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Introduction to Business
Lecture notes/study guide

Chapter 4 Forms of Business Ownership
4.1 [bookmark: _GoBack]Going It Alone: Sole Proprietorship
· Define sole proprietorship __________________________________________________
· Advantages of sole proprietorship.
· Which of these advantages might seem the most appealing to a business owner and why?
· Disadvantages of sole proprietorship.
· Which of the disadvantages might be the most worrisome and why?
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4.2 Partnership: Sharing the Load
· What is a partnership?
· How do parties agree to a joint enterprise?
· Why is it recommended to have a written agreement?
· Two basic types of partnerships.
· Define general partnership? __________________________________________
· What is a limited partnership?
· Difference between a limited partnership, limited liability partnership (LLP) and limited liability limited partnership (LLLP).
· How do a general and limited partnership differ?
· Why are partnerships appealing to some business owners?
· What types of questions might a person ask when picking a partner?
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· Why is it important for prospective business owners to carefully consider who they form a partnership with?
· Before forming a partnership, what disadvantages must a prospective business owner consider?
· Which of the disadvantages might be the most worrisome and why?

4.3 Corporations: Limiting Your Liability
· Define corporation ___________________________________________________
· Which is easier to set up, a corporation, sole proprietorship or partnership?
· Five main steps involved in starting a corporation.
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· Three important components of a corporation’s organizational structure.
· Who are stockholders?
· Are stockholders and shareholders the same?
· What rights to the stockholders have?
· How is the board of directors formed?
· What are the board of director’s duties?
· Who are considered officers of the corporation?
· Can officers be board members and stockholders?
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· How do the advantages of a corporation differ from a sole proprietorship and a partnership?
· What is considered a key advantage?
· What are the disadvantage differences between a corporation, sole proprietorship and a partnership?
· Which disadvantage might prove to be the most challenging?
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· Three different types of corporations.
· How are they different?
· What is considered the convention or basic form of corporate organization?
· Which corporation must meet a certain size and ownership requirements?
· Which corporation is a hybrid organization that is similar to an S corporation, but does not have the same limitations as an S corporation?

4.4 Specialized Forms of Business Organization.
· What other forms of business organizations are there other than sole proprietorship, partnership, and corporations?
· Describe a cooperative.
· Two types of cooperatives and how do they differ?
· What are the benefits of buyer cooperatives?
· Who typically engages in seller cooperatives?
· What is a joint venture?
· Why would companies form this type of alliance?

4.5 Franchising: A Popular Trend
· What is franchising?
· Who is the franchisor?
· What is the franchisee’s role?
· Purpose of a franchise agreement?
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· Advantages and Disadvantages of Franchises
· Why would a person choose to be franchisee over being a sole proprietor, partner or corporation?
· What are some of the drawbacks to owning a franchise?
· Why is it important to have an understanding of potential franchise growth before becoming a franchisee?
· How does a person decide an entrance and exit strategy when purchasing a franchise?
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· International demand for franchising.
· What are some of the problems franchisors face doing business abroad? 
· What type of person makes a good franchisee?
· What should you do in preparation as you consider purchasing a franchise?

4.6 Mergers and Acquisitions
· Define Merger _________________________________________________________
· Define Acquisition ______________________________________________________
· Three main types of mergers.
·  How are they different?
· What is a specialized, financially motivated type of merger?
· What is the goal in a leveraged buyout (LBO)?
· Do merger and acquisition motives tend to be similar? 
· Goal for both mergers and acquisitions.
· What are some of the motives for both mergers and acquisitions?
· How can a company determine if a merger has a good chance of turning out well?

4.7 Trend in Business Ownership
· What trends affect business ownership?
· Why should business owners care about “baby boomers” and their needs in retirement?
· How would this information be beneficial to them?
· What happens if they do not retire and stay in the workforce?
· Why would franchises be a good fit for millennials?
· Are mergers beneficial to the global economy?
· How might they be beneficial?
· Why might they not be beneficial?
· How are foreign investments affecting the U.S. Economy?
· Why would it be beneficial for business owners to know this?
· Is investing in foreign economies something American business owners should consider?
· Why or why not?
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Sole Proprietorship

Corporation

Advantages

Owner receives all
profits.

Low organizational

Income taxed as
personal income of
proprictor.

Independence.

Secrecy.

Ease of dissolution.

More expertise and.
‘managerial skill available.

Relatively low
‘organizational costs.

Income taxed as personal
income of partners.

Fundraising ability is
enhanced by more owners.

Owners have unlimited
liability; may have to cover
debis of other, less

financially sound partners.

Limited liability protects owners from
losing more than they invest.

Can achieve large size due to
marketability of stock (ownership).

Receives certain tax advantages.

Greater access to financial resources
sllows growth.

Can aturact employees with specilized
sk,
Ownership s readily transferable.

Longlife of firm (not affected by death of
owners).

'Double taxation because both corporate
profits and dividends paid to owners are
taxed, although the dividends are taxed
ata reduced rate.
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Sole Proprietor

Owner has unlimited
liability; total wealth
can be taken to satisfy
business debts.

Limited fundraising
ability can inhibit
growth.

Proprietor may have
limited skills and
management
expertise.

Few long-range
opportunities and
benefits for
employees.

Lacks continuity when
owner dies.

Partnership Corporation
Dissolves or must More expensive and complex to form.
reorganize when partner

dies.

Difficult to liquidate or Subject to more government regulation.
terminate.

Potential for conflicts Financial reporting requirements make
between partners. operations public.

Difficult to achieve large-
scale operations.




image7.png
Entrepreneur Top 10

Franchise Initial investment

1. 7-Eleven Inc. $37K 10 $1.6M
2. McDonald’s $1M to $2.2M
3. Dunkin’ Donuts $229K to $1.7M
4.The UPS Store $178K to $403K
. Jimmy John’s Gourmet Sandwiches $330K to $558K
6. Dairy Queen $1.1M 0 $1.9M
7. Ace Hardware Corp. $273K to $1.6M

8 Wingstop Restaurant Inc. $303K to $923K
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9. Sport Clips. $189K to $355K
10. RE/MAX LLC $38K to $224K
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Fronchise Business Review Top 10
Franchise Name/ Industry

Visiting Angels (Senior care)

MaidPro (Cleaning and maintenance)
Pinot's Palette (Sports and recreation)
Home Instead Senior Care (Senior care)
‘Our Town America (Advertising and Sales)
FASTSIGNS (Business services)

‘Sandler Training (Business services)
‘Soccer Shots ((Child services)

Two Men and a Truck (Services)

Minimum Investment

$77,985
$74,560

$146,693
463,698
$115,000

$182329
$88,150
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Franchise Gator Top 10

Franchise Name Minimum Cash Required

Fast Signs $100,000
Tropical Smoothie Cafe $100,000
Marco's Pizza $100,000
Zoup. $100,000
Mathnasium $100,000
Christian Brothers Automotive $80,000
Two Men and a Truck $150,000
Kiddie Academy $200,000
'Wild Birds Unlimited $40,000

Table 4.5 Sources: *2017 Franchise 500 Ranking. Franchise 500 2017," hps://wwww.entrepreneur.com/franchiseS00 (August 17, 2017):
“Top Franchise Opportunities for 2017." Franchise Business Review, https:/toplranchises.franchisebusinessreview.com/, (August 17,
2017); “Top 100 Franchises of 2017,” Franchise Gator, htps: fwww.franchisegator.com/ists/top-100/ (August 17, 2017).
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7.

Take a personality test to determine the traits that will help and hurt you and assess your
strengths and weaknesses.

Do your research about the franchise company, its services, and your potential location, and
study the field.

Seek assistance from tax advisors and contract specialists.

Focus on financials: count your money, limit liability with appropriate business structure, and
look beyond.

Beware of franchise consultants.

Use the franchise disclosure document to ensure everything is clear.

Utilize your instincts, and follow your gut.

Table 4.6 Sources: *12 Things To Do Before You Buy a Franchise,” Forbes, htps://wwwi.forbes.com, June 22, 2016; U.S. Small Business
Administration, *6 Franchise Purchasing Tips,” https:/ /www.sba.gov, August 19, 2014; *5 Tips for Buying a Franchise,” Small
BusinessTrends, https://smalitrends.com, January 29, 2013.
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Comparison of Forms of Business Organization

Form Number Sales Profits
Sole Proprietorships 72 percent 4 percent 15 percent
Partnerships 10 percent 15 percent 27 percent
Corporations 18 percent 81 percent 58 percent

Table 4.1 Source: Internal Revenue Service, as reported in Table 746, U.S. Bureau of the Census, Stotisticol Abstroct of the United Stotes,
2012, 1315t ed. (Washington, DC: U.S. Government Printing Office, 2012), p. 492. Note: US Bureau of Census stopped collecting and
publishing this data after 2012.
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Picking a partner is both an art and a science. Someone may have all the right credentials on
paper, but does that person share your vision and the ideas you have for your company? Are they
a straight shooter? Honesty, integrity, and ethics are important, because you may be liable for
what your partner does. Be prepared to talk about everything, and trust your intuition and your
gut feelings—they’re probably right. Ask yourself and your potential partner the following
Qquestions—then see how well your answers match up:
1. Why do you want a partner?
2. What characteristics, talents, and skills does each person bring to the partnership?
3. How will you divide responsibilities—from long-range planning to daily operations? Who will
‘handle such tasks as marketing, sales, accounting, and customer service?
4. What is your long-term vision for the business—its size, life span, financial commitment, etc.?
5. What are your personal reasons for forming this company? Are you looking to create a small
company or build a large one? Are you seeking a steady paycheck or financial independence?
6. Will all parties put in the same amount of time, or is there an alternative arrangement that is
acceptable to everyone?
7. Do you have similar work ethics and values?
8. What requirements will be in the partnership agreement?
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Articles of incorporation are prepared on a form authorized or supplied by the state of
incorporation. Although they may vary slightly from state to state, all articles of incorporation
include the following key items:

Name of corporation

Company’s goals

Types of stock and number of shares of each type to issue

Life of the corporation (usually “perpetual,” meaning with no time limit)
Minimum investment by owners

Methods for transferring shares of stock

Address of the corporate office

Names and addresses of the first board of directors
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