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Chapter

The Sole Trader

In our daily life, we may come into contact with different types

of business organizations. They may be street peddlers, limited

companies and even international corporations. The business

organization we most frequently come across is the sole trader.

The sole trader is an individual who owns and controls a

business, receives all its profits and bears all its losses. From the

definition, we know that:

1)

2)

3)

A sole trader is the only owner of the business. Some sole
traders get loans but the lender is not in any way an owner.
He is a creditor (the trader owes him money).

A sole trader controls the business — He has sole
responsibility for all decisions. When the sole trader is
away, to buy shoes, for instance, he may put the shop
under the control of one of his employees — a salesgirl. She
however, would only be managing the shop for him; he
would be responsible.

The sole trader does not need to share with any others the
profits he makes because he is the sole trader. If, however,
he loses money and if the losses are ¥ 10, 000 RMB , he has
to bear these losses himself.

These then are the features of a sole trader:

a. sole ownership



b. sole responsibility for profits and losses.

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

2) The success of the business will be of direct benefit to the
sole trader and so he knows that his efforts will bring
rewards to him, not anyone else. So traders are often

willing to work long hours to benefit the business.

3) Sole traders do not have to consult others when they want to
make changes. They can decide and act quickly.

4) A sole trader does not have to go through any lengthy
formalities to set up his business.

5) 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.

1) Sole trader has to work long hours to run his business. He
has all the burden of the business on his shoulders. It can be
fairly said that a sole trader has a number of personal
burdens.

2) A sole trader 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
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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) Expansion is limited by insufficiency of capital. Sole traders
do not usually have sufficient reserves to open several other
branches.

4) A sole trader 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.
So the sole trader organization often lacks some essential
skills.

= Notes:

1. unlimited liability RFR 4L, 35K iEM A A RFAEN 3 R F 4789
WAA, LR B LA 8 A HATHHKS % R F 4%, unlimited
company (LFR2A3]), M A i A RFRFAERG A S,

2. stocktaking  # % A ff, inventory 7k & M 3L, 4» continuous
stocktaking 2, continuous inventory 4 “# % & 4", miBit LIF&
E HER AERTHE A ARLERE TN TREE" LR S
Z_# physical stocktaking 2, physical inventory

3. sales return 44 B W, £/A# 5L A creturn sales, returned sales
% return inward, /£ %) &b 44 2 & 42 F f —FBCE#R S sale or return
(MR QR), HHLHIRLA T O EARBEEYE, LhLm
EAARE R, REHTUARY, ¥ B4 s 0., S oR.,
x S/R,

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

1. A creditor who lends money to a sole trader shares
ownership of the business.

2. 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.

o v AW

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

8. Disadvantages of sole trader organizations are unimportant.

9. Unlimited liability means that a sole trader has unlimited
responsibility for managing his business.

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

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 bearing the risk of the enterprise and for
the management of the business. Among the advantages of this kind
of business are: (1) the self-interest of the trader, which may make
for greater efficiency; (2) it is possible for the sole trader to keep in



L

. ®
------ «++ « « + Various Types of Business Organizatipns Pa 7

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 the firm.



Chapter

Partnership' .

A sole trader has established his business and each year his
profits increase. He is very ambitious and he feels he would like to
expand his business by buying two other shops which are for sale.
He has some money available, but not enough, for the two
purchases so he decides to find partners to form a partnership. He
contacts two friends of whom one has good retailing experience and
decides to invest $60,000 and the other also agrees to use his
savings of $ 20, 000 to join the partnership. The $ 60, 000, plus the
$20, 000, together with his own money, allow him and his new
partners to buy the two shops. Now they set up a new form of
business organization — partnership.

Partnership is a for-profit business association of two or more
persons. Each partner shares directly in the organization’s profits and
shares control of the business operation and partners are jointly and
independently liable for the partnership’s debts.

Partnership Business Law of the People’s Republic of China
was adopted at the twenty fourth session of the Standing Committee
of the Eighth National People’s Congress on February 23, 1997 and
entered into force as of August 1, 1997. According to the law, the
necessary conditions for establishment of this type are as follows:

1. two or more partners

2. written partnership agreement ( partnership deed)



. real investment

4. partnership business name

. and other necessary conditions

. The partnership capital (i.e. the money in the business) is as
follows: s#% $80,000, sk $60,000, and *xx $20,000.
. The profits are to be shared in the proportion 8:6:2, i.e.
the profits will be divided into sixteen parts. The first one
will get 8/16 (1/2), the others 6/16 (3/8) and 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 by a meeting of the three partners. ( 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”?.)

. The partnership deed specifies that two of partners 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 one will look after
two new shops while the other will manage the first one.
The deed specifies that the third will be a “ sleeping

»3

partner”” or “silent partner” or “dormant partner” ; he will

have no management duties.

4. The partnership deed also lays down that the two partners
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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 partners. 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 — the three partners

could lose more than their investment in the business, i. e.
$ 80,000, $60,000 and $ 20, 000.

2. If the partnership did not for any reason pay some of its
debts then the creditor 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.

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.

1. It helps to provide additional capital.
2. It can allow a sharing of the work so that partners can take

on what they are particularly good at.
3. A third advantage is that having a partner can take the strain

out of running a business.

There are also some disadvantages of partnerships.
1. The decisions will be slow because of the need for
consultation.



