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Businesses can be classified according to different criteria, such as value,
number of employees, ownership, etc. When people decide to go into business,
they must first choose the type of business ownership. They may form their own
businesses, start partnerships, or work in other people’s businesses. Throughout
this chapter, we not only present the basic forms of business ownership, but
also discuss the advantages and disadvantages of each form. We begin with sole
proprietorships, followed by partnerships (general and limited) and corporations.
We then discuss joint ventures, limited liability companies, and mergers and
acquisitions. We conclude by examining franchises.

If you are planning to go into business, you need to review these pros and

cons and determine which form of ownership meets your needs, style, and
talents.
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Many people desire to be their own boss. A sole proprietorship
accomplishes this goal. You can begin a word processing service out of your
home, open a car repair center, start a restaurant, or go about meeting other
wants and needs of your community. An organization that is owned, and usually
managed, by one person is called a sole proprietorship. There are an increasing
number of sole proprietorships in China. The sole owner, often aided by one
or two employees, operates a small business that frequently caters to a group
of regular customers. The owner through personal wealth or borrowed money
normally provides the capital needed to start and operate the business.

The sole proprietor is usually an active manager, working in the company
every day. He/She controls the operation of the business, supervises the
employees, and makes the decisions. The managerial ability of the owner usually
accounts for the success or failure of the business. The sole proprietor owns all
the assets of the business and the profits generated by it. He/She also assumes
complete responsibility for any of its liabilities or debts.

Owning a sole proprietorship has several advantages and disadvantages.



ADVANTAGES

One of the advantages of being a sole proprietor is that you can be your
own boss. “Working for others simply does not have the same excitement as
working for yourself.” That's the way sole proprietors feel. You can make business
decisions without having to ask anyone else. You have the freedom to wind up
your business whenever you want. There is nothing like the pleasure of knowing
that you can earn as much as possible and do not have to share that money with
anyone else.

A sole proprietorship is the easiest form of business to start. All you have
to do to start a sole proprietorship is to buy or lease the needed equipment and
put up some announcements saying you are in business. You may have to get a
permit or license from the local government.

DISADVANTAGES

Owning a sole proprietorship also has disadvantages. It is often difficult for
the owner to raise capital. The owner is personally responsible for all aspects of
the business. He/She has unlimited liability (JEPR3?4E). If the business is being
sued, so is the business owner. If the business owes money, the business owner is
responsible for the debts, and the owner may have to use personal assets to pay.
If the owner cannot pay off the debts of the business, he/she may have to claim
personal bankruptcy.

Another disadvantage is that the owner must spend long hours working. The
owner of a store, for example, may put in 12 hours a day, seven days a week,
about twice the hours for a salaried worker.

The only way to transfer ownership of a sole proprietorship is to sell the
entire business to someone else. Otherwise, the life of the business ends when
the sole proprietor dies.

If you are your own boss, you lose the fringe benefits (fithii#&#1) that come
from working for others. You have no automatic health insurance, no dlsablllty
insurance, no sick leave, no paid holidays, and so on.

Questions for Discussion

1. Why is the sole proprietorship one of the most popular forms of business
ownership?

2. Why would unlimited liability be considered as one of the biggest drawbacks
to sole proprietorships?

Chapter 1
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Many people do not have the money, time, or desire to run a business on
their own. They prefer to form the business with someone else or some group
of people. A partnership is a legal relationship between persons carrying
on a profit-motivated business. It may be a partnership between two people,
or among 30; the law in China doesn’t set a limit on how many partners
may be involved. The three key elements of any general partnership are
(1) common ownership, (2) shared profits and losses, and (3) the right to
participate in managing the operations of the business.

There are two types of partnership. The more common type is the general
partnership. A general partnership (#:&#&1k) is a business with at least one
general partner who has unlimited liability for the debts of the business. Regardless
of the percentage of the business they own, general partners have authority to act
and to make binding (H#J5 J1%) decisions as owners of the business. The general
partner may be liable for all the debts of the business. Partners generally share profits
and losses according to a plan specified by an agreement between them. With the
authority of acting as an owner, each general partner can engage the partnership
in binding agreements. Unless a partnership agreement prevents a general partner
from making such agreements, the partnership is responsible for all actions of each
general partner.

A limited partnership (&) is an arrangement where a person can
contribute to a business without being involved in the affairs of the partnership.
A limited partnership includes one or more general partners and one or more
limited partners. The general partners arrange and run the business, while the
limited partners are investors only. The limited partners take no part in the
management of the firm and they don't act on behalf of the company. A limited
partner’s liability to the firm or its creditors (f#4%\) is limited to the amount he/
she invests in the firm. For example, if a limited partner invests $30,000 in the
business, he/she is liable for only that amount. However, it is a good idea to
put a partnership agreement in place because it will outline issues such as how
the profits or losses will be divided among the partners, and it will describe any
limits to the legal responsibility of the partners.

Being a partner in a partnership has several advantages and disadvantages.



ADVANTAGES

There are two main advantages of forming a partnership. Firstly, a
partnership allows two or more people to work together and bring different
skills and resources to the business. For example, one partner may be good
at marketing; the other may be expert at accounting and financial matters.
Combining these skills could provide a greater chance of success.

Secondly, when two or more people pool their money and credit, it is
easier to pay the rent, utilities, and other bills incurred by a business. A limited
partnership is specially designed to help raise capital. Some of the people who
are enjoying the advantages of partnerships today are doctors, lawyers, and other
professionals. Some people find that the best partner is a spouse. That is why you
see so many husband-and-wife teams managing restaurants, grocery stores, and
other businesses.

DISADVANTAGES

There are four main disadvantages of forming a partnership. Firstly,
because the partnership is not considered to be separate from its owners, the
general partners are personally responsible for liabilities of the partnership. If
the business fails, they will be personally responsible for paying all of the debts
and obligations of the partnership. That means if you are a general partner in a
partnership you are liable for other general partners’ mistakes as well as your own.
Like a sole proprietor, general partners can lose their homes, cars, and anything
else they own if the business were to be sued by someone or to go bankrupt.

Secondly, there exists the division of profits. Sharing the risks means sharing the
profits, and that can cause conflicts. For example, two people form a partnership.
One puts in more money and the other puts in more hours. Each may feel justified
in asking for a bigger share of the profits. Imagine the resulting conflicts.

Thirdly, there may be disagreements among partners. Disagreements over
money are just one example of potential conflicts in a partnership. Who has
the final authority over employees? Who hires and fires employees? Who works
what hours? What if one partner disagrees? Potential conflicts are many. Because
of such problems, all terms of a partnership should be spelled out (iE#H15EHH) in
writing to protect all parties and to minimize misunderstandings.

Fourthly, it is usually difficult to terminate a partnership. Once you have
committed yourself to a partnership, it is not easy to get out of it. Of course you can
end a partnership by just saying “l quit” However, questions about who gets what
and what happens next are often very difficult to solve when the business is closed.

Chapter 1
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Questions for Discussion

1. What are the differences between a general partner and a limited partner?
2. What will you consider when you decide to team up with someone in a
partnership form of business?

Corporations 25
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Some industries, such as automobile manufacturing, computer
manufacturing, oil refining, and natural gas production, require millions of
dollars to operate a business. Typically such vast sums of money are put together
by attracting numerous investors. The corporation is a legal entity (7% A3CH),
allowed by legislation, which permits a group of people, as shareholders (for-
profit companies) or members (non-profit companies), to create an organization,
which can then focus on pursuing set objectives. It is empowered (Z0) with
legal rights which are usually only reserved for individuals, such as to sue and to
be sued, own property, hire employees, or loan and borrow money. The primary
advantage of a for-profit corporation is that it provides its shareholders with a
right to participate in the profits (by dividends) without any personal liability
because the corporation absorbs the entire liability of the organization.

TYPES OF CORPORATIONS

When we think about business corporations, our attention usually centers
on the giants listed annually in Fortune Global 500, a directory of the 500 largest
world industrial corporations, such as Procter & Gamble (5543 1), ExxonMobil (%
SERREF ), Boeing, Samsung, and Hyundai (SEIBMEEH). In China, there are
also some large industrial corporations on the list, such as Sinopec Group and
State Grid Corporation of China.

In reality, corporations come in many sizes and types (see Table 1.1).
Many corporations are not conducted for profit and do not have private owners
or shareholders. Many universities and religious organizations are non-profit
corporations. That is, they are not profit-seeking enterprises. The non-profit sector
includes universities and other schools, charities, volunteer associations, and a



number of other kinds of organizations. The non-profit enterprise is prohibited,
by law, from distributing any earnings to its owners. It exists because the founders
believe that the firm provides something (e.g. help to the homeless, education)
of value that is not being provided well or at all by other enterprises. Non-profit
firms provide jobs for millions of employees. Donations, collections (348), and
the sales of goods or services provide the funds to pay employees and finance

operations.

Table 1.1 Types of Corporations

Description
Private e
Public ~ Ownedandrunb
Closed  Stocks held by on
k(k)pen_‘ ‘ ,_Stoqks‘h:el‘ Y ni

Municipal

Domestic

Foreign
Alien |
Non-profit

Corporations are owned by stockholders, each of whom owns a percentage
of the entire corporation through their stocks. Stocks can generally be bought and
sold fairly easily, unless restrictions have been placed on the transfer of stocks.

ADVANTAGES

There are many advantages to incorporating a business.

Limited liability: A major advantage of corporations is the limited liability
of owners. Corporations in some countries have the abbreviation Ltd. after their
names. The abbreviation stands for limited (liability) and is probably the most
significant advantage of corporations. It means that the owners of a business are
responsible for losses only up to the amount they invest.

Skilled management team: The board of directors has the duty of hiring
professional managers, and the owners delegate their power of operating the
business to these managers. Professional managers are trained and experienced
career executives. They may own stocks in the business but usually not enough
to control the corporation.

Chapter 1
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Transfer of ownership: Stockholders have the right to sell their stocks of a
corporation to whomever they please, except a legal restriction on some closed
corporations. These stocks can be sold whenever the stockholder desires and at
the price the buyer is willing to pay.

Greater capital base: The corporate form of business makes it easier
for a business to grow and expand. Through the issuance (&47) of stocks,
corporations may be able to access the money they need for expansion. If
a company sold 10 million stocks for $10 each, it would have $100 million
available to build plants, buy materials, hire people, manufacture products,
and so on. Such a large amount of money would be difficult to raise in any
other way. Corporations may also find it easier to obtain loans since lenders
find it easier to place a value on the company when they can review how the
stock is trading.

Stability: A corporation has an unlimited life. Because the corporation is a
separate legal entity, the corporation will continue to exist even if the stockholders
die or leave the business, or if the ownership of the business changes.

DISADVANTAGES

There are also disadvantages to incorporating a business.

Double taxation (SEiR#E): The corporation has to pay taxes on its profits.
The stockholders must also pay income tax on the dividends they receive through
ownership. This practice of taxing corporate income and dividends is referred to
as double taxation.

Difficulty and expense of starting: The registration and set-up fees for
a corporation are higher than those for a sole proprietorship or a partnership.
Incorporating a business is also a more complicated process than starting a sole
proprietorship or partnership.

Government involvement: Provincial and state governments have
the right by law to exercise control to a certain degree on, and to require
corporations to maintain proper corporate records, called a minute book (iz3%{#).
A minute book contains the corporate bylaws (ME#IE) and minutes (&%)
from annual meetings.

Lack of secrecy: A corporation must provide each stockholder with an
annual report. In a closed corporation, the few reports circulated usually won't
get into the hands of non-owners. But when a large number of reports are issued,
the reports become public knowledge. These reports present data on sales, profits,



total assets, and other financial matters. Public disclosure of such data enables
competitors and other outsiders to see the corporation’s financial condition.

Lack of personal interest: In most corporations except the smaller ones,
management and ownership are separate. This separation can result in a lack
of personal interest in the success of the corporation. If the managers are also
stockholders, the lack of personal interest is often minimized. It is assumed that
employees who are also owners will work harder for the success of the business,
but the accuracy of this assumption is an individual matter.

Credit limitations: Banks and other lenders have to consider the limited
liability of corporations. If a corporation fails, its creditors can look only to the
assets of the business to satisfy their claims. For partnerships, the creditors can
rely on personal assets of the partners to pay off business debts.

L

Questions for Discussion

1. What are the differences between an open corporation and a closed
corporation?
2. Why do many young people prefer to work for a large corporation?

Joint Ventures S& &V
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Sometimes a number of individuals and businesses join together in order to
accomplish a specific purpose or objective or to complete a single transaction. A
joint venture is the pooling of resources and expertise by two or more businesses,
typically from different areas or countries to achieve a particular goal. The risks
and rewards of the enterprise are also shared. For example, Hewlett-Packard (%
#24#]) and Samsung have initiated a joint venture. Under the agreement,
Samsung will manufacture both microprocessor chips and computer
workstations, using Hewlett-Packard’s technology and software.

The reasons behind the formation of a joint venture often include business
expansion, development of new products, or moving into new markets,
particularly overseas.

Chapter 1
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