Types of Ownership Structures

Businesses are classified according to who owns them and the specific way in which they are organized.

Sole Trader or Proprietorship

· A business with a single owner called a proprietor.

· Not required by law to make any of its financial information available to the public.

· No formal document required for formation.

· Low start-up cost.

· The owner is personally responsible for all the decisions made for the business i.e. the owner assumes all risk and makes all decision (owner manages business).

· Owner is responsible for all the debts of the business i.e. the owner’s liability is unlimited and therefore extends to his/her personal assets. Although the financial records of a business should be kept separately from the owner’s personal financial records, there is no separation of the sole proprietors books and its owner’s books for legal purposes.

· Any amount earned from the business is included on the personal tax return of the owner.

Partnerships

· Owned by two or more persons

· Like the proprietorship, the owners i.e. each of the partners, is responsible for the debts of the business i.e. the liability of a partner is unlimited and therefore extends to his/her personal belongings

· No formal document is required for formation.

· Details like how much work each will do and how they will share any earnings from the business are specified in a document called a partnership agreement.

· Like the sole proprietor, earnings by a partner from the partnership are included when filing their own personal tax returns.

Corporation

· Legally and financially separate from its owners. As legal entities, corporations may enter into contracts just like individuals.

· Ownership in a corporation is divided into amounts called shares of capital stock, each representing ownership in a fraction of the corporation.

· An owner of shares in a corporation is called a stockholder or a shareholder. Stockholders are free to sell some or all of their shares to other investors at anytime (Transferable ownership rights).

· Owner’s risk is limited to their initial investment and they have very little influence on business decisions.

· Managed by a Board of Directors

· Unlike proprietorships and partnerships, corporation pays taxes on its earnings i.e. a owner in a corporation does not include the income of the corporation in his/her personal tax returns.

· Formal documents are required for formation

Memorandum of Association


This document states name of organization; where company office will be located; the objective of the company; that the liability of the owners is limited if it is not to be unlimited; how the business plans to acquire financing.

Articles of Association


Contains rules drawn up to govern the internal working of the company. They regulate the holding of meetings, regulate the issue of capital, define powers and duties of directors, rights of shareholders etc.

A corporation whose shares of stock are owned by a very small number of people is called a closely held corporation or a private company.

Types of Businesses

Service

A business that provides a service e.g. travel agency, computer consultant, physician, law firm, accounting firms.

Merchandising

 Buys products from another business and sells to customers e.g. department stores, pharmacies, jewellery stores, supermarkets.

Manufacturing
Makes product to sell e.g. automobile manufacturer, furniture maker, toy factory, and garment manufacturing company.
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