Taking Care of Business 

STRUCTURING CHANGE

ANSWERS WILL VARY, BUT THIS IS A BROAD CONCEPT TO ASSIST IN THE DISCUSSION:

PARTNERSHIPS
Use prior knowledge of advantages and disadvantages of each structure model.

Application to Abdul’s situation:

This may improve Abdul’s financial picture, but is dependent on how much the partner has to invest and the terms in the partnership agreement. He might look at foreign investors as an option.

Control:
Change from sole proprietorship to partnership results in loosing some control of the business. 

Risk:

Instead of a general partnership, Abdul may consider a limited partnership that covers only what he has invested in the company.

Financial:
This is dependent on how much capital the partner brings to the business. This can offset the concerns about loans and future expansion.

CORPORATION

Use prior knowledge of advantages and disadvantages of each structure model.

Application to Abdul’s situation:
Abdul wants to expand and hire more employees. He could sell stock in the business and corporations are favored structure for a company involved in manufacturing or production.

Control:
This depends on the amount of stock sold and the number of shareholders. Abdul should retain more stock then any of the shareholders.

Risk:
No personal liability.

Financial:
Corporations offer more clout in securing loans and pooling resources. Attracting skilled labor is a benefit as well. However, taxes and fees increase the operating costs.

In order to establish a corporation, Abdul must be mindful of the following:


Copyright


Trademark


Patents


Certification


Charter “Articles of Incorporation”

Hiring a corporate attorney is recommended.

HYBRID
Use prior knowledge of advantages and disadvantages of each structure model.

Application to Abdul’s situation:

Since Abdul need to purchase equipment, office space and hire more employees to expand the business, a hybrid could be formed to reduce risk by eliminating liability a nod increasing resources for a production or manufacturing type of business. However, if Abdul plans to open plants or offices in other countries, hybrid ownership structure may not be legally recognized in foreign countries. The hybrid structure is required to dissolve after a specific period of time. If Abdul plans to move or to form other businesses. A hybrid might be an option since it is a flexible and easily transferable owner ship structure.

Hybrids vary from state to state and this would lead to costs associated with verification of statutes or laws within each state. 

Changing from sole proprietorship to hybrid ownership structure affects:

Control:     This is determined by the operating agreement in regard to how the members want to be involved in the day to day management of the company. Since Abdul wants more control this would have to be included in the agreement with the members.

Risk:     Abdul eliminate his personal liability by using a hybrid ownership.

Financial:
This ability to secure loans and establish is increased and eliminates the dual tax burden. However, if the business operates out of state, or in foreign countries, it might pay higher fees or tariffs.

Abdul must obtain a copyright, trademark or patent for any new ideas or products to protect the business. He needs to check with federal or state government offices or search the Internet for these procedures. He needs to check with professional trade associations for any certification information. As a hybrid, Abdul must register the company to do business with t he state where the business is located. The hybrid is subject to various initial and annual fees. The fees are generally much less that those o a corporation. Some states will require that Abdul and other hybrid members develop and file an operating agreement. Furthermore, Abdul will need to contact the secretary of state/s office for details. Consulting an attorney to help with the details is not required, but is still recommended.

