COMMERCE LECTURE 14
BUSINESS UNITS 
Factors affecting the Location of business:
Labor:
· Both skilled and unskilled
· Labor must be cheap
Transport:
· Cheap adequate and efficient transport facility
· To bring in raw material
· And take away manufactured goods
Power:
· Continuous supply needed to operate machinery
· Factories usually located near or in urban areas
Market:
· To reduce transportation cost
·  If producing for consumer                  near domestic market
· If producing for export                   near a major port 
Government incentives:
· Like cheap land, development of infrastructure, reduction or exemption on tax duty etc
· To encourage investors to invest in a particular area
Raw material:
· Firms locate themselves where there is cheaper and reliable supply of raw materials
· To reduce expenditures
Public and private sector 
	Public
	Private

	All those businesses which are owned and controlled by the government e.g. WAPDA, PSO, PIA, Suigas etc.
	All those businesses which are owned and controlled by private individuals and firms e.g. Beacon house, KFC, Metro etc.


Main forms of business organizations in the private sector:
Sole trader                                    private limited co.                                      Franchises
                            Partnership                                            public limited co.
1. Sole traders:
A business owned by a single person.
· Ownership:
The business is owned by a single person who is responsible for managing it, though he might hire staff to help him.
· Control:
The owner has complete control of the business and can make decisions himself.
· Liability:
Unlimited liability i.e. if the business assets are insufficient to pay the creditors of the business, the sole proprietor is liable to lose his personal possessions and merely what he invests in his business b/c there is no legal distinction between the personal possessions and the business assets!
· Provision of capital:
Capital for investments comes from the personal savings or loans from family, friends or banks. Hire purchase, savings and trade credit may also be used.
· Distribution of profits:
All the profits and losses go to the sole owner.
	Advantages
	Disadvantages

	No formalities for setting up the business.
	Owner will have to bear all the losses.

	Owner can take timely decisions himself.
	Limited availability of capital so less chances of expansion of business.

	Personal supervision ensures effective operation.
	Risk of financial problems in the future.

	Customer gets personal attention.
	No advice while making decisions.

	Owner gets all the profits.
	Unlimited liability.

	Owner tax burden as business is subject to only personal income tax.
	Smaller life of business- owner might die or fall ill.


2. Partnership: 
A business owned my two or more people.
· Partnership agreement:
It is a legal formality without which a partnership agreement cannot exist.
It has to be signed my all partners.
It will include all rules, regulations and profit sharing ratios etc.
It is needed in case of conflict which goes to court.
· Ownership:
Owned by two or more people.
· Control:
Controlled by all the partners of the business
· Liability:
Unlimited liability.
· Capital:
Capital is obtained from the contributors of partners and loan.
· Profit:
Distribution of profits depends on the terms of partnership agreement.
	Advantages
	Disadvantages

	Fewer formalities for setting up business.
	Unlimited liability.

	More capital is available so more chances of expansion.
	Difference of opinion.


	Additional help from each other.
	Decision making will be time consuming.

	Better advice while taking decisions.
	Profits will have to be shared

	Lower tax burden as business is subject to personal income tax.
	Death, bankruptcy or retirement of a partner may end the partnership.

	Loss can be shared.
	Action of any partner is binding on all partners

	Comparatively long lived. 
	


3. Private limited  company:
Almost the same as partnership.
The business has its own identity—so loans are taken in on its name not the partners.
Partners should be share holders.
· Ownership:
The company is owned by a couple of share holders who invest in the company.
· Control:
The board of directors who are elected at the A.G.M are the policy makers but the final control lies with the share holders as they can vote BOD in the A.G.M.
· Liability:
Limited liability b/c the business is a legal, registered identity.
· Capital:
Capital is obtained from the money invested by the shareholders.
· Profits:
The profits are distributed to the shareholder. These profits are called individuals. The distributed profits are used for the expansion of the business. 
	Advantages
	Disadvantages

	More capital available.
	Heavy tax burden.

	Limited liability.
	Difference of opinions.

	Loss can be shared.
	Profits have to be shared.

	Comparatively long lived.
	Death, bankruptcy or retirement of a partner may end the partnership.

	Better advice in decision making.
	

	Additional help pooling of expertise. 
	


4. Public limited company
A public limited company has four main stake holders: shareholders, board of directors, management, and government.
· Shareholder:
Consists of the general public which invests in the PLC by buying shares.
They do not get a say in the decision making.
They participate in the AGM and vote off the BOD.
It is their right to receive dividend on their investment.
· Board of directors:
Main decision making force.
Cannot be shareholders.
Draw salaries.
Devise policies.
Can be voted off by the shareholders in the AGM.
· Management:
Main driving force.
Responsible for day-to-day operations.
Salaried persons.
Compelled to implement the policies devised by the BOD.
· Government:
Devised rules and regulation for PLC’s safeguard interests of shareholders to avoid fraud and corruption.
· Ownership:
Ownership lies with the shareholders who have invested in the business.
· Control:
The BOD is the main managing body but they can be voted off in the AGM.
· Liability:
Limited.
· Capital: 
Money invested by shareholders and other sources of finance.
· Profit:
Goes to the shareholder.
	Advantages
	Disadvantages

	Availability of capital
	Heavy tax burden

	Limited liability
	Owners have no say

	Continuity 
	More complicated procedures for formation.

	Easy transfer of shares.
	


5. Franchises:
A company allows the other company to use its brand name on the basis of a mutual agreement between the two.
· Franchiser:
The original firm which sells its brand name.
· Franchisee:
The firm which buys the brand name.
	Advantages
	Disadvantages

	Business of franchiser will expand without investment.
	Profit will have to be shared.

	No administrative burden.
	No administrative control.

	Brand name is established overseas.
	Profit will have to be shared though.

	Franchisee will get an established brand name
	They will have to work hard.

	Less expenditure on ads.
	They will have to maintain standards

	They will already have brand loyalty.
	Not sole decision makers.


· Multinational:
A giant cooperation with branches or subsidiary companies in a number of companies.
However, bear in mind that those firms which export their product to other countries can’t be classified MNC’s. 
· Importance of MNC’s:
1. To host countries:
· MNC’s bring in foreign exchange and investment
· Increase employment opportunities
· New technology is introduced
· More competition so lower prices
· More choices available to consumers
· Greater revenue through taxes
2. To countries of origin:
· Increase in national income
· Reasons for MNC’s:
· To make profits
· Availability of cheap labor
· Nearness to raw material
· Nearness to market
· Exploring new markets
· Expansion of business.
