Class 5								              Feb. 10, 2011
· Midterm: consists of 4 questions (covers Chapters 1-4, 13-14, &28)  
· 2 developments (about 2-3 pages long) → include everything (definitions, applications, examples given in class, etc.) 
· 2 cases 
· Example of development: risk management (include the legal requirements, legal concepts, use class ex.)

Forms of Business

1. Sole Proprietorship: 
· Individual who start business and will not have the legal structure associated to a corporation.
· Create an identity, create a name…
· (ex. Poutine Shop → average revenue is between $350,000-400,000 and net profit is  approximately $250,000 per year.  However, the government will not issue permits to setting up Poutine Shops in Downtown, anymore.)

· The “beauty” of sole proprietorship:
· Simplicity is fundamental.  (ex. Polar shirt)
· People are able to start a business without too many problems, and not need to worry about many complexities.
· In business, we need to make sure we can run the business, control the negative side of the business.
1) We need to make sure liability is not a problem, since we are liable for 100% in sole proprietorship → we need to deal with obligations.
2) Business terminates with our death → when we die, the business dies also.
3) Taxation – we pay tax based on our revenue, when revenue is high, the tax will be high, and vice versa.

· Facing risk – when in a situation that will tell us the possibility that everything will be taken away by liability and tax.

2. Partnership:
· An arrangement to carry on a business between two or more parties with the idea of putting in common assets and expertise with the view of profits.
· Can be of any form of business ventures.  (ex. Joint ventures, or “selling popsicles”, etc.)
· Between persons → individuals, corporations or any other form of business entities.
· When we are putting things together, we are bringing expertise.  (ex. Cake Boss, whatever you bring into the partnership, it will belong to the business.)
· With a review to profit → even though we may not succeed, we still need to make a profit.

· Legal Issues Pertaining to Partnerships:

1) Transferability – there is an issue that pertains to the fact that we need consent from the other partners.  We need to make sure that transferability is not an issue.
2) Influx of Capital – how much capital or assets will you bring in?  (ex. Wealthy partners bring in more profit.)

3) Distribution of Profit and Losses – based on the risk we assess or bring in.  More risk = more profit.  In business, people remember how much risk they took and enjoy how much profit they get in return.
(ex. If Partner A takes a loan with their house, if the company ends on doing really well, they should get a bigger share of the profit.)
(ex. Facebook must make money.  Otherwise, it is “dead”.  It is too costly to operate.  Internet cannot be free any more in the upcoming years.)

· Regulations – legislation requires we need to register for partnerships in every province where we are doing businesses.

· Partnerships have unlimited liability.  All our personal assets will be used in order that we can secure our debts.  (ex. Money in a pension plan → too bad, it goes in the deal.)

· Joint in Several Liabilities – each partner is liable for the total sum of the debt of the partnership.  Consequently, we have an issue regarding the circumstances of joint liabilities.  (ex. If my partner does not have money, I get to pay or cover his or her debts.)

· Notion of Taxation → high margin of tax → profit distributed among the partners, who will decide how to share the profits.

· The Issue of Agency: every partner is an agent of the other partners.  This is done in the course of business.  This means that we will be liable for the conduct of our colleagues.  If our colleagues are mishandling the management, we are responsible for it.
· Two Types of Partnership:

1) Limited Partnership – general partner will pick up all the tabs, while others will be limited to the responsibilities and obligations.

2) Limited Liability Partnership – partners are liable for their own fault, but not liable in regards to the fault of other colleagues.  This can only be applied when we have an appropriate insurance program that allows us to limit out liability.  (ex. Lawyers, accountants → there is an insurance package that can protect them should this situation occur.  Lawyers are always liable for contractual obligations.)

3. Corporation:
1) The only creation
2) Separate from liability of the investors.  Investors are only liable for the money they invested.
3) A corporation enjoys all the same rights as an individual except family.  (ex. Number of kids.)

· Out there, a corporation has the same right as you do.
· It is a separate body entity.
· Creation of a Corporation;
· We do not rebuild the name of the shareholders
· Unlimited number of common shares
· Restriction on share transfer – cannot transfer shares without approval of the BOD (board of directors).
· Decide how many directors
· What is the limit of the business?
· BOD decides dividends
· Can have debts and mortgages

· Public Disclosure - when reached more than 50 shareholders, it is required in law to issue perspectives.

· Bureaucracy – need to follow processes → generate administrative hardship.  These processes are required to issue everything properly.

· Legal Arrangement – the more you are involved in complex business processes, the more you are required to make these legal arrangements.  (ex. 2 partners, slit 50-50…)

· When dealing with a corporation, which can be subject to be bought-out.  If no control of the corporation (such us the minority shareholders), there is the need to have a clause or consent before your shares can be sold.  Therefore, you are entitled to refuse to sell the shares.

