Chapter 8: Business Organizations

Chapter 8 Objective: to identify the different types of business organizations 

   found in a Free Market Economy.

I.  Business Organizations – an establishment that performs the functions 

and duties of supplying the market place with goods and services.  There are several types: Sole Proprietorships, Partnerships, Corporations, Franchises, Cooperative Organizations, and Nonprofit Organizations.

A. Sole Proprietorship – a business that is owned and controlled by one person.

1. Advantages



a. Easy to Start



b. Owner has total control



c. Owner keeps all of the profits ($$$$$$).


2. Disadvantages



a. Unlimited Liability – responsible for debts!

*your house and assets may be taken from you if 

  you don’t pay your bills.  (Not Good!)




b. Total Responsibility – what happens if you are the 

only “employee” and you are sick? Or, what if you have a small workforce and one or more call in sick?  What do you do!?!?




c. Limited Growth – How can you be in two places at 

once?  Where do you get more money from?  Family, Friends, Second Mortgage!?!?

d.  Limited Life – you die, what happens?  How do you 

support your family?  What if you have outstanding debt or loans, who pays them?  Also, don’t mom and pop businesses tend to go OUT OF BUSINESS!

B. Partnership – Two or more individuals who split responsibilities and profits.

1.  Advantages


a.  Easy to Start


b.  Partner Specialization – “I don’t know how that 

works, but my partner does!”

c. Shared Decisions – Two minds are better than one.

d. Shared Losses – Someone to lean on.

2. Disadvantages

a. Unlimited Liability

b. Potential Partner Conflict – “My idea is better than yours!” Or, “Start pulling your weight around here!”

c. Limited Growth

d. Limited Life

C. Corporations – a business entity owned by individual stockholders.

1. Advantages


a.  Limited Liability – not responsible for the debts the 

     business may incur.

b. Separation of Owners and Managers – the business may have hired help to “manage” the business.

c. Easy Fund Raising – sell company stocks and bonds to raise funding for growth/expansion.

d. Unlimited Life – the business has a life of its own, even when your’s runs out.  Ex: J.P. Morgan

2. Disadvantages

a. Expensive to Start – Loans must still be paid.

b. Government Regulations – government regulates corporate production and finances through taxation policies.

c. Slow Decision Making – hierarchy of decision making takes time and may produce no results.

d. Double Taxation – first one pays the corporate tax on their profits, then one pays individual income tax on shares profits.

D. Franchises – Individual business owners that pay a parent company to offer their goods and services.  Ex: McDonald’s or Subway

1.  Advantages


a.  Management Training and Support – you are not 

alone.  Franchises provide “How To” guides and a built-in support network (lifelines).

b. Standardized Quality – “Cookie Cutter” Theory provides efficiency and consistency.

c. National Advertising Programs – no need for word of mouth advertising.

d. Financial Assistance – owners don’t depend strictly on local banks and family/friends…..the parent company will provide the funding.

e. Centralized Buying Power – Franchise buys in bulk so you don’t have to, yet you benefit from the savings.

2. Disadvantages

a. High Franchising Fees and Royalties – you use their name and you sell their product, so they get a cut of the action.

b. Strict Operating Standards – Dress codes, hours of operation, building specifications, ambiance and environment must be adhered to.

c. Purchasing Restrictions – all equipment must be purchased directly from the parent franchise or from an approved supplier.

d. Limited Product Line – operators of franchises may not deviate from the product line!

E. Nonprofit Organizations – Institution that exists not for profit, but rather to provide a service.  Ex: Public Schools, Hospitals, Adoption Agencies, Labor Unions, Associations.

1. There really is no advantage or disadvantage to these organizations, because they are not really meant to make money for personal and/or material growth.  They are strictly meant to provide a service, whether it is medically, socially, educationally, or spiritually.

For example – UNICO, The Knights of Columbus, Friendly Sons of St. Patrick, American Red Cross, “Church,” The Greater Scranton Chamber of Commerce.


*The one perk Nonprofit organizations benefit from is that they do not 

have to pay taxes.  Since the organization is not meant to “make money,” then it technically cannot be taxed for capital gains!!!
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