L esson 6
Sole Proprietorship

We go to the market to buy items of our daily needs. Inthe market wefind avariety of
shops- some of them small and some of them big. We may find some persons selling
vegetables, peanuts, newspapers etc. on the roadside. We may also find cobbler
repairing shoeson thefootpath. Everyday you come across such types of shopsin
your locality. But have you ever tried to know how these businessesarerun? Who are
the owners of these businesses? What exactly does an owner do for any business?
You may say, the owner invests capital to start the business, takesall decisionsrelating
to business, looks after the day to day functioning of the business and finally, is
responsiblefor the profit or loss. Yes, you areright. The owner does exactly all these
things. If you go abit further, you will find that in some businessesasingleindividual
and in some businessesagroup of individuals perform all these activities. In thislesson
let usfind out moreabout the businessinwhich asingleindividual takesall initiativesto
start and run the business.

6.10bjective

After studying thislesson, youwill beableto:

explain the meaning of sole proprietorship form of business organisation;
list the characteristics of sole proprietorship;

describe the advantage and disadvantage of sole proprietorship; and
suggest the suitability of sole proprietorship form of business organisation.

6.2M eaning of Sole Proprietor ship

'Sole' meanssingle and 'proprietorship’ means ownership. It means only one person or
an individual becomesthe owner of the business. Thus, the business organisationin
which asingle person owns, manages and controlsall the activities of the businessis
known as sol e proprietorship form of business organisation. Theindividual who owns




Business Studies

64

and runsthe sole proprietorship businessiscalled a‘ sole proprietor’ or ‘soletrader’.
A soleproprietor poolsand organisesthe resourcesin asystematic way and controls
the activitieswith the sole objective of earning profit.

Isthere any such shop near your locality where asingle person isthe owner? Small
shopslike vegetabl e shops, grocery shops, tel ephone booths, chemist shops, etc. are
some of the commonly found sole proprietorship form of business organisation. Apart
from trading business, small manufacturing units, fabrication units, garages, beauty
parlors, etc., can also be run by asole proprietor. Thisform of businessisthe oldest
and most common form of business organisation.

Definition of Sole Proprietor ship

We can now define sole proprietorship as—

A business enterprise exclusively owned, managed and controlled by asingle
person with all authority, responsibility and risk.

Intext Questions 6.1

Which of thefollowing statements about sole proprietorship are True or False?

i)  Thebusinessisstarted by one person.

i) Itismanaged by employeesof the business.

i) Itissuitablefor manufacturing of steel.

iv)  Soleproprietorship businessincludes only shopkeepers.

V)  Therisk of the businessis shared with the employees of the business.

6.3 Characteristicsof Sole Proprietorship

Sol e proprietorship form of business organisations have thefollowing characteristics.

i Single Owner ship
ii. No sharing of Profit and L oss
iii. One-man’sCapital

Iv. One-man Control
V. Unlimited Liability
Vi. Lesslegal formalities

Now we shall discuss each of the characteristicsin details.

i.  SingleOwnership: A singleindividual alwaysowns sole proprietorship form of
business organization. That individual ownsall assetsand propertiesof the busi-
ness. Consequently, heaonebearsall therisk of the business. Thus, the business
of the sole proprietor comesto an end at thewill of the owner or upon hisdeath.

ii.  Nosharingof Profit and Loss: Theentire profit arising out of sole proprietor-
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ship business goesto the sole proprietor. If thereisany lossitisalso to be borne
by the sole proprietor alone. Nobody el se sharesthe profit and |oss of the busi-
nesswith the sole proprietor.

One man’s Capital : The capital required by a sole proprietorship form of
business organisation istotally arranged by the sole proprietor. He providesit
either from hispersonal resourcesor by borrowing from friends, relatives, banks
or other financial institutions.

One-man Control: The controlling power in a sole proprietorship business
always remains with the owner. The owner or proprietor alone takes all the
decisionsto run the business. Of course, heisfreeto consult any body as per his
liking.

Unlimited Liability: Theliability of the sole proprietor isunlimited. Thisimplies
that, in case of loss the business assets along with the personal properties of the
proprietor shall be used to pay the businessliabilities.

LessL egal Formalities: The formation and operation of asole proprietorship
form of business organisation requiresalmost no legal formalities. It a so doesnot
requireto beregistered. However, for the purpose of the business and depending
on the nature of the business, the sole proprietorship hasto haveaseal. He may
be required to obtain alicence from thelocal administration or from the health
department of the government, whenever necessary.

Intext Question 6.2

Fill intheblankswith suitableword relating to sole proprietorship business.

Theowner of thebus nessownsthe propertiesand assetsand bearsal the
of thebusiness.

All decisionsfor running the businessaretaken by the

Theowner arranges capital for thebusinessfrom resourcesor loans.
Theliability of theowner inthebusinessis

Thebus nessdoesnot requireregistration and almost no formalities.

6.4 Advantagesof Sole Proprietorship

Thesole proprietorship form of businessisthe most s mple and commonin our country.
It hasthefollowing advantages:

Easy to Form and Wind up: A sole proprietorship form of businessisvery easy
toform. With avery small amount of capital you can start the business. Thereis
no need to comply with any legal formalities except for those businesses which
required licence from local authorities or health department of government. Just
likeformationitisalso very easy towind up thebusiness. Itisyour sole discretion
to form or wind up the business at any time.

Direct Motivation: The profits earned belong to the sole proprietor alone and
he bearstherisk of lossesaswell. Thus, thereisadirect link between effort and
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reward. If heworkshard, then thereisapossibility of getting more profit and of
course, hewill bethe sole beneficiary of thisprofit. Nobody will sharethisreward
with him. This provides strong motivation for the sole proprietor to work hard.

Quick Decision and Prompt Action: Inasole proprietorship businessthe sole
proprietor aloneisresponsiblefor al decisions. Of course, he can consult others.
But heisfreeto take any decision on hisown. Sinceno oneelseisinvolvedin
decision making it becomes quick and prompt action can betaken on the basis of
thisdecision.

Better Control: In sole proprietorship businessthe proprietor hasfull control
over each and every activity of the business. He is the planner as well as the
organiser, who co-ordinates every activity in an efficient manner. Since the
proprietor hasall authority with him, it is possibleto exercise better control over
business.

M aintenance of Business Secr ets: Business secrecy isan important factor for
every business. It refersto keeping the future plans, technical competencies,
business strategies, etc,. secret from outsiders or competitors. In the case of sole
proprietorship business, the proprietor isin avery good position to keep hisplans
to himself since management and control arein hishands. Thereisno need to
disclose any information to others.

Close Per sonal Relation: The sole proprietor isalwaysin aposition to maintain
good personal contact with the customers and employees. Direct contact enables
the sole proprietor to know the individual likes, dislikes and tastes of the
customers. Also, it helpsin maintaining close and friendly relations with the
employees and thus, businessruns smoothly.

Flexibility in Operation: The sole proprietor isfreeto change the nature and
scope of business operations as and when required as per hisdecision. A sole
proprietor can expand or curtail his business according to the requirement.
Suppose, asthe owner of abookshop, you have been selling books for school
students. If you want to expand your business you can decideto sell stationery
items|like pen, pencil, register, etc. If you are running an STD booth, you can
expand your business by installing afax machinein your booth.

Encour ages Self-employment: Sole proprietorship form of business organisation
leadsto creation of employment opportunitiesfor people. Not only isthe owner
self-employed, sometimes he al so createsjob opportunitiesfor others. You must
have observed in different shopsthat there are anumber of employees assisting
the owner in selling goodsto the customers. Thus, it helpsin reducing poverty and
unemployment inthe country.

Intext Questions 6.3

Which of thefollowing statementsrelating to sole proprietorship aretrue?

)

Sincethe sole proprietor hasto bear therisk of lossalone, thereisno motivation to
work hard.

Information about the customer’slikesand dislikesiseasily availableto the sole
proprietor.

Secrecy can be maintained in asole propritorship form of businessorganisation.
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The business becomesrigid as changesin the nature of activities cannot beeasily
brought about.

Such bus nesses generate empl oyment opportunitiesfor other peoplea so, apart from
theowner.

6.5 Limitationsof Sole Proprietor ship

One-man business is the best form of business ogranisation because of the
above-discussed advantages. Still there are certain disadvantagestoo. Let uslearn
thoselimitations.

Limited Capital: In sole proprietorship business, it isthe owner who arranges
therequired capital of the business. It isoften difficult for asingleindividual to
raise ahuge amount of capital. The owner’sown fundsaswell asborrowed funds
someti mes becomeinsufficient to meet the requirement of the businessfor itsgrowth
and expansion.

Unlimited Liability: In case the sole proprietor fails to pay the business
obligations and debts arising out of business activities, his personal properties
may have to be used to meet those liabilities. Thisrestrictsthe sole proprietor
from taking risks and he thinks cautiously while deciding to start or expand the
businessactivities.

L ack of Continuity: The existence of sole proprietorship businessislinked to
thelife of the proprietor. I1Iness, death or insol vency of the owner bringsan endto
the business. The continuity of business operation istherefore uncertain.

iv. Limited Size: Insole proprietorship form of businessorganisation thereisalimit
beyond which it becomes difficult to expanditsactivities. Itisnot alwayspossible
for asingle person to supervise and manage the affairs of the businessif it grows
beyond acertain limit.

v. Lack of Managerial Expertise: A sole proprietor may not be an expert in
every aspect of management. He/she may be an expert in administration,
planning, etc., but may be poor in marketing. Again, because of limited financial
resourcesit is also not possible to employ a professional manager. Thus, the
businesslacks benefits of professional management.

Let SumUp

Advantages Limitations
» Easy toformand wind up . Limited Capital
» Direct Motivation . Unlimited Liahility
* Quick Decision and Prompt . Lack of Continuity
Action . LimitedSize
e Better Control . Lack of M anagerlal
* Maintenance of Business Secrets Expertise
» ClosePersonal Relation
* Flexibility in Operations
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6.6 Suitability of Sole Proprietor ship Form of Business

Let usconsider thetype of businesses where sole proprietorship form ismost
suitable.

Sole proprietorship form of business organisation issuitable:

Wherethe market for the product issmall and local. For example, selling grocery
items, books, stationery, vegetables, etc.

Where customersare given personal attention, according to their personal tastes
and preferences. For example, making special type of furniture, designing gar-
ments, etc.

Wherethe nature of businessissimple. For example, grocery, garmentsbusiness,
telephone booth, etc.

Where capital requirement issmall and risk involvement is not heavy. For ex-
ample, vegetablesand fruitsbusiness, teastall, etc.

Wheremanual skill isrequired. For example, making jewellery, haircutting or tai-
loring, cycle or motorcyclerepair shop, etc.

Intext Questions 6.4

Fill intheblankswith suitablewordsin thefollowing statementsrel ating to sol e proprietor-

shipbusiness.
i)  Thesoleproprietor may not be ableto raise adequate for theexpansion
of business.

Thelifeof the businessdependsonthelifeof the

Duetolimited financial resourcesand limitation of the expertise of the owner, the
businessmay lack professional

Thebusinessissuitablefor smplebusinesswhere skill isrequired.

Sole proprietorship caters best to the needs of customerswherethe market for the
productis and

6.7 What You Have L ear nt

SoleProprietorshipisaform of businessorganizationinwhichasingle person owns,
managesand controlsthe businessenterprisewith al authority, responsbility and risk.
Theindividual who ownsand runsthebusinessiscalled the* Soleproprietor’.

In sole proprietorship businessthereissingle ownership. The soleproprietor controls
thebusinessand hig/her liability isunlimited. Theproprietor bearsthe profit or loss
and investsthe capital from own sources. He/shemay borrow it from friendsand
relativesor may takeloan from banksand other financia institutions. Starting and
operating the businessdoesnot requireany lega formalities.

Soleproprietorship businessiseasy toformand wind up. Inthisbusiness, decisions
aretaken quickly, better control can be exercised over the businessactivitiesand
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secrecy can be mantained. Owner isthe sole beneficiary of profit of the business.
Personal contact with customer and flexibility in operationsispossible. Employment
opportunity for the owner and for othersisalso created by thisform of business
organisation.

Theinsufficiency of capital and unlimited liability of soleproprietor restrictsthegrowth
and expansion of sole proprietorship business. Lifeof thebusinessisdependent onthe
lifeof the proprietor which leadsto uncertainty initscontinuity. Thisform of business
organisationsalso suffer fromthelimitations of small size of thebusinessandisde-
prived of the benefit of professional management.

Soleproprietorship form of businessissuitablefor smplebusinessinvolving lesscapi-
tal andlow risk. Businessrequiring manual skill or persond attentionto customersare
generally organised intheform of sole proprietorship.

6.8 Terminal Exercise

© ©o N o g bk~ wDdPE

11.

12.
13.

14.

Define ‘ Soleproprietorship’.

What ismeant by Sole Proprietorship form of busi ness organisation?

What ismeant by one-man control in sole proprietorship form of business?

Can asoleproprietorship businessexist forever? Justify your answer.

Describe how sole proprietorship facilitates empl oyment generation.

Inwhich conditionsis sole proprietorship asuitableform of businessorganization?
Statethe main characteristics of sole proprietorship.

Statefour advantagesand four limitations of sole proprietorship business.

How doesunlimited liability lead torisk for the sole proprietor? Explainwiththehelp
of anexample.

Explain how sole proprietorship business gives better control and prompt action.
[llustrate your answer with suitable examples.

Define* Sole Proprietorship’. Explain any four characteristicsof thisform of business
organisation.

Describe any six advantagesof sole proprietorship form of businessorganization.
What ismeant by soleproprietorship? Discussany four limitationsof soleproprietor-
ship formof businessorganisation.

‘ Soleproprietorship form of businessisthebest form of business . Do you agreewith
thisstatement? Justify your answer.

6.9 Key tolntext Questions

6.1 1) True ii) False, iii) Fase, iv) False v) Fase

6.2 1) risks,ii) proprietor, iii) persond, iv) unlimited, v) lega

6.3 i) Fase ii) True,iii) True iv) False, v) True

6.4 1) Capitd, ii) Proprietor/owner, iii) Management, iv) Manud,

v) Limited, localised.
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(Activity For You )

i.  Survey theshopsinyour nearby market and makealist of different shops. Iden-
tify at least five businessunitsowned by singleindividuals.

ii.  Askany shopkeeper of asmall shop inyour locality about the problemsfaced by
him in expanding hisbusinessactivities.
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