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*
Eorms of Business Enterprise

A way to get a feel for what makes a company tick is to look at
its form of ownership. The three most common forms of business
ownership are sole proprietorship, partnership, and corporation.

Each form of ownership has a characteristic internal structure, legal
status, size, -and field to which it is best suited. Each has key
advantages and disadvantages, and each offers employees a distinctive
working environment with its own risks and rewards.

@& - Sole Proprietorships

A sole proprietorship is a business owned by one person. It is the
easiest and least expensive form of business to start. Many farms, retail
establishments, and small service businesses are sole proprietorships.

Advantages

One advantage is ease of establishment. All you have to do to
launch a sole proprietorship is to obtain any necessary licenses, open
your doors, and start selling your goods or services. Once you’ re under
way, you have the satisfaction of working for yourself. You can make
your own decisions; you can keep all the profits, assuming there are any.

You also have the advantage of privacy. You do not have to reveal
your performance or plans to anyone other than the Internal Revenue
Service.® As a sole proprietor you can set up a so-called Keogh account®
in which you may save some of your earnings for a pension. This
money is not taxed until it is withdrawn from the account, usually at
retirement when personal income and tax rates are likely to be lower.

sEtrEEsr O 1
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Disadvantages

Although a sole proprietorship can theoretically be any size, most
are relatively small businesses. The small scale of most sole
proprietorships reflects their limited financial resources. A sole proprietor
may have to pay more for his or her money, because lending
institutions are likely to charge higher interest rates to smaller companies
than to large corporations.

In some cases, the sole proprietor’ s independence may be a
drawback because it often means that the business depends on the
talents and managerial skills of one person. If problems crop up, the
sole proprietor may not recognize them or may be too proud to seek
help, especially given the high cost of hiring management-level
employees and professional consultants. In addition, many proprietors
have a problem delegating responsibility.

The major disadvantage is the proprietor’ s unlimited liability. From
a legal standpoint, the owner and the business are one and the same.
Any legal damages or debts incurred by the business are the owner’s
responsibility. You might have to sell personal assets, like your family’ s
home, to satisfy a business debt. If someone sues you over a business
matter, you might lose everything you own.

A final disadvantage is that proprietorships often have a limited life.
Some sole proprietors pass their business on to their heirs as part of their
estate. However, the owner’ s death may mean the demise of the
business, particularly if the owner’ s skills are crucial to the operation.

o > Partnerships

If starting a business on your own seems a little intimidating, you
might decide to share the risks and rewards by going into business with
a partner. In that case, you would form a partnership—a legal
association of two or more people as co-owners of a business for profit.
You and your partners would share the profits and losses of the business
and perhaps the management responsibilities as well.

There are three basic types of partnership. In a general partnership,
all partners are legally equal and are liable for the business’ s debts. In

2 O Business Administration
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a limited partnership, however, one or more people act as general
partners and run the business. The remaining partners are called limited
partners because their liability is limited to the amount of their capital
contribution. They cannot be sued for more money than they invested in
the business. In a master limited partnership (MLP), firms act like
corporations, selling partner units on a recognized stock exchange. MLPs
have advantages similar to corporations (limited liability, unlimited life,
and transferable ownership).

Advantages

Proprietorships and partnerships have some of the same advantages.
Like proprietorships, partnerships are easy to form, although it’ s wise to
get a lawyer’ s advice on the partnership agreement—the legal document
that spells out the partners’ rights and responsibilities. Partnerships also
provide the same tax advantages as proprietorships, since profits are
taxed at personal income tax rates rather than corporate rates.

In a couple of respects, partnerships are superior to sole
proprietorships, largely because there’ s strength in numbers. When you
have several people putting up their money and pooling their talents,
you can start a more ambitious enterprise and increase your chances of
success. As a partner, you may also have better luck than a sole
proprietor in obtaining financing, since you and your partners are all
legally responsible for paying off the debts of the group. Finally, by
forming a partnership you increase the chances that the organization will
endure since new partners can be drawn into the business to replace
those who die or retire.  Provisions for handling the departure and
addition of partners are usually covered in the partnership agreement.

Disadvantages

A fundamental drawback of a general partnership arrangement is the
unlimited liability of the active partners. If one of your partners makes a
serious business or professional mistake and is sued by a disgruntlied
client, you are financially accountable. You stand to lose everything you
own. At the same time, vyou are responsible for any debts incurred by

rh¥rprage O 3
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the partnership.  Even though malpractice insurance® or business risk
insurance® offers some financial protection, you pay a premium for your
peace of mind.

Another disadvantage is the potential for interpersonal problems.
Difficulties often arise because each partner wants to be responsible for
managing the organization. Electing a managing partner to lead the
organization may diminish the conflicts, but disagreements are still likely
to arise. Moreover, you may have to face the question of what to do
with unproductive partners. And finally, in the ranks of the aspiring
partners, competition is often fierce. The junior employees are vying for
a limited number of partnership slots, and they view each other as
rivals.  This may give rise to political maneuvering or create a pressure-
cooker environment in which everyone is working 80-hour weeks in
hopes of looking good.

ol - Corporations

The corporation has become a vital force in the nation’ s economy.
As rules and regulations developed to define what corporations could and
could not do, corporations acquired the legal attributes of people. Like
and transfer property; make

you, a corporation can receive, own

b4 b

contracts; sue; and be sued.

The relationship between a corporation and its shareholders is a
source of enormous strength.  Since ownership and management are
separate, the owners may get rid of the managers, if the owners vote to
do so. Conversely, because shares of the company may be bequeathed
or sold to someone else, the company’s ownership may change
drastically over time while the company and its management remain
intact.  The corporation’ s unlimited life span gives it the potential for
significant growth.

Types of Corporations
The most visible corporations are the large, private ones like
General Motors, I1BM, and Coca-cola, but other types are also common.

4 O Business Administration
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TYPE

DEFINITION

EXAMPLE

1. Pubic comporation

Business formed by federal or state

governments for a specific public purpose

TVA®

2.Quasi-public
corporation

Public utilities with a government-granted
monopoly on providing basic public services

Commonwealth
Edison®

3.Private corporation

Businesses owned by private individuals or

General Motors®

companies
4.Not-for-profit Service or arts institution in which no  |Harvard University
corporation stock-holder or trustee shares in the
profits or losses and which is exempt
from corporate income taxes
5.For-profit Companies in business to make a profit IBM®
corporation

6.Professional

Business whose partners offer professional

La Jolla Medical

corporation services (medical, legal, engineering) and |Group, Inc.
can set up beneficial pension and
insurance packages
7. Limited liability A jointstock company, the financial liability | Realatech
company of whose members is limited by law.
8. Parent company |Operating company that owns or controls Roebuck®
subsidiaries through the ownership of
voting stock Sears,
9.Holding company |Corporation organized for the purpose of| Intermark
owning stock in and managing one or
more corporations; differs from a parent
company in that it generally does not
conduct operations of its own
10.Subsidiary Corporation that is entirely, or almost entirely, Seven-up
corporation owned by another corporation known as a
parent company or holding company
Advantages

No other form of business ownership can match the success of the

corporation in bringing together money,
accumulating assets; and in creating wealth.
corporation’ s limited liability.
tremendous liabilities,
of the private shareholders.

resources,

it is the corporation that is liable

and talent; in

One advantage is the
Although a corporate entity can assume

rather than any

Say you buy stock in a company that goes

ZE
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bankrupt. You may lose the money you invested in the stock, but you
are not legally responsible for paying the company’s debts. Of course,
the board members and company management may be liable if they

have acted irresponsibly or illegally.

Corporations that are publicly traded (also called open corporations)
actively sell stock on the open market. Both private and quasi-public
corporations may be publicly traded. Publicly traded corporations have
the advantage of liquidity, which means that investors can easily convert
their stock into cash by selling it on the open market. This makes buying
stock in a public corporation attractive to many investors.

Corporations that are not publicly traded (also called closed
corporations) withhold their stock from public sale, preferring to finance
any expansion out of their own earnings or to borrow from some other
source. This gives the owners complete control over their operations and
protects the business from unwelcome takeover attempts.

A corporation’ s unlimited life span is another important advantage.
It allows a firm to make long-range plans and to recruit, train, and
motivate the best employees.

Disadvantages

Publicly owned companies are required by the government to follow
certain rules and to publish information about their finances and
operations. These reporting requirements increase the pressure on
corporate managers to achieve short-term growth and earnings targets in
order to satisfy shareholders and attract potential investors. In addition,
having to disclose financial information increases the company’s
vulnerability to competitors and to those who might want to take over
the company. The paperwork and costs associated with incorporation can
also be burdensome, particularly if you plan to sell stock to the public.

Although the tax rates for small corporations have declined in recent
years, incorporated businesses still suffer from relatively high taxes when
compared with unincorporated businesses. All corporations pay a tax of
34 percent on annual profits between $75,000 and $100,000. In
addition,  shareholders must pay income taxes on their share of the

6 © PBusiness Administration
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company’ s profits received as dividends. This means that corporate
profits are taxed twice, whereas the profits in a sole proprietorship or
partnership are taxed only once, and at a lower rate.

w Words and Expressions

proprietorship /pra'praiotofip/ n.

proprietor /pra'praidota/ n.

drawback

crop up

liability / laia'biliti/ n.

sue /sju/ su/ v.

demise /di'maiz/ n.

intimidating /in'timideitiy/ a.

malpractice /'mel'prektis/ n.

premium /'pri:zmiom/ n.
vie /vai/ vi.
vying /'vaiip/ a.

slot /slot/ n.

maneuver /ma'nu:vd/ n. v.

ownership; the state or condition of a
proprietor Bt A (41)

owner, esp. of a business firm, hotel or
patent T & A, F proprietress: a woman
proprietor or owner

anything that causes loss of advantage or
deduction from profit, disadvantage; short-
coming; problem | £ 4 ; % bk , Bk &
happen or appear, esp. unexﬁectedly R
RAERANE

tate of being liable ${%; pl debts; financial
obligations i fiff , {4

make a legal claim (against sb. )4 Eif
death FET- ;4K ik ; % M ;(law) transfer (of
property, a title, etc.) by demising(##)Rtf
PR L

frightening, esp. because of seeming difficulty
or impossibility IF A, 4 AHBH
careless, illegal or unethical behavior by
sb. in a professional or official position %
BT R B LB B<F

amount or installment regularly paid for an
insurance policy 1§ %%

compete keenly, strive for superiority, rival
sb. for sth#¥ 4 (often: vie with sb. for sth)
EEN,ERM

position i/ B , & {if

skilful plan or movement %8 , £33

guide (sb./sth.) skillfully and craftily in a
specified direction FJ#ERE . 7EIR ; (BB .75
W) B 5T
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