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Executive Summary

This report has been constructed to advise Dan and Nicole in the establishment of their business. It presents options for ownership structures of a partnership and a private company for consideration. The report examines success factors, legal considerations, and future possibilities, which are all very important elements of business establishment and development. A variety of sources from different media were referenced to provide information for the report. Primary sources, government organisations, and the South Australian Tourism Commission were reliable, informative sources. A number of websites and a current media article provided supporting information, but were not as reliable as primary sources and government websites. Because of this, they were only used where the other sources did not provide similar information.

Introduction

Dan and Nicole plan to establish a business providing coach tours to wineries. The intention of this venture is to establish a touring service to wineries and expand it to a national level. Several issues may affect the viability of this business, in particular the economic crisis and state of the wine industry. It is recommended that Dan and Nicole firstly focus on establishing a small, local, profitable wine touring business. This should provide a basis for achieving their long term goal of a national service.
Ownership Structures

Partnership 

Partnerships are unincorporated business entities usually owned and operated by 2-20 people.I  The owners and the business are not separate legal entities.2 Partnerships can be organised by verbal or written agreement, written being preferable. The agreement should detail the owners' intentions regarding the management, growth and organisation of the business and the roles of its owners.
The strengths of a partnership lie in its lower establishment costs. It requires less skill and organised management to run successfully, less capital and business experience are required, although good entrepreneurial skills are desirable. A partnership will allow Dan and Nicole's children to become involved in the business in the future, and if the business grows to a point where it is restricted by the partnership structure, a more appropriate structure (most likely a company) may be assumed.

One major disadvantage of a partnership is unlimited liability which puts Dan and Nicole and their personal assets at risk. Public liability insurance is therefore strongly recommended.
1 S Chapman, et al, Business Studies in Action, 2nd edn, Milton, Queensland, 2006, pp 49,50.

2 E Pittwood, Small Business Management Ownership Structures, 11' edn, Adelaide, South      Australia, 1996, pp 15,16
Private Company

Private companies tend to be small to medium sized enterprises, often family owned. Shares are available only to part-owners. Share exchanges require the Director's approval. There is limited liability protection for the business owners. Private companies must have their own bank account.

Table 1 outlines an advantage/disadvantage comparison of partnership and private company structures. From this, it can be seen that a private company offers Dan and Nicole many significant advantages over other structures for their business venture. In particular, increased growth potential, limited liability, perpetual succession, and management efficiency are not obtained from a partnership. However, the key disadvantages of a private company require scrupulous consideration.

To form a private company is more expensive than a partnership, because of the complex legal requirements and regulations. Consequently, Dan and Nicole require more start-up capital with a private company. Private companies also require an organised management structure with appropriate delegation of responsibilities. Growth may be rapid and structures need to be in place to accommodate it. Complex legal regulations can increase the difficulty of managing the business.

Table 1

	Comparison of Partnership and Private Company Options

	Partnership
	Private Company

	Advantages
	Disadvantages
	Advantages
	Disadvantages

	Low starting costs
	Personal unlimited

liability
	Shares (ownership
passed easily)
	High cost of formation

	Cheaper than company to form
	Liability for all debts, including
partner's debts and their pre-formation

debts
	Perpetual succession
	Double taxation – company and personal

	Shared responsibility and workload
	Disputes between partners possible
	Protection of limited liability
	Limited privacy of internal matters

	Pooled funds and talent
	Partners must be suitable, reliable and likeable
	Greater increasing capital. Easier to attract public finance
	Minimal contact with customers, employees

	Minimal government regulation
	Divided authority and control
	More efficient management required, which may bring about superior performance
	Incorporation in formation and greater complexity of regulation

	No taxing on business profits, only on personal income
	Reliant on other partners
	Director’s ownership of shares will reduce his/her taxes
	Personal liability for directors if loans cannot be repaid

	Business continues after partner’s death
	
	Greater spread of risk
	Must publish annual report of accounts

	Partners skills and assets combined for business
	
	Company tax rate lower than income tax rate, hence company taxed less than sole traders and partnerships
	Public disclosure – reporting of certain information may negatively affect general business perception

	Income tax lessened for a family business
	
	Great growth potential
	Uncontrollable growth may lead to inefficiencies


Table 1 incorporates information from various sources (refer to bibliography)
Success Factors
Ultimately, Dan and Nicole should plan their business very carefully, taking into account the key considerations suggested in Table 2. These will have both a direct and indirect impact on their choice of ownership structure and their planning for future expansion.
Table 2
	Key Micro Environment Considerations
	Key Macro Environment Considerations

	What skills are needed? Are the required skills, experience and knowledge already possessed?
	Who are the competitors? What sort of businesses are the competitors? (mircro, transnational etc.)

	If the required skills are not met, how will further skills, experience and knowledge be obtained?
	

	Are the financial requirements for this business met?
	What differences will this business venture bring to the market?


	What are the personal advantages and disadvantages of starting this business?



	What reasons are there for developing the business?
	

	Are the requirements of business activity and self employment understood?
	Is the concept for the business feasible? Is there a market and are the provided goods/services practical?

	Is the planned venture well organized, are long term and short term goals set out?
	


Ultimately, the feasibility of this venture is uncertain, so it is imperative that Dan and Nicole can meet all other requirements in establishing a business which is likely to succeed. Clearly, good entrepreneurial skills are essential if this business is to achieve the goal of providing a nation-wide service.

Future Possibilities

Dan and Nicole have indicated that they wish to expand the business to a national level, and perhaps involve their children in the business. It is recommended that the business starts off touring perhaps one or two highly reputable regions of the wine industry which are conveniently located, and to gradually expand services. Conceivably, the business could become a large corporation in maturity or post-maturity. Consequently, this business would generate greater cash flow, which could be directed into business efficiency, marketing, broadening services or buying out competition.
Conclusion

The best ownership structure for Dan and Nicole is dependent upon their entrepreneurial skills, starting capital, experience and goals for the business. Assuming limited funding and business experience, a partnership is strongly recommended as it is a simple, cheap option. However, the business may be later restricted by a partnership, and they may have to change their business to a private company to continue growth. A private company is more expensive and complex, but provides personal liability protection and greater growth potential. It is essential that Dan and Nicole conduct rigorous market research. They will also need sound business guidance in today's economic climate.  They should establish a small, well run, profitable business partnership before attempting major expansion to a private company structure.
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PERFORMANCE STANDARDS FOR STAGE 2 BUSINESS AND ENTERPRISE 
	
	Knowledge and Understanding
	Analysis and Evaluation
	Communication
	Application

	A
	Comprehensive understanding of the complex nature and role of business and enterprise.

In-depth understanding and coherent explanation of a variety of business structures, including those of small business in a global environment.

In-depth knowledge and understanding of the relationship between business theory and practice.
	Perceptive and discerning analysis and evaluation of the factors involved in current trends, opportunities, and key issues affecting business and enterprise.

Insightful and well-informed evaluation of the economic, ethical, social, and environmental implications and consequences of business and enterprise practices in different contexts.
	Coherent and fluent communication of complex information and ideas about business and enterprise to suit the purpose and audience.
Comprehensive and highly proficient use of conventions, vocabulary, and terminology appropriate to business and enterprise.
Consistent and appropriate acknowledgement of a range of sources.
	Highly proficient use of technology that meets current business standards.

Selective and constructive application of knowledge and understanding of relevant business ideas, concepts, and practices.
Proactive and focused selection and use of relevant information from a range of sources.

	B
	Well-informed understanding of the complex nature and role of business and enterprise.
Some depth of understanding and clear explanation of different business structures, including those of small business in a global environment.
Detailed and well-considered knowledge and understanding of the relationship between business theory and practice.
	Well-considered analysis and evaluation of the factors involved in current trends, opportunities, and key issues affecting business and enterprise.
Thoughtful and informed evaluation of the economic, ethical, social, and environmental implications and consequences of business and enterprise practices in different contexts.
	Clear and well-structured communication of complex information and ideas about business and enterprise to suit the purpose and audience.
Proficient use of conventions, vocabulary, and terminology appropriate to business and enterprise.

Mostly consistent and appropriate acknowledgement of a range of sources.
	Proficient use of technology that meets current business standards.

Thoughtful application of knowledge and understanding of relevant business ideas, concepts, and practices.

Well-considered selection and use of relevant information from a range of sources.

	C
	Informed understanding of the nature and role of business and enterprise.
Considered understanding and competent explanation of different business structures, including those of small business in a global environment.
Considered knowledge and understanding of the relationship between business theory and practice.
	Informed analysis and evaluation of the factors involved in current trends, opportunities, and key issues affecting business and enterprise.

Evaluation of the economic, ethical, social, and environmental implications and consequences of business and enterprise practices in different contexts.
	Competent communication of information and ideas about business and enterprise to suit the purpose and audience.
Use of conventions, vocabulary, and terminology generally appropriate to business and enterprise.

Mostly appropriate acknowledgement of different sources.
	Competent use of technology that meets current business standards.

Competent application of knowledge and understanding of relevant business ideas, concepts, and practices.

Considered selection and use of relevant information from different sources.

	D
	Some awareness of the nature and role of business and enterprise.
Awareness and description of a business structure, which may be a small business in a global environment.
Recognition and some basic understanding of the relationship between business theory and practice.
	Basic description of one or more factors involved in current trends, opportunities, and/or key issues affecting business and enterprise.

Some consideration of the economic, ethical, social, and environmental implications or consequences of business and enterprise practices. 
	Some endeavour to communicate basic information and ideas about business and enterprise for a particular purpose or audience.
Inconsistent use of basic conventions, vocabulary, and terminology appropriate to business and enterprise.

Some acknowledgement of sources. 
	Basic use of technology which may not meet current business standards.

Some endeavour to apply knowledge and understanding of one or more business ideas, concepts, and/or practices, which have some relevance.

Selection and some use of information from more than one source, with some relevance.

	E
	Limited awareness of the nature or role of business and enterprise.
Attempted description of a business structure.
Awareness of a relationship between business theory and practice.
	Recognition of one or more factors involved in current trends, opportunities, or key issues affecting business and enterprise.

Limited consideration of any of the economic, ethical, social, and environmental implications or consequences of business and enterprise practices.
	Attempt to communicate one or two ideas about business and enterprise without necessarily taking into account the audience.
Limited and isolated use of conventions, vocabulary, and terminology appropriate to business and enterprise.

Limited acknowledgement of sources.
	Limited skill in using technology.

Recognition of the need to apply knowledge and understanding of business ideas, concepts, and practices, which may have some relevance.

Attempted use of information from more one or more sources, which may have some relevance.


Communication


The introductory sentences provide evidence of clear and well-structured communication of information to suit audience and purpose.





Additional comments


A review of the student’s work provides evidence of:





Communication


comprehensive and highly proficient use of terminology appropriate to business, e.g. viability, unincorporated business entities, delegation of responsibilities 


overall coherent and fluent communication of complex information and ideas about business and enterprise to suit the purpose and audience.


an extensive bibliography but greater reference to the use of these sources within the report would enhance the relevance of their inclusion. Overall this displays ‘mostly consistent and appropriate acknowledgement of a range of sources’.





Knowledge and Understanding


Comprehensive understanding of the complex nature of business is demonstrated through an intent to start small but with ambitions to expand at a national level over time.





Knowledge and Understanding


Provides evidence of in-depth understanding and coherent explanation of the structure of a partnership.





Application


This discussion demonstrates selective and constructive application of knowledge and understanding of relevant business ideas, concepts, and practices as an effective comparison of business structures is undertaken.





Application


Provides evidence of well-considered selection and use of relevant information from a range of sources.





Analysis and Evaluation


The conclusion and recommendations demonstrate well-considered, rather than perceptive and discerning, analysis and evaluation of the factors involved in current trends, opportunities, and key issues affecting business and enterprise. The student introduces a new concept such as economic climate, without supporting evidence earlier in the report.





Communication


Coherent and fluent communication of complex information and ideas about business and enterprise to suit the purpose and audience.





Communication


This paragraph gives a first impression of evidence of appropriate acknowledgement of a range of sources.





Knowledge and Understanding


Provides evidence that further supports demonstration of in-depth understanding and coherent explanation of the two business structures.





Analysis and Evaluation


Presentation of this table provides an instance of perceptive and discerning questions that are identified when analysing opportunities and issues affecting business.
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