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1. The Formation of a Compa,l_rly_.

For the millions of prospects annually becoming the
self-employed, one question dominates the initial planning
prior to the commencement of business: What type of
company should I form?

In general, there are three major types of companies:
partnership, sole proprietorship and . limited or incorporated
company. Being at a loss which type to choose, a great
number of prospective business owners rush to the selection
of the corporate form. Forming an incorporated company,
however, is not always the. best choice.

The blind choice of the corporate form may, on the
contrary, adversely affect the company’s future growth.
Worse - yet, the wrong rush to incorporate may even involve
the owners in financial predicaments. We are' not to say
that incorporation is an entirely incorrect choice. Not in
the least. We simply -say that a prospective owner should
avoid the mistake . of choosing the wrong business form,
for incorporation . may ‘sometimes offer him nothing more
than unnecessary solicitor fees and excess paperwork.

The sole proprietorship can offer the owner the great-
est possible freedom in the management of his business.
The greatest defect of this form, however, is the matter of
liability, for the proprietor is personally liable for all claims
‘against the company.
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The general partnership is. similar' to the sole proprie-
torship except that the partnership pools the talent and
experience of twn or.more people. These general partners
are jointly liable for the claims against the company. In a
general partnership, the most -important thing is the choice
of right partners. o ' '

~ There is a rule of thumb: Good friends make poor
business partriers. ‘This is because ‘friendship is- based on
~ emotional ties, which should not be confused ‘with business .
relationship. A good partnership should be based .on . pure
business and the parties must pledge their devotion to the
company, rather than to each other, for the good of the
business. : o '

For a number of businesses, incorporation is, in fact,
“the ideal choice because it offers shareholders legal protec-
tion. Shareholders  are, .in general, not liable for the claims
against the company beyong the amount invested, nor are
the officers, for,. in most cases, creditors have claims only
" against the. assets. of the corporation. So shareholders’

liability is limited. o
_ Nevertheless, incorporation may ‘be highly inefficient
for small firms for the following reasons:— n
(1) A corporation involves more red tape than any
~ other type of company. Applications must be made to the
Companies Registry and solicitors must generally be hired
for all of tlie procedures. ) .
' (2) Incorporation may be too heavy a burden for a
small company. Legal. procedures and related fees can
exceed HK$3,000 and an incorporated company is taxed
at a higher rate than a sole proprietorship or a general
- partnership.
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2. The Commencement of Business

Selecting the  right - business location is so important
that it’s almost impossible to overemphasize the point.
This is also a decisive factor in the formation of a com-
pany. . No matter how well your company is organized,
simply settling at a dead-end address can throw your ven-
ture off course for ever.

When your company is organized and a money-making
location is found, if your company is a sole proprietorship
or a general partnership, you can simply have it registered
with' the Business Registration Office. However, if you are
in a position to organize a company with limited liability,
you have a great number of red tape to handle. You must
apply for the advice on the registrability of your company
naine; prepare - the memorandum and articles of incorpora-
tion and so forth and obtain the certificate of mcorpora-
tion from the Companies Registry.

Prior to the commencement of your business, consider
_ carefully how to make first impressions. ‘The impressions
obtained at the first encounter are 'likely to be carried by
potential customers for ever. You will have a bitter pill
to swallow if you make a bad first impression. All too
- many traders are far too casual about -first impressions,
which may result in customers’ reluctance to .return for a
second try. '
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How can you avoid such bad first impressions? The
" tricks may be as follows:—

(1) Be sure to assign a responsible individual to super-
vise your employees.

(2) Instruct all employees in the full scope of their
responsibilities. Make sure in advance they know how to
handle virtually every contingency likely to arise from the
opening day on.

(3) Get everything ready and perfect.

The other thing to avoid is biting off more than you
can chew. Many traders often show their inexperience by
opting for universal appeal rather than setting their eye
on certain groups of consumers. By seeking to appeal to
everyone, they really appeal to no one.

In view of this, you must set your eye on a specific
and identifiable market, develop a close relation with it and
-continuously gauge 'the effectiveness of your company
through market research.

On the other hand, you must also avoid predicting
- success prematurely. Simply guessing at profits without any
supporting evidence can spell ruin for even the best of
business: ideas. To -avoid . this, you should make careful
market research to estimate - the number of potential cus-
tomers, the number of major. competltors jn the area-and
the prospect of sales.
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3. The Draft Agreement on the
Organization of a Limited Company

Name: A _

This ' company is named Evergreen Company Limited
and shall apply in accordance with the law to the Hong-
kong Government for its registration to become a private
company with limited liability. Each shareholder assumes
limited liability and his or her rights and interests are
guaranteed by the regulations on a limited COmpany.

Business Range:

This company trades as mporters and exporters

. Imported goods: Piece goods

‘Exporter goods: Ready-made clothes

Capital:

The real capital of this company is two million Hong-
kong dollars and is divided into forty shares of fifty thou-
sand Hongkong dollars each. After the application for its
registration is grahi:ed, each shareholder shall pay his or her
share of capital to the .preparatory office of the Evergreen
Company Limited within' ten days for a share certificate.
When the raising of the capital is completed, our company
is formally established and our business is commenced.

Management:

The managing director of thls company is concurrently

—9—



.the general manager. The managing director appoints one
sales manager and one finance chief officer. The sales mana-
ger manages the import and export business of this com-
pany. He is also responsible for the employment of general
clerks and the preparation of monthly reports' on the state
of business to the general manager. The finance chief
officer takes care of the funds of this company. With
regard to the signing and issuing- of bank cheques and
various bills or notes, they are effective only when they
have been signed by the general manager and sealed with
this company’s stamp. '

Board of Directors: o

The board of directors .of this company elects six
standing members to decide on important affairs of this
. company. This company settles aceounts once a year accord-
ing to the fiscal years in Hong: Kong and arranges the
state of business and sales figures in balance sheets and
profit and loss accounts to be verified by the.board of
directors of this company. The board of directors holds
a regular meeting every year to listen to the reports on
the state of this company’s business and examine forms
and reports. If this company incurs a heavy loss in business
and the amount of the loss is estimated to be over one
third of this company’s registered capital, or if a particular
event produces a great impadt on the future of this com-
pany, the general manager shall at once report to the
standing members of the board of directors and the mem-
bers shall hold an interim meeting to make a decision.

Dividends and Bonuses: , )

The board of directors shall decide on the distribution
of dividends every year and allocate 10% of the net profit
as the bonus to the general manager, 5% as the bonus to
the sales manager, and 5% as the bonuses to the finance

—10 —



. chief officer, chief accountant and the secretary of the
general manager’s office. :

Expected Expenditure:

The yearly expenditure in the first year after this
company’s establishment will not. be more than ﬁve hun-
dred thousand Hongkong dollars.

" Tasks of the Preparatory Committee:

The - foregoing is a draft agreement. The preparatory.
committee of this company shall work out the memo-
randum of the organization of the Evergreen Company
Lifnited in accordance th the draft agreement, invite
friends to subscribe for shares to become shareholders of -
this company and form the board of directors to approve
the memorandum of the organization of this company. As
soon as the company is formally established, the prepara-
tory committee will be dismissed.
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