LEARNING GUIDE KEY 
Objective A

1.
Choosing an appropriate form of business ownership is very important because it affects 
issues such as taxation, liability, and ownership control. 
(3 points)


2.
A sole proprietorship is a business owned by one person. Sole proprietorships are usually small, employing fewer than 50 people. This form of ownership is often chosen for businesses that can easily be managed by the owner or by someone the owner hires. Sole proprietorships are often found in small, local, and home-based businesses.
(3 points)


3.
A sole proprietor receives all the profits from the business and takes all the risks. By taking all the risks, a sole proprietor experiences unlimited liability. This means that any debts that the business owner owes can be collected from his/her personal assets or belongings. In other words, if the owner cannot pay business-related debts, bill collectors can take her/his car, boat, or home as payment. 
(3 points)


4.
Most sole proprietors do not need to address complicated legal issues within this form of ownership. However, depending on the type of business, the owner might need to obtain 
local permits or licenses to operate equipment, machinery, vehicles, etc. Some business 
owners, such as hair stylists, must be certified and licensed in the state in which they work. For the most part, though, sole proprietorships receive minimal government intervention. Business and individual taxes are not separated, and owners claim business taxes on their personal income tax returns each year.
(3 points)


5.
A partnership is a business that is owned by two or more people. In this form of ownership, the business partners share both the chance for profits and the risk of loss. The partners decide what each owner will contribute to the business and what each will get out of it.

(3 points)


6.
The purpose of forming a partnership is to combine the capital, experience, and abilities of the individual owners.
(3 points)


7.
There are two basic types of partnerships. In the most common form, a general partnership, each partner has unlimited liability. Just as in a sole proprietorship, business debts can be paid by taking some or all of each partner’s personal assets. A limited partnership, on the other hand, permits a partner to invest money in a business but have limited liability. For 
example, the amount of financial responsibility could be limited to the amount the partner invested. If the partner invested $5,000 in a business, that is all s/he would lose if the company went out of business. Setting up a limited partnership is a little more complicated than 
establishing a general partnership because the government requires partners to comply with a number of different rules and restrictions. The laws governing business partnerships vary from state to state.
(6 points; 3 points each)


8.
A corporation is an artificial being, invisible, intangible, and existing only in contemplation of the law. As a business, a corporation functions independently of its owners but is treated as a person with legal rights, duties, and powers.
(3 points)

LEARNING GUIDE KEY (cont’d)

9.
To be an owner of a corporation, a person purchases shares of stock and becomes a stockholder (or shareholder). The more shares of stock a person owns, the more control the person has over the business.
(3 points)


10.
Because of the complex nature of corporations, they are subject to more government regulation than sole proprietorships or partnerships. Certain types of corporations are subject to dual taxation, and many corporations are responsible for careful financial reporting and disclosure to the government and the public.
(3 points)


11.
Corporations are governed by a board of directors. This board consists of people, sometimes stockholders, who make decisions about the activities of the business. The company’s officers (e.g., president, chief financial officer) execute these decisions and run the day-to-day aspects of the business.
(3 points)


12.
Corporations are generally established as one of four types: 
(20 points; 5 points each)


•
Private (or close) corporation—Does not offer shares for sale to the general public, meaning that it might have just a few shareholders. In many cases, the shareholders also operate and manage the business. A private corporation is usually not required to make its financial activities public, but for tax reasons, it must prepare reports for the state in which it operates. A private corporation is subject to dual taxation. First, it is taxed on the profits made by the company itself. Second, the shareholders are taxed on the dividends they earn on their investments. 


•
“S” corporation—A private corporation with special benefits designed to help small businesses. By taxing the corporation as if it were a partnership, the “S” corporation avoids dual taxation. This saves the owners a lot of money in taxes. To qualify as an “S” corporation, the company must have 100 or fewer shareholders and adhere to a number of other government policies. 


•
“C” corporation—Can sell millions of shares of stock to the general public. Because anyone can purchase stock, there can be thousands of stockholders in just one company. “C” corporations are subject to more government regulation and taxation than other forms of business ownership. In addition, federal law mandates that these corporations provide financial information to the public and prospective investors. This information is outlined in a formal document called an annual report. And, like private corporations, “C” corporations are subject to dual taxation. 


•
Nonprofit (or not-for-profit) corporation—An organization that operates to accomplish a specific mission other than making a profit. Generally, the purpose of the organization is to help society, and income is used to fund programs and cover operational expenses. Institutions that are charitable, educational, religious, or scientific in nature are usually established as nonprofit corporations. Because nonprofit organizations are established to benefit society, this form of business ownership is generally not taxed by the federal government. Many nonprofits rely on donations and grants as sources of funding. 

LEARNING GUIDE KEY (cont’d)

13.
There are three ways that corporations can grow once they’ve been established. The first is through a merger with another company. A merger occurs when two individual businesses combine to form one company. This usually happens when a larger company purchases, or acquires, a smaller company (referred to as an acquisition). Another way a corporation can grow is through consolidation. This is the act of acquiring many smaller companies. Lastly, corporations can grow through expansion. A company may want to expand its operations or build a new facility. To do so, the company will need more capital. It can obtain this capital in a few different ways—by selling more shares of stock, by reinvesting its profits back into itself, or perhaps by obtaining a bank loan.
(6 points; 2 points each)


14.
A hybrid structure allows owners, who are called members, to enjoy the advantages of corporations and either sole proprietorships or partnerships. Characteristics of hybrid business structures include limited liability, limited life, limited taxation, and unlimited owners/
partners. 
(3 points)


15.
Depending on the number of owners, a hybrid business can be structured in one of two forms—as a limited liability partnership (LLP) or a limited liability company (LLC). Members determine how the company will be managed and how the profits will be shared.

(6 points; 3 points each)

Objective B

16.
Franchising is a method of distributing recognized goods and services through a legal 
agreement between two parties. The franchisor is the seller or parent company who owns the company name or trademark rights. The franchisee acquires the rights to operate the business using the parent company’s name. For someone who wants to be a business owner, purchasing a franchise is often a desirable ownership option because the product has an established brand with a solid reputation.
(3 points)   


17.
To own a franchise, you must first sign a franchise agreement with the franchisor and pay an initial franchise fee. As a franchisee, you are also responsible for costs related to facility construction or leasing, equipment, insurance, and legal fees. You might also pay a royalty fee to the parent company based on a percentage of your profits. In addition, you might pay fees to cover advertising expenses. Starting a franchise can be very expensive but can also be very profitable in the long run. 
(3 points)


18.
Sometimes, the franchisor establishes a relationship with another person or firm, known as a master licensee, who helps find franchisees in a particular region or territory. Depending on the terms established with the parent company, the master licensee might provide support for franchises in the form of training or warehousing. Land developers and other groups or individuals often purchase franchise rights from a business and open several outlets in a specific area. This type of multiple-unit business ownership is a growing trend in the business world. 
(3 points)

LEARNING GUIDE KEY (cont’d)

19.
Franchises can be established in two basic formats:
(8 points; 4 points each)


•
Business-format franchise—This franchise arrangement is usually available to anyone who has the capital to invest. It requires a close and continuous working relationship 
between the franchisor and the franchisee. Franchisors often provide training, financial guidance, and supply channels for franchisees. In turn, franchisees benefit from the franchisor’s national advertising programs, since they operate under the same trade name. This reduces the franchisee’s risk of business failure. On the flip side, franchisees are often limited to offering specific goods and services, using certain vendors, operating at certain hours, and presenting certain appearances. Business-format franchises can be found in almost any industry. 


•
Product trade-name franchise—This is an independent sales relationship between a supplier (franchisor) and a dealer (franchisee) to stock and sell a specific or exclusive line of products. Some of the major characteristics of a product trade-name franchise include:


▪
Products are usually bought on consignment or straight from the supplier/
manufacturer. 


▪
The name of the business is chosen by the franchisee.


▪
The franchisee usually must have a great deal of experience and financial ability 
before the franchisor will agree to the arrangement. 



Product trade-name franchisees are commonly referred to as dealerships or exclusive 
distributorships. 


20.
Multi-level marketing businesses pay commissions on sales to people at two or more levels. The sales representatives usually work independently of the company, not only selling products, but trying to get others to sell them as well. The representatives receive payouts from the sales of other people under them. Characteristics of legitimate multi-level marketing businesses include the following:
(3 points)


•
People become distributors because they have used the product and liked it.


•
Most distributors are home-based and offer flexible scheduling. 


•
Most distributors can get started for very little money. 


•
Commission and bonus structures differ between companies. 


•
The representatives determine their income by the amount of time and energy they put into developing their business contacts.


LEARNING GUIDE KEY (cont’d)

21.
Before you get involved in multi-level marketing distribution, make sure that you examine the company very carefully. Unfortunately, there are many pyramid schemes that operate illegally. Typically, these schemes require potential members to pay a large investment fee up front. Most of their emphasis is on recruiting new members so that more investment fees can be collected. Very little emphasis is placed on product attributes or quality. Always check out a company with the Better Business Bureau or Direct Selling Association before becoming involved with it. 
(3 points)


22.
Licensing refers to an owner’s authorization or permission for another entity to use trademarked, copyrighted, or patented material for a specific activity, during a specific time period, for the profit of both parties. The licensor is the owner of the material, and the licensee is the buyer. In many licensing agreements, the licensee pays royalties, or a percentage of the profits, to the licensor in addition to an initial licensing fee. Because terms vary and each situation is unique, you should consult a lawyer to develop licensing agreements. These agreements are usually very specific, and improper use of licensed material may result in a lawsuit. Many types and sizes of businesses grant licenses for many things, including technological information, intellectual information, industrial processes or methods, formulas or recipes, 
recognized brands, names, or logos, music and art, and inventions. 
(3 points)


23.
Joint ventures, or strategic alliances, occur when two or more businesses enter into a 
relationship by combining complementary resources, such as technology, skills, capital, or distribution channels, for the benefit of all parties. The relationship is usually short term and involves a single project or transaction. Joint ventures are becoming a popular way to expand businesses and can help businesses reach new target markets and develop new profit centers for less money than it takes to do it alone. This type of business strategy can work at all levels—from the large corporation to the sole proprietorship. This is a popular business strategy in real estate development and in businesses that want to expand internationally.


(3 points)
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