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Lesson 12 / Forms of Business Organizations
Basic Forms of Ownership
· Sole Proprietorship

· Partnership

· Corporation

· Franchises
· Co-op’s
Sole Proprietorship

· Simplest form of business ownership and the easiest to enter.

· A business that is owned and usually managed by one person in the community.

Advantages 

· Quick, easy and inexpensive to establish

· Owner makes all the decisions

· Retain all of the profits

Disadvantages

· Unlimited liability -responsible for all of the businesses debts

· Overwhelming time commitment

· Harder to raise capital

· Limited growth and life span

Partnership

· Two or more persons agree to be co-owners of a business

· Types of Partnerships:

· General Partnership – An unincorporated partnership in which all the partners are liable for all of the debts of the business
· Limited Partnership – A type of partnership that consists of one or more partners whose liability is limited to the amount they invested in the venture. Liability – a debt; sum of money the entrepreneur owes
· Silent Partner – A partner who invests money in the venture but does not take an active part in managing it.
Advantages
· Quick, easy and inexpensive to establish

· More financial resources

· Shared management, knowledge

· Shared risk
· Longer survival
Disadvantages

· General partners assume unlimited liability for all debts/obligations incurred by the partnership

· Division of profits

· Disagreements among partners

· Unless otherwise stated in an agreement, the partnership is automatically dissolved when one partner dies

How to Form a Partnership
· Choose your partner carefully 
· Get a partnership agreement in writing
The Partnership Agreement

· A partnership agreement is a legal document that allows members of a partnership to establish rules for their relationship and to specify the conditions that will cause the partnership to dissolve.

A partnership agreement may include any or all of the following:
· The goals and aims of the partnership

· The initial contributions made by each partner

· Each partner’s roles and responsibilities

· The amount of money each partner may draw out of the business

· Authorization for financial commitments

It should outline procedures for:

· Distributing profits/losses

· Admitting new partners

· Releasing (or buying out) one of the partners

· Dealing with the death or extended illness of one of the partners

· Selling or liquidating the partnership

· The appointment of authorized persons for signing cheques and other documents

· Dealing with disagreements between or among the partners.

Corporations or Limited Company
· Is a legal entity created by law, with authority to act and have liability separate from its owners

· A corporation is often called a “limited company” because, just as a limited partnership, the liability of the shareholders or owners is limited to the amount of money that they originally invested in the corporation

· Corporations can be:

·  Private Corporation – shares cannot be sold to the public

· Public Corporation – shares are sold to the public and often listed on a stock exchange

Advantages

· Unlimited life

· Ease of ownership change

·  Ease of attracting talented employees

· More money for investment

· Tax benefits

Disadvantages

· More costly to set up because of government and legal fees

· Requires more formal annual meetings and extensive paperwork

· Stockholder and board conflict

· Owner’s personal assets can be still be seized if he or she has put up personal collateral for a business loan

Other Types of Corporations
· Non-resident - has its head office outside of Canada
· Personal Services - for an athlete or entertainer to take advantage of corporate tax rates
· Non-profit and Not-for-profit - universities, hospitals, charities, etc.
Franchises

· “ In business for yourself, not by yourself ”

· Also know as a “turn key operation”

· Over 1,100 franchisor companies in Canada

· Over 60,000 outlets in Canada

· Over $90 Billion in sales in Canada “ In business for yourself, not by yourself ”

· Also know as a “turn key operation”

· Over 1,100 franchisor companies in Canada, over 60,000 outlets and over $90 Billion in sales.

Franchise System:
· Franchisor - Owner of parent company who licenses (sells) the rights to operate his/her business to a franchisee. 

· Assigns the Territory

· Provides Training/Support

·  Provides Financial Aid/Advice

· Offers Merchandise/ Supplies at Competitive Price

· Franchisee - One who purchases the rights to operate an existing company from the franchisor.  A franchise agreement will be drawn up and signed.

· Pays up-front costs

· Makes Monthly Payment to Franchisor

· Runs Business by Franchisor’s Rules/Procedures

· Buys Materials from Franchisor/ Approved Supplier

Advantages

· Management and marketing assistance

· Personal ownership

· Nationally recognized name

· Financial advice and assistance

· Lower failure rate

Disadvantages

· High start-up costs

· Shared profit

· Management regulation

· Coattail effects – your success is tied to the franchisor’s performance

· Restrictions on selling

· Fraudulent franchisors

Cooperatives

· Owned by the members and customers

· Profits are shared amongst the members who pay an annual membership fee.

· Co-workers, farmers, fishermen, consumers, etc. band together to form “co-ops”

