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| DEGEMBER, 1024

Mr. Elliott’s Column

|

Our readers are invited to submit their problems
to this department. Write fully and frankly to Mr.
Elliott, care Tea Room and Gift Shop, and your
question will be answered. Your name will not be
printed.

INCORPORATION VERSUS INDIVIDUAL
My dear Mr. Elliott: Will you please discuss
the ad, ges and disad ges of a corporation
as related to tea rooms? I am sure others besides
myself would be very grateful.
Answer: To incorporate means to give life to
a new entity by means of a charter issued by the
State and relieves the owners of personal respon-
sibility beyond the investment in stock. That, is
to say, if one invests $1,000 in a corporation, and
has fully paid for the stock subscribed for, that
person cannot cannot be called upon for further
payments to make good any losses of the corpora-
tion. Tradesmen are, of course, familiar with
this fact, and until they may have acquired con-
fidence in the corporation itself, are reluctant to
give credit unless secured by a responsible in-
dividual. However, if credit is not needed, this
disadvantage is of no importance.
en the owner, or owners of a corporation,
decide to sell an interest in the concern, it is done
by the simple means of issuing stock, or one
‘holder may sell any portion of the stock which
 may have been subscribed for. In other words,
an interest in the corporation can be very easily
~ purchased or sold by this means, which is not so
simple in a partnership. ;
ne person may desire to own a corporation
tirely and this is possible with the sole exception
‘there must be three directors and each must
tock, altho the quantity is not specified by
refor, one person may own 998 shares
k, and the others one share each, making

R. N. Elliott

TEA ROOM AND

GIFT SHOP n

1,000 in all, which the entire
authorized issue.

It is, of course, desirable that one person and
not two should control the policy of any business.
Where there are two or more who have an equal
voice, there is liable to be indecision, which is
frequently more harmful than a wrong decision.
Therefore, if two or more persons enter into busi-
ness and incorporate, one should own, or control
through friends, at least 51% of the stock.

In the event of the death of a stockholder in a
corporation, the corporation does mnot therefore
ce to exist, but the title to the stock of the
sed holder becomes the property of the heirs,
If there are several heirs, the stock may be sub-
divided among them in accordance with the terms
of the will or law, all of which can be done with-
out affecting the operations of the corporation.

In the case of a partnership between two or
more persons, if one should die, the partnership
ceases immediately, and legal complications arise
which may affect the continuance of the business,
and thereby jeopardize the interests of the sur-
viving partners,

In the event of the death of a partner, the ques-
tion of what the interest is worth immediately
arises. A purchaser has to be found for the
deceased’s interest and it is not always easy to
agree upon the value of the interest. If the share-
holder in a corporation dies, this does ot com-
plicate the continued operation of the business,
and the value of the heirs’ interest can be more
easily arrived at by means of the percentage of
dividend previously paid. That is, the stock should
be worth on the basis of the percentage of revenue
that it produces, taking into consideration the
expected life of the business. If the corporation
holds a three year lease it cannot be definitely
assumed that revenues from the business will be
produced after that time for the reason that per-
manency of location is the prime asset of this class
of business.

The legal expense of incorporation is insig-
nificant, not much, if any more, than a legally
drawn_partnership, but there are certain formal-
ities which have to be attended to in incorporation.
These are not frequent, however, and are easily
taken care of by anyone familiar with the laws
governing corporations.

If one person desires to derive all of the
revenue from a corporation, it is not necessary
to dissolve the corporation. The expense of in-
corporation has already been taken care of, and
there only remains the continued annual formal-
ities. Two other persons must hold at least one
share each, the three forming a directory. It is
advisable to continue this status for the reason
that, conditions may change during the life of the
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