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Chapter 6 Types of Business Ownership

6.1 What is a Firm? Production

It is a business unit where people make decisions about _____________ .


Plant is the physical location where products are produced.









6.2 Public Ownership of Firms

A. What is a Public Enterprise

It is a firm owned by the government.

	Types of Public enterprises in HK
	Examples
	Remarks

	(1) Government Departments directly financed and managed by the government
	Housing Department

Water Supplies Department
	Not profit driven

	(2) Government Departments 

running as trading funds
	Hongkong Post

Companies Registry
	Not profit driven

	(3) Public Corporations


	HK Science and Technology Parks Corporation
	Profit Driven


B. Latest Developments of Public Enterprises


-Privatisation: turning public enterprises into private enterises

e.g. MTR Corporation

-Contract out: introducing private management to government services

e.g. Car parks, tunnels

Checkpoint: Do textbook’s exercise page 131, 132.

6.3 Private Ownership of Firms

A. What is a Private Enterprise?

It is a firm owned privately by individuals. 

B. Limited Company – Private Limited Companies

	Features
	Private Limited Companies
	Public Limited Companies

	Number of shareholders
	2-50
	2 or more

	Liability
	Limited to a maximum of all investments from shareholders

	Legal Status
	It is a legal entity, responsible of all matters of the firm.

	Continuity
	Will not be affected by anything happened on shareholders

	Transfer of ownership
	Possible with the consent of the board of directors only
	Freely transferable in stock exchange

	Accounts
	Have to be audited by certified accountants
	Audited accounts should be made known to the public on newspapers

	Source of Capital
	Issuing shares and bonds
	Issuing Shares and bonds and invite public subscription


C. Limited Company – Public Limited Companies

The Organizational structure of a Listed Company

Separation between ownership and management in a listed compnay is observed. Managers and staff are employed to deal with day-to-day management of the firm while the board of directors is responsible for major decision making.

Advantages and disadvantages of a Limited Company

(refer to textbook page 138&139)

How a Listed Company Raises Capital?

Bank loans /Retained profits/ New shares/Bonds

Types of Shares and Bonds

1. Preference shares cumulative
Have priority in sharing profits before ordinary shareholders. Fixed rate of dividend is received. In case of insufficient profits, unpaid dividends could be accumulated for ________________ preference shares but not for participating prefernece shares. However, shareholders do not have voting rights.

2. Ordinary Shares

Rate of dividend is variable. Receive dividends only after the preference shareholders have been paid. Shareholders have voting rights in the company. 

3. Bonds creditors
Holders are ____________, rather than owners of the company. Hence they receive interest rather than dividneds. When the bond matures, bondholders can get all their money back.

Risk and return

If the company liquidates, bond holders would get repayment first, then preference shareholders, ordinary shareholders the last. Hence,

It is more risky to hold ordinary shares than preference shares and bonds.

However, the expected rate of return of ordinary shares is the highest. 

Checkpoint: Do textbook’s exercise on page 136, 138-141.

D. Sole Proprietorship

	Features
	Sole Proprietorship
	Partnership

	Number of shareholders
	1
	2-20

	Liability
	Unlimited liability (except limited partners)

	Legal Status
	No legal entity. Owner(s) is/are legally responsible for all matters of the firm

	Continuity
	If any owner(s) dies, withdraws or goes bankrupt, the firm wil end

	Transfer of ownership
	Impossible
	Requires consent of all partners


E. Partnership

In Hong Kong, certain professionals (e.g. doctors, accountants and lawyers) are not allowed to practise their profession in the form of of limited companies. 

In Limited Partnership, a limited partner takes no part in the management of the firm. However, he enjoyrs limited liability

Advantages and disadvantages of sole proprietorship and partnership

(refer to textbook page 147 & 148)

Checkpoint: Do textbook’s exercise on page 143-145, 148, 149.

Revision Questions

1. What is meant by limited liability? (2 marks)

It menas that owners of the firm (i.e. limited partners/shareholders of limited company) are not responsible for all the debts of the firm, but only confined to a maximum of the amount they have invested.

2. A restaurant is a general partnership. Explain TWO advantages of a general partnership over a sole proprietorship. (4 marks)

General partnership could have more sources of capital and wider scope of specialization over a sole proprietorship.

More sources of capital is available in general partnership as there are more owners than sole proprietorship.

Wider scope of specialization could be employed among different partners in a general partnership, while it is impossible in sole proprietorship with only one owner. 

3. The government encourages people to start their own business. Suggest TWO advantages and TWO disadvantages to the owners of business in running a partnership over a private limited company. (4 marks)

The owners of business in running a partnership over a private limited company enjoys advantages of lower tax rate and easier setting up procedure. 

However, they have to suffer from disadvantages of unlimited liability and narrower source of capital. 

4. In order to raise capital for expansion, a limited company is considering whether to issue new shares or debentures.

From the viewpoint of the company, give ONE advantage and ONE disadvantage of issuing shares over debentures. (4 marks)

The advantage of the company issuing shares over debentures is that they do not have the responsibility to pay dividends. For debentures, they must pay interests regardless of the performance of the company. 

The disadvantage is that it would become easier to takeover the firm. Issuing new shares would decrease the control of existing shareholders over decisions of the company as new shareholders have voting rights also. 
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Partnership _ than sole proprietorship


has more capital


is a lesss risky type of ownership


enjoys more economies of scale


has less flexibility in decision making





Tom is one of the owners of a firm. He must obtain the other’s consent before he can transfer his ownership to anyone else. Tom’s liability to the firm is also confined to his investment in the firm. Based on the above information, the firm is a 


general partnership 		(2) limited partnership


private limited company 	(4) public limited company


A. (1) or (2)	B. (1) or (4)	C. (2) or (3) 	D. (3) or (4)


	





It is possible for a shareholder to sue his company because


A. a company enjoys limited liability


B. a company is a legal entity


C. a company is managed by a board of directors.


D. of the separation of management and ownership





What is the economic role of shareholders in a public limited company?


A. preparing the company’s accounts.


B. making production decisions


C. bearing risk


D. sharing profits





Public Corporations





Government Departments
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