Choose a Form of Business ENTR 1-7

Be Your Own Boss

You have decided that you are going to start a new business giving horseback riding
lessons. You need to decide which legal form you will use for your business. Choose a sole
proprietorship, partnership, or corporation. Prepare 2 PowerPoint slides explaining why
you chose the legal form you did and the advantages and disadvantages of your choice.
Email the PowerPoint as an attachment.

Think Critically

1. What would be the greatest advantage of starting a new business from scratch? What would be its
greatest disadvantage? Do you think the advantages outweigh the disadvantages? Why or why not?

True or False

1.  Asole proprietorship enables two or more people to be in control of a business.

2. You must file a written description of your business with the government when you raise money
for a sole proprietorship.

3.  Ina partnership, any losses will be shared by all the partners.

4.  Apartnership agreement should include a procedure for dealing with the death of a partner.
5. A partnership agreement identifies the investment contributed by each partner.

6.  Acorporation’s senior officers decide how much should be paid out in dividends.

7. An S corporation’s profits are taxed only as individual income, not as corporate income.

8.  The owner of a business may sell the business because of insufficient sales or profits.

9.  When purchasing an existing business, you should find out why the business is being sold,
inspect the facility, and analyze the financial accounts for the last three years.

10. The owner of a franchise must pay a weekly or monthly royalty fee to the seller of the franchise.

Multiple Choice

1. A business with the legal rights of a person and which may be owned by many people is a (a)
sole proprietorship, (b) partnership, (c) corporation, (d) dual partnership.

2. A business is a sole proprietorship if (a) it is owned exclusively by one person, (b) it has fewer
than ten employees, (c) it has the legal rights of a person, (d) all of these.

3. A disadvantage of a sole proprietorship is that (a) it must remain small, (b) it is difficult to start,
(c) government regulation is extensive, (d) only the owner contributes money.

4.  An advantage of a partnership is that (a) government regulations prevent disagreements, (b)
decision making and responsibilities are shared, (c) it is easy to raise capital, (d) it has the legal
rights of a person.



10.

11.

12.

Which of the following is not included in a partnership agreement? (a) names of the partners, (b)
conditions under which the partnership can be dissolved, (c) how dividends are to be
distributed, (d) rights of each partner to review accounting documents.

In a corporation, each share of stock is (a) sold by a director of the company, (b) used to
determine the amount of income tax, (c) a unit of ownership in the company, (d) a liability.

The board of directors of a corporation (a) sets up the company’s accounting procedures, (b)
determines the salaries of the senior officers, (c) pays dividends to shareholders, (d) may be held
liable for all company debts.

The individual or group that owns the most shares of stock in a corporation (a) is liable for all
corporate debts, (b) is called the board of shareholders, (c) receives all the profits, (d) maintains
control of the company.

A limited liability company (a) cannot be formed by a single owner, (b) is not subject to the rules
for an S corporation, (c) provides more tax benefits than an S corporation, (d) all of these.

The most common legal form of business in the United States is (a) sole proprietorship, (b) S
corporation, (c) partnership, (d) limited liability company.

You can find businesses for sale through (a) classified ads, (b) leasing agents, (c) bankers, (d) all
of these.

When buying a business, you should do all of the following except (a) meet with the seller, (b)
inspect the business during working hours, (c) inspect a list of all customers, (d) have a lawyer
draw up the sales contract.

Problem Solving

1.

What are the advantages and disadvantages of a sole proprietorship?

What are the advantages and disadvantages of a partnership?

What are the advantages and disadvantages of a corporation?

Suppose a company has debts of $120,000 when it goes out of business. Determine the amount of
liability to an owner in each of the following situations:

a.

b.

The company is a sole proprietorship:

The company is a partnership with three partners. The partners have agreed to share profits and
losses equally:

The company is a corporation with 100 shares of stock worth $1,000 each. There are five
shareholders; one owns 60 shares of stock and each of the other four owns 10 shares:
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PARTNERSHIP WOES

Stan and Peter met while working at
a video production company. Stan was
in charge of editorial and production.
Peter ran the sales force. Stan decided
to begin his own company and invited
Peter to join him. SP. Communications
seemed like a perfect partnership.
Peter would handle sales and
administration while Stan managed
clients and directed production.
Things seemed to be going well
until Peter decided he wanted to
be a part of the creative process. He
spent most of his time producing
videos rather than looking for new
business. Because of their friendship,
Stan trusted that Peter
was taking care of his
side of the business.
As it turned out,
Peter wasn't very
good at the creative
tasks he attempted.
He made mistakes
that reduced
expected profits.
In addition, he
wasn’t making
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contacts, which was supposed to be
his main job.

By the time Stan realized what
was happening to the business, it
was too late. There weren’t any
new sales. What Stan thought were
profits were the result of Peter
not paying their bills. Stan was left
with more than $150,000 in unpaid
bills and other debts. Peter left the
business. It took Stan three years to
dig out of the financial mess and get
his new company up and running
successfully.

THINK CRITICALLY
How might Stan and Peter have
avoided the problems that led
to the end of their partnership?
Why is this situation a good ex-
ample of the difficulty in main-
taining partnerships between
friends?
What types of things should be
spelled out completely between
partners at the beginning of
the partnership?
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