Unit 3 Class Notes

Day 26

Three Types of Businesses:

1- Sole Proprietorship –business that is owned and managed by on individual who receives all the profits and bears all the loses

· Benefits

· Ease of starting and going out of business

· Control over profits and business operations

· Pride of ownership

· Lower taxes (pays no corporate income tax)

· Costs

· Unlimited liability- owner responsible for losses-debt

· Difficulty in raising financial capital

· Management knowledge may be limited

· Limited life- when owner dies the business is legally terminated

2- Partnerships- business that is owned and managed by two or more individuals who receive all the profits and bear all the losses

· Benefits

· Easier to raise financial capital

· Par6ners may combine managerial skills

· Personal satisfaction

· Lower taxes (no corporate income tax)

· Costs

· Unlimited liability

· Possible conflicts between partners

· Possible instability after death of a partner

· Limited life

3- Corporations- business that is owned by stockholders and has rights and responsibilities as if it were one person

· Benefits

· Limited liability- shareholders are responsible for losses

· Greater financial capital

· Unlimited life

· Specialized management

· Costs

· Increased taxation (corporate taxes)

· Difficulty starting

· May be larger, more bureaucratic than other forms of businesses

· Increased governmental control

4- Amount of Each Business:


Sole Proprietorships- 74%


Partnerships- 8%


Corporations- 18%

5- Who Makes the Money?


Sole Proprietorships- pull 4% of the profits made by businesses


Partnerships- pull 6% of the profits made by businesses


Corporations- pull 90% of the profits made by businesses
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1- To Form a Corporation:

· You must get a charter from the government that states the permission to have shareholders-it gives a specified amount of stocks that may be sold

· Stocks are given by the primary market (banking investors) and sold in the secondary market (public/private stock market)

2- Common Stock- is basic ownership into a corporation

· Allowed to vote for decisions of the corporation

· 1 vote is 1 share

· Proxy- ballot that gives a shareholders representative the right to vote on corporate matters

3- Preferred Stock

· Non-voting ownership

· Receive dividends first (% of the profits)

· If corporation fails with no debt they get some of their investments back before common stockholders

*stock is watch by the FTC (Federal Trade Comission)

4- Bankruptcy- a court granted permission to an individual or business to cease or delay payments

1. Chapter 7 Bankruptcy- simply liquidates and goes out of business

2. Chapter 11 Bankruptcy- is given one year to reorganize and is allowed to stay in business 

3. Chapter 13- individuals filing bankruptcy—not available to corporations or partnerships

5- Borrowing Money

· Bond- an I.O.U issued by a corporation

· Loans

· The initial amount borrowed is called the principle amount

· While money is borrowed the corporation pays interest
6- Government regulation of Business

· Began after 1865 to control “big business”

· 1890 laws became lenient because big business dominate

· 20th century consumer wanted control over big business and healthy competition

· Centralized- government regulation

· Decentralized- relaxation or removal of government control
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Day 28

1- Growth of Business

1. Merger- a combination of two or more firms to a single firm

2. Reinvestment- invest more money into the business by using revenue

2- Mergers

· Horizontal Merge- takes place when two or more firms, who product the same kind of product, join together.

· Vertical- when firms included in different steps of manufacturing join together

· Conglomerate- two or more unrelated firms merge to create diversity

· Multinational- corporations that manufactures in a number of countries

· Joint Venture- firms join together temporarily for a project

3- Expenses

1. Fixed expenses- expenses/costs that do not change 

· Ex. Car payment, rent, salary

2. Variable expenses- expenses/costs that can change

· Ex. Gas, food, wage

4- Net Income- income after expenses

5- Income Statement- a report showing a businesses sales, expenses, and profits for a certain period

6- Annual Report vs. Prospectus

· Annual Report- what the firm actually made

· Prospectus- what the firm think it will make in the future
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1- Non- Profit Organizations- organization to further a cause- usually for the common welfare

· Ex. Schools, churches, American Red Cross, Goodwill

2- Cooperatives- non-profit organizations that provide goods and services to individuals or groups

· Ex. Farmers usually join a co-op to sell their products together because it will ultimately benefit them more- Ocean Spray Cranberry

3- Franchise- license to operate as part of a chain-has a store owner, not manager

· Ex. Dairy Queen, Subway, Arby’s

4- Professional Associations- work to improve working conditions, skill levels, and public perceptions of their profession—labor unions. Labor unions represent their interest through collective bargaining (negotiation)

5- S-Corporation- keeps small corporation (less than 35 shareholders) from paying double taxes. They do not have to pay corporate income taxes.

6- Business Association

· Chamber of Commerce- promote welfare of its members and the community

· Better Business Bureau- provides general information on companies and keeps records of consumer complaints

7-Direct/Indirect Role of the Government

· Direct- government corporations supplies goods and services that compete directly with private businesses

· Ex. Postal Service, FDIC

· Indirect- the government also supervises to ensure competition

· Ex. Public Utilities
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Competition and Market Structures

1- Perfect/Pure Competition

· Large numbers of buyers and sellers

· Sells and buys identical products (no difference in quality and cannot influence the price)

· Each buyer and seller act independently 

· Buyers and sellers are well-informed about the price

· Buyers and sellers are free to enter into, conduct, or get out of business

2- Monopolistic Competition

· Imperfect competition

· Has product differentiation

· Product differentiation is real or imagined differences between competing products

· Non-price competition is used to make the consumer aware of the differences

· Use advertising, giveaways, or promotional campaigns

3- Oligopoly

· Market structure in which a few very large sellers dominate the industry

· May differentiate (auto industry) or remain standard (steel industry)

· Brand names become known

· Interdependent behavior- follows the competitor and sometimes prices are fixed by collusion (formal agreement to set prices)

· Price fixing- agreement to charge the same price so more firms benefit all around

· Able to maximize profits

4- Monopoly

· Market structure with only one seller

· Very few exist because they are disliked

· Able to maximize profits

· Act as a price maker. Not price taker

· Many types of monopolies

· Natural- cheaper for one firm to produce so they are allowed

· Geographic- based on the absence of sellers in a certain area

· Technological- based on ownership pr control of a manufacturing method, process, or other scientific advance

· Government Monopoly- the government owns and operates at the local, state, and federal levels

5- Monopsony- one buyer
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1- Legal Monopolies 

1. Patent- inventors, 17 years, may sell

2. Trademark- symbol, design, last forever

3. Copyright- author, life+50 years

4. Utilities- water, electricity, gas for safety

5. License-operation, arena or recreation center

2- Anti-trust Laws

1. Sherman- 1st law. Stated that an individual with a monopoly will serve 3 years jail time and pay $250,000

2. Clayton- updated version of Sherman

3. Cellar- anti-merger, no merge if it makes a monopoly

3- Externalities- unintended side effect that either benefits or harms a third party

· Positive or negative?

