     6th TOPIC – ADVANTAGES & DISADVANTAGES OF A CORPORATION

A corporation is a legal entity existing separately from its owners who are called stockholders. It may own property in its own name. So, the assets of a corporation belong to the corporation itself, not to the stockholders. It may sue or be sued as if it were a person, it may enter contracts, it is responsible for its own debts and pays income taxes on its earnings.
It offers advantages which are not available in other sorts of organisations. The most important ones are the following: 

1. No personal liability for stockholders.

Creditors of a corporation do not have a claim against the personal property of the stockholders but against the assets of a corporation. So, the money which stockholders risk by investing in a corporation is limited in comparison with the money of their investment. 

2. Ease of accumulating capital.

The sale of corporate ownership in units of one or more shares permits both large and small investors to take part in ownership of the business. In fact, some corporations have more than a million individual stockholders. 

3. Ownership shares are transferable.
Shares of stock may be sold by one investor to another without dissolving the business organisation. The shares of large corporations may be bought or sold by investors in organised financial markets, such as the Stock Exchange. In this way, they may convert their corporate ownership into cash by selling their stock.

4. Continuous existence

A corporation is a separate legal entity with continuous existence despite the changes in ownership.

         Among the disadvantages of the corporation are:
1. Heavy taxation

The income of a corporation is subject to income taxes which must be paid by the corporation. If a corporation distributes its earnings to stockholders, they must pay personal income taxes on the amounts they receive. The fact of first taxing corporate income to the corporation and then taxing distributions of this income to the stockholders is called double taxation. 
2. Greater regulation
A corporation comes into existence under the terms of state laws. The same laws may regulate considerably the activities of a corporation. For example, the withdrawal of funds from a corporation has certain limits which have been set by law. 
DEFINITIONS:

1. Firm that meets certain legal requirements to be recognized as having a legal existence, as an entity separate and distinct from its owners. Corporations are owned by their stockholders who share in profits and losses generated through the firm's operations, and have three distinct characteristics:

 (1) Legal existence: a firm can (like a person) buy, sell, own, enter into a contract, and sue other persons and firms, and be sued by them. It can do good and be rewarded, and can commit offence and be punished. 
(2) Limited liability: a firm and its owners are limited in their liability to the creditors and other obligors only up to the resources of the firm, unless the owners give personal-guaranties.

Read more: http://www.businessdictionary.com/definition/corporation.html
GLOSSARY
Corporation    a group of persons who have formed themselves into an association which 

itself has by law a separate legal existence quite different from the persons  

who compose it. The law allows it to continue to exist indefinitely although its 
members (shareholders) may change.
Entity 
  being
Stockholders  (U.S.A.) persons who hold stocks in a company, corporation.
Assets 
  all things owned by a business and having money value.
To sue 
  to bring a lawsuit or other legal action against somebody in a civil court.
Liability 
  the state of being bound by law to settle a debt, the debts owned by a 
                       business to its creditors.
 Investors         persons who invest money by buying stocks and shares.
Shares of stock    if all its shares are fully paid, a company may convert them into capital 
                             stock, which can be divided and sold in any smaller amounts of stock.
Income tax     tax on personal income which is the main means of obtaining money by the 
                       government.
Regulation 
 control and management
 I. READING COMPREHENSION

A. Questions.

1. Describe the nature of a corporation.

2. Name the main advantages and disadvantages of a corporation.

3. Do creditors of a corporation have a claim against the assets of it or against the 
            personal property of the shareholders?

4. In what sense has a corporation perpetual existence?

5. Explain the meaning of the term ‘double taxation’ as it applies to corporate profits.

6. How does a corporation come into existence?

B. Choose the word or phrase which best completes each sentence.

1. A corporation is a legal entity existing separately from its owners who are called 
           …………………..
a. stockholders 

b. stockbrokers 
c. stockjobbers 
d. stockmen
2. The ………………….. of a corporation belong to the corporation itself, not to the 
          stockholders.
a. funds 


b. premises 

c. assets 

d. commissions
3. The shares of large companies may be bought or sold by ……………. in 
           organised financial markets.
a. sellers 

b. investors 

c. buyers 

d. individuals
4. A corporation is a separate legal entity with continuous existence despite the   

           change in    ………………..
a. companionship  
b. survirorship 
c. ownership 

d. relationship
5. If a corporation distributes its earnings to stockholders, they must pay personal 
            …………………… on the amounts they receive.
      a. income taxes 

b. income profits 
c. income stocks 
d. income statements

6. The withdrawal of funds from a corporation has certain ……………… which have 
 been set by law.

a. borders 

b. limits 

c. boundaries 
d. degrees

II. TERMINOLOGY PRACTICE

A. Choose the word which fits best in the space left in each sentence.

       legal – investors – corporations – debts – assets – stockholders – entity – shares - itself
1. A corporation is a legal ……………….. which may possess property in its own name.
2. The assets of a corporation belong to …………….. and pays income taxes on  

            anything it earns.

3. It is responsible for its own …………… and pays income taxes on anything it earns.

4. Creditors may have a claim against the …………………. of the corporation. 

5. It permits both large and small ………………….. to participate in ownership.
6. Some ……………….. have more than a million stockholders. 

7. The business organization is not dissolved if ………………… of stock are sold by one 
            investor to another.
8. In spite of the changes in ownership, it is a ………………… entity with continuous 
            existence.

B. Complete each sentence with the appropriate form of the word in brackets.

1. (corporate) The shares of a ……………… my be bought or sold by investors in the Stock Exchange.

2. (legalize) A corporation is a separate …………… entity with continuous existence.
3. (taxation) The income of a corporation is subject to income ……………
4. (earn) If it distributes its ……………. To stockholders, they must pay income taxes on the amounts they get.

5. (regulations) The state laws may …………….. the activities of a corporation.

6. (withdrawal) The …………….. of funds from a corporation has certain limits set by law.

C. Choose the right word or phrase a, b, c, d.

1. With rocketing costs and inflation, the whole future of the company is in …………….
a. the air  

b. deep water 
c. dead earnest 
d. balance
2. Mr Anderson was charged with …………. the funds of several companies.
a. misappropriating  b. mislaying 

c. mistaking 

d. misplacing
3. The manager was very ……………. with me about my prospects of promotion.

a. sincere 

b. friendly 

c. just 


d. frank
4. He believed that promotion should be awarded on ……, not on length of service.
a. equality 

b. merit 

c. purpose 

d. characteristics

5. You will have to give ……………. to the manager for your actions.
a. report 

b. account 

c. narration 

d. explanation
6. With such qualifications, I doubt if he is …………. for the post in this large corporation. 
a. in demand
 
b. in the running 
c. in good form 
d. in return

IV. ACTION

A. Choose the correct word in the following text.

                  



   INVESTMENTS
People with savings to spare have to be tempted to invest in a 1. corporation / factory; therefore, a wide variety of 2. dividends / shares and bonds is offered to them.

Ownership shares are 3. changeable / transferable so they may be sold by one investor to another as well as bought or sold by investors in the Stock Exchange. Some people want a high 4. return / change on their capital, and to obtain it they are prepared to run some 5. danger / risk.

Others want security for their savings, even though the rate of 6. exchange / interest is lower. Security is particularly difficult to ensure in 7. inflationary / economic times.
For instance, to invest in Government Securities it is 8. absolutely / nearly secure, because if you leave them in for 50 years, you will receive £1 back for every £1 you invested, but if that £1 buys only 20 pence worth of goods because of inflation over years, you really have lost money on the investment.

Then we say that the 9. named / nominal value has remained the same, but the 10. real / genuine value has declined.
B.     Match the words on the left with the words on the right.

1. ownership 

a. Exchange

2. run 


b. securities

3. rate 


c. value

4. inflationary 

d. taxes

5. Government 

e. taxation

6. Stock 


f. value

7. nominal 

g. times

8. real 


h. of interest

9. income 

i. shares

10. heavy 


j. a risk
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