6th Year Chapter Exam – Business – Chapter 19
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[image: image1.png](A)  Distinguish between a Sole Trader and a Partnership as a form of business organisation. Use
an example of each in your answer (15 marks)
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[image: image2.png](B)  Describe two reasons why a business enterprise might change its organisational structure
over time. Use illustrations to support your answer. (20 marks)

(©)  Esplain why you would recommend a private Limited Company as a type of business
organisation for a new business venture. 20 marks)
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[image: image3.png]Question 2. (Domestic/International Environment)
@ Sole Trader and Partnership 8 + 7 marks (3 +3 +2) and (3 + 3 + 1). Must Illustrate

(Total 15 marks)
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[image: image4.png](B) Organisational Structure: 2 at 10 marks (6 (3 + 3) +4). (Total 20 marks)
© Private Limited Company: 4 at 5 marks (3 +2). Must have Limited Liability. (Total 20
marks)
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[image: image5.png](A) Sole Trader
A person who runs a business enterprise under his/her own name. ¢.g. Marian Kelly, o under a
business name, eg MK Electronics is regarded as a sole trader. Examples of sole traders are retail
oulets of many kinds such as local shops, garages, restaurants, electrical setailers, ctc. and also
tradespeople such as plumbers, clectricians, carpenters and hairdressers

Advantages
There s a greater self-interest on the past of the owner. The proprictor or owner will cither make a
profit or a loss and is therefore encouraged to make greater efforts to succeed in the enterprise.

The owner has more in-depth knowledge of the business.

The business owner can make quick decisions. There is no need for regular meetings with other people.
When business is small, the sole trader maintains very close contact with employees and customers.
Better relationships with these important groups result

Because a sole trader is very easy to establish formation of the enterprise is both quicker and cheaper
than other forms

Disadvantages
The control and management of the business enterprise may fall on the shoulders of ene person.

There is less capital available for expansion in the future,

The owner must bear all the risk of possible business losses and is personally liable for all debts of the
enterprise in the event of it having fo close down.

Long illnesses and the taking of holidays cause problems for sole traders

The retirement or death of the sole trader may mean that there is nobody to fake over the enterprise -
continuity of existence of the business

There is a taxation disadvantage for the sole trader - income tax at the personal rate (42% at the
‘moment) as compared to the Corporation tax sate (30 to 40% currently).

Pastnerships
A partership can be said to exist where two or more people (up to 20) run a business enterprise in
common with a view to making a profit. A partnership can be viewed as an extension of the sole frader
model but with more people involved. It is advisable that the partners have their agreement in writing
in case conflicts arise




[image: image6.png]Advantages
The easier availability of extra or more adequate capifal

The people in the partnership may have varied and specialised expertise which they make readily
available for the efficient running of the enterprise.

Group decision-making. This should result in better decisions.

Pastnerships can be expanded without difficulty by simply adding new partners up to the maximum of
20 set by law

Disadvantages
If the financial resources of the partners are small then the problem of the lack of access fo capital
remains.

With any group of people will come differences of opinion and possible disharmony.

Responding to change quickly and adjusting to new sitmations and demands made on the business
requires co-operation and consulfation on the part of the partners.

Partners have ualimited liability for debts, just as in the case of a sole trader.
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[image: image7.png](B) Trwo reasons why a business enterprise might change its organisational structure.
Business organisations change their structure over fime to adapt to changing circumstances and market
demands. The plans that the owners may have for the organisation far into the future and the vision of
where the organisation wants fo be, can be facilitated by choosing the most appropriate organisation
structure fo meet those objectives.

Size

The business enterprise may wish fo grow larger. With size comes the burden of extra specialisation
where one individual simply cannot do all things and more people and expertise are needed, e.g.
specialists in finance, marketing, production, etc. The move from a sole frader to a private limited
company may be suitable for this purpose.

Limited Liability

The desire for the protection of limited liability is another reason for changing structure. A business
person wishes to protect family members, etc. from business sisks and ensure a secure future for them.
Personal assets must be protected fo do this.

Finance

If more capital is needed for the development of the business, then a move from being a co-operafive or
a private limited company fo being a public limited company might be necessary

Marketing.

The expansion of markets may be better served by joining a business alliance with another enterprise.
cither abroad or in Ireland. e.g. for the distribution of the firm's goods.

Opportunity.

A new business opportunity, the opporfunity to diversify into another line of business or enhance the
existing businesses products may offer itself in the form of a franchise or an agency agreement
Privatisation.

The state may wish to free itself of business that can be owned and managed successfully by the private
sector. It could therefore change its state owned enterprise into a public limited company fo enable the
sale to take place effectively and offer the opportunity to the public to invest and become the new
owners.

Examples of the changing rends in ownership and structure include:

The Growth of Producer Co-Operafives in Ircland. The producer co-operatives are found mainly in the
agricultural sector. The successful marketing of Irish food produts abroad resulted in their expansion.
They have grown with the expansion in the indusiry and have shared the benefits of EU membership
with the agri-sector in general.




[image: image8.png]Some producer co-operatives in the agricultural sector have become public limited companies like
Kerry Foods PLC, Avonmore Waterford Foods PLC. They ‘went public’ on the Irish Stock Exchange
mainly because very large amounts of finance could be raised quickly on the stock exchange by the
issue of shares fo the public. The PLC structure is also put to good use in arranging and financing
growth through acquisition.

The move by the co-operatives to the public company model reduced their dependency on debt as a
source of finance with ifs resultant high gearing. It restored a healthy debt/equity ratio to the
organisations and thus atiracted investors because of beter profit possibilities and laid the basis and
foundation for healthy growth.

Alliances and joint ventures have been formed with other big food producers in the EU with a view to
exploiting market opportunities in the wider European and world markets. Irish food products are
marketed and sold not only in the accessible EU markets but in many other third countries where food
products are needed, e.g. North African and Asian markets.




[image: image9.png](C) Limited Company as a type of business organisation for a new business venture.
The benefits of being a private limited company include:

Shareholders are extended the status of limited liability. This is particularly important to the small
investor who may stand to lose allif things go wrong, c.g. if the enterprise was a sole trader

The company is the legal entity and can sue and be sued.

Itis ofien easier to raise finance from financial institutions. Companies in general are given a higher
credit rating by suppliers of finance. e.g. they may have a triple A rating with a bank (AAA rating).
Itis also possible to raise the necessary capital through the issue of shares up to the amount of
authorised capital stated in the memorandum of association.

Because companies allow for growth to take place more easily, e.g. through mergers and take-overs, it
becomes possible fo operate on a larger scale by bulk buying supplies and economies of larger scale in
general

The tasks of managing and controlling the operations of the company can be divided among a team of
personnel.

From the point of view of not only family-run enterprises but all business, it is casier o pass a company
on from one generation to the other or from one set of owners/ sharcholders to another, i.c. confinuity
of existence.

A private limited company also has negative implications:

There are formation and running costs involved and they can prove to be expensive especially on the
small enterprise, ¢.g. accounting. legal and taxation services.

Because of larger size there may be problems with slow and less flexible decision-making procedures.
Bureaucracy or ‘red fape may also slow things down.

The enterprise may simply become too big and end up being less efficient. The employees,
management and sharcholders may become more distant from one another and less trusting of each
other

The business affairs of the organisation are public in that the anual accounts and returns are made to
the Company Registrar and the books are audited and presented to the AGM.

The law is very sirict on the operations and control of limited companies with heavy penalties for
breaches of the law





[image: image10.png]In the area of taxation. any business losses suffered by the company cannot be set against personal
income giving benefit to the shareholders and directors and the enterprise may be liable to capital gains
tax if some of the assets are sold by the company.

All accounts and an annual report must be published and audited each year and specific returns made to
the registrar for filing with casy access by the public.





