from engaging in any direct
profit-seeking activities. Although the major cities, such as Beijing, Shanghai and
Guangzhou, are still the most popular locations when it comes to setting up a rep
office, some foreign companies are beginning to find that it makes more commercial
sense to set up rep offices close to potential partners, possible manufacturing facilities
and local markets. As a result, an increasing number of rep offices are being set up in
the provincial centers.

Besides wholly owned subsidiary and representative office, there are alternatives
that are often considered for the establishment of international business, which are:



exporting, licensing® | franchising® management contract® | contract manufacturing” ,
direct investment® | joint venture and portfolio investment®.

Notes H

D corporation( B4 & PR/ 7 ). What is called “ corporation” in America amounts to “ limited
company” in Britain. For.instance, (US) PRT Group Inc. (Incorporated) ; (Br. ) Dawson Co.
Ltd. (Limited).

@ articles of incorporation (/A 7] B ##% X ) , corporation charter ( B %5 FR 2% & JF dk 4 58) and
incorporation certificates ( /A &) B Vi AJHE) are of the same type of documents, including similar
information such as corporate name and purpose, corporate duration, authorized capital stock,
registered office and agents, board of director( # 5 4>) information,etc.

@ limited liability (% FRFF{E#) : A shareholder is responsible for repaying the company debts only to
the face value of the shares he/she owns.

@ licensing ( &4 A[3F ) : Through licensing, a firm( licensor/ VFAJIE R B# ) grants a foreign entity
(licensee/ 1 AT HE4TAL# ) some type of intangible rights, which could be the rights to a process
(IZ), a patent (&), a program (#F), a trade mark (##5), a copyright (Bi4%) , or
expertise( & 1HA).

(® franchising ( 45 F451440) . Franchising is similar to licensing, except that in addition to granting
the franchisee (B% k) permission to use a name, process, and trade mark, the firm assists the
franchisee with the operations of the franchisee or supplies raw materials.

® management contract (S ¥ A4 F): In a management contract a firm basically rents its
expertise or know-how to a government or company in the form of personnel management support
(AR S E R FHER).

@ contract manufacturing( A H1%E) ;. An MNC ( Multinational Corporation) contracts with a local
firm to provide manufacturing services and enters the foreign arena, expanding its supply or
production expertise at minimum cost.

direct investment( L3 % ) : By investing directly within foreign shares, an MNC makes a real
commitment of its capital, personnel and assets beyond domestic borders, and therefore increases
both its profit potential and the risks. Direct investment runs a continuum from joint ventures( &%
i)k ) where risks and returns are shared to wholly owned subsidiaries where MNCs have the
opportunities to gather the rewards but must also shoulder the lion’s share of risks.

@ portfolio investment (i 3 4 ¥ ) : Not requiring the physical presence of a firm’s personnel, or
products on foreign shares, portfolio investment can be made in the form of marketable securities
(LTS ) in foreign markets, such as notes( ZEi# ), bonds( f§{#:) , commercial paper( &y 25
#&) , certificates of deposits( 75K *E# ), and noncontrolling shares of stock (FE#5 ). They can
also be investments in foreign bank accounts( 42{7M f) or as foreign loans( #FAMYEK) .

s

| . Post-reading Tasks

1. The following organizational chart( 4{41%5#9&) of an ordinary company indicates
how the company is organized and how these departments relate to one another. It

®
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also tells us about the company’s chain of command and the task and position of
each level. Please complete this chart by filling in the blanks with the appropriate
items given below.

(a) President/General Manager/Chief Executive Officer

(b) Production Dept. Manager

(c¢) Marketing Dept. Manager

(d) Chairperson of the Board and other board officers

(e) Accounting & Finance Dept. Manager

(f) Board of Directors

(g) Human Resource Dept. Manager

[ owners — shareholders |
elect
L |
; appoints
l |
* designate
I |

employs
; E:‘L__] i ﬁ
I
« material control « advertising « credit » employment
« production * marketing « financial & cost « safety
engineering research « accounting * appraisal
+production control «sales promotion * budgets * welfare
esales « cash & payment * training

* receipts

ll. Case Study

When Henry Simon set up his transportation company in Delaware in 1988, he
named it Mary, after his mother. And he never forgot what she told him. “ Treat
people fairly, and always keep your promises. ” Simon’s sharp business sense, careful
advertising and good customer services brought about flourishing business. Now
“Mary” is a diversified transportation company with 300 vehicles and revenues in
excess of $ 8 million annually. Although Simon employs 79 people, they do not have
any part in the ownership of the company. As the only owner of the company, Simon
receives all its profits, and will bear all its losses if the company does badly.



