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Suitability of ownership to context

What? (Grade 5 basics)

There are far more unlimited liability businesses in the UK than limited liability
(companies). And most are sole traders. So this form of ownership must be much
more suitable than you might think. After all, it seems obvious for a business
owner to opt for the security offered by limited liability. Therefore you expect
there to be lots of private limited companies. But there are twice as many
unlimited liability businesses (sole traders and partnerships) as limited ones
(private and public companies).

Why? (Grade 6)

Three quarters of all UK businesses have no employees. In other words the
business is simply the owner, e.g. a plumber who trades under the name Harrogate
Plumbers. For such a small business there may be few financial risks to worry about
— therefore the entrepreneur stays as a sole trader. This avoids the paperwork
and annual accounting required for all (limited) companies.

How? (Grade 7)

To match the type of ownership to the business context there two key tests: does
the business use a lot of credit and or borrow a lot from banks? If so, a limited
liability structure makes a lot of sense. It protects the owner from any possible
debts run up by the business. And secondly, just how profitable may your business
prove to be? Annual accounts have to be published for limited companies, but not
for sole traders or partnerships. So if you want to hide your huge profits from the
eyes of others, stay as a sole trader.

So? (Grade 8)

Ambitious entrepreneurs hoping to float their companies and make £hundreds of
millions would be wise to start up as a private limited company, then develop
towards public (plc) status. Only those with modest financial objectives should
consider sole trader or partnership status.

Grade 9

Although it’s clear that some businesses should become companies, it’s less clear
why any businessperson would want to be in a partnership. This structure allows
you to not only lose personal capital due to your own mistakes, but also due to
mistakes by your partner(s). Most regard it as a structure that’s never suitable.

Do think hard
about when sole
trader status
might be best -
including for a low-
cost start-up
which is short of
capital - better,
perhaps, to avoid
higher accountants’
fees for a limited
company

Don't
underestimate the
downsides of
becoming a public
limited company
(plc). Ownership
and control are
under permanent
threat from
outside share-
holders, who also
may encourage the
business to focus
too much on the
short term

Exam tip:
remember that a
private company
has limited liability
- always. That
might make
suppliers reluctant
to supply on
credit- as they
know the owners
can walk away
without paying

Suitability of Ownership: 5-step logic chain (to get the top response)

Chain I. Some businesses inevitably require borrowing, such as housebuilding companies (1) ...They
can’t ask for cash before the house exists, so borrowing is needed (2). This makes a limited liability
structure especially important (3) ... but in other cases you might see that a sole trader or partnership

approach should work better (4) ... If so, explain why with confidence. (5)

Chain 2. For a fast growing business a public limited company structure can work well (1) ... as a
flotation can raise huge sums by selling shares to new investors (2) ... and avoid raising capital by
large-scale borrowing from the bank (3). But the disadvantage is sharing future profits with your new

shareholders (4) ... who also have a say in future business decisions. (5)

14 Section 1.3: Business Ownership




Interdependence and decision making

What? (Grade 5 basics)

Businesses should be ambitious, but also realistic. Marketing managers may want
to run a Buy One Get One Free (BOGOF) but the operations (factory) staff may
not be able to produce the extra stock needed. So the decision must be to scrap —
or postpone this decision. When the four functions work together they can
reduce the number of mistakes — and therefore help improve the company’s
decision-making.

Why? (Grade 6)

The four functions are interdependent, so they rely on each other. One
department cannot act without talking to the other three. When they work
together the business is much more likely to succeed with: crowd-pleasing new
products; keeping up with sales going crazy before Christmas; and the crucial thing
of keeping existing customers happy.

How? (Grade 7)

If the boss of the company understands the four functions well, it will be tempting
to take decisions — then tell them what to do. But it would be better to meet
together to discuss opportunities — and possible problems. No-one will
understand marketing decisions better than the marketing staff — and so-on
through the four functions.

So? (Grade 8)

Today markets change rapidly as fashions and technology keep changing. So it’s
great to be the first with a new type of phone or affordable fashion straight from
the catwalk. Speed matters. Quick, effective decision-making relies on the four
functions working together. When marketing, finance, operations and human
resources believe in their interdependence they’ll work together to help the
business succeed.

Grade 9

All business decisions are about the future. Therefore they are uncertain because
no-one knows what the future will be. So no business can get all its decisions right.
Success comes from being wrong less often than others. And this will be easier if
the four business functions work together.

Do see that right
decisions may not
prove that the
boss is brilliant. It
may be the boss is
helped by brilliant
staff - working
together in the
four functions.

Don't be too
harsh on
businesses (or
bosses) who've
made a wrong
decision. The key is
how well they
recover from it.

Exam tip: there
are always two
sides to every
difficult decision.
Reflect that in
your answers to
9+-mark questions.
Then draw your
conclusion about
which side is the
stronger.

Interdependence and decisions: 5-step logic chain (for top level response)

Chain |. The toughest decisions are the ones no-one saw coming (1) ... like having to close the
factory for a month because sales are so weak (2). Marketing staff may be the first to hear of problems
from customers (3) ... and can help the business by quickly telling operations and human resources
about the threat to sales (4) ... allowing a speedy decision on ‘mothballing’ the factory. (5)

Chain 2. Decisions are also about opportunity and potential success (1) ... which is helped
enormously by staff talking to each other (2). With a new product, the business ideal is something
that’s easy to make but brilliant for the customer to own (3) ... which needs a lot of work between
the marketing and operations functions (4). These two departments then need support from finance

and human resources to ensure overall success. (5)

86 Section 7: Interdependent Nature of Business
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