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Sole proprietorship – unincorporated business organization that has only one power (oldest form)
Financial Liability
An obligation of the business is the owner’s own obligation
Bank can recover its loan from the business and owner’s personal assets
Any judgment can be kept alive indefinitely unless owner declares bankruptcy
Owner, not the business is in breach of contract (since business can’t enter into contract) 
Unlimited liability – unrestricted legal responsibilities for obligations
Regardless of what owner has invested in business
Profit sharing: all profits after taxes go to sole proprietor
Decision making: make decisions fast, business dies with owner, limits workers’ abilities b/c know it’s a one-person show (unmotivated)
Sources of capital: limited to own assets and any credit he can draw on
Taxation: not a legal entity separate from owner
Profits/losses reported on owner’s personal income tax return
Depends whether owner’s marginal tax rate is higher or lower than corporate tax rate
Transferability: can’t be transferred/sold to another b/c no legal status (only assets transferrable)
Regulations
Minimal requirements (one simply commences business activity)
No legal fees to create business vehicle
Subject to same general legislation as other businesses (registration/licensing of business)
People who offer specialized services must be licensed to practice skill (ex. doctor)
Municipalities impose own registration/legislation requirements
One who wants to use name other than his/own must register it at registry office
Failure to register can result in a fine and inability to sue for obligation incurred
Partnership – business carried by two or more persons with intention of making a profit
Doesn’t have legal existence separate from people who comprise them
No special steps to create one
Financial Liability
Joint liability – liability shared by 2+ parties where each personally liable for full obligation
If bank collects solely from one party, they are entitled to be reimbursed from partners for the remaining amount
Each partner liable for full amount of damage (contract between customer and all partners)
Profit Sharing: partners decide how profits/other assets are to be divided
If fail, partnership legislation requires them to share profits equally
Decision making: complementary strengths, but lack of consensus and divided authority
Sources of capital: more sources of capital (but rely on creditworthiness of each partner)
Taxation: any income is allocated to partners to be included on individual tax returns
Transferability: each partner has an interest in all partnership property (don’t individually own)

Agency and the Partnership Act
Based on contract law, agency law and provincial partnership legislation (Partnership Act)
When a partnership exists
What relationship of partners is to an outsider
Optional rules with respect to
Relationship of partners to one another
How and why a partnership ends
When a Partnership Exists
When 2+ people “carry on business in common with a view towards profit”
Excludes charitable and not-for-profits (includes unprofitable ventures)
Includes those who intend to be partners + those who don’t intend to be but act as if they were
Ex. two people own property together = not partners
Ex. two people own property together + share profits + restrict ability to sell property = partners (even if they have a signed agreement stating their relationship isn’t a partnership)
Relationship of Partners to One Another
Partnership Act provides that partners also become each another’s agents and agents in of the firm
Partners owe fiduciary duties to each other (put interests of partner/partnership above one’s own)
Can’t make a personal profit from partnership property/compete against/use for personal gain
If wish to be in a partnership, should have a partnership agreement, preferably drafted by a lawyer
Provides parties with significant freedom to define their relationship
Ex. can provide for division of profits in any way it sees fit (no agreement = equally)
If no contract /contract doesn’t include something, provincial Partnership Act governs relationship
Addresses
Creation of partnership: name/addresses of partners, partnership name, description
Capital contribution: contribution by each partner, how shortfalls are handled
Decision making: description of partners’ duties, limits on authority, dispute resolution
Profit distribution: how profits are shared, when distributed, rights to withdrawal
Changes to partnership: rules for changing relationship, new partners, purchasing interests
Dissolution of partnership: events that trigger dissolution, valuation of assets
Partnership Act
All partners to share equally in capital and profits and contribute equally to losses
Property acquired must be used only for partnership (not for private purposes)
All partners liable for partnership abilities (partner paid debt is entitled to reimbursement)
Payment made for purpose of partnership greater than agreed amount will earn interest
Each partner may take part in management of business
No partner is entitled to payment for acting in the partnership business
No new member shall be admitted without consent of all the partners
Disputes decided by majority but nature won’t be changed without consent of all partners
Partnership books kept at partnership’s place of business (all partners have access to them)
No simple majority may expel any partner
Relationship of Partners to Outsiders
Entering into partnership agreements doesn’t affect relationship between partners and outsiders
Other partners bound if one partner acts on apparent authority to enter into contract with outsider
Firm still be bound even if the partner signed a contract to not act on apparent authority
Joint and several liability – each party individually responsible for entire debt and collectively liable (partners responsible for one another’s’ mistakes)
How and Why a Partnership Ends
Termination under certain circumstances
If entered into for a fixed term, by the expiration of the term
If entered into for a single venture, by termination of that venture
By any partner giving notice to others of intention to dissolve partnership
Death, insanity or bankruptcy of any partner
Some agreements allow for continuation of business by remaining partners if one partner leaves
On dissolution, order of payments are:
Debts and liabilities of payments
Payment of what is due to the partners
If not enough, partners individually contribute to obligation in proportion to entitlement to profits
If enough, go to
Repayment of loans made to firm by partners
Repayment of capital contributed by partners
Payment of any surplus to partners according to respective rights to profits
Regulations
No legal requirements for establishment/conduct (simply begin business activity)
Bound by all rules of general obligation (licensing/employment, tax collection)
Most provinces require filing of a declaration of partnership (contains partner info, length, etc…)
Failure to file a declaration isn’t fatal (but may lead to fines and delay legal actions)
Partnership Variations
Limited partnership – liability of some partners is limited to their capital contribution
Limited partners (limited liability) put money into a business to get tax breaks and profits
General partner (unlimited liability) manages investment for a fee and carries responsibility
Can’t be provided informally (requires written agreement with registration)
More narrow rights (can’t take part in management or else becomes general partner)
Limited liability partnership (LLP) – partners have unlimited liability for own malpractice but limited ability for other partners’ malpractice
Addresses concerns of professionals not allowed to use incorporation to get limited liability
Partial shield: protects partners from negligent/wrong acts of partners as long as individual is innocent/uninvolved
Full shield (Ontario): protects partner from negligent/wrong acts of partners plus protects partners from contractual obligations of partnership (ex. A/P and debts)
Must include words “limited liability partnership,” “LLP,” and registered as one
Corporation
Financial Liability
Safest b/c distinct legal entity in law (capable of assuming own obligations)
Owners participate as shareholders (person with ownership interest in corporation)
Director – person elected by shareholders to manage a corporation
Ex. when corporation borrows a loan, corporation is the debtor (can only seize its assets)
If corporation breaches a contract and is sued, only corporate assets at risk
Limited liability – responsibility for obligations restricted to amount of investment
When a corporation lacks track record for creditworthiness/has few assets, bank will seek personal guarantees from shareholders (shareholders responsible if corporation defaults) 
Profit Sharing
Shareholders paid a return on investment if there is profit and directors declare a dividend
Dividend – division of profits payable to shareholders
Decision Making
Managed by board of directors (elected by shareholders)
Officers (high-ranking employees) can be hired by board to help run corporation
Corporation benefits from specialized/top-level expertise (but delay decision making)
Sources of Capital
Can borrow or directors can raise shares
Share = equity in corporation and gives shareholder chance to profit through dividends
If corporation fails, shareholder is left with nothing (vs. creditor has right to be repaid)
If corporation is insolvent, creditor’s right to be repaid is of little value
Corporations that offer shares to the public must publish information concerning finances
Taxation
Pays own taxes b/c separate legal entity
Shareholder taxed if earn a salary from corporation, receives dividend from it, or realizes a gain from the sale of shares
Benefits from income splitting (ex. one takes a salary and another takes dividends)
Depends on corporate tax rate and marginal tax rate of shareholder + employee
Transferability
Easy transfer of ownership interest represented by shares
Can sell shares with no interference from creditors b/c shareholder has no liability for debts
Subject to restrictions in incorporating documents and by shareholders’ agreement
Perpetual Existence
Death/bankruptcy of one or more shareholders doesn’t affect corporation’s life
Exists unless it is dissolved (by order of court or voluntary surrender)
Regulations
Must comply with laws of general application
Exists only if documents are submitted to government and get a certificate of incorporation
:. More expensive to organize corporation
Business Arrangements
Involve agency principles, fiduciary duties and contractual obligations
Franchise – agreement whereby an owner of a trademark/trade name permits another to sell a product/service under that trademark/name
Franchisor: manufacturer, wholesaler, or service
Franchisee: individual business (buys right to own franchise system)
Often based on a unique product, service, method of doing business, patent, or goodwill
Contract states how business will be run, what must be purchased, royalties, advertising charges
Agreement depends on relative bargaining power of parties (usually franchisor has power)
Relationship doesn’t normally create fiduciary obligations (good faith and fair dealing instead)
Contractual relationship governed by general principals of contract
Disclosure document requires franchisor to disclose all material facts relating to franchise
Franchisees have right to rescind/cancel franchise agreement if disclosure document is late
Franchisees have right to associate with one another and join an organization of franchisees
Joint venture – grouping of two or more businesses to undertake a particular project
Normally parties agree to share profits, losses and management of project
Usually limited to a specific project or for specific period of time
Can be formed as partnership where all legal consequences associated with partnership apply
Or as equity joint venture (parties incorporate separate corporation for project and each party holds shares in the corporation)
Can be held to owe fiduciary duties to one another
Strategic alliance – arrangement whereby 2+ businesses agree to cooperate for some purpose
Ex. joint research, technology sharing, joint use of production
Doesn’t have precise legal meaning
Normally contractual relationships
May owe fiduciary obligations to each other
Distributorship/dealership – contractual relationship where one business agrees to sell another’s products
Similar to franchise (often in automotive and computer industries)
Relationship governed by contract (no fiduciary obligations beyond those stated in contract)
Doesn’t normally involve agency relationship (contract may specify that it’s not an agency)
Sales agency – agreement in which manufacturer/distributor allows others to sell products on its behalf
Agent isn’t actual vendor but acts on behalf of principal
Since relationship of agency, fiduciary obligations are owed
[bookmark: _GoBack]Product licensing – owner of trademark/other right gives another the right to manufacture/distribute associated products
Common for consumer goods (ex. clothing, sporting goods)
Contractual relationship (agreement covers obligations, fees, royalties, term of agreement)
