
FORMSOFBUSINESSOWNERSHIP

Theobjectiveofanybusinessdrivesthemotiveforwhichindividualorgroupofpeople

engagethemselvesinanykindofbusinessaccordingtotheirimportance.

Basically,theobjectivesofbusinessare:

I. Survival

II. Growth

III. Profitmaking

IV. Corporatesocialresponsibility

BUSINESSOWNERSHIPANDITSFORMS

Ownershipisalegalrelationshipbetweenapersonandsomeobjects.Ownership

explainstherightswhichtheownerexercisesoverthepossessionsanditisdetermined

bylaw.However,thelegalownersofanyenterpriseneedtobedeterminedspecifically

inordertoknowwhothebeneficiariesfrom suchproductiveendeavorsare.Thus,any

form ofbusinessownershipwouldclearlyspellouttheprofitsharingarrangementalong

withtheresponsibilitiesfordebtsandotherliabilities.

SOLEPROPRIETORSHIP

Thisisthesimplest,themostcommonandtheoldestform ofbusinessownership.The

businessisowned,managedandcontrolledbyanindividual.Heisentitledtoallthe

profitsandhastobearthelossesofthebusiness.Thesoleproprietorissolelysaddled

withtheresponsiblyofraisingcapitalfrom personalresources,friendsa,relatives,and

from thebank;heorsheismainlyresponsibleforallthebusinessdecisions.

Thisform ofbusinessarrangementiscommonintheretailandwholesaletrading,

professionalpracticeandconstructionindustry.Becauseofthehighdegreeof

independenceofthesoleproprietor,thisform ofownershipcanbeformedwithoutany

writtenagreement,charterorlegallybuildingagreements.

FeaturesofsoleProprietorship.

1.Initiativeoftheownerdominates:Theownerofthebusinesstakesdecisiononhis

ownbasedonexperienceandsenseofjudgementwithoutanycontributionsand

recoursefrom anybody.



2.riskbearing::Proprietoralonebearsalltherisksofthebusiness.Heneedstobe

carefulandrationalinhisbusinessdecision.However,theownertakesalltheprofit.

3.Managementandcontrol::TheProprietormanagesandcontrolsthebusiness.Hehas

theoptionofengagingamangerornotandwherehedoes,heusuallyassigned

insignificantmanagerialpowerwhilethecontrolstillresideswiththebusinessowner.

4.Unlimitedliability:theproprietorisresponsibleforthelosesandliabilitiesofthe

business.Wherethereisaninsufficientcapitaltorunthebusiness,hemaysellhis

personalassets.

5.Secrecy:theproprietorkeepsallthebusinesssecretstohimselfalone.

6.Minimum governmentregulations:Governmentdoesnotinterferewiththeoperations

ofthebusiness.Inmostcasestheydonotpaytaxes,norequirementforthem tomake

theirperformanceknown.

AdvantagesofSoleProprietorship

I. Easyformation

II. Benefitsofsmallscaleoperations

III. Inexpensivemanagement

IV. Bettercontrol

DisadvantagesofSoleProprietorship

I. Lackofcontinuity

II. Limitationofsize

III. Slowtechnologicalprogress

IV. Limitedabilitytoattractandretaincapableemployees

V. Limitedaccesstosourcesofcapital

VI. Limitationofmanagementskills

VII. Unlimitedliabilities

PARTNERSHIP

Thisarrangementoccurswhentwoormoreindividualscometogetherandagreeto



organizeandoperateanenterprisejointlywithprofitasthemotive.Theycontribute

theircapitalandjointlyoffertheireffortsandservicesforthesuccessofthebusiness.

Thelegalbasisforthisarrangementiscontractualanditspecifiesthedutiesandrights

ofthepartners.

Thepracticeoflaw,insurance,finance,accountancyandothersimilarprofessions

aboundwithpartnershipform ofownership.Inthecourseoftheircontractualactivities,

thepartnersspecializeinoneormoreaspectsoftheactivitiesofthefirm.

Furthermore,thisarrangementbecomeveryusefulasawayforthepartnersto

contributetheirresourcessuchascapital,time,effortsandservicesinordertoearn

profitwhichcanbesharedonanagreedbasis.Partnershipdeedofagreement

establishestherelationshipbetweenandamongthepartners.

FeaturesofPartnership

I. Basedonanagreement

Thistypeofbusinessisusuallyformedonthisbasisofanagreementbetween

twoormorepersonstocarryonbusiness.Thetermsandconditionsof

partnershipareusuallystaledinthepartnershipDeed.

II. Profitandlosssharing

Thepartnersareentitledtosharetheprofitsrealizedandalsobeartheloss.

III. Agencyrelationship

Thebusinesscanoperatesuchthatallpartnerswillparticipateintheoperation,

witheachbeingaprincipalpartner.Anyofthepartnerscanalsoactonbehalfof

otherpartnersasagent.Bythis,everypartnercanbindthefirm byhisacts.

IV. Unlimitedliability

Incasesomeobligationsariseandthepartnershipassetsarenotsufficient,

privatepropertiesofthepartnerscanbetakentodefraytheliabilitiesofthefirm.

V. Commonmanagement

Everypartnerhasarighttoparticipateinthemanagementofthebusiness.

Whereapartnerdoesnotpartakeintherunningofthebusiness,itbecomes

imperativethathisconsentbesoughtbeforetakingstrategicbusinessdecisions.

VI. Restrictioninthetransferabilityofshares



TYPESOFPARTNERS

a)TheGeneralPartner

Thegeneralpartnerhasunlimitedliabilityforallactionsofthebusiness.Heis

alsoreferredtoasanactivepartner.Hetakesactivepartinthemanagementof

thebusiness.Hemayactasthemanagingorexecutivedirector,ormanagerof

thefirm.

b)ThelimitedPartner

Thelimitedpartnerissometimesreferredtoasthesleepingpartnerordormant

partner.Heorshecontributesonlyapartofthecapitalofthebusinessbutdoes

notusuallytakeanactivepartinthemanagementoftheenterprise.He/she

sharesintheprofitorlossofthebusinesswithotherpartnersbutrisksonlythe

lossofthecapitalcontributedintheeventoffailureofthebusiness

Therearevariedlegalformalitiesforpartnerships.Itisdesirablethatthereisa

writtenpartnershipagreement.Asarule,thisdocumentisdrawnupbyalegal

practitionerhavingthefollowingitemsasimportantinformation:

1.Descriptionofthepartners(names,responsibilities,initialinvestments,

salaryandproportionofprofitsentitledto)

2.Descriptionofbusiness(Businessnames,location,andtypesofbusiness)

3.Descriptionofthebusinesspractices(thefiscalyearandaccounting

system andtheamountoffundthatcanbewithdrawnwithinagiven

period).

4.Provisionforchangesinthepartnership(durationofpartnership,renewal

ofpartnership,admissionofnewpartnersandthetreatmentof

partnershipuponwithdrawalordeathofapartner)

5.Signatureofpartners.

AdvantagesofPartnership

I. Moremanagerialskillsavailablethaninasoleproprietorship.

II. Poolingoffinancialresourcesbypartners



III. Reductionofstrainononeindividual,asresponsibilitiescanbesharedwithother

partners.

IV. Newpartnerscanbeadmitted

V. Enhancedabilitytoattractandretaincapableemployees.

VI. Balancedbusinessdecision

VII. Risksharing

DisadvantagesofPartnership

I. Unlimitedliability

II. Limitedlife\

III. Argumentsordisagreementcanariseamongthepartners

IV. Limitedaccesstoinitialcapitalwhencomparedwithcompanies

V. Difficultyinwithdrawingfrom thefirm

VI. Risksofimpliedauthority

DissolutionofaPartnership

Apartnershipcanbedissolvedforanyofthefollowingreasons;

I. Courtorder

II. Technicalinsolvency

III. Mutualagreement

IV. Completionoftheassignmentortaskforwhichthepartnershipwasestablished

V. Deathofapartner

THECORPORATION

AcompanycaneitherbeaPrivateLimitedCompanyoraPublicLimitedCompany.The

governmentagencywiththeresponsibilitytoregistercompanyinNigeriaiscalled

CorporateAffairsCommission(CAC).Assoonasthecompanyisincorporated,it

becomesalegalentity;itcanthenberegardedasanartificialpersoninlaw,whichis

expectedtoliveforeverMostlargebusinessesareorganizedascorporationsbecause



oftheinherentdisadvantagesofthesoleproprietorshipandpartnershipformsof

business.Acorporationcomesintoexistenceasaresultoflegaldocumentwhichis

generallyreferredtoasa‘’Charter’’Thischarterisavailabletoanyprospectiveapplicant

basedonrequest,andwhoIsexpectedtomeetandfulfillcertainbasiclegal

requirements.

A.AdvantagesofaCorporation

I. Limitedliability

Eachshareholderwhohaspaidthefullparvalueofhisstockisliableonlytothe

extentofhisinvestment.Ifthecorporationfails,hecanlosehisinvestmentbut

thecompany’screditorshavenoclaim tohispersonalproperty.

II. Capitalformation

Whenmembersofthegeneralpublichaveconfidenceintheviabilityofthe

businessandthesoundnessofitsmanagement,theybecomeencouragedto

investinitbybuyingitssharesandstocks.Asaresult,thecorporationcanraise

alargeamountofcapital.

III. Perpetuallife

Thecorporationwhichhasalegalexistenceisindependentofitsowners.Inthe

eventthatashareholderwithdrawsbysellinghisorhersharesordies

prematurely,hisnextofkincantakeoverownershipofthesharesorstocksand

theexistenceofthebusinessisnotaffected.

IV. Easeofexpansion

Becauseoftheexistenceofthecapitalmarket,companiescanexpandmore

easily.Thus,capitalcaneasilyberaisedthroughthesaleofshareswhichcanbe

usedtoexpandandrunthebusiness.

V. TransferabilityofOwnership

Thisiseasilyandreadilyaffectedbyanyonewhowantstopurchaseshares

and/orstocksandiswillingtopaythepriceaskedbytheowners.

VI. Competentmanagementteam

Professionalandcompetentmanagerscanbehired.Ifsuchmanagershired

cannotperform,theycaneasilybereplacedbytheboardofdirectors



b.DisadvantagesofaCorporation

i. Governmentregulations

ByFederalandstatelaws,theactivitiesofthesecorporationsare

regulatedbecauseitisalegalperson.

ii. Largeinitialcapital

Muchcapitalisneededintheformationofacorporation.

iii. Lackofsecrecy

Acompany’sfinancialtransactioncannotbeshieldedfrom publicview

becauseshareholdersmustbeprovidedwithannualreportofits

performance.

iv. Goalincongruence

Whenthereisaconflictofinterestbetweenindividualgoalandthe

businessobjective,forexample,employeesareusuallyconcernedwith

increaseinsalarieswhiletheorganisationislikelytobeemphasizing

profitmaximization.

v. Divergenceofowners/managementinterested

Sinceownerswantstheirdividendswhilethemanagementmaydesire

growthandexpansion,conflictmayarisewhenreviewofstewardship

comesupduringtheannualgeneralmeeting.

vi. Organizationalexpenses

Thisform ofbusinessinvolvessubstantialcostsofincorporations,

allowancesformembersoftheboardofdirectors,salariesoftop

managementstaffe.t.c

vii. LargeSize

Thismaybringaboutreductioninefficiencyasaresultofbureaucracy

whenthereistoomuchcomplexity,rigidrulesandregulations.

FormationofaLimitedLiabilityCompany

Beforeanyoneisallowedtostartabusinessenterprise,he/shemustregisterwiththe

CorporateAffiarsCommission(CAC),andbedulyclearedbythem.



Beforeregistration,acompanyisrequiredtofileArticleofAssociationand

Memorandum ofAssociation.Belowaresomeofthecontentsofthesedocuments.\

1.ARTICLESOFASSOCIATION

Thiscontainstherulesandregulationsofthecompanyinquestionwhicharethe

following

a.Appointmentandterminationofdirectors

b.Proceduresfortheissueandtransferofshares

c.Rightsandresponsibilitiesofshareholders

d.Procedureforauditingandaccounting.

2.MEMORANDUM OFASSOCIATION

Inthisdocument,therearelaiddownguidelinesforthecompanyandthemembers.In

addition,therearelaiddownparametersconcerningthecompanyanditsoutsidepublic

listedbelow:itcontains

a.ThenameofthecompanywithlettersPLCwhichmeanspubliclistedcompany

attachedorLTDwhichmeanslimitedliabilitycompany

b.Theaddressand/orlocationofthebusiness

c.Thetypeofbusiness

d.Astatementindicatingthattheliabilityofitscorporatemembersislimited.

e.Thenumberofsharesintowhichthecompany’sshare-capitalisdivided

2.CERTIFICATEOFINCORPORATION

Uponsubmissionoftherequireddocumentsandpaymentoftheprescribedfees,

theCorporateAffairsCommissionwillissueaCertificateofIncorporationtothe

company;andthenauthorizationisgivenforittolegitimatelycommencebusiness.

TYPESOFCOMPANIES

Basically,fourtypesofcompaniesarerecognizedforbusinessventuresinNigeria,

namely;

1.PrivateLimitedCompany(LTD)



2.PublicLimitedCompany(PLC)

3.Companieslimitedbyguaranteeand

4.Unlimitedcompanies

1.PrivateLimitedCompany(LTD)

ALTDisanacronym forlimitedLiabilityCompany(PrivateLimitedCompany).A

companyissaidtobeaLimitedLiabilityCompanywhenitsshareholdersareonly

limitedtocontributingmoneyinexchangeforshareswhichwillberepresentedby

assetsofthecompany.Aprivatelimitedcompanyisalegalentityinitsownright,

separatefrom thosewhoownit,theshareholders.Theshareholdersarealsoonly

limitedtolosingthesharestheyowninthecompanyinaneventofliquidation.Asa

shareholderofaprivatelimitedcompany,theshareholderspersonalpossessions

remainseperate(unlesstheyaresecuredagainstthebusinessforborrowing)

AprivateLimitedcompanyhasthefollowingcharacteristics

I. Aprivatecompanymusthaveaminimum oftwoshareholdersandamaximum of

50

II. Thetotalnumberofmembersinaprivatelimitedcompanymustnotincludethose

whoarebonafideintheemploymentofthecompany

III.Iftwoormorepeoplejointlyholdoneormoresharesinacompanythentheywillbe

treatedasa‘’singleshareholder’’.ExampleMrXandYknownasXYcontributed

moneytobuy20sharesinacompany.Thentheywillbothberegardedasjustone

shareholderXY.

IV.Privatecompaniesbylawarenotallowedtoinvitethepublicto:

a) Subscribeforanysharesordebenturesofthecompanyor

b) Depositmoneyforfixedperiodsorpayableatcall,whetherornotbearinginterest

V. Thenameofaprivatecompanylimitedbysharesshallendwiththeword‘’limited’’

E.GOjoOluwalogbonLimited.

VI.TheauthorizedsharecapitalshallnotbelessthanN10,000

VII.Thecompanynamemustnotbeexactlyidenticaltoanyothercompanyname

currentlyheldintheregistryoftheCorporateAffairsCommission.



VIII.Atleasttwentyfivepercent(25%)oftheauthorizedsharescapitalofthecompany

mustbeallocatedatincorporationamongtheshareholders(members)

IX.Everyprivatelimitedcompanyshallbyitsarticlesrestrict(limit)thetransferofits

shares

2.PublicLimitedCompany(PLC)

Theownersofacorporationarereferredtoasshareholdersorstakeholders.The

shareholderselecttheboardofdirectorswhichdirectlycontrolsthemanagementofthe

corporation.Theboardofdirectorsissaddledwiththeresponsibilityofappointingthe

chiefexecutiveandothertopofficialswhoareexpectedtocarryoutmanagement

functionsdelegatedtothem.Itisownedbytheshareholders

Ithasthefollowingcharacteristics

I. ApublicLimitedCompanyendwiththeword‘’PLC’’attheendofitsname

II. Apubliclimitedcompanycaninvitethepublictosubscribetothesharesor

debenturesofthecompanyprovideditislistedontheflooroftheNigerianStock

Exchange(NSE)

III.Publiccompaniesmusthaveaminimum authorizedsharecapitalofN500,000with

minimum subscriptionof25% oftheshares

IV.PubliccompaniescanthereforeraisemoneyviaInitialPublicOffers(IPO’s)orpublic

offers

V. AcompanylistedontheflooroftheNigerianStockExchangeshouldbeaPublic

LimitedCompanybutnotallPublicLimitedcompanymustbelisted

VI.ShareholdersofPublicLimitedCompaniesmustbeaminimum of50personswhile

thereisnoupperlimitforitsmembers.

3. COMPANYLIMITEDBYGUARANTEE(LTD/GTE)

Companylimitedbyguaranteeisacompanyformedforpromotingcommerce,art,science,

religion,culture,education,research,charity,orsimilarobjects,andtheincomepropertyofthe

companyaretobeappliedsolelytowardsthepromotionofitsobjects.Thereisnoportionof

theincomepropertyofthecompanyistobepaidortransferreddirectlyorindirectlytothe

membersexceptpermittedbylaw.Thecompanyisregisteredaslimitedbyguaranteenot

limitedbyshares.Itisthetypemostlyform bycharitableorganizations.Allincomegeneratedis

usedtocoveroperatingcostandtoachievetheobjectivesofthecompany.



Ithasthefollowingcharacteristics

(i)companylimitedbyguaranteeisnotincorporatedwiththeobjectofcarryingonbusinessfor

thepurposeofmakingprofitfordistributiontoitsmembers.

(ii)Acompanylimitedbyguaranteehastheliabilityofitsmemberslimitedbytheassetofthe

companyintheeventofitsbeingwoundup.

(iii)Uponitswindingup,thereremainsafteradischargeofallitsdebtsandliabilitiesany

propertyofthecompany,thesameshallnotbedistributedtoitsmembersbuttosomeother

companylimitedbyguaranteehavingsimilarobjectsorotherwisedeterminedbyitsmembers

priortodissolutionofthecompany.

(iv)Aguaranteecompanydoesnothavesharecapital,anditsmembersdonotownthe

company.

4. UnlimitedCompany(Ultd)

Anunlimitedcompanyisacompanyhavingtheliabilityofitsmembersunlimitedbythe

memorandum toanyamount.Anunlimitedcompanyisonehavingasharecapitalnotbelowthe

minimum sharecapitalpermittedbylaw.Thenameofunlimitedcompanyshallendwiththe

wordunlimited.

COOPERATIVESOCIETY

Thisform ofbusinesssetupisdistinctfrom itsownersandisusuallyregardedasalegal

person.Thereiscontinuityofthebusinessirrespectiveofindividualsdeathorwithdrawal.In

thisarrangementanindividualbuysharesinasimilarfashionaswhatobtainsinacorporation.

Intakingdecisions,eachmemberhasonlyonevote.,inthecourseofthebusiness,surplus

earningaresharedintheform ofdividendswhichishingedonthevolumeofmembers’

purchases.Theconceptofcooperativeistoensurethatthegoodsandservicesavailableand

suppliedarecheaperthanwhatobtainselsewhere.Usually,amanagerisappointedtorunthe

businessbyaboardofdirectorswhichischargedwiththeresponsibilityofmakingpoliciesthat

guidetherunningofthecooperative.

CharacteristicsofCooperativeOrganization

i. Voluntaryassociation

ii. Equalvotingrightsbymembers

iii.Separatelegalentity

iv.Basedonservicemotiveofitsmembers

v. Distributionofsurplus



TYPESOFCOOPERATIVES

Therearethreemajortypesofcooperatives;

(a)Theagriculturalmarketingcooperatives

Theseareusuallyfoundinthepurchasingandmarketingarea.Thepurchasingcooperative

usuallypurchasesproductsandthenresellsthem toitsmembersandnon-membersalike.Here,

theyareinvolvedinproductssuchasseeds,farm machineriesandfertilizers.Ontheotherhand,

intheareaofmarketing,agroupofgrowersorproducerscometogethertodobusiness.The

typesofproductstheyareusuallyinvolvedinaresingleproductsoragroupofcloselyrelated

products.

(b)Thecreditandbankingcooperatives

Inthissetup,themembersorganizecreditandbankingcooperativestoaddressloanissuesto

membersandthegeneralpublicataffordableinterestrates.Cooperativebanksspringingupin

mostpartsofthecountryareexamples.

(c)Consumercooperatives

Thistypeisusuallyestablishedbyagroupofconsumers.Productsareboughtatwholesale

pricessoastoeliminateexcessiveprofitsmadebymiddlemen.Bysodoing,productsaresold

morecheaplytoitsmembersandgeneralpublic.

Advantages

(i)Taxadvantage:Bythenatureoftheiroperation,cooperativeenjoytaxadvantageoverother

formsofbusinesses.

(ii)Democracyispracticed:Democraticelectionsareheldtochoosemembersoftheexecutive.

Eachmemberisentitledtoonlyonevote.

(iii)Training:Themembersaretrainedinthevariousaspectofmanagingthecooperative.

(iv)Poolingofresources:Asaresultofthelargenumberofco-operators,theyareabletopool

theirresourcestogetherandthisaffordsthem accesstofundstorunthebusiness.

Governmentsalsosupportcooperativeswithvariousincentivesincludingloansat

concessionaryratesofinterest.

(v)Limitedliability:Theliabilityofthemembersislimitedtotheextentofcapitalcontributedby

them.

(vi)Economicaloperations:Theoperationisquiteeconomicalduetoeliminationofmiddle

menandvoluntaryservicesprovidedbyitsmembers.

Disadvantages



(i)Lackoffreedom:Themembersarenotfreetoselltheirproductsinanymarketoftheir

choice.

(ii)Reducedfinance:Whensomemembersarenotforthcomingintheirfinancialcontributions,

thesereducesthepooloffundsavailable.Thus,thismayhinderittocompetemorefavourably

withprivatebusinessmenwhotheywanttoreplace.

(iii)Dishonesty:Duetoinsincerityofsomeoftheexecutivesandstaffwhocolludetoenrich

themselves,manycooperativeshavenotthrivedverywellandcollapsed.

(iv)Lowsalaries:Thereisthetendencytopaystafflowersalariesthenprevailingratesinthe

economy.Thisaccountforthepoorcalibreofmanagersandstafftheyemploy.

(v)Rigidrulesandregulations:Excessivegovernmentregulationsandcontrolaffectthe

effectivefunctioningofthecooperativesocieties.


