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FORM P1

Traitionally vocational education has been geared primarily
to preparing students for employment--to preparing employees.
Yet there is another career path available; students can learn
how to set up and manage their own businesses. They can become

entrepreneurs.

Vocational education, by its very nature, is well suited to
developing entrepreneurs. It is important that entrepreneurship
education be developed and incorporated as a distinct but integral
part of all vocational education program areas. A Program for
Acquiring Competence in Entrepreneurship (PACE) represents a way
to initiate further action in this direction.

The strength behind these instructional units is the interest
and involvement of vocational educators and successful entrepreneurs
in the state of Ohio and across the nation. Special recognition is
extended to the project staff: Lorraine T. Furtado, Project Director
and Lee Kopp, Program Associate. Appreciation is also expressed to
the many who_reviewed and revised the drafts of the units: Ferman
Moody, Hannah Eisner, and Sandra Gurvis. We owe a special thanks to
those consultants who contributed to the content of this publication:
Carol Lee Bodeen, Louis G. Cross, Douglass Guikema, Peter G. Haines,
Philip S. Manthey, Charles S. McDowell, Mary E. McKnight, Steven R.
Miller, Barbara S. Riley, Barbara A. Rupp, Ruth Ann Snyder, Robert L.
Bustle, Florence M. Wellman and Roy H. Young.

Robert E. Taylor
Executive Director
The National Center for

Research in Vocational Education
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HOW TO USE MI

A Program for Acquiring Competence in Entrepreneurship
(PACE) is a curriculum responsive to the need for instruction
in entrepreneurship. It Is primarily for postsecondary level,
including four year colleges and adult education, but it can
also be adapted for special groups. PACE is divided into three

parts (1) Getting Ready to Become an Entrepreneur, (2) Becoming

an Entrepreneur (establishing a business), and (3) Be'.ng an

Entrepreneur (operating a business).

Each of the three parts has a set of instructional units which

relate to that topic. Within these units, the material is organized

into three levels of learning: Exposure, Exploration, and Prepara-

tion/Adaptation. These levels of learning progress from simple

complex concepts.

The levels of learning will enable you to use the PACE materials

to suit your individual needs. You may find it best to work with
the exposure level of one unit and the exploration level of another.

Or, you may choose to pursue one level throughout the entire series.

You might also want to work through two or more levels in one unit

before going on to the next unit.

Before beginning a unit, discuss with your instructor what level

or levels of learning in that unit are most appropriate to your goals

and abilities. Read the unit overview and look through the pre/pe5-
assessments, for the three levels to help you in your choice. Also

check the -list of definicio- ,,eau might need to look up or research

i.or that

When you are ready to start, turn to the level you have

Lake the preassessment and identify those items 01 I) 11feet ch l

special attention in th flit. Also look at the lr g object

r hey wit; !-11 wt aL you should be able to do by the time you

tinish that _e of learning.

s

As you read, you will notice questions in the margins alongside
the substantive content portion of each level. Use these questions

to guide your reading.

At the end of each level of learning are activities which help

you become !LI with the content presented in the unit. You and

your instructor can decide on how many activitioq you de; you

may want to do several or you many need to dc.

vii



Then, evaluate yourself. Is there anv material you need

eview before you take the postassessment? The difference in your

answers on the-pre/postassessments should show you how much vju ha-.r

grown in your knowledge of entrepreneurship.

When you and your instructor feel that you have succesf;foily

completed that level, you are ready to begin another level of learning,

either in the same unit or in another.

viii



OVERVIEW OF THE UNIT

When you are getting your business started, you will have to
decide which type of ownership would be bestt for your firm, This

limit will focus on the three major types of business ownership:
sole proprietorship, partnership, and corporation. Information

on franchising and cooperatives is also included. The basic steps

to take to establish each form will be discussed.

The main purpose of this unit is to discover what form of busi-
ness ownership or organization is "right" for you. This often depends

on your background and resources. The unit wiA_ also look at the
charactqristics, advantages, and disadvantages of each form of business

organization. Different types of business operations in relation to
the three types of ownership (e.g., a clothing store versus a beauty
parlor versus a gasoline station versus a manufacturing plant) will be
discussed.

ix



DEFINITIONS TO KNOW BEFORE YOU BEGI

As you read through a level, you might find some unfamiliar

Listed below are several business terms used in each level. Know-

ing these before you begin might help you to better understand

that level.

Mock

sole propriety

partnership

corporation

franchise

-ship

Ea, ,,L)KE

EXPLORATION

profit margin

dividends

franchisee

franchisor

cooperative

stock

line of credit

PREPARATION TATION

sole proprietorship nominal partner franchise

liability drawing account cooperative

partnership par value arrears

limited partner non-par value tax bracket

silent partner dividend franchisee

dormant partner charter franchisor

secret partner bylaws defiLit

I

subsidiary



PACE

PATH OF STUDY

PART I -- GETTING READY TO BECOME AEI ENTREPRENEUR

Unit I A

Unit I B

Unit I C

PART II BECOMING AN ENTREPRENEUR

Unit II A

Unit II B

Unit II C

Unit TI

Uhit II E Choosin

Unit II F

Unix II G

PART III-- BEING AN ENTREPRENEUR

Unit III A

Unit III B

Unit III C

Unit III D

Unit III E

Unit III F
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Unit III H
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EXPOSURE PART II, UNIT E

CHOOSING THE TYPE

OF OWNERSHIP

PREASSESSMENT

Here are some questions that test for knowledge of the

contents of this level. If you are very familiar with the

information needed to answer them, perhaps you should go to

ano%her level or unit check with your instructor. Otherwise,

jot down your answers. After you've read through this level,

take the postassessment at the end of the "Exposure Activities"

section and measure what you've learned.

1. What are the following types of ownership:

A. Sole proprietorship

B. Partnership

C. Corporation.

What are the advantages and disadvantages of each of

of the above?

3. What is the purpose of drawing up articles of c

partnership?

4. What is franchising? What are the advantages and

disadvantages of franchising.

Whet are cooperatives? In what field might they

be most successfull,

1



TEACHING LEARNING OBJECTIVES

to:

Part II, Unit E
Choosing the Type
of Ownership

Upon completion of this level, you should be able

1. Describe sole proprietorship, partnership,

corporation, and franchise, and give examples

from your own community.

2. Describe the advantages and disadvantages of

proprietorship, partnership, corporation,

and franchise.

Explain the reasons for having articles of co

partnership.

4. Describe cooperatives.

2



WHAT ARE THE

VARIOUS TYPES

OF OWNERSHIP.

WHAT IS A SOLE

Part II, Unit E
Choosing the Type
of Ownership

SUBSTANTIVE INFORMATION

TYPES OF OWNERSHIP

The form of business organization that is right for

General Motors is usually not one that is needed for oper-

ating a small drug store, a health food shop, a nursing

home, or a nursery. In order to find the best organization

or ownership for your business, you will need to understand

the various types of ownership which exist in the United

States today. These are the sole proprietorship, the

partnership, and the corporation. Franchises and coop-

eratives are other legal arrangements which can be made.

Franchises involve purchasing a "prepackaged" business.

SOLE PROPRIETORSHIPS

The most common form of business organization is the

PROPRIETORSHIP? sole proprietorship. This business is owned and normally

operated by one person with the help posqibi7 of a few

employees, often family members. Sole proprietorships can

usually operate with very limited capital resources (money).

Sole proprietorships exist in an almost endless variety of

businesses, such as the neighborhood beauty parlor, bike

repair shop, restaurant, newstand, and accounting office.

This is the least complicated form of organization,

and the easiest to enter and terminate. It requires little

more than a location, expertise in the area of bu '-iness



Part II, Unit E
Choosing the Type
of Ownership

considered, a source of capital, the ability to make

contracts, and the desire to start your own business.

Termination generally requires paying your debts and

closing your doors.

The sole proprietorship has definite advantages

for those daring enough to "go it alone." However, it

also has some dangerous and very serious disadvantages.

Advanta es of a Sole Proprietorship

ARE THERE Certain advantages of the sole proprietorship are

ADVANTAGES rather obvious. How often have you heard people say,

TO A SOLE "If I ran this operation..." or "I'd like to be my own

PROPRIETORSH ? bos "? That is exactly what the sole proprietor is--

the boss! You, have complete freedom -of action and

operation. As long as you don't break the law or violate

the rights of others, you can run the business in any.

manner you choose. You are free tomake your own mistakes

mite, enjoy your own successes. You seek the dvice of

others, but you make the decisions.

Other advantages of the sole proprietorship. are

(1) greater freedom from government'regulations, (2) a tax

advantage to the small owner, (3) accrual of all the

profits to the ow er, and (4) limited cost of actually'

starting the business (you-pay only for site, fixtures,

inventory, utilities, etc.).



Part II, Unit E
Choosing the Type
of Ownership

Disadvantages of a Sole Pro rietorship

WHAT ARE THE The main disadvantage of being a sole proprietor

DISADVANTAGES is that you have unlimited liability. There are risks

OF A SOLE' = in all business ventures, but in the sole proprietorship

PROPRIETORSHIP? there is no one with whom to share the risk. The creditors

of a sole proprietor can force the business to close if

debts remain unpaid. Even worse, the creditors also

have a claim against your personal property (unlimited

liability), if tLe sale of the business assets does not

your debts. business failure can lead to your

losing home, car, an:, other possessions as well as your

business.

Other disadvantages of- the sole proprietorship include

WHAT L5 A

PARTNERSRI

the difficulty of raising capital, (2) the lack of

assistance in operating the business--you as an owner need

expertise in Deny .areas, and (3) the limited life of the

siness; if the owner gets sick or dies, the business

close down or possibly end for good.

PARTNERSHIPS

NaL, the sole proprietorship, the partnership is

the laast complicated way-to begin and operate a business.

partnership is a business that has two or more (usually

not more than five) co- owners.- Often, but not always, it

is formed when a sole proprietor takes on additional owners

to help in certain .areas of expertise or skill, or- in

5



ARE THERE

ADVANTAGES

TO A

PARTNERSHZ

Part II, Unit E
Choosing the Type

of Ownership

order to expand the business by raising additional capital--

there is a limit to what one person can borrow. You can

find partnerships in every type of business, including law

and medical firms. Forming a partnership may be the

answer to any business that requires a large investment

of initial capital, usually more money than one person

can raise alone.

Partnerships are often formed among friends but should

always be based on a written contract. The partnership con-

tract is called "Articles of Copartnership" and is usually

drawn up by an attorney. It sets up the contributions ex-

pected of each partner (labor, skill. capital investment,

etc.), and the amount of profit each will get. There may

be limited partners who contribute only capital, as well

as those who actually manage a part of the business it

addition to contributing capital. A written contract is

not imposed by law, but partnership without a written

contract may have serious problems when disagreements arise.

Advantages of a Partnershi

One advantage of a partnership is the varie y

skills, abilities; and ideas that are brought to the

agreement by each partner. Each partner does not need to

be an expert in all areas of the business but can concen-

trate on his or her area of expertise. Having partners

also means that if one owier is ill or on vacation, the

6



Part II, Unit E
Choosing the Type
of Ownership

business can continue to operate. Other advantages of

a partnership are (1) increased sources of capital. Two

can borrow e often--even if not more cheaplythan one,

(2) easy entry and termination of business, (3) int./ start-

up costs which are similar to sole proprietorship but with

the additional cost of contract preparation, (4) possible

tax advantage, and (5) limited outside regulations.

Disadvantages of a Partnership

WHAT ARE THE The main disadvantage of a partnership is that, like

DISADVANTAGES a sole proprietorship, the partners have unlimited liability.

OF A 177NERSHIP? Therefore the owners' personal property can be seized to

settle business debts. An added disadvantage of a partner-

ship is that one partner may not give as much time and

effort as the other yet still gets an equal share of the

profit. Two heads are better than one only if both heads

are working.

Other disadvantages of a partnership are (1) having

t share profits, (2) possible limited life of the organi-

zation, (3) difficulty in raising additional capital, and

X4) the difficulty of finding suitable partners--those with

the needed skills may be incompatible, untrustworthy, or

unwilling to share the responsibilities.

7



WHAT IS A

CORPORATION?

Part II, Unit E
Choosing the Type
of Ownership

CORPORATIONS

Another type of organization ownership is the corpora-

tion. There are fewer corporations than sole proprietor-

ships in the total number of U.S. businesses, but in the

number of dollars earned and people employed, the corpora-

tion is by far the largest form of business organization

in the United States today. By definition, the corporation

is an association of three or more olmers which is chartered

by a state and is given the power to transact business, to

enter into contracts, and to sue or be sued as a legal atity,

Thus, a corporation is an "artificial person" created by the

state for the purpose of doing business.

The owners of a corporation are the stockholders.

Their purchase of stock certificates determines the extent of

their ownership. After the corporation has been chartered,

the stockholders must elect a board of directors who, in

turn appoints the officers or managers of the business.

Forming a corporation offers advantages to those who

need lots of capital, but it_require- a large amount

extra capital to start and to operate. Although it is not

suitable for all businesses, the corporation is an important

part of the American economic system.



ARE THERE

ADVANTAGES

TO capital outlay needed for machines, fixtures, nr inventory

CORPORATIONS?

Fart II, Unit E
Choosing the Type
of Ownership

Advantages 2f_12E22211"

There are many advantages to the corporate fotm of

business organization, especially if there is a large

at the outset of operations. The corporation has limited

liability, which means that only the assets of the corpora-

tion, not those cf the individual owners, can Ised t

pay creditors. If a corporatich in which a person owns

stock is unable to pay its creditors, that stock may become

valueless, but the owner will not lose more than the value

of his or her own stock. Only business assets may be used

to pay corporate debts.

It is also easier for the corporation to raise money

and obtain credit. Because a corporation usually has many

owners, and-thus a solid block of capital, it is easier to

get credit. The corporate board can agree to issi e new

stoat and sell it to the public when additional capital is

needed. The selling of new stock, however, can be done

only if the owners want stock issued.

Some other advantages of the corporation are (1) a

great variety of skills, abilities and ideas are available,

(2) the responsibilities of ownership can be transferred

simply by selling your stock, and (3) the corporation can.

continue to exist despite changes in the owners.

9



Part II, Unit E
Choosing the Type
of Ownership

Disadvantages of a Corporation

-WHAT ARE THE There are also disadvantages to the corporation. It is

DISADVANTAGES very complicated and expensive to organize and run, and

OF CORPORATIONS? involves expense in obtaining a charter and having a

WHAT IS A 4

FRANCHISE?

Certificate of Incorporation d a- up by a lawyer. The

corporation can only perform those activities that are

stated in its charter. It may not engage in business

activities in other states without paying,a special fee.

The corporation must file reports regularly with the

government, thus requiring the services of specialized and

expensive employees.

Other disadvantages of the corporation include (1) the

sharing of profits, (2) double taxationthe profits of a

corporation are taxed as well as the stockholder's income

-.from shares of stock, which are taxed as private income,

and (3) a higher rate of taxation than any other form of -

business organization. (However, if you form a Subchapter.

Corporation, which is ideal for new and low income busi-

passes, yanr corporation may be taxed at individual rates.

FRANCHISES

When you watch TV or drive through your community, you

are constantly exposed to franchises, such as fast food

operations, gasoline stations, rental companies, and hotel

and motel facilities. A franchise basically a contract

10



ARE THERE

ADVANTAGES

TO FRANCHISES?

Part II, Unit E
Choosing the Type
of Ownership

to distribute and sell a parent company's goods or-services

in a specified geographic area. The franchise is sold by a

went company or franchipor to an individual or franchisee.

The relationship presupposes a continuing association between

the two. The franchisee is guaranteed the right to use

the parent company's name and product, and, in turn, pays a

certain percentage of the profits to the franchisor. Although

specific procedures vary from company to company,

the franchise is based on a contract listing the rights of

and restrictions on both parties.

Advantagesof Franchises

Franchising offers distinct advantages to you if you

want to o. on business but lack the expertise and

facilities to do so,. The franChisor normally provides

many things that you, as a sole prcOrietor, would have to

provide yourself. You would receive technical advice on

design and layout of facilities, market research findings,

and help in advertising,' buying, and inventory.

Other advantages of franchising Include (1) smaller-

than -usual capital investment, (2) less working capital

necessary, (3) a product or service that usually has prior

public acceptance, and (4) better-than-average profit

Lifmargins.

11



WHAT ARE THE

DISADVANTAGES You must do things according to the rules of the parent

OF FRANCHISES?

Part II, Unit E
Choosing the Type

of Ownership

Disadvantages of Franchises

Franchises do have disadvantages for the franchisee.

company and, depending on the company, this may restrict

your freedom of action. You must maintain certain standards

of service and an only sell the parent company's product

or service. Commonly, the franchise agreement requires the

franchisee to pay a percentage of the profits to the parent

company. There may also be problems in cancelling the

contract.

COOPERATIVES

WHAT ARE A cooperative is. an organization of individuals with

COOPERATIVES? similar interests and problems, who have joined together to

perform certain activities. Although cooperatives are not

a legal form of ownership, they do represent a structure which

is owned and directed by its..own customers (members). The

formal ownership structure for most cooperatives is similar

to a corporation's. A cooperative is financed by selling

shares to its members, with annual distribution of profits

(dividends) to same. The rate of distribution of profits

and even the system for sharing profits among all members

vary greatly from one co-op to another.

Most cooperatives form better serve the. needs of a

group.. Since a group acting collectively can sometimes

serve its members' needs more economically than individuals

12



PartII, Unit E
Choolingthe Type
of Ownership

acting alone, cooperatives are more importalit in

some fields than others. For example, farming cooperatives

are important organizations.

There are many different forms of cooperatives. Some,

F the more common cooperatives are:

Food co-ops

Gasoline co-ops

Housing co-ops

Credit unions

Mutual insurance associations

Mutual savings and loan societies

Group health co-ops

Nursery (day-care center) co-ops

Electric power co-ops

Travel co-ops

Bakery co-ops.

These cooperatives are either selling, buying, or service

organizations or a combination. Many companies that most

people would quickly recognize by name are never thought of

as being cooperatives.. FTD (Florists' Transworld Delivery),

-'IGA (independent Grocery Assoelation), Consumers' Union,

Ugited Parcel Service, Nationwide insurance, and Ohio Wool

Growers' Cooperative Associations are all cooperatives.

13



Part II, Unit E
Choosing the Type
of Ownership

ADVANTAGES AND DISADVANTAGE S

Chart I summarizes the advantages and disadvanta,-- of

having a sole proprietorship, partnership, corpora ion, and

franchise. Mach do you think will be the best for your

fi

14
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CHART I

kav_ANT",ciflisiADYALTAGEs TYPESOE OWNERSHIP

_FD 1S nF OKIE R 51

Sin le Proprietorship

ADVANTAGES

Low starL-up Ct.:1)8LS

Greatest freedom from
regulation

3. Owner in direct control
4. Minimal working capital

requirements
Tax advantage to small o
it profits to owner

28

Ease of formation
Low start-up costs

3. Additional sources of venture
capital

4. Broader management base
5. Possible tax advantage
6 Limited outside regulation

AAD_V_ANTAGES

Unlimit Liability
2. Lack of continuity

Difficulty in raising capit-1

Limited liability
2. Specialized management

Transferrable owaershipde
4. Continuous existence
5. Legal entity

. Possible tax advantages
Ease of raising capital

. Smaller than usual capital
investment
Less working capital than
normally required
Prior public acceptance of
product or service. usually
Manage-ent assistance

6. Better than average profit
margins

Unlimited liability
2. Lack of continuity

Divided authority
Difficulty in raising additional
capital
Difficulty in finding suitable
partners

I. close regulation
2. Most expensive form to organize
3. Charter restrictions
4. Extensive recordkeeping
5. Double taxation

Possible high franchisor fees,
Supplies, and charges

2. Some loss of independence
3. Possible difficulties in cancelling

contracts



Part II, Unit. E

Choosing the Type
of Ownership

EXPOSURE ACTIVITY

You have examined the three common as o u,ilness

ownership and have looked a advantages and disadvan-

Cages of each type. In addition, you have become familiar

with franchises and cooperatives.

POSTASSESSMENT

Describe the following types of

A. Bole proprietorship

B. Partnership

C. Corporation

2. For each type of ownership, list the advantages and

disadvantages.

Explain the reasons for drawing up articles of

copartnership.

4. Describe franchising. What are its advantages and

disadvantages?

Define cooperatives. Identify the field in which

cooperatives have been most successful.

Compare --your answers with your responses in the preassessment.

You might want to check _your postassessment answers with your

instructor.



Part II, Unit E
Choosing the Type

of Ownership

SELF-EVALUATION

How well did you know the info _ ation needed to do the

activity?

) Very well

Fairly well

A little

Be honest with yourself. if you feel you don't know

the material well enough, it might be helpful to review

this section before going on.
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EXPLORATION PART II, UNIT E

CHOOSING THE TYPE

L, OWNERSHIP

PREASSESSMENT

Here are some questions that tu::t for knowledge of the

contents of this level. If you are vary familiar with the

information needed to answer them, perhaps should go to

another level or unit - check with your instructor. Otherwise,

jot down your answers. After you've read through this level,

take the postassess rc it at the end of the "Exploration

Activities" section and measure what you've learned.

l. Under what conditions might you want a:

A. General partner

Silent partner

C. DolmanF. partner

D. Nominal partner

E. Secret partner.

2. What is a public corporation? A closed corporation?

How would you go about applying for a corporate

charter? Where would you go?

When and why would you want to offer common stock?

5. What is franchise? What are the benefits to the

person purchasing the franchise and what is this

person entitled to?
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TEACHINGLEARNING OBJECTIVES

Upon completion of this level of instruction, you

should be able to

Distinguish between general partners and l mired

partners (dormant partners, secret partners, and

silent partners).

2. Describe the difference between a closed corpora-

tion and a public corporation.

3. Apply for a corporate charter.

4. Describe the difference between common and

preferred stock.

Describe a franchise including what -anchisee

is entitled to and the benefits of a franchise.

6. Discuss three basic principles of cooperatives.
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SUBSTANTIVE INFORMATION

It would be simple if the decision on the form of

orgaulz- for your business us using

between sole proprietorship, p tiership, corporation,

franchise, or cooperative. But there are different

types of partnerships and corporations, and, of course

there are often decisions that need to be made once

you decide on the main form of organization for your

business.

SOLE PROPRIETORSHIP

WHAT ABOUT SOLE Because of the ease of establishing a sole proprietor-

PROPR[ETORSHIPS? ship, it is by far the most common type of business organi-
,

nation. The U.S. Bureau of Census reported in 1976 that

80% of all small businesses are sole proprietorships.

W7IAT ARE SOME

OF THE MISTAKES

SOLE PROPRIETORS

MAKE?

Failure Factors

The sole proprietorship is so uncomplicated to begin

that, unfortunately, it often ends in failure. Most busi-

nesses that fail do so because of several reasons, but a

main factor behind these conditions is often that the

business hinges on the planning and work of only one per-

A.the sole proprietor. Often, the proprietor does not

possess the expertise needed to manage all the areas of

business alone. The sole proprietor stakes everything on

the ability to succeed. If the business fails, she or he
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BEING A SOLE
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of Ownership

alone is liable, and the liability extends beyond the busi-

ness; home, car, and other possessions may be lost in the

event of failure. all sole preprietorships fai l., he

ever. Careful planning and management expertise are

factors that are essential if this type of business is to

succeed and expand. This might possibly be the form of

ownership best suited to your needs.

Advantages of. Sole P -rship

The sole proprietorship offers many advantages to the

creative, skille-4 -.ntrepreneur. The business is taxed

lightly because profits are taxed only as personal income.

PROPRIETOR? Therefore, in the beginning, the sole proprietor may not

have to pay adeAtio yl income tax because the business

profit may not be large enough to put the owner in a

higher tax bracket. The sole proprietor has great freedom

WHY DO

ENTREPRENEURS

CHOOSE,

PARTNERS?

fro government regulations and in operating the business.

A license is all that is required for certain types of

businesses.

PARTNERSHIPS

Next to the sole proprietorship, partnerships are

the second most popular form of business organization for

small businesses. Partnerships are formed for many

reasons. Some partnerships are formed by two or more new

entrepreneurs. Partnerships are sometimes formed when you,

as a sole proprietor, need expertise in an area that you

22



ARE THERE

DIFFERENT pursue to allow for the different needs of the partners

TYPES OF and the special needs of each business. Not all partners

PARTNERS? want to be equal or general partners. Not all businesses

need a new general working partner. Therefore, several

different types of 1Lners nay be included in a partnership.

Part II, Unit E
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feel you are lacking. Or you may want e sources

of capital to expand your operation. In the latter two

cases you, as the owner are looking for a partic ular

type of person to share your business venture.

Partnerships face the same chances of failure as d©

new sole proprietorships. Most businesses that fail do so

because of several rasons. However, with input from more

than one person, planning is apt to be mire thorough, and

the skills of each partner may mean the difference between

success and failure.

Finding a partnersomeone who possesses LYe skills

you lack and who is killing to take the financial risk and

the management responsibility -is not an easy task.

Business partners must get along well and ':rust each other.

Being friends is one thing; being partners quite another.

Iz22!pfELLI=

.There are several options the potential partner can

23
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The general partner contributes financially to the

PARTfiER? partn hip

WHAT ARE THE

TYPES OF LIMITp

PARTNERS?

:s actively in the rosiness. All part-

nerships must have at least one general partner for liability

purposes; they have the unlimited liaLiiity for the Eirm.

General partners get an equal share of any profits.

Limited'Partner

There are several kinds of limited partners. The most

common type of limited partner is the ilent pa tuer who

serves as a source of capital-by investing money into the

business in the hope of a financial return. The silent

partner does not take an active part in the management of

the business but is pUblicly known to be a partner.

Another type of limited partner is the secret partner

who contributes financially, but not always a full share.

The secret partner offers expertise to the company and

wishes to be Actively involved in the day-to-day management

but, for some reason, does not wish to be known as a partner

by the general public. For example, the doctor who owns

part of a drug store may fear public criticism and want to

avoid possible "conflict of interest" charges.

There is also the dormant 21.11 who does not take

an active part in.the management, but, like a silent partner,

invests a full share in the business. Like the secret

partner, this person also is not known by the general public

as a partner but is an investor and part inner.
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Another type of limited partner is the nominal

partner. This individual is not a real owner as the

others are. The nominal partner is generally someone

well-known in the community who allows his or her name

to be associated with the firm for promotional purposes.

Instead of a percentage of the profits, the nominal partner

is paid a fee. The nominal partner takes no part in running

or in owning the business and receives no part of the profits.

Articles of Copartnership

To insvre that the profits are paid and to define

the type of partners the business shall have, the partner-

ship needs a written contract-called the Articles of Co-

partnership. This contract also defines duties and division

of profits. With all the possible partner arrangements

that are available, it is easy to see why a written contract

is necessary.

CORPORATIONS

The corporation is the largest fom of business organ-

CORPORATIONS? ization in terms of the number of people employed and dollar

1
volume of business. AccordiAg to the U.S. Bureau of Census,

1976, U.S., corporations in 1973 had receipts of $2558 billion

while sole :proprietorships had $311 billion'', and the par

nerships had .$124 billion.
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Most corporations are large and have extended mar-

kets. Many are former sole proprietorships or partnerships

that became so successful that expansion was both profitable

and necessary. The vorporate structure is often a necessity

for a growing industry.

It is quite easy to transfer ownership in a corpora

tion. The actual owners of a corporation are those who

shares of stock--the stockholders. Each share re? -csents

one vote in management decisions. One person may own

one share or millions of shares. Share owners may receive

a financial return for their investment called a dividend.

Many large corporations pay dividends four times a year.

Thus, the owners of a corporation are basically investors

who are looking for a return on money invested, rather

than desiring to be active managers of the business.

It is the job of the stockholders to elect the board

of directors. Usually the board is made up of some of the

mere active or important stockholders. It is the board's

job to make all the major decisions and to establish Lhe

policies of the company. These stockholders also appoint

and assign job responsibilities to the officers of the

company -- president, secretary, treasurer, and various vice-

presidents. These officers will be managing the day-to-day

ij business operations. In addition, the board of director-, will need

to look closely at the rates and the degree to which current
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owners want to spread control and ownership influence

before deciding to issue bonds, preferred stock, or

common stock to raise more capital.

Different Types of Stock

There-are two main kinds of stock sold by most

major corporations- -common Stock and Preferred stock.

Owners of common stock usually have full voting rights

in any decisions of the company. They do not receive

a stated dividend but get a share of any profits that

are made..: In other words, the dividend may vary or may

not be paid at all in bad times, depending on the earn-

kngs of the corporation that quarter. Common stock can bring

higher dividends Vuring the corporation's good years, but may

`bring'little or no income when times are bad. If the corporation

dissolves, the common stockholders are the last to be paid hack

their investment, after all debts and preferred stockholders

have been paid.

The preferred stockholder glues up voting rights

in order to get certain preferential treatment in o :her

areas Anytime a dividend is declared, preferred stock-

hbld _ "paid in full," befo-e tte common stockholder

receives any dividend. The preferred stockholder is

usually paid a set amount. For example, he or she may

-27
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receive 6% of par when par is $100, which means a 6%

profit for each share held. Par value is an arbitrary value

assigned to stock (both common and preferred) hen it is

issued. It does not represent what the stock would bring

in the stock market. It is just a stated amount for

bookkeeping and dividend purposes.

Thus, the stockholder of preferred stook is guar n-

teed a steady dividend. However, instead of being a per-

centage of par, the percentage is usually,a set dollar

amount per share. It is.only paid when dividends are de-

clared.

Other Sources of Capital for Corporations

The corporate form of business provides the owners

with other ways of raising capital. Corporations may

'issue bonds which are long-term debts or debentures.

These are sold to investors who may receive a steady 6% or

more interest on their investment for a specific period of

time. The issuing of bonds is just a way of borrowing

money for the business.

Corporations may also issue new stock to raise more

capital. When more stock is issued, the percentage of

earnings for each share is reduced.

apes_ of Corporations

There are two kinds of corporations -- closed and public.

For the owner of a small business, the closed corporation

Is usually preferable. In the closed corporation, the

group of owners is few in number--usually relatives, friends,
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or partners. If stock is sold, it is sold to someone

aireg6t _s part of the stock and, therefore, does not

expand control beyond existing stockholders. The 'option'

of issuing bonds and new stock is still present, but is

not usually used. A closed corporation can choose to "go

public" if it wants. A public corporation sells its stock

to anyone who wants to buy it. The value of its stock is

determined. py the price .(market value) that the public

will pay, rather than by the determination of value by the

small group as in the closed corporation.

Incorporating

By law, to begin either a closed or open corporation,

there must be at least two business associates. These

associates must apply to the state in which they want to

incorporate for a charter. These original owners are called

the incorporators, and their names appear on the charter.

The charter is called a Certificate of incorporation, and

it is filed with the Secretary of State of the state in

which the owners wish to be incorporated. After the fee

is paid and the charter accepted, the corporation can

operate only in that state for the specific types of

business listed 611 the charter.

It is easy to see that this form of business is more

complicated than the others. Corporations face increased

federal and state regulations. More reports and recd
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are necessary, and the amount of paper work increases

as the corporat'nn grows in size.

FRANCHISING

The franchise is the fastest growing form of business

in the U.S. today. The franchising boom started after

World War II. Franchising began with automobile and

gasoline companies who wanted control over "dealers" ho

sold their products. It now accounts for about 30% of all

retail sales. Many. types of businesses lend themselves to

the franchise type of operation. Today, many motels,

dance studios, tax services, vending machines, rental

companies, and restaurants are franchised.

Aithought becoming a franchisee seems to be an easy

was of becoming an entrepreneur, owning a:franchise is no

guarantee of success.

Many people dream of being their own bosses. The

quickest way, they think, is to own a franchise.

But, says the Better Business Bureau, franchising

is not easy. Despite some glowing promises of fast
wealth, this is not a business for everyone.

Fraudulent promoters may move into the franchise_ _ _

field to take advantage of the innocent dreamers
who are eager to make money on their own business

venture.

More than 1,000 firms have chosen franchising as

their principal means of product and service distri-

bution. In fact, says the BBB, franchised opera-
tions comprise over one-quarter of all retail sales.

(Columbus Dis atch, July 10, 1977, C-8.)
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A franchise represents a continuing relationship be-

tween the franchisor and the franchisee in which the fran-

chisor's knowledge, image, success, manufacturing, and

marketing techniques are supplied to the franchisee for a

price. The entrepreneur aho buys a franchise buys a

"prepackaged" business that is operated under a contract

with the franchiser. As far as the public is concerned,

the business is indistinguishable from a company-owned outlet.

Services to Franchisee

Most franchisors provide many services to the fran-

chisee. One of the most importan, services a franchisor

provides is credit to the franchisee. Credit can be in

the form of inventory or in the form of caL.- loans. This

means that franchisees need less operating capital at the

outset.

Franchisees normally receive special training before

opening the business and continued managerial assistance

such as audits, record-keeping systems, and tax advice.

Franchisees' also receive merchandising assistance and the

benefit of national advertising and prow n done by the

parent company. All of these services are helpful to the

entrepreneur who wants to be her or his own boss but who

may lack expertise in some areas of management, marketing,

finance, or personnel.
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Iyp_es of Franchises

_e e are two main types'of franchise operations.

The first is the territorial franchise. The area of "ter -

ritory" may be so large, a whole city or state, that the

franchisee can subfranchise parts of the territory. There-

fore, 'besides running his or her own business, the fran-

chisee gains extra income by supervising other franchise

operators. The operating franchise is granted to a busi-

ness owner who wishes to operate one business in a specific

area.

dorms of Franchises

There are four basic forms of franchises. The con-

ventional franchise is miL= between a manufacturrer and a

retailer., The r ,er/franChisee is relatively free to

maintain a sales force and individual advertising and

management techniques. Conventional franchises are often

found in car dealerships and gasoline stations.

In A distributorship form of franchise the fran-

chisee is a wholesaler who supplies the manufacturer's products

to various re ailers n a geographic area. The distributor
,

is free to m age the operations and to select and serve

customers- in any manner she or he chooses. Beer is gener-

ally a distributorship franchise.

A third type of franchise is the licensed franchise.

This Is the most common type of franchise consisting of,

32
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for example, fast food restaurants, print shops, and

food markets. Licensed franchises are more closely tied

to the parent company and are required to maintain certain

standards. They receive more advertising, merchandising,

and technical advice from the franchisor than do conven-

tional or distributorship franchises.

In the manufacturing_franchise,the franchisee is a

manufacturer aA well as a distributor. The franchisee

makes the product locally according to company standards,

and usually distributes it to retailers. National soft

-drink manufacturers often use this form of franchising.

Disadvantages of Franchising

There are drawbacks to the franchise operation.. The

franchis_loseA a certain amount of business control that

a sole proprietor has. An initial fee, as well as monthly

fees, must normally be paid to the parent company. Fees

are generally a percent of gross sales, or a fixed fee

per month or year, or a combination of the-two.

During recent years, many companies have been

brought to trial in different states because of the misuse

of franchises. Until recently, the federal government was

powerless to enter the picture unless the mail was used to

defraud. However, in recent months the Security and Ex-

change Commission has declared that it will act in many

instances by interpreting the sale of franchises as the

sale of securities.
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The Federal Trade Commission, at 6th Street and

Pennsylvania Avenue, N.W., Washington, D.C. 20580, pub-

lishes a Consumer Bulletin (No. 4) entitled "Advice for

Persons Who Are Considering an Investment in a Franchise

Business." If you are considering a franchise, you

should obtain a copy.

COOPERATIVES

Cooperatives, in general, operate under a set of

basic principles. These principles are:

1. Cooperatives provide goods and services to

members at cost.

2. Control of the cooperative is in the hands

of its members.

Federal and state lmls specif y maximum itrer-

est rates that a cooperative may pay on stock.

The desire to save money seems to always be the

primary reason for the developments of cooperatives. With

the exception of those formed by farmers, cooperatives

have never taken hold in the U.S. as they have in Europe.

Finland, for example, has cooperatives in almost every

type of retail, wholesaling, and farming business. In

recent years, cooperatives in the U.S. have become more

imp- tent in child day-care centers, food stores, group

health cooperatives, and credit unions.
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Credit unions have become a major lending institution

for many citizens. In addition to making loans, credit

unions perform other services. They provide group travel

plans, traveler's checks, and notary public services. A

line of credit can be established for a member allowing

for withdrawal of money as needed up to the limit set by

the credit line. Interest is paid only on the money drawn,

not on the line of credit.
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EXPLORATION ACTIVITIES

Do you feel that you .understand enough about. choosing

the type of ownership? The following activities will help

you apply some of these concepts to "real",situa Ions.

These activities will give you an opportunity to put into

practice what you have learned. After completing the

activities, do a self-evaluation to check your understanding

of the material.

ASSESSMENT O

1. Make a chart. that shows differences and similarities

among general partners, secret partners, and nominal

partners.

2. List the four forms of franchise and Fi: as many

eXamples of each as possible in your community.

Explain how the stockholders, board of directors,

and officers of a corporation are interrelated.

4. What are the three basic principles of cooperatives?

Discuss these fully.

ASSESSMENT TWO

Complete the Business Ownership Cross _:d Puzzle

that follows. Here are some clues for the puzzle:

ACROSS:-

1. Granted to a corporation by a state of c al

. 2. Represents ownership in a corporation
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Person who invests in business but has no

voice in management

People who actually run the corporation

5, When two c. people c _ uusiness.

When one person is owner of a business

in a franchise business, the distributor

or individual owner

They elect the officer-,: of LL -nrpor

The most ,. 131 of all buElness structures

5. When elc' -ember o' pc 3hip

responsi I for all debts owed by the

partnership

6. In franchise business, the parent company

that provides product/service

7. Person who owns a share of the corporation.

Answers to the Business Ownership Crossword Puzzle can

be found on page 40.
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POSTASiBSSMENT

1. 'Describe the conditions under which you would want

to choose a:

A. General par

B. Silent par-ner

C. Dormant partner

D. Nominal partner

E. Secret partner.

2. List the main characteristics of a public corporation_

and a closed corporation.

3. If you want to apply for a corporate charter,

explain what you should do and where you could apply.

4. Describe conditions under which you would want to

offer common stock.

Define franchise. What does a franchise agree-

ment provide the franchisee? What are the benefits

of franchising to the franchisee?

Compare your answers to your response to the preasseesment..

Ypu may want to check your postassessment answers with your

instructor.
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'SELF- 2iLUATION

tow well did you know the information needed to do

tku activities?

Very well

Fairly well

A little

Be honest with yourself. If vou feel you don't know

the material well enough, it might be helpful to review

--this section before going on.
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PREPARATION/ PART II, UNIT E

"APTATION CHOOSING THE TYPE

OF OWNERSHIP

PREASSESSMENT

Here are some questions that test for knowledge of the

conten-Ls at this level. If you are very familiar with the

information needed to answer them, perhaps you go

to another level or unit - check with your instructor. Other-

wise, jot down your answers. After you've read through this

level, take the postassessment at the end of the "Preparation

Adaptation Activities" section and measure what you've

learned.

1. What are the legal implications of a partnership

and a franchise agreement?

2. What is a certificate of incorperation?

What are members of a cooperative responsible for?

4. What are the tax advantages of a sole proprietorship?

Name the items that should he in a partnership

agreement.
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TEACHING/LEARNING OBJECTIVES

Upon completion of this level of instruction, you

should be able to

1. Discuss the legal implications and requirements

of the various fortes of business organizations.

2. Identify information required in a Certificate

Incorporation.

Explain the sources of information and opportuni-

ties available to a potential franchisee in your

locality.

4. Explain the responsibilities of membership in a

cooperative



Part II, Unit E
Choosing the Type
of Ownership

SUBSTANTI E INFORMATION

Starting a new venture iday have been relatively

simple twenty years ago, but today it is not simple at

all. Deciding on the organization's fn of ownership

is important. What ma, be a pressing concern under one

circumstance may not as pressing in a different situ-

ation. Your decision concerning the best form of organi-

zation will probably be a compromise reached after

weighing the importance of certain needs against the

limitations of each form.

WHAT REWARDS DOES

A SOLE PROPRIETORSHIP

PROVIDE?

WHAT DOES BEING

A SOLE PROPRIETOR

MEAN LEGALLY?

SOLE PROPRIETORSHIPS

Most of today's corporate giants were once sole

proprietorships. A sole proprietorship is worthwhile

for the person who is willing and able to meet the

challenges. A successful sole proprietor can point

to her or his accomplishments with pride and say,

"1 did that." However, it involves many responsibilities.

Responsibilities

As a sole proprietor, your liability is limited to

your owe errors and obligations. But in case the busi-

ness fails, your personal assets, including home, auto - --

mobile, and other properties, are subject to claim by

creditors.

As a sole proprietor, you must be all things to
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Part II, Unit E
Choosing the Type

of Ownership

your company, Tt is your responsibility to select the

ite. Y31.1 must decide whether to lease a previously

owned st or factory, or warehouse, or to have one

built to your own specifications. You, as owner, must

know enough abou= all the functi required to oper

a business. If: you on a restaurant, you must decide

on :the menu and include the right number of selections.

You must be willing to work long hours, establish a

record keeping system, prepare tax reports, and hire

and train personnel. As sole proprietor, you must

arrange any financing that your business needs and pay

your creditors. All of these abilities are seldom

possessed by one person,

Sole Prep -ietorship and Taxes

One main advantage of a sole proprietorship is its

tax advantage. The sole proprietorship is not a separate

tax paying or tax reporting unit. The proprietor's

operations are treated as part of the owner's financial

activities. You keep separate records of business income,

deductions, inventories, and capital acquisitions. You

report your business profit or loss to the Internal

Revenue Service (IRS) on a form 1040, Schedule C (see

Exhibit A). This profit or loss is combined with other

personal income for tax purposes The personal income
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SCHEDULE C
(Form 1040)
Depirteilet of the Trestere
intorrun Rreenue Sereice

Pierre of proprietor

EXHIBIT A

Profit or (Loss) From Business or Profession
(Sole Proprietorship)

Partnerships- Ventures. etc., Must File Form :5.
le- Attach to Form 104.0 or Form Sr- See Inst actions fir SChe.futo C Form 10401._

social security numb!! of

A Main business activity
B Business name IL.

see Instructions prr luct

D Business address (number and siret) 11.
City. State and Zip Code 10.

C Employer identification number

E Accounting method: (1) 0 Cash (2) 0 Accrual (3) 0 Other (specify)
F Method(s) used to value closing inventory:

(1) E Cost (2) El Lower of cost or market 0 Other (if other, attach explanation)
G Was thero any major char in determining quantities, costs, or valuations between opening and closing inventory? .

If "Yes," attach explanation.
H Did you deduct 'penses for an office in your home?
I Did you elect to claim amortization (under section 191; o- Depreciation (under section 167(o)) for a rehabilitated

ce,-tified historic structure (see Ir `actions)'
(Amortizable basis (see Instruction,

Pa& I Income

Yes

1 a Cross receipts or sales
b Returns and allowar,-es . . . .

c Balance (subtract line lb from line 1/0
2 Cost of goods sold and/or operations (Schedule C-1, line 8) . . ..
3 Cross profit (subtract line 2 from line 1c)
4 Other income (attach schedule) . . . . . . . . .

la
lb

5 Total income (add lines 3 and 4)

Pa Ir Deductions

le
2
3
4

6 Advertising
7 Amortization . . . . . .

8 Bad debts from sales or services .
9 Bank charges ... . . . -

10 Car and truck expenses . .

11 Commissions
12 Depletion . . . . . . .

13 Deprecio (plein in Schedule C-2) -
1: Due., .)ulications - . . .

15 Employee benefit programs .

16 Freight (not included on Schedule C-1)

17 Insurance
18 Interest on business indebtedness
19 Laundry and cleaning . . . .

20 Legal and professional services
21 Office supplies
22 Pension and profit-sharing plans
23 Postage . . . . . . . .

24 Rent on business property . .

25 Repairs . ...
26 Supplies (not included on Schedule 0-1)

27 )axes
28 Telephone
29 Travel and entertainment . .

30 Utilities

.

31 a Wages .

b Jobs credit
c WIN credit
d Totai credits
a Subtract line 31d from 31a

32 Other expenses (specify):
s
b

d
0

f
g
h

1

J

k

I
rn

n

o

p

q

r

Total deductions (add amounts in columns far lines 6 through 32s) .

34 Net profit or (loss) (subtract line 33 from line 5). If a profit, enter on Form 1040, line 13, and
on Schedule SE, Part II, line 5a or Form 1041, line 6 If a ios- -la on to line 35 .

35 II you have;: loss, do you have amounts for which you are not "at risk" in this business (see Instructions)? . Yes No
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ations (see Schedule C Instruc

rig of year (If different from last yeses closing inventory, attach explanation)

2 a Purchases . . . . . . .. . . . 24

b Cost of items withdrawn for personal use
2b

e Balance (subtract line 2b from line 2a) . . .

3 Cost of labor ',Jo not include salary paid to yourself)

4 Materials end supplies
5 Other costs (attach schedule) . . . . . . . . .

6 Add lines 1, 2c, and 3 through 5 . . . . . . .

2c
3
4
5
6

7 Inventory at end cif year _
7. . .

a cost cold and/or ratis (soon} line 7 from line 6), Enter here and on Part I, line 2 ie. 4

SCHEDUE C--2.Depreciation (See Schedule C Instruct crs far line 13)
If you need more space, please use Form 4562.

Description of property
Depre sfelOod.of

Detre allowed or allowable cornoutic-1
ecppired n Orion years depreciation

(b) (4)

Cost or
other oasis

Life
or rote

to

1 Total additional first-year depreciation (do not include in items below)

2 Other depreciation:
(21/, 7///x. /,/ / 7. 4 7,7//////,' %,"'///z ?///37 .7/ /0 //,, ,;77//;x0/

Buildings . . . .

Furniture and fixtures

Transportation equipment . .

Machinery and of sr equipment .

Other (Specify) ..... .--

....5 . .. - ..... 5 5

.................... s

3 Totals

4 Depreciation claimed in Schedule

Depreciation for
this year

3

4

5 Balance subtract line 4 from line Enter here and on Part II, line 13 .

SCHEDULE C.-3.Exponse Account Information (See Schedule C Instructions for Schedule C-3)

} - a s ..............

Enter Information for yourself your five highest paid employees. In determining the five highest

Rid employees, add expense account allowances to the salaries and wages. However, you don't
have to provide the Information for any employee for whom the combined amount is lass than

$23,000, or for yourself if your expense account allowance plus line 34. pegs 1, is less than $25,000.

mime
(a)

Expense account
(b)

Saferis and w.a.s

Owner . . . . . . . . . .

2

r
2

3 ,

4.

11Id you claim a deduction for expensesconnected with:
yes No

A Entertainment facility (boat, resort, ranch, etc.)/ . . . . . . . . . . . .. . . . , . .

e I.jving accommodations (except employees on Ieasiness)?

C Conventions or meetings you or your employees attended outside the U.S. or its possessions? (See Instructions) .

D Employees' families at conventions or meetings?

- --.---
If "Yes," were any of these conventions or meetings outside the U.S. or its possessions?

E Vacations for employees or their families not o ed on Form W-2? . . .

u,S.Gemie.
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WHAT DOES BEING

A PARTNERSHIP

MEAN LEGALLY?

WHAT ITEMS

SHOULD "E

IN ARTICLES

OF COPARTNERSHIP?

Part II, Unit E
Choos74,ng the Type

of Ownership

tax rate is often lower than the corporate one, and

therefore ..axes are generally a good deal lower for the

sole proprietor.

PRTNERSIlTPS

Forming a partnership can be a challenge. Finding

compatible partners can be extremely difficult. No

matter how well the partners kaow each other or how

long they have been friends, the partnership cannot sur-

vive without a written agreement or contract. Some have

spent their entire lives' repaying debts run up by a

partner who took off with all the profits and half the

inventory. That "rotten" partner could even be a relative!

Articles of Copartnership

The articles of copartnership ensure that each

partner does his or her share of work and gets a fair

share of the profits. There are certain items that need

to be included in the agreement. You might want to use

the following as a checklist when reviewing your partner-

ship agreement:

1.

2.

3.

The date of the agreement

The names and addresses of all the partners

The nature of business

The duration of the partnership

The managerial duties of each general partner
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Part II, Unit E
Choosing the Type
of Ownership

Tte specification of each type of limited partner

(whether silent, dormant, secret, or nominal partner)

and the liability, if any, of each

The fee to be paid any nmlnal _

8. The amount of investment by each partner

9. How profits and losses will be shared

10. Accounting procedures to be used

11. Salary or drawing account arrangements for

each partner

12. Restraints on each partner, if any

13. How the partnership will be terminated.

The last item is extremely important. Provisions must be

made Po dissolve the partnership in case one partner wants to

leave the business for other employment, or because of illness

or death. Arrangements must be made to dissolve the partner-

ship fairly.

The articles of copartnership should be written by a lawyer,

notarized or witnessed by an uninvolved party, and kept in a

safe place. It is a contract and therefore legally binding. The

Uniform Partnership Act, drafted by the National Conference of

saioners on Uniform State Leis and approved by the Amer-

lean Bar Association, should be consulted as a guide.



WHAT ABOUT THE

PARTNERSHIP

ANT TAXES?

WHAT DOES BEING

.4 CORPORATION

MEAN LEGALLY?

Taxes and Partnerships

Part II, Unit E
Choosing the Type
of Ownership

Taxes on a partnership are reported and paid .Ake those

on a sole proprietorship. The partnership files form 1065

with the IRS (see Exhibit _ ). This is merely an it:forma-,

tion return which reports business income and its alloca-

tion among the partners. On each partner's personal in-

come tax return, income from the business is reported and

tax is paid on it along with tax on any other inc (2

The partner reports his or her share of the profit earned

during the tax period that ends within the year being

reported (by December,31 or June 30), whether profits are

actually distributed then or not.

CO 0 .TIONS

The corporation is by tar the most structured and

complicated form of business orgaaization. Very rarely

does the new or first-time owner form a corporation.

It is most often used by a successful sole proprietor

or a partnership that wishes to expand or to remove

the personal unlimited liability. Since the corporation

is a creation of law, it is impersonal and exists without

reference to the individuals who share its ownership.

A corporation must be chartered. When a state issues

a charter, the firm's activities are specified. A firm

incorporated as a drug store could not legally engage

in manufacturing.= The gedgraphic area in which the firm

can operate is limited to the state granting the charter.
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9aaar
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EXII/ 311" B

U.S. Partners p Return of income
1979, mod ndirl _

tie gik

Pries:nal MIAMI Of SWAM
WO pap 12 0 inandia.)

C W,-slotsa Ma Mak.. (Sa
lip 12 of Nigro:10W

03 Check nt ethe,... of accountings
0) Cash (2) Accrual

I PC)

..natanamiaoraanasornz=7

F Mar WM waste from SO
L. 13, column (9).

It this a final Won?
Yes 0 No

You must fill In all lines and schedules. If more space is needed, see page 2 of Instnictions, Enter any items specially alba-

Cated to the partners on Schedule K. 16, and not on the numbered lines on this page or in Schedules A through .r.

0 Other (attach explanation)

la Gress =club er sea $ lb Less returns and allowances Balance 1c

2 Cost of goods sold and /or operetiona (Schedule A. lir 34) . . . . 2

3 Elroy on:1ft (subtract Ilne 2 from line lc) . 0 . 0 . . . . . . 0 . . . 3

4 Ordilery Inconos (loss) from c,ther partnerships and fiduciaries (attach statement) . . . . 4

5 dividends . . . . 0 . . . . . . . . 5

=

,NoriquLlifying
4 Indiral. . . . _ . . . . . . G

7 Net Income (loss) from rents (Schedule H, !Ina 2) . . . . . . . . . . . . 7

8 Net Income (loss) from royalties (attach schedule) . . . 0 . . . . . . 8

9 Nut farm profit (loss) (attach Schedule F (FrATTI1040)) 9
10

_

10 Net gain (loss) (Form 4797, line 11) . .

Other Income (attach schedule)
11

22 AL In (I (comttlra Iinea 12

Sala.tes and (other pa 13b Less Jobs GrSdit Balance 13c

4 Guaranteed payments to partners (see page 4 of Instructions)
140 15

4
16 Interest . 4 . . . . . . . . 1-1q.

1 6

17 Taxed . .... e r S e s 600 17

18 Bad debts (see page 5 of InstrucUons) 0 . . . . . . . . . . . 111

19 Repairs .. OO * 19

20 Depreclatlo: (Schedule .1, line 5) . , a
20

21 AmOrtizatiOn (attach tehedu ie) . . . . . . . . 21

22 Depletion (other than oil and gas, attach schedulesee page 5 of Instructions) . . . . .

23e Retirement plans, etc. (see page 5 of Instructions). (Enter nt_rribe7of plans IC. ) . . . 23a

23b Employee benefit programs (sea page 5 of Instructions) . . . gee 0 a . 24'

24 Other deductions (attach schedule) . ... . . . 0 . . i 24

25 TOTAL deductions (add lines 13c through 24) a . . a .. , a a 25

26 Ordinary Inc me (loss) (subtract fine 25 from-line 12) . 26

khedule AtC4 OF GOODS SOLD ND/OR OPERATIONS (See Page 3 of Instructions)

27 Inventory at beginning of year (if different from last year's closing inventory; attach explanation). .

Purehasn S 28b Less cost of Items withdrawn tar personal use $ Balance ie.

'ast of labor. . . . .... . . . . . . 2 9

Materiels and supplies . . . . 30

31 ()that costa (attach schedule) ... a
31

32 Total of lines 27 through 31
33 Inventory at end of year . . . .
34 Cost of goods Sold (subtract line 33 from line 32). Enter here and on line 2, abc

,Rder a prium I datfar On I are 0i8M;01g this Mum, Inc u I g sceompsoong schedules .ad s
-' -LtnololL padaration of praparag (O than Iimply.f) Ls based arh ell Latatmatioa of which {INA

flora pa'rincr

64nturs
and data

name (or
yours, If self-employed)
and address
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Form 5 (1579) Schedule A (Con.,nued) P,K= 2

35 a Check all methods used for valuing closing inventory: (i) Q Cost
-(ii) Lower of cost or market as described in regulations section

1.471-4 (see page 6 of Instructions) (iii) WritedoNn of "sub-
normal" goods us described in regulations section 1.471-2(c) (see page
6 of Instructions)

b Did you use any other method of inventory valuation not

described in iine 35a? . . . .

Ii "Yes," specify methods used and attach explanation.

c Is Form 970 or other statement attached for adoption of

LIFO inventory methods?

d Are you eigagcd in manufacturing? .

If "Yes.- u id you value your inventory using the full absorp-

tion method (regulations section 1.471-11)?

e Was Were arc substantial change in determining quantities,

cost, or valuations between epenirg and closing inventory? .
If attach exotanation.

Schedule D----CAPITAL GAINS AND LOSSES (See Page 6 of nstructions)

rI -term Capi
ty and derctrof,se
are. of CO)

see Assets Held One Yea

Yes No

b. Date acquffed
(ma day, yr.)

C. Date stk!
day. yr

d. G1055 54i5 DH55,
less cope se pi vale e. Cost o other have Can 0,2.51 for

thV peer td icon r)

2 Partnership's share of net short -tern' gain (loss), including specially allocated items, from other partnerships
and from ficL,ciaries . . . . .

3 Net Short gam (loss) from fines I and 2. Enter here and on Schedule K (Farm 1055). line 5 ..
4

Long-term Capital Gains and LossesAssets-Held More Than One Year

5 Partnership's share of net long-term gain (loss), including specially allocated items, from inner partnerships
and from fiduciaries . . . . . . . . .. . .

6 Capital gain distributions
7 Net long-term gain (loss) from lines 4, 5, and 6. Enter here and on Schedule K (Form 1065% line 6.

chedule HINCOME FROM RENTS (See Page 4 of lostructionS) if mare space is needed. alt ach schedule.
,

S. Kind and location Amount el rent
c. n

elate in
cOule i)

it Repairs
rattan

rehedLdet

C Other ..ceases
Canso

teneduiat

1 Totals
2 Net

. . . . . . . . . . . . . . .

income (loss) (subtract total of columns c, d. and e from column b). Inter here and on page 1. line 7 .
Schedule IBAD DEBTS (See Page 5 of Instructions)

a- Y"a'
b. reie netts and' manta re.

Drivable outatanding et end of year
c. Sales on opium

Annont added Ri resent.
I. Amount charged
against reserve

g. Reserve for had debts
ar end of yeard' %ama?" e. Paco

1974.
1975.
1976

1977 .
1978 .
1979.1

r

Schedule J [EPRECI ee Page 6 of ns uctions ) If more suoce is nee ed. use Form 4562.

a. rtitdpb b.
oo ot ocooeny oc

Date
uinied

C- Cost or d. Deprec,sloin e. Me nod of
ellgeie corn vtno f. fire or

ether bat,a teteor.or veils deeretiefige

1 Total at.idiroonal first year depreciation (NOT to exceed $2,000). (Do not include in items
Enter here and on Schedule K, line 2 )

2 Other depreciation:
Buildings
Furniture and fixtures
Transportation equipment .

Machinery and other equipment

Other (specify):

elow.

e. Depreciation for
Ins roe

3 Totals . .. . . . .

4 Amount of depreciation claimed ri Schedules A and H
3 Balance subtract line 4 from line 3). Enter here and on page 1, hoe 20

...... £
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sem toss Pni 3

tcliedul KPARTNERS' SHARES OF CR M,Uti5WW4S, ETC(ages 7
txrr the tc#al distributive amount fur each a Jicabble item listed holm.

NOM Enter each partnIr's distritsutnte snare on Schedule
P-ep.tre a separate Schedule K-1 far each Danner.

a. Vistributive share items

1 a Guaranteed payments to partners: (1) Deductible by the partnership (page 1, line 14)

(2) Capitalized by the partnership (see page 4 of Instructions)
b Ordinary Income (loss) (page 1, line 26) . . . .

2 Additional first-year depreciation (Schedule J, line 1)
3 Gross farming or fishing income .
4 Dividends qualifying for exclusion (attach list) .

5 Net short-term capitel gain (loss) a After 10/31/78
from transactions entered into: J b Before 11/1/78

6.Net long-term capital gain (loss) a After 10/31/78
from transactions entered into: b Before 11/1/78

1

I
of De mere
in the et atertiou irt.

0 of Inst
wrte.rx .n

1

ructions)

Yes 7 ho

7 Net gain (loss) from snvoluntary a After 10/31/78
conversions due to casualty or theft b 13-.fore 11/1/78

S Other net gain (loss) undar section a After 10/31/78 0
1231 from transsetions entered into: b Before 11/1/78

9 Net earnings (loss) from self-employment (Schedule N. line 12) . . .. . ..
10 a CharitaUe contributions (attach list): 50% 30% .... ...

b Other itemized deductions (attach list)
11 Expense account alloaance z z

12 Jobs credit .. . . ... . , . . . . .

1.3 Taxes paid by regulated investment companies on undistributed capital gaits. (attach schedule) . .

14 a Payments for partners to a Keogh Plan. (Type of plan pit ) . . .

b Payments for partners to an IRA or Simplified Employee Pensisi (SFP) . . .

15 a Foreign taxes paid (see page 9 of Instructions)
b Other Income, deductions, etc. (attach schedule) . . . . . ... . ,

C Oil and gas depletion. (Enter amount (not for partner's use) le-
Spe-cially allocated items (attach schedule): a Short-term capital gain (loss)
b Long - terra capital gain (loss) . . . . . . . . -

C Ordinary gain (loss)
d Other . ... . . . . . ...

17 Tax preference items (see page 10 of Instructions): a Accelerated depreciation on real property:
(1) Certified historic structure rehabilitation (167(o) or amortization under 191)
(2) Low-income rental housing (167(10
(3) Other government assisted low-income housing .

(4) Other real 'property
b Accelerated depreciation on personal property subject to a lease . . t- . .

Amortization: c , d , e tf
g Reserves for losses on bad debts of financial institutions
It Depletion (other than oil and gas) . . . .

I (1) Excess intangible dolling costs from oil, gas or geothermal wells . . . -

(2) Net income from 04, gas or geothermal wells

Interest an isveslment indebtedness: a Investment interest expense: (1) Indebtedness incurred before 12/17/69

(2) Indebtedness incurred before 9/11/75, but after 12/16/69

b. Total amount

(3) Indebtedness incurred after 9/10/75 .. . . . . .

It Net investment income (less)
c Excess expenses from "net lease property"
d Excess of net long term capital gain over net sh erm capital loss om investment p pe

19 Investment in
property that
qualifies for
Investment
credit:

Basis of new
investment
property

New commuter highway

Qualified progress
expenditures

Cost of used
investment
property

Used commute thwa vehicle

a 3 or more but less than 5 years
b 5 or more but less than 7 years
c 7 or more years . . . .

d 1 nr mare years. . ......
et 7 or more years 19/4 through 1978
f 7 or more years 1979

g 3 or more but less than 5 years
h 5 or more but less than 7 years

7 or more years . . .

i io rs

_ .......

5.



him, 1063 (1979) Page 4
Schedule LBALANCE SHEETS (See Page 10 o Instructions

ASSETS

1 Cash . .
2 Trade notes and accounts receivable . .

a Less allowance for bad debts . . . . .
S Inventories . . . . ,. . . . . . .
4 Government obligations: a U.S. and instrumentalities . .

b State, subdivisions thereof. etc. . . . . .
5 Other current assets (attach) schedule) . .

'6 Mortgage and real estate loans . . . . .
7 Other investments (attach schedule) . .
8 Buildings and other fixed depreciable assets .

a Less accumulated depreciation . . . . .
9 Depletable assets . . . . ....

a Less accumulated depletion
A Land (net of any amortization) . . . . .
1 Intangible assets (amortizable only) . . .

Less accumulated amortization . . . .
h assets (attach Schedule)

3 --Total assets
LJABILITIES AND CAPITAL

4 Accounts payable ... . . .
,5 Mortgages, notes, and &arida payable In less than 1 r .
6 Other current liabilities attach schedule .
7 All nonrecourse loans (attach schedule) . .
13 Mortgages, notes, and bonds payable in 1 year or more.

9 Other liabilities (attach schedule)
0 Partners' capital accounts . . ,
1 Total liabilities and capital . . . . .

elegem ne o WOW ye/ End of 1 xablo

(A) Amount (0) Total (C) Amount (0) Total

/2

,

_________

--
_________

''' /2
,,.

/ .,,,,/

- ----- ----
_ ---- .

.,,,,

.._,
,

--

chedula MRECONCILIATION OF PARTNERS' CAPITAL ACCOUNTS (See Page 11 of Ins uctions)

3

1

1

(Show econci r ;ion of each partner's Pt I account on Schedule K-1, block M)

I. Capital Mount C
beginning 01 your

h. Cuoital enntributtd
outing year

ciloOtrjlitn,az Ipzoomlo.

line 26

dri Iclomtnne flotaii,:.n:Iunc:3und

Walt intorno

0. It.nosininnuritjncludd
column c, ph.

unallowable deductions
f. Withdtatiolt and

diltribution$
C Capital Komi

at and or yea

:hedule -0_ PUTATION OF NET EARNINGS FROM SELF - EMPLOYMENT (See Page 11 of Instructions)

Ordinary income (loss) (Form 1065 page 1, line 26)
2 Guaranteed payments to partners Included on Schedule K. tines and la(2) . .
3 Net loss from rental of real estate . . . . . . . . . . . .
4 Net Joss from Form 4797 (Form 1065, page 1, line 10) . . . . . . 0

__2_

1,, ......

_3,_

4
5 Total (add lines 2, 3, and 4) . . . . . . . . . . . . . . . .
6 Add lines 1 and 5. (If line 1 is a loss, reduce line 1 by the amount on line 5) .
7 Nonqualifying dividends (Form 1065, page 1, line 5) ... . . . . .

.
.

__7

. . . . . .

. . . . . 6

-

11

6 Interest .
49 Net income from rental of real estate 9

10 Net gain from Form 4797 (Form 1065, page 1, line 10) ........ 10

11 "Total (add lines 7, 8, 9, and 10) .......................
12 Net earnings (loss) from self-employment (subtract line 1 1 from lin- '!. Enter on Schedule K, line 9 . . 12

Additional Information Required \

i Is the partnership a limited partnership (s e page 2 of Instruc-

bons)? . . . . . . . . . . . . . . .

J Is this partnership a partner In another partnership? . . .
1( (1) Did you elect to claim amortization (under section 191) or

depreciation (under section 161(o)) for a rhaboitated cer-
hired historic structure (see page 11 of Instructions)? . .

Yes No M Has any material regarding the offering of a partnership inter-
est or other security ever been registered or I red with a Fed-
era! of State agency or authority? If "Yes," attach a statement
giving the name and address of the agency(s)

N At any time during the tax year, did the partnership have an
Interest in or a signature or other authority over a bank ac-
count, securities account, or other financial account in a

foreign country (see page 11 of Instructions)?

0 Was the partnership the grantor of, or transferor to, a foreign
trust which existed during the current tax year, whether or not
the partnership or any partner has any beneficial interest In
If "Yes," you may have to hie forms 3520, 3520-A, or 92t
(See page 11 of Instructions )

Yes No

(2) Amortizable basis (see page 11 of Instructions) p_
L Will the character of any ilabilitics in Schedule L (Balance

Sheets), other than line 11, change to nonrecourse or become
wooed by a guarantee or similar arrangement in the future?
If "Yes," enter year(s) and amount(s) of the anticipated
changes JO

Yes No

z us. OOVERNMLNI PRINTING Of 16E6Q-263-379 6Ek



Part II, Unit E
Choosing the Type

of `Ownership

/

The sole propr-ietar or business partners of a

business which becomes incorporated can exchange the

assets owned forshares of stock. This may be done

tax-free if the former proprietor or the former partners

80% of the stock, their control of the corporation

is immediate, and the assets are transferred solely in

exchange for stock and securities in the new corporation.

Types of Stock

ARE THERE There are many, kinds of stock that a corporation can

DIFFERENT TYPES

OF STOCK?

issue The kinds of stock and the dividends they pay are

as follows:

1. Par and nonpar value stock - stock that may or

may not have a stated "par" value, but which

can be sold at fair market prices. This is referred

to as common stock.1

2. Preferred stock - stock that provides the right

to receive a dividend before profits are dis-

tributed among common', stockholders in exchange

for giving up the right to vote on company

decisions.

Participating preferred stock - this stock allows

the preferred stockholderto share in profits

with common stockholders after the stated divi-

dend is paid to preferred stockholders.
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TYPES OF DIVIDENDS?

fare II, Unit F
Choosing the Type
of Ownership

Cumulative preferred stock r. the preferred value

this stock accumulates each time dividends

are not declared, and the full value must be paid

each preferred stockholder before profits are

divided among common stockholders,

Redeemable stock - the. corporation has the right

to buy back redeemable stock at a fixed

price which includes all dividends in arrears.

Convertible stock - rights included in owning

this form include the right to convert into so

other kind of stocks or bonds. This right is

usually held by the stockholders.

7 Guaranteed stock - dividends from this stock

are guaranteed by a corporation other than the

one that issues the stock--for example, by a

',parent company to the stockholders of a subsidiary

company.

es of Dividends

There are also many kinds of dividends that a cor-

poration eau pay. he power to declare dividends rests

with the corporation's board of directors. The kinds of

dividends are:

1. Cash dividend - paid in cash.

2. Stock dividend - additional stock given to each

current shareholder on a pro rata basis.
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Scrip dividends - paid in notes that are

redeemable at a later date.

4. Elective dividend - where tockholders ma.y take

cash or stock dividends at their option.

5. Dividends in property - other shares of stock

or bonds, in a company other than the one in

which the owner has the shares, owned by the

issuing company.

Generally, past deficits must be paid before any

profit is declared and before that profit can be shared.

Taxes and Corporations

WHAT ABOUT THE Corporations are taxed more than sole proprietorships

CORPORATION and partnerships. Not Only must taxes be paid by the

AND TAXES'? corporation itself, but they must be paid again by persons

taking profit from the corporation. In order to forestall

this "double taxation," consult an attorney about forming

a subchapter corporation, which is ideal for new and low

income businesses. With this type of corporation, your

corporation may be taxed at lower rates. Regardless,

corporate taxes are at a higher percentage or bracket

than personal taxes.

All corporations must file form 1120 (Exhibit C)

with the IRS. Corporate tax reporting may be done in two

ways:
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INCORPORATION?

Part II, Unit E
Choosing the Type
of Ownership

The corporation is created as a separate taxpayer

and pays a corporate tax on its income. The

shareholder (0-- e ) pays personal tax on her or

his receipts of salary, dividend* and interest

from the corporation.

2. Under the Subchapter Section of he Internal

Revenue Code, the corporation reports its income

or loss. Shareholders report income on their tax

returns even if they have not withdrawn money

or property from the corporation. If the co

potation incurs losses, the shareholders can

deduct losses on their tax returns.

Under thefirst method, anything you, as the owner

do not withdraw is taxed at a corporate level and then

taxed again when you withdraw it. The second method

avoids this.

Certificate of Incorporation

To begin operations as a corporation, you must re-

ceive a charter from the state in which you want to .oper-

ate. The application for a charter is called a cer

cate of incorporation. The exact requirements vary from

state to state, so check with your *tate before having a

lawyer draw up your charter application. Since some re-

quirements are basic, you might use the following list

to review your charter application.
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1. The specific name of the corporation (which-, in

the U.S., includes the abbreviation "Inc. "). The name

cannot be the same as one already in use when the

charter is issued.

The specific purpose of the corporation.

he names and addresses of the directors and

incorporators. Depending on the state, one to

five, incorporators must reside in the state in

which the application is made.

4. The location of the company's _sin office.

The duration of the corporation.

6 The amount and kinds of capital stock issued

at the outset of the operations.

7. A full description of the voting rights of the

stockholders.

The original owners must alSo draw up a set of by-

laws. The bylaws should state the regulations and limits

of the corporation. This protects all the owners, present

and future, from unwise or selfish decisions by the board

of directors. From the time the charter fee is paid (varies

from state to state and can be quite expensive) and the
6

certificate is issued, all agreements are made in,the

name of the company and not in the owners' names. The

,owners are merelyIstockholders who may or may not be

involved in the actual operations of the business.



EXHIBIT C

Form 1120 U.-5. Corporatio61 Income Tax Return
For calendar year 1979 or other teemble year beginning

Depttireent of the %story
Internal Revenue Ste *to 9. ending

Ii
Chick If
A Consolidated return 11

heraanal gelding Co. 0 Other-

Name 0 plow leloallIkatien ember
(tee instruction re

Number and e E 13 to incorporated

C faiainese cede wise
of insbectloa please_

print
or tjpe.

_

city or town. State, and ZIP code F Eater total areete has lettreetien 1)

$

g
0u
E
rer0
2
0

(a) Ginn ieceipts or sales $ (b) Less returns and allowances Balance 1(c)
.

2 Less: Cost of goods sold (Schedule A) and/or operations (attach schedule)
3 Gross profit
4 Dividends (Schedule C)
5 Interest on obligations of the United States and U.S. instrumentalities . . .

6 Other interest ..-

7 Gross rents . . .

8 Gross royaltie:,
9 (a) Capital gain net income (attach separate Schedule 0)

(b) Net gain or (loss) from Form 4197. line 11, Part II (attach Form 4797)
10 Other income (see instructionattach schedule)
11 TOTAL in-QmeAdd lines through 10 . . . . . . . . . .

2

3
4

z.

......

5

6
7

8
9(a)
9(b)_.

10
11

inc
._____2

'0c

12 Compensation of officers (Schedule E) . . . . . .

13 (a) Salaries and wages 13(b) Less WIN and lobs credit(s) Balance b
14 Repairs (see Instructions) . . ... . . . ...... . . . . .

15 Bad debts (Schedule F If reserve method is used)
16 Rents
17 Taxes
18 Interest
19 Contributions (not over 5% of line 30 adjusted per Instructionsattach schedule)
20 Amortization (attach schedule)
21 Depreciation from Form 4562 (attach Form 4562) , less depreciation

claimed in Schedule A and elsewhere on return . -, Balance lip
22 Depletion ., . - . . . . " ' . " '
23 Advertising . . - .. ...
24 Pension, profit-sharing, etc. plans (see instructionsy(enter number of plans ik
25 Employee benefit programs (see instructions)

. . . . . .26 Other deductions (attach schedule) . . . .. . . . . . . . . . . . . , , . ,

27 TOTAL deductionsAdd lines 12 through 26
28 Taxable income before net opal:AIM deduction and special deductions (subtract line 27 from line 11)

12

.

PK
__44

15

16

17

18

19
20

21
22

23-
24

262 6

27

29 Loss: (a) Nut operating loss deduction (see instructionsattach schedule) .
I 29(b) Special deductions (Schedule I) . . . . 13)

30 Taxable income (subtract line 29 from line 28) 30

1-

31 TOTAL TAX (Schedule .1) 31

32 Credits: (a) Overpayment from 1978 allowed as a credit . .

(b) 1979 estimated tax payments

(c) Less refund of 1979 estimated tax applied for on Form 4468 )

32

(d) Tax deposited : Form 7004 Form 7005 (attach) Total O.

(a) Credit from regulated investment companies (attach Form 2439)

(f) Federal tax on special fuels and out (attach Form 4138 err 4136 -T) . . .

3J TAX DUE (subtract line 32 from line 31). See instruction G for depositary me hod of payment .
(Check si. j if Form 2220 is attached. See page 3 of instructions.) iiv. $

34 OVERPAYMENT (subtract line 31 from line 32) . . . . . . . . . . . . . . .

35 Enter amount of line 34 you want' Credited to 1980 estimated taxis. Refunded

If

ar

ct:,,,,....nt,lopfliourr.jaiLpve6ef ttp,,t,toi,elitaw(txteli,i.e.ett.h..01.if:rini,aitiLeaTiftiersmeitiiinol,s:fhicticfp,tplieielpillnmare.t:iehand.trjgeia be f mr a i and bad, It IN VW,

gnetote of off.e ate tit e

SI 1

Preperer I

: t :atZ
check if
self ern.
wow IKr.

ereparef's %octet _cu -.

Firms name (or
if self-employed)

E I. Nyours
and address ZIP code
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t of Goods Sold (See Instructions for Schedule A) Pave 2

1 Inventory at beginning of year . . . . . . . . . . .

2 Merchandise bought for manufacture or sale . . . .. . . . . . . . .

3 Salaries and wages
4 Other costs (attach schedule) . . .. . . ,

Total
I Lew Inventory at end of year . . . . . . . . . . . . . , . . . . .

7 Cost of goods soldEnter here and on line 2, page 1 . . . . . . . . . . .

(a) Check all methods used for valuing closing Inventory: (1) 0 Cost (ii) 0 Lower of cost or market as described In Regulations section 1.471-4 (see

Instructions) (iii) El Writedown of "subnormal" goods as described in Regulations section 1.471-2(c) (see instructions)

(b) Did you use any other method of Inventory valuation notdescribed above? . . . . . . . . . . 0 rel No

If "Yes," specify method used and attach explanation gr
(g) Check If this is the first year LIFO Inventory method was adopted and used. (If checked. attach Form 970.) 0
(d) If the LIFO Inventory method was used for this taxable year, enter percentage (or amounts) of closing in-

ventory computed under LIFO . . . . ..
(e) Is the corporation engaged In manufacturing activities? . . . . . . . . . . . . . 0 Yes 0 No

If "Yes," are inventories valued under Regulations section 1.471-11 (full absorption accounting method)? . 0 Yes j No
(I) Was than In, substantial change in determining quantities, cost, or valuations between opening and closing Inventory? . E Yes o No

If "Y attach explanation.
Dividends (See instruction 4)

sac torpor Lions subject to 85% deduction . . .

2 Certain p_ referred stock of public utilities . . . . . . . . . . . . . . . .

3 Foreign corporations subject to 85% deduction . . . . . . . . . .

4 Dividends from whollrOwned foreign subsidiaries subject to 100% deduction (section 245(b)) .

Other dividends from foreign corporations
5 Includible income from controlled foreign corporations under subpart F (attach Forms 3646)

7 Foreign dividend grossup (section 78) . . . . . . . . . . . . .

Qualifying dividends received from affiliated groups and subject to the 100% deduction (section 243(e)(3))

Taxable dividends from a DISC or former DISC n,t included In line 1 (section 246(d)) . .

10 Other dividends . . .

T nter here and on line 4, e 1 a ,
nstrect on

L Maass ai Maas i X. laud watt, 114411-14e doge&ka lamai
ramp 4 of torporstion

B. drawled

S. Mood al
ONAWIAltied

mot
Claws{.......1.,=.1164

4. COMMA

------ --
---.----

r- r.-s -=-zr
--

---.----------
---- .

-- - .---- --- =

=

..----_ - - ____ -----__ - -

.--...
Total com nintion of officersEider hero and on )ne 12 a a 1

Schedule F Gad b t - Reserve Meth (See instruction 1

Told Mal glad MOW' fli. 3. Salts an soasat
7. asests0 for bad debta4Castiar mei-

aahr a agl$taael.j at cad ad Mt 5- 1 laat r.egl, ±a at sad of Year

1074 = -- ------- ----==---- _ ...... -==---- --- .... -

_ . _-

1
197 ----- ------------ -
1
111WMSreci_al Deductions (See ins ruc ion Schedule I)

1 (a) 85% of Schedule C, line 1 . . . . --- . . . . . _ . .

(b) 5.13% Of Schedule C, line 2 . . . . . . . . . . . . ________. -----

(c) 85% of Schedule C, line 3 . . . - - . . - . . . . _ =

(d) 100% of Schee ifs C, line 4 . . . , . = . . = . . . . . . . . . . . . =

2 TotsSee instruct ons for limitation . . __

3 100% of Schedule C. line 8 . . . . . . . . . . . . . . . . . . . . . . . . .

4 Deduction for dividends paid on certain preferred stock of public utilities (sea instructions) . . = . = .

5 Deduction for Western Hemisphere trade corporations (see instructions) .. . . . . .

4 Total special deductionsAdd lines 2 through 5. Enter here and on line 29(b). pAge 1
,



rem 112 7 pens

Tax Computation

1 Taxable income (line 30, page 1)
2 (a) Are you a member of a controlled group? Yoe 0 No

(b) If "Yes," see instructions and enter your portion of ho $25,000 amount in each taxable income bracket:

(ii) (iii) $ (iv) $
3 Income tax (sea instructions to figure the tax; enter this tax or alternative tax from Schedule D, whichever

is less). Check if from Schedule D 10 0

4 (a) Foreign tax credit (attach Form 1118)
(b) Investment credit (attach, Form 3468)
(c) Work incentive (WIN) credit (attach Form 4874) .
(d) Jobs credit (attach Form 5884)

5 Total of lines 4(a), (b), (c), and (d)
6 Subiact line 5 from line 3
7 Personal holding company tax (attach Schedule PH (Form 1120)) . .

Tax from recomputing prloryroar investment credit (attach Form 4255) . . . . .

9 Tea from recomputing prioryear WIN credit (attach r.--.-riputation) .; . . . . . .

10 Minimum tax on tax preference Items (see instructionsattach Form 4626)
11 Totsl taxfidd lines 6 through 10. Enter hers and on line 31, age i

Record of Feder ?: fax Deposit FOillie 503
(UN MOWN Is on* of data madeSes instruction G)

...

K

Amount Amount

Did you clolm

(a) Entertainment facility (boat, resort, ranch etc.)? .

(b) Living scommodotions (except employees on business)? .

(c) Employees attending conventions or Meetings outside the

U.S. or Its possessions?. . .

(d) Employee's fainilias at conventions or meetings?

If "Yes," were any of Ihne conventions or meetings

the United States or Its possessions?

Employ*. or family vacations not reported on Form

totsl amount claimed on Form 1120 for entertain

entertainment facilities, gifts, travel, and convention

type for which substantiation is required undfir

274(d). (Sea Instruction Y.) 110----
Did you at the and of the noble year own, directly or fedi-
mei, 50% or more of the opting stock of a domestic corpo-
ration? (For rules of attribution. see section 267(e).) .

If "Yea," attach a schedule showing: (a) name, eddies, and
identifying number; (b) Pementso owns' (c) taxable
Income or (loss) (e.g., if e. Form 1120: from 1 1120, ilne
28, pogo 1) of such corporation for the taut-J. year ending
with or within your tamable year; (d) highest amount owed by
you to such corporation during the year; and (e) III
amount owed to you by such corporation during the year.

fa Did any Individual, partnership. corporation, estate
the end of the tusbio year own, dimity or DIM
or more of your voting OW (For rules of atttibu
section 267(c).) if "Yes," complete (a) through (a)

Attach a schedule showing name, athirst,. and tda

ing number; (b) Enter percentage owned 10

(c) Was the owner of such voting 1E4 a porno other

a U.S. person? (See Instruction S.) . . .

If "Yes," enter owner's country v

A

(d) Enter highest amount owed by you to such owner_ during

the year 10

(a) Enter highest amount owed to you by such awn/. during

the year 10

(Note: For purposes of H(1) and H(2), "highest amount owed"
includes loans and accounts racoloble/payabla.)_

63

I Did you, ever declare slack dividend? . . . .

J Taxable income or (ins) from Form 1120, line 28, page 1, for

your taxable year beginning In:

1976 , 1977 . , 1978 .

1( If you were a member of a controlled group subject to the puni-
shes of section 1561, check the type of rilatIonshlp:

(1) parent- subsidiary - (1) 0 brother-sister

CI, 0 onnbination of (1) and (2) (Soo section 1563.)

L Refer to page 6 of instruction and state the principal:

Business activity

Product or service

Id Did you Me all required Forms 1067, and 1099?
N Were you a U.S. shareholder of any controlled foreign corpora-

tion? (See notions 951 and 957.) If "tee," attach Form 3616 for
each such corporation . . . .

0 At any time during the tax year, did you, have an intarest In or a
signature or other authority dear a bank account, securities ac-
count. or other (insp:Ill account In a foreign country (see In-
atruetien h?
Were you the grantor of, or transferor to, a foreign trust which
existed during the cumin( tax year, whether fir not you hive any
baneflcial interest in It? . . . . . . . . . .

If "Yes" you may have to file Ferns 3520, 3520-A or 926.

During this taxable oar, did you pay dividends (other than stock

dividends and distributions in exchange for stock) In excess o

yoUr current and accumulated earnings and profits? (See W.

Dons 301 and 316.) . . . . .

If "Yes," file Form 5452. If this Is a consolidated return, *rower

here for parent corporation and on Form 851, Affiliation Sched-

ule. for each subsidiary.

R During this to year was any part unting records

maintained on a computerized system? . .

) Did you elect to claim amortization (under section 191) o
depreciation (urider section 167(o)) for a rehabilitated can'
fled historic structure (see instructions for line 20)? .

(2) Anionic/ibis basis (see uistructions 1:r line 20):



4

seeinning of trusts!' seer End of laza f+er
ScheduIt L #taut

ASSETS

I Colt . . . ., .eeeee. . .

2 Trek sobs ad Moab recilvable .

(a) too Amino for bad debts

3 lambda
4 Colt obligitiois: (a) U.S. and batmen I

(b) Slits, subilideloro thereof, ttL . .

Other current meta (Mich odseduli) . .

6 Latrobe stockholders. . . . . .

7 Mortgage sad rod Idle loans

a OW Indabniots (ttach schedule) . . .

0 buildiegi jai dicer find depreciable assets .

(a) Lan intrasslated depreciation . .

10 Dividable muds
(a) labs mairsoletig depletion

11 Und (feet of emy amoriliation) .

12 larsailble web (antorthable only)

(a) Lam accumulated amortization

13 Other ass (attach schedule)

14 Tote! assets .

.

.

.

(Al Amount (B) Total (C) Amount A

.

, ./, .,,, e. .t.,"7- . ..: .

.... ... . ... .

.. .. . .

...,,,,

,

tee

. ..... .

--
-----------

-7,Z0,/r/7- - -ff A FZ/MA //M.

,,-
1

A...
... . ...... . . _

1.

1l3tkuttta Ott . .s. wg de
1 payehie In less than 1 yr.

17 Other current liabilities (attach schedule) .

la Loins from stockholders . . . . . .

39 Mlles., rotes, bonds payable in 1 yr. or more .

20 Other liebilltles (*Ws schedule) . . .

21 Capital stock: (a) Profaned stock . . . .

(b) Common stock . . . .

IV paid In or capital surplus . - . . -

23 Retained eamingsappropriated (attach sch.) .

24 bladed earaingeUnippropriated . . . .

as Less cost of treasury stock . . . . .

IS Total Ilabllitkt and stockholders' equity . .

///#Z,
.. .-

2,,,,i.../

el,/e/k/l/l/k0A

..... = . ..

I__________L

-_____ ......

ff
.

...

11111,

. :
----- ...

.

.

..-

.

.._

.

_ )

,

Schi2d le M- ion come Per itfi moms Per Return

1 Net Mamas yom boob

2 Federal Woos has

3 Doss of mild kends ewer capital gains . . .

4 Mien *Med to be not recopied on books this year

.-. .. _ .... ..... ......... ........ ..... . ..
is Elponseo recorded on hoOki this year not deducted In

.. .

7 Income retarded on halo this year not in,

chided in this return (itemize)

(a) Tax-exempt Interest $ '

.... . . . .

..... ... . _ . .

8 Deductions In this tan return not charged

against hook income this year (itemize)

this return (domize)
(a) Depreciation $

(a) Depredation $

ro Depletion $

(b) Depletion. . $

9 Total of lines 7 and 8 . . . ---
Total of lines 1 through 5

10 Income (line 28- page I)line 6 less 9

Schedule M-2 AnaAnalysis d nappropriated Retained Earnings Per 13 e 24 above)

1 rtalenca et beglrtding or year . . . . . 5 Distributions: (a) Cash . . . ..
2 Net Income per books

(b) Stock .

3 Other Mortises ( Itemize).,..... .
(c) Properly

___ . .. . . . .. 6 Other decreases (itemize),

-_ .
_ .... ..... ........ .. ..

7 Total of lines 5 and 6 .

Total of lin l 2 and 3 8 Balance at end of (line 4 fess 7)

thL caturtm(dr modulo Mita 197
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WHAT DOES BEING

A FRANCHISE

MEAN LEGALLY?

Part II, Unit E
Choosing the Type
of Ownership

FRANCHISES

A franchise provides many advantages to the new

owner. in a franchise agreement, you get help in doing

many of the business functions in return for maintaining

a certain level, of service and for paying a fee to thL

franchisor. You also have the advantage of a name already:

,known to the public, which Often attracts customers by

self. Becoming,a franchisee allows you to benefit from

the experiences of the parent company or other franchises

who have tried and rejected many approaches before settling

on the "right" one.

Franchise business accounted for an estimated $230

million dollars in sales in 1977. Chart II gives some

idea of the types of businesses that are being franchised

today.

If you are interested in opening,a business in one

of these industries,'it would be Wise to contact one or

more of the franchisors in that industry; By doing

you can find out what it costs and what ass! tance they

have available before "going it alone" as a sole pro-

prietor. The franchise company should also be checked

out with your local Better Business Bureau, the Bureau

closest to the franchisor's headquarters, and the

National Better Business Bureau for possible-complaints.
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ittnis of a citified Business'

TOTAL - ALL FRANCHISING

Automobile rind Truck Dealers I/

Automotive Products and Sc r 2/

Business Aids and Services

Accounting. Credit,, Collection Agenc
and General Business Services

Frimloynient Se icy' rem
Printing and Copying Services
Tai. Preparation Services
Miscellaneous Business Services

*oristruetion, Dome Improvements.
Maintenance and Cleaning Services

Convenience Stores

Educational Products and Services

Fast Food Restaurants (All Types)

Gasoline Service Stations 1/

Hotels and Motels

Campgrounds

Laundry And Drycleaning Sit

Recreation, Entertainment and Travel

Rental Services (Auto-Truck)

Rental Services (i.:quipment

Retailing (Non-Food)

Retailing (Food Other Shan

Soft Drink Bottlers 11

Miscellaneous

anveitienrt

es

1977 dais astilesiad by reap

CHART II
7iIISING IN '111E ECONOMY:

Establishments (Number)
cnmpany- Franchisee-

Total Owned Owned

463, 482 87, 127 376, 355

8110 30±1 31. 580

46, 762 5, 326 43, 436

29, 744 5,078 24, 666

4, 504 62 4, 442
3. 590 667 2, 923
1, 863, 132 1, 731
0, 440 4, 048 4, 392

11,347 169 1'1,175

13, 750 295- 13, 455

15, 816 9, 775 6, 041

1, 746 444 1, 302

53, 018 14, 547 38, 471

184,000 36,800 147,200

5, 931 1, 146 4, 785

1,088 18 1,070

3,254 136

.4,143 73

7, 091 1, 971

1, 727 115

= 43,380 10,168

4, 070

5,120

I,612

33, 212

13, 514 _ 668 1 2, 848

2, 176 76 2, 100

2.462 191 2,271

Sales (*000)
Percent Changes

1976-1977
I- reent Changes

1975-1977

Total
Company-

i;. ned
Franc:Ili:dee-

.:lab. Sales 1:,,tab. Sa!s

238. 803, 159 36, 088, 872 202_14, 287 4.0 12.5 1 7 31 0

127, 446, 000 8. 029, 000 119, 417, 000 0.1 14.0 O. 1 40.8

5, 871, 204 2, 115, 023 3, 756, 17s 2.3 9. 4 2. 8 17.3

2, 052,090 107,396 1, 644, 694 15.7 25.3 34.2 46.'1

206, 228 6, 491 199, 737 12.6 17.7 26_ 9 24.7
714, 823 251, 149 483, 674 16.3 14,8 31.9 32.8
129, 299 12, 075 117, 224 24,4 22, 5 63. 3 53.3
197, 0 =13 104, 139 92, 904 5, D 10.4 11.8 22.8
784,697 33,542 751,155 24.0 45, 6 57. 6 81,1

830, 069 52, 433 7'7, 636 13.9 16.8 27.1 29. 9

4, 1139, 411 2, 761,211 2, 078, 200 8.7 12.6 17.0 23. 9

188,512 34,668 153,844 27,7 13.1 33.9

16, n56,207 5. 276, 429 10, 770, 778 12.4 15.4 23.3 30.9

32, 727, 010 10, 545, 000 42, 182, 000 - 1. 5 9.8 - 2. 9 20.1

a. 267, 100 1. 692, 854 3, 574, 246 5.3 8, 5 9. 6 16.0

71, 442 6, 405 65, 037 4. 9 10.5 7. 3 17.2

227,1.35 15, 140 211, 995 6.1 8. 5 2. 6 6.0

225, 484 25, 425 200, 059 9. 9 26. 5 21. 5 39. 0

1, 71,5.810 1, 058, 660 657, 150 4. 8 7.7 0. a 16, 4

202, 163 47, 404 155, 759 12.4 15.2 21. 3 29.7

10, 811, 169 3. 225. 487 7, 585, 682 9.7 11.0 16.7 19.7

1, 813, 888 449, 166 1, 364, 702 8. 0 13.4 14.9 25.5

11, 004, GOO 272, 000 7. 732, 000 - 3.1 6.5 - 9.3 14.4

453, 475 75, 145 379, 330 7,3 7.8 - 9,1 9.4

(Taken froth Franchising n the Econo 1975 Washington, D. C.: Government Printing Office,1976.)
1
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Info About Franchises

There dre many ways'for you to find out about

franchises all over the United States. There are two

magazines tha,t deal exclusively with the franchise

industry (l) National Franchise Reports,.33 North

Michigan Avenue, Chicago Illinois. (2) Modern

Franchising, 549 West Washington Street

Illinois.

Chicago,

There are also articles in many consumer magazines

such as Business Week and TiirT in many industry trade

journals, and in newspapers. The Wall Street JournaM

and The New York Times frequently carry franchise ad-

vertisements

7

in their "business opportunity" sections.

Check The Wall Street Journal closely each Wednesday.-

Your local newspaper can be one of the best sources of

information regarding available franchises. It will giye

the prospective franchisee (or even the prospective

sole proprietor or partner) a good idea of the kind

business treat might succeed in the geographical area.

Also, check your local library.

Franchise Agreements

Thl franchise agreement includes many things, one

of the most important being the fee payment to the

franchisor. Most often the franchisor receives a

percent of gross sales. Shakey's Pizza, for example,
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receives 5.5% of month4 food sales from i franchisers. A

standard fee is sometimes used, and it can be hard to pay

lean times, especially when the business is just beginning. An

example of this would be if a fee of $400 per month is set, and,

in a bad month, profits are only $340. Many parent companies are

now going to a combination of small flat fee plus 2 of gross

sales.

The good franchise agreement includes, in addition to the fee

requirement, details covering many factors. In the publication,

Franchise Index /Profile, the Small Business Administration suggests

several items that should hc stated in the franchise agreement.

You might want to use the _allowing list to review your franchise

agreement:

1. Franchise Fee

2. Total franchise cost

3. Termination

4 Selling and renewal

5. Advertising and promotion

Patent and liability protection

7. Home office services

Commissions and royalties

9. Training
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10. Financing

11. Territory

12. Exclusive vu. nonexclusive

(Adapted from Franchise Index/Profile, 1973, p. 37.)

COOPERATIVES

WHAT'S INVOLVED One of the real attractions of a cooperative to

IN A COOPERATIVE? beginning entrepreneurs is the opportunity to increase

each memb-. r's purchasing power by pooling funds with

others. Collectively, the volume being purchased is

increased so the group might be eligible for quantity

discounts and cash term discounts.

In addition to purchasing goods collectively,

cooperatives have some additional benefits:

1. Cooperative activitier, such as buying and

selling and providing sc ices, are means

to meet specific needs and problems of the

membership.

Costs and benefits of the cooperative are

shared by its r,membership the membership can

influence decisions on how the cooperative is

run by exercising voting rights, expressing

concerns, and pa --icipati in action groups.

Cooperatives usually succeed when members are

enthusiastic about' the organization; converse'
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a cooperative will eventually fail benever the

membership ceases o support it or loses

in erest.

Responsibilities of Membership

Memb s of a cooperative must assume certain re

sponsbilities if the cooperative is to successful.

Members have to

1. Make use of tt cooperative.

2. Work to keep other members satisfied with

the c-c:c2rative.

Attend meetings and prepare corrective action

needing membership consideration.

4. Abide by membership agreement contract.

As a member (, cooperative, you must "cooperate"

with the other member- to make the organization work

everyone. Like a partnership or corporation, you

own a share of the business.
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PREPARATION/ADAPTATION ACTIVITIES

Are you able to apply the usiness principles

your business aspirations? Are you now knowledgeable

about the various organizational patterns available? The

following activities should help you check your knowledge

of the various types of ownership.

ASSESSMENT ONE

1. Find "franchise opportunity" ads in your local

newspaper and write to two companies listed.

Your letter should include the questions aimed

at getting the specific answers you need (for example,

ask about assistance provided by franchisor, all

costs, building planning, and advertising arrangements).

Should your local paper not include any fran-

chise opportunities, check in your library for

the latest edition of the Franchise Opportunities

Handbook, U.S. Department of Commerce. Locate a fran-

chise that appeals to you in this directory and write

the franchisor requesting the same information.

Contact a cooperative such as Rexall Drugs, Independent

Grocers Association, and American Merchandising Corpora-

tio_ Get as much information as possible regarding

The:cost, services, and relationships r quired to

become a member.
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Compare the legal implications and requirements

between sole proprietorship, partnership, and corporation.

You might want to use a chart similar to the following;

Legal Requirements Proprietorship Partnership Corporat.on

Taxes

"Charter for .

Operation"

3.

4,

4. Look for advertisements of a sole proprietorship, a cor

poration, and a franchise in your local newspap and in

Time or a similar magazine. How do the ads differ? Why

Are they different? Single out an advertisement for a

business in which you have at least some interest and find

out more about it. Contact the seller and get such infor-

oration as' selling price, status of inventory, profit

margin, etc.

AS TWO

A REAL DEAL

Ms. Hinske has been the sole proprietor of an electronics

supply firil at one of the beet locations in town for almost two

years. The business has been very profitable and has allowed her

to save almost $75,000 over the two years. She has also pate

off the mortgage on their home.
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has been very profitable and has allowed her to save

almost $75,000 over the two years. She has also paid

off the mortgage on their home.

Ms. Hi ske -- been loAing for a way to expand

the business in order to make more profit, but no

available lard is adjacent to her business. She is

s-e :)prehensive about operating two elec_inic

supply firms in two separate 1-cAtions. She enjoys

making independent de isions and feels that her

presence has been the key to 'her business success.

Mr. Johnson, a business acquaintance, approached

Himske about the possibility of forming a partner-

ship. Mr. Johnson owns and operates two fairly success-

ful electronic supply firms on the other side of town.

He has managed them for one year, ever since his father

retired and left th business. During the past year

profits have b-an dwindling. Mr. Johiion believes

this is A rcsul:" of his poor m..1 Bement, since the two

electronic Laply firms hau been profitable for years

under his father's management. Together, Mr. Johnson's

two ryle tronic supply firms are worth almost three

times tiJ value of Ms. Himake's..busins. Mr. Johnson

is aware of till, but is willing to make part,7

hip a f if .y-fifty arrangement. 12_, would share

all profits and each cwa one

73
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Ms, Himske has told Mr. Johnson that she would

go home and think it over. Although, on the surface.

it sounded like a good business opportunity, Ms. Himske

wants to be sure that she would not be ma otke

by accepting the offer.: She knows Mr, Johnson is not

a very good businessman, but she would like to take

advantage of the opportunity to expaiid.

SUGGESTIONSg

1, What factors should Ms Himske consider

in making the decision?

2. Should Ms. Himske ac.apt Mr. Johnson's

Make two separate lists of reasons

for acceptance for rejection.

If she accepts the offe what should

Ms. Himske include in the axticles of

copartnership?

.:OETASSESSMENT

Explain, legal imp' icati.on s of a partnership and a

franchise agreement.

2. Explain the essentials of a certificate incorpora-

Lion.

Lilt the responsibilities of the rev ers of a

cooperative.

Explain the tux advantages of a sole proprietorship.

List the items that should appear in a partnership

agreemen
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Compare your answers to your responses to the preassessment.

You may want to check your postassssment answers with your

instructor.

SELF-EVALUATION

How well did you know the information needed to do

the activities?

( ) Very well

( ) Fairly well

( ) A little

Be honest with yourself. If you feel you don't know

the material well enough, it might be helpful to review

this section before going on.
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PR EMOSTASSESSMENT
SUGGESTED RESPONSES

EXPOSURE

1. The sole proprietorship is owned and normally operated by one person. The partnership
is a business that has Iwo or more owners. A corporation is an association of several
owners which is chartered by the state and is given the power to transact business, enter
into contracts, and sue or be sued.

5

i-i,dfantqes of sole proprietorship include freedom to make decisions, no need for
sharing profits, tax advantages for small owner, limited start-up costs. Disadvantages
incluLe unlimited liability, lack of assistance ;n operatinTthe business, difficulty in
raising capital, limited life of the business.

Advantages of partnership include variety of skills, abilities, ideas that are brought to the
business by each partner; increased sources of capital; easy entry and termination of
businesr., low start-up costs; possible tax advantage; limited outside regulations. Disad-
vantages include unlimited liability, sharing of profits, difficulty in raising additional
capital, difficulty of finding suitable partners.

Advantages of a corporation include limited liability-; easier TO raise money; great variety
of skills, abilities, ideas available; continuous existence; ownership is easily transferred.
Disadvantage. Delude sharing profits, double taxation, higher rate of taxation than other
bUsiness forms, expenses involved in organizig and operating.

Articles of copartnership define the partnership and protect each member by setting up
the contributions expected of each partner and the profit each will get.

A franchise is a contra( distribute and sell goods or services in a specified geographic
area, and is a form of L, ..ass aomershio. The franchise is sold by a parent company or
franchisor to an individual or franchiseL Advantages are as follows: franchisee receives
technical advice on design and layout of facilities, and market research findings; franchisee
gets help in advertising, buying, and inventory; smaller capital investment; kss working
capital necessary; access to a product or service that has public acceptance; better average
profit margins. Disadvantages include parent company restrictions and fees that must be
poid to parent-

Cooperatives are an organization of individuals with similar interests and problems who
have joined together to perform certain activities_ Farmers' cooperatives have been most
successf u I.



EXPLORATION

1. A partner who contributes financially and shares unlimited liability is a general partner.
The silent partner invests money_ is a known partaar, and inactive in the business. A
secret partner contributes financially, offers expertise, and is involved in the cry- today
operations of the firm but does not want to be known as a partner by the general public.
The dormant partner contributes financially but is not active. The nominal partner is a
partner in name onlythis partner contributes his or her name for- a fee. Your needs will
determine the types of partners you choose.

2. The closed corporation is usuallav owned b, a small number of owners such as family
members, friends, and partners. if stock is sold, it is sold to someone who already owns
stock; therefore, ownership remains the same. A public corporation sells stock to anyone
who wants to buy it,

If you plan to incorporate your business venture, you and at least associates must
apply for a charter in the state in which you plan to operate.

4. Common stock is offered when corporati- as want to raise more capital.

.5. A franchise is a continuing relationship between a franchisor and franchisee in whit n the
franchisor's knowledge, image; success, and marketing techniques are supplied to the
franchisee for a price. The franchising agreement provides management, marketing,
financial, and personnel assistance to the franchisee from the parent cor -zany.

PRFP RATION/ADAPTATION

1. Legal implications of partnership include limited liability. Because each partner r legally
responsible for the debts of the firm, debts run up by one partner are the responsibility
of all partners. Articles of copartnership ensure that each partner does his or her snare of
work 2nd gets a fair share of profits. Partnerships must also meet tax obligations. Legal
implications of franchises include provisions of the franchise agreements such as the
franchise fee and services to be provided by franchisor.

2. Essentials of a certificate of r aaorpc -ation include the exact name of the corporation,
purpose of the corporation, names aid addresses of the directors and incorporators,
location of corporation's main office, duaation of the corporation, amount and kinds of
capital initially issued, and a full dekription of the voting rights of stockholders.

Responsibilities of members of cooperatives include using the cooperative regularly,
attending meetings, participating in policy decision-making, and abidi !g by the member-
ship contract.

4. The sole proprietorship is not;a separate taxpayer or tax reporting unit. If the business
becomes highly profitable, the sole proprietor may be pushed into a higher tax bracket.
Otherwise, the sole proprietor has a tax advantage because the profits are calculated as
income and are taxed as personal rather than corporate rates, which are usually higher.

The list should include all items that will define partnera..ip and protect individual
partners, e.g., duties of each partner, salary or drawing account arrangements for each
partner, duration of partnership, etc.
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TEACHING /LEARNING OBJECTIVES TEACHING/LEARNING DELIVERY SUGGESTIONS

Upon completion of this level of instruction you should be able to
A variety of different teaching/learning methodologies have been
used. To help you organize your work and plan the use of this level
these suggestions are made:

CD
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1. Describe sole proprietorship, partnership, corporation, and franchise
and give examples from your own community.

2. Describe the advantages and disadvantages of proprietorship, part
nership, corporation,` and franchise.

3. Explain the reasons for having articles of copartnership.
4. Describe cooperatives.

1, Obtain a copy of Franchise Opportunities Handbook published by
United States Department of Commerce.

2. Get a sample copy of articles of copartnership from a local attorney

1. Distinguish between general partners and limited partners (dormant
partners, nominal partners, silent partners, and secret partners_

2. Describe the difference between a closed corporation and a public
corporation.

3. Apply for a corporate charter.
4. Describe the differences between common and preferred stock.
5. Describe a franchise including what a franchisee is entitled to and

the benefits of a franchise.
6. Discuss three basic principles of cooperatives.

1. Preview Business Ownership Crosswoi d Puzzle activity in this unit.
2. Have a franchise owner discuss types of franchises, costs, advantages,

and disadvantages with the group.
3. Locate a small business in your community which is incorporated,

and have the entrepreneur discuss the pluses and minuses of in-
corporation.

1. Discuss the legal implications and requirements of the various forms
of business organizations.

2. Identify information required in a certificate of incorporation.
3. Explain the sources of information and opportunities available to

a potential franchisee in your locality:
4. Explain the responsibilities of membership in a cooperative.

1. Have a representative from the IRS discuss tax differences between
forms of ownership.

2. Collect articles from your local newspaper on robber:es, fires, and
other accidents which have occurred in small businesses during the
past week.

3. Collect franchise opportunity and sale of business ads from your
local paper for a week.

4. Review Assessment Two, "A Real Deal," in the -Preparation/
Adaptation Activities- section.



e PACE series consists of these parts and units

PART I: GETTING READY TO BECOME AN ENTREPRENEUR

A: Nature of Small Business

Unit B: Are You an Entrepreneur?

Unit C: Row to Succeed and How to Fail

PART II: BECOMING AN ENTREPRENEUR

Unit A: Developing the Business Plan

Unit B: Inhere to Locate the Business
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Unit E: Choosing the Type of Ownership
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Unit B: Financial Management

Unit C: Keeping the Business Records
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