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    Topics Covered:

· Basic forms of Business ownership

· Advantages and Disadvantages of Sole Proprietorship

· Advantages and Disadvantages of Partnership

· Advantages and Disadvantages of Corporation

· Which form of business right for you?

· Model Questions

BASIC FORMS OF BUSINESS OWNERSHIP



· Sole Proprietorship:

 A business owned and managed by one individual. As like example hardware store, bakery, restaurant etc.

It’s a business usually managed by the owner, where the owner can keep assistants to run the business, funded by the owner cum manager or borrowed from informal source, like relatives or friends. Most of the sole proprietorship businesses are small in size, like a retail store, whose success or failure absolutely belongs to the credit or discredit of the owner cum manager. 

Features/Characteristics: 

The features of sole proprietorship are given below: 
      
· One man ownership. 

· No separate business entity.

· No separation between ownership and management.

· Unlimited liability.

· All profits or losses to the proprietor. 

· Less formalities. 


· Partnership: 

A business owned by two more people. A partnership can be best on a written contract or a voluntary and   legal oral agreement. 

You can see that there is basically one single difference between sole proprietorship and partnership and that is in the no. of owners. 

Partnership is nothing but a jointly owned business where two or more partners jointly run and enjoy profits. It is to mention that there is no limit on to the number of partners. It could be as few as two or as many as hundred even. 

Features/Characteristics: 

The features of partnership are given below:

· More persons. 

· Profit and loss sharing.

· Relationship under contract

· Existence of lawful business 

· Unlimited liability.

· Utmost good faith and honesty

· Corporation: 

Think about corporations like IBM, Motorola, Toyota, Beximco. What do they have in common ? They are known as giant corporations. They are enlisted in the stock exchange. They sell shares to the stockholders. Stockholders are the owners of the company. They have voting rights to elect the board of directors, who in turn select professional managers who operate business functions.

Not necessarily all corporations sell shares. There are different kinds of corporations. City Corporation is a kind of non-profit Making Corporation. We will concern about business corporations only.

Company like IBM or Mobil has millions of shareholders dispersed all over the world as online share trading has been in place. Unlike sole business, owners are not actively involved in business function. 

So corporation is defined as a legal entity separate from its owners.

It is also defined as an artificial being, invisible, intangible and existing only in contemplation of law. The US Supreme court defined the corporation as a legal person.
ADVANTAGES AND DISADVANTAGES OF SOLE PROPRIETORSHIP
Advantages:

· Ease of starting and ending: 

Sole proprietorship is the easiest way to start and also easiest way to end of a business.
Pride of ownership: 

It indicates that this organization can be run at the whims of owner.
Easy control: 

You can control your business easy way. You can be your own boss.


· Sole participation in profits or losses: 

Sole proprietor is a person who bears the profit and losses himself.


· Secrecy: 

It is easy to maintain the secrecy of business policy.


· No special taxes:

 No special income tax is required for sole proprietorship business.


Disadvantages:

· Unlimited liability: 

The liability of the sole proprietor is unlimited.


· Difficult in raising capital: 

Proprietor faces difficulty in providing capital as he is the only person involved in business.


· Difficulty in management: 

Proprietor in this business is one and only person. There is no second person in this business. So, it is difficult to him to manage the business as a whole.


· Lack of stability: 

Success of a sole proprietorship business depends on the capabilities of the owner. So stability in business is uncertain.


· Demands on time: 

Most of the time demand of the consumers is difficult to fulfill due to single person.


· Difficulty in hiring and keeping high achievement employees:

 Naturally sole proprietorship business is a small business. So it’s difficult            to him to hiring and keeping high achievement employees.


ADVANTAGES AND DISADVANTAGES OF PARTNERSHIP:
Advantages:
More capital: 

In the sole proprietorship, the amount of capital is limited. But in a partnership, the amount of capital may increase significantly.

· Combined managerial skills: 

In a partnership, people with different talents and skills may join together. So, combining these skills could provide a greater change of success.

· Easy to start: 

Partnership business is the easiest to start.

· Clear legal status: 

Clear legal status means the question of rights, liabilities, responsibilities and partner duties are clearly written in the partnership issues.

· Tax advantages: 

The owner pay taxes on their business earning, but they don’t pay income tax individually.
Disadvantages: 
Unlimited liability:

 In the partnership business the liability of the partner is unlimited.


· Potential disagreements: 

In a particular matter partners will not always agree with each other as a result poor decision may be made.


· Investment withdrawal difficulty:

 In a partnership business, it’s much easier to invest than to withdraw.


· Limited capital availability: 

Limited  capital can’t run for the large scale business.


· Instability: 

There’s no stability in the partnership business due to partner dies or withdraws money etc from the business.


ADVANTAGES AND DISADVANTAGES OF CORPORATION 
Advantages

· Limited liability:

 In the corporation business, the liability of a shareholder is limited.

· Skilled management team: 

Skilled management team means the professional managers who are trained and experienced career executives.


· Transfer of ownership: 

The shares of ownership can be sold whenever the shareholder desires.


· Stability:

 There is stability of corporation business, because of its size and capital.


· Legal entity status: 

The legal status allows the shareholders to have limited liability.
 

· Greater capital base: 

Corporation can attract capital from a large number of investors by selling shares of stock.


Disadvantages
Difficulty and expense of start:

Starting a corporation involves various factors such as time factor, capital etc. it is difficult to form corporation and it requires large capital as well.

Lack of control:

The individual shareholder can easily buying and selling of shares of stock. It is not easy to control due to its size of operation.
· Multiple taxation: 

The shareholders must pay income tax on the dividends they receive through ownership. At the federal level, the corporation has to pay taxes on its profits.
Government involvement: 

A corporation is organized under the laws of the state.


Lack of secrecy: 

Secrecy of the corporation must be a vital factor. But, sometimes it is not possible to maintain secrecy of the corporation.


· Credit limitation: 

The creditors can rely on personal assets of business debts.


· Lack of personal interest: 

Most of the corporation management and ownership are separate. For this reasons, personal interest hampered.

WHICH FORM OF BUSINESS IS RIGHT FOR YOU
Before you go for the decision you have got to know how much of capital or fund it’s going to take for the start-up phase, how much risk is involved to face losses, how much tax you’d have to pay to the govt. The following considerations must be made before selecting business.

Capital requirements: 

Capital is the vital necessity for business. Choosing form of business depends on the availability of capital.

Risk: 

Every kind of business should have risk. No business can run without risk. So the entrepreneurs should have the capability of taking risk.

Control:

 The owner should have the ability to exercise his power to control the organization. 


· Managerial abilities: 

Managerial abilities should be achieved by training, experience etc. The owners should have ability to manage his business.


· Time requirements: 

Time is mostly needed to operate the business. One should have significant time to operate his business.

· Tax liability: 

Tax should be given to the government on earnings of the business.

Each of these factors should be considered along with your own personal values and philosophy. After than you should have to determine which form of business is right for you.

Model Questions:

1. Discuss the various forms of Business ownership.

2. Describe the advantages and disadvantages of Sole Proprietorship.

3. What are the advantages and disadvantages of Partnership business? Discuss.

4. State the advantages and disadvantages of Corporation.

5. Which form of business right for you?

6. Which are the factors you will have to consider before selecting a business for you?
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