
Definitions p18 
1. Define: Command economy (Communism) 

2. Define: Competition 

3. Provide term for: Recognises corporations as legal 
persons with certain rights and responsibilities in 
the same way that individual citizens have rights 
and responsibilities as members of the community. 
As a legal entity, a corporation has certain rights 
and is bound by responsibilities. 

4. Define: Corporate entrepreneurship / 
Intrapreneurship 

5. Provide term for: A company’s commitment to 
invest pre-tax profits in community-based projects, 
it does not refer to a company’s contribution to 
society through its core business activities or local 
business development. 
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Chapter content 

• Introduction 

• The legal form of ownership 

• Developing a business plan for the new 
business 

• The location of the business 

• Summary 

 



Introduction 

• Different forms of enterprise available to the 
entrepreneur outlined 

• Factors in selecting appropriate form of 
enterprise 

• Characteristics of enterprises discussed, as 
well as advantages and disadvantages 

• Entrepreneurs who are aware of options can 
make informed decisions 

• Basic content of business plans 

• Location factors of a business 



The legal form of ownership 

• Considerations in choosing a form of 

enterprise: 

o Legal (or juristic) personality 

o Limited Liability 

o Degree of control or management authority 

o Potential for capital acquisition 

o Compliance with legal formalities and regulations 

o Taxation 

o Transferability of interests. 



The sole proprietorship 

• Simple to create 

• Least expensive way 
to start a business 

• Owner has total 
decision-making 
authority 

• No special legal 
restrictions 

• Easy to discontinue 

 

• Owner is personally liable 

• Limited diversity in skills 
and capabilities is 
available 

• Owner has limited access 
to capital  

• Lack of continuity 

 

 

 

 

 

 

 

Disadvantages 

 

 

 

 

 

 

Advantages 



The partnership 

Advantages 

• Ease of formation 

• Diversification of skills 
and abilities of partners 

• Legal and natural 
persons may be partners 

• Increased opportunity for 
accumulation of capital 

• Minimal legal formalities 
and regulation 

 

Disadvantages 

• Personal liability of 

partners 

• Relative difficulty in 

disposing an interest in 

the partnership 

• Potential for conflict 

between partners 

• Lack of continuity 

 



The partnership 

• How partnerships are affected in terms of the 
Companies Act (No. 71 of 2008) 

o Previously only 20 members allowed 

o Companies Act changed this number to unlimited 
number of members 

o Greater number of partners could hold greater 
risk of personal liability 



The close corporation 

Advantages 

• Separate legal 
personality 

• Limited liability of the 
members 

• Increased capital-
acquisition potential 

• Management is 
relatively simple 

• Continuity 

 

Disadvantages 

• Membership is limited to 

ten 

• Juristic persons may not 

be members 

• No new close corporations 

may be registered 

• Could be subject to stricter 

accountability under 

Companies Regulations, 

2011 

 



The close corporation 

• How CCs are affected in terms of the 
Companies Act (No. 71 of 2008) 

o No longer possible to register new close 
corporations 

o Companies may no longer convert to close 
corporations 

o Certain close corporations must comply with 
stricter legal requirements 

o Identical regulation requirements apply to close 
corporations and private companies 

o Close corporations must now adhere to Close 
Corporations Act and Companies Act 



The company 

Advantages 

• Legal/natural persons 
shareholders/members 

• No restrictions on 
number of shareholders 

• Limited liability 

• Ability to raise large 
amounts of capital 

• Separate ownership 
and control 

• Continuity and 
transferability of shares 

 

Disadvantages 

• High degree of legal 

regulation 

• High operational costs 

 



Differences between public 
company and private company 

• Differences in the number of members 

required and allowed 

• Differences in director number requirements 

• Differences in transferability of shares 

• General public can not subscribe to the 

shares of a private company 

• (Pty) Ltd versus Ltd 

• Private company not as strictly controlled as 

public company in terms of legal regulations 



The company 

• How companies are affected in terms of the 
Companies Act (No. 71 of 2008) 

o Simplified registration procedure 

o Classification of companies will change to 2 
types: profit and non-profit companies 

o Stricter requirements for public companies 

o Corporate governance 

o Board of Directors to have more decision making 
power 



The business trust 

• Becoming increasingly popular 

• Established out of an ordinary trust 

• Has objective of conducting business for 
profit 

• Is not a juristic person 

• Regarded as a separate tax payer 

• Income tax on income according to the 
conduit principle 

• Transfer of the interest of a beneficiary done 
by a variation of the trust deed 



The business trust 

Advantages 

• Ease of formation 

• Natural and legal 
persons are parties to 
a trust 

• Limited liability 

• Extreme flexibility 

• Absence of legal 
regulation 

• Continuity 

 

Disadvantages 
• Limited access to capital 

• Potential for conflict 
between parties 

 



The business trust 

• How trusts are affected in terms of the 
Companies Act (No. 71 of 2008) 

o Define business trust under juristic persons 

o Unclear why this decision was made 



The objectives of a business plan 

1. Most important objective is to identify and 
describe the nature of the new business 
opportunity or venture 

2. Second objective is to present a written plan 
of how the entrepreneur plans to exploit the 
opportunity 

3. A third objective of the business plan is to 
attract investors, or to persuade a bank or 
other institution or person who provides 
financial resources, to lend the entrepreneur 
the money he/she needs to establish the 
new business 



Importance and necessity of the 
business plan 

• To sell the business to yourself – you need to 
convince yourself that starting the business is 
right  

• To obtain bank financing 

• To obtain investment funds 

• To arrange strategic alliances 

• To obtain large contracts 

• To attract key employees 

• To complete mergers and acquisitions 

• To motivate and focus the management team 



Stakeholders in a business plan 

Internal stakeholders 

• Management team 

• Employees 

 

 

 

External stakeholders 

• Customers 

• Investors 

• Banks (four Cs of loan 

application evaluation) 



Stakeholders in a business plan 



Matrix for evaluation of business 
plans 



The scope of the business plan 

• How much planning is needed? 

• Consider the following: 

o Style and ability of the entrepreneur 

o Preferences of management team 

o Complexity of the product or service being offered 

o The competitive environment 

o The level of uncertainty in business environment 

 



The format of the business plan 

• Determine who should write the plan 

• Identify the necessary skills to write the plan 

• There are no rigid rules regarding the format 
of the business plan 

• Appearance is important 

• Length depends on the type of business and 
can vary from 5 to 20 pages 



The content of the business plan 

• The executive summary 

• The general description of the venture 

• The products-and-services plan 

• The marketing plan 

• The management plan 

• The operating plan 

• The financial plan 

• The supporting materials 



Overview of a business plan 



Outline of a simple business plan 



A general description of the new 
venture 

• Some important questions to address: 
o What is the mission statement? 

o What type of business is it? 

o What is the primary product or service? 

o What customers are served? 

o In what industry do they operate? 

o What is the current and predicted state of the 
particular industry? 

o What are its objectives? 

o What are the distinctive competencies? 



Determining the financial needs 
of the new venture 

• Essential that the entrepreneur understands 
financial statements and how to interpret 
them 

• Entrepreneur must understand how 
profitability is assessed 

• Entrepreneur must have the ability to 
determine the venture’s financial 
requirements 



Location factors 

• Sources of raw materials 

• Availability of labour 

• Proximity of, and access to, the market 

• Availability and cost of transport facilities 

• Availability and costs of power and water 

• Availability and costs of a site and buildings 

• Availability of capital 

• Attitude, regulations and tariffs of local 
authorities 

• The existing business environment 



Location factors (continued) 

• The social environment 

• Climate 

• Central government policy 

• Personal preference 



Summary 

• Legal forms of business 

• Characteristics, advantages and 
disadvantages of different types of entities 

• Development of a business plan for new 
venture 

• Location factors 



Activities 

1. Create a matrix with the following: 

• Columns with each business form 

• Rows with all elements that distinguish various 
business forms from each other. 

• Clear explanation of each suitable to use as 
study material for exams. 

2. Review elements of a business plan. 

3. Prepare definitions - p 19  


