Chapter 3:

Business Ownership and Organization

Major Reasons for Business 

· 
To satisfy consumers needs or wants

· 
To provide a profit for the owner or owners

A business does this by efficiently producing goods or services.

The size of the business depends on a number of different factors:

· 
The type of product or service offered

· 
The size of the market serviced

· 
The amount of capital needed

· 
The production processes required

The major forms of business organization are:

· 
Sole proprietorships

· 
Partnerships

· 
Corporations


Co-operatives

Sole Proprietorship: One Owner

· 
A business with only one owner

· 
Most common type of business - i.e. hair salons, corner store, small factories

· 
Owner performs many different types of functions

· 
Money used often comes from savings and loans


Owner receives all of the profits if successful/losses if it fails

Advantages of a sole proprietorship:

· 
Owner makes all decisions

· 
Personal Satisfaction 

· 
Profits belong to proprietor


Know employees/customers

Disadvantages of a sole proprietorship (the owner): 

· 
Must carry out many duties

· 
Might not be knowledgeable in all areas

· 
Weaknesses can cause business to fail

· 
 Losses are the owners responsibility - creditors could claim the owners personal belongings as payment of money owed to them.  This is known as unlimited liability.

· 
Finance business from savings and personal loans

· 
Limited capital can keep the business small and/or inefficient


Business activity depends on the owner.  (long illness/death could cause the business to fail)

Questions

1.  Describe a Sole Proprietorship.

2.  Name three types of businesses that usually are formed as sole proprietorships.  Why do you think these businesses suit this style of organization.

3.  Explain the basic characteristics of a sole proprietorship and name a sole proprietorship in your community.

4.  State four advantages of a sole proprietorship.

5.  Explain four disadvantages of a sole proprietorship.  
Assignment

Select a small business in your area.  Interview the owner and write a two page report on the business, including the following information:

a.  name, location, and type of ownership

b.  goods and or services provided

c.  characteristics of its major customers (eg. general age, gender)

d.  skills needed to operate the business

e.  benefits to the owner

f.  problems the owner is facing

Due – Tuesday, November 10th
Partnership:  Two or more owners

· 
Two or more owners

· 
Partnership agreement contains:

o
Name and location of the business

o
Nature of the business

o
Names of the owners

o
Duties and responsibilities of the owners

o
Amount of capital each contributes to business

o
Portion of profits each will receive

Advantages of a Partnership

· 
Two or more people to share the decisions

· 
More skills/experience to draw from

· 
Each partner brings capital (usually)


Easier to borrow money

Disadvantages of a Partnership

· 
Limited to the funds of a few people 

· 
Faces unlimited liability (if the business fails, each partner can be held liable)

· 
Disagreements can cause problems


If a partner dies, the legal partnership ends.

Questions

1.  List the main items of information in a partnership agreement.

2.  In your own words, briefly explain the advantages and disadvantages of a partnership.

Corporation: Many Owners

Corporation or limited company 

· 
Introduced to overcome the disadvantages of sole proprietorship and partnership.

· 
Require millions of dollars therefore many owners are needed

The Charter

· 
Corporate lawyer draws up a document containing:

o
The name of the corporation

o
The purpose of the corporation

o
The amount of capital that will be raised by the corporation

o
The location of the corporation

o
The names of the members setting up the corporation


This becomes the company's charter when completed.  It is the set of rules and regulations that governs the company’s operations.  (this must be approved by an appropriate government department)

The Shareholders

The corporation’s ownership is divided into many small parts.

· 
Each part is called a share

· 
Shares are sold to individual investors called shareholders or stockholders

· 
Money raised from selling stocks is used by the corporation

· 
Shareholders are required to meet at least once a year

· 
They elect a board of directors/review financial statements/ask questions/make recommendations

· 
Each shareholder is allowed one vote per share owned.  (one share equals one vote)

· 
Voting privileges can be passed to another shareholder.  This is called Proxy vote.(if the owner cannot attend the meeting)


If an individual or group owns 50% of the shares/proxies that individual or group can control the annual meeting and elect the board of directors.

The Board of Directors

· 
Sets the policies of the company

· 
Determines what products/services will be produced

· 
Decides how profits will be used

· 
Directors appoint an executive to manage day to day operations of the business.

· 
Executive group includes:



-president



-vice president



-secretary



-treasurer

· 
The profits of the corporation belong to the shareholders.

· 
When profit is paid out to the shareholders it is called a dividend.

The amount of the dividend is determined by dividing the amount of profit by the amount of shares.

Advantages of a corporation

· 
Huge amounts of capital is available

· 
Large number of employees with a wide variety of skills

· 
Limited liability - if the corporation fails financially, a shareholder loses only the amount invested in shares.

· 
A corporation can operate indefinitely

· 
Shares can be sold by the owners (of the shares)


Owners, directors and executives change, but the business continues to operate

Disadvantages of a corporation

· 
Little personal contact with employees/customers

· 
Shareholders who own very few shares do not have much influence on how the business is operated.


In Canada, corporations pay taxes on their profits and shareholders pay income taxes on dividends they receive.

Complete Review Questions on page 67 of text
Project

Select a major Canadian Corporation whose shares are traded on the Canadian Stock Exchange.  Research the company using online newspaper or magazine articles.  Create a pamphlet as though you work for the company and are trying to get stockholders to invest.  

The pamphlet is meant to attract stockholders, so make sure it is attractive, informative and most of all persuasive.

Include:  Name of Company, Company Logo, Produces or Services produced, financial stats and benefits of investing.
