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30 OBJECTIVES

After readingthis Unit you would be able to:

e describe thefeatures of the main businessforms, like sole proprietorship, partnership,
company, etc.

know the advantagesand disadvantages o these business forms, and
appreciatethefeaturesdf each businessform.

31 INTRODUCTION

INTS1Unit 5 wediscussed the varioussegmentsof thetourismindustry alongwith different
types of services. You are aso aware that tourism facilitiesand servicesare provided by a
variety d organisationswith differenttypesd ownership. Theseinclude both, PublicSector
aswdl asPrivate Sector Organisations.Besides, in thissector, profit oriented and non-profit
oriented organisationsalso co-exist. Apart fromorganisationsthereare peoplewho provide
tourism services and facilitiesin individua capacitiesor in groups. Infact, in each sector o

tourismyou comeacrossenterprisesd dl sizesandforms Suchadiversitydf corporateforms
is hardly seen in other industries. Here you must remember that the functions of all

" enterprisesin tourismareaimed at transfor mingavailabler esour cesintotourism products
i.e. services, attractionsand facilities. These enterprisesor businessformsare influenced
" by a variety of factors like financial resources, taxation regulations and constraints,
management kills, personal objectivesand moativation etc. o al thoseinvolvedin planning,
developing or operations.

This Unit dealswith the principal businessforms. How these business forms differ from
each other isanother aspect dealt within the unit. Besidesthis, the main advantagesaswell
as disadvantages o each businessform are dso discussed. The Unit begins with a brief
description d the conceptsd market, service and industry.
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32 SERVICE, MARKET AND INDUSTRY.

Thebasi cactinsocia growthand progresshasbeen productionfor surviva and devel opment.

One d theimportant ways in which societies can be classified is according to the wey the
production processisorganised and the way commoditiesare exchanged. Thisbringsusto
anew term, commodity. What doesthismean and how isit different from agood?

WEéll, agood is athingwhich gives us some satisfaction or utility when we use it or consume
it. Your food, clothes, booksare dl goods. What distinguishesa commodity fromagoodis .
that acommaodity isthat goodwhichisproducedfor exchange, that is, tobe bought and sold.
Let usgivean example. Supposeyou have akitchengardeninyour backyard. Hereyou grow
some vegetablesfor your own consumption. Thesevegetables are goods and they giveyou
utility but they arenot commoditiesbecause they were not produced for salein themarket.
They becomecommaoditiesonly if you produce them for sale.

321 Service

I sit only goodswhich can becommodities?Theanswer isthat apart fromgoods, servicescan
aso be commodities. For example, when you drive your own car for personal work your
drivingis not acommodity. But when you driveit on payment basisyou sdll your drivingasa
serviceand it becomesa commodity. Servicesare intangibleand the tourism productshby and
large are serviceswhich are consumed in the processd their production.

3.2.2 Market

Buyingand sdlling of goods and services and production of goodsand services for exchange
isthe hdlmark o the market sysem of production and exchange. Here, market is not what
we understand by itseveryday meaning asa placewheregoodsare bought or sold. Rather, it
is, an abstract term which seeksto denotea sysem which is organised in a way wheregoods
are produced, sold and distributed by voluntary exchangebetween people. In contrastis
the production and distribution through whet is called command, that is controlled by the
Stateor the Government. Wecanspeak d themarket for agpecific commodity,for example, «
the market for tour packagesor the market for hotels. Among the components d a market
ontheonesidearethesuppliersor sdllerswhichincludethe producers, merchants, retailers,
franchisers, etc. On the other hand are the buyers, i.e. the consumers o the goods and
services. The consumers have ademand for the goodsor servicesand the sellerssupply the
goodsand services. Theseforcesd demand and supply arewhat drivethe market sysemor
the market. The main device here is the price d the goods and services. Prices of
commoditiesarethe most important 'signas which convey information to buyersand sellers
about how'muchtosell and buy.

Usudly, sellerswill supply more, other thingsremainingthesame, if the priced acommodity
goes up, because they expect to earn more. Buyers, on the other hand, will buy lessof a
commodity, other thingsremaining the same, if thepriced thegoodrises becausethey find
it more expensive. For example, if airline ticketswereto cost more suddenly, people might

¢ travel lessby air. At any given price, if supply exceedsdemand, pricestend tofal. On the

other hand, at any given price, if demand exceeds supply, there is an upward pressureon
prices. Because of the pivota role of prices, the market sysem is aso caled the price
mechanism.

\

323 Indugry

InTS-1 Block 2, wediscussed Tourism asan Industry. L et usonce again darify the meaning

" d the term industry. When we use the word 'industry’ we think of some scientific or

engineering process o production. We limit our discussionto sectorslike ‘iron and steel’,
chemical industries, etc. However, for our purposes, the term 'industry' has moregenera
connotations. Industry is taken to mean the totality of production d a particular good or
sarvice. Thus,there may be several different firms or companies manufacturing motor cars

. but for dl the cars in the economy, we may speak o the car industry. Similarly, different

firms, individuals or groups provide tourism products and services but we use the term
tourismindustry for al productsand suppliersd tourism productsand services. Let usnow
discussthe main businessor corporateforms.



33 SOLE PROPRIETORSHIP

A proprietor is'the person who owns and controls business. As the name suggests, sole
oroptietorshipisaform o businesswhich isowned and contr olled by oneperson. It isonly
he owner whotakestherisks, mobilisesresour ces, receivesthe profitsor bearsthelosses.
Suppose you open a shop which offers crafts and art objectswhich the tourists buy, or you
open alodge, in this case you would be a sole proprietor. Thiswould be in spite of your
employing a sales person or a receptionist etc. Usually, whenyou hear the phrase"starting
onNe's own business' you can take it to mean a sole proprietorship. In fact numericaly
speaking, sole proprietorshipisthe most common businessform.

33.1 Salient Features

Theseinclude:

1) SingleOwnership: Thereisasingle person owning the business, with no partnershipor
co-operativestructure.

2) Personal Organisationor Common Identity: Thismeansthat the personisthebusiness
and the business is the person. Unlike a company where the firm or the business
organisation has legd entity whichis separate from and independent o the owner, in
sole proprietorship the person and the business 'firm' are the same. This has certain
implications, such asthat the person pays persona incometax on al earnings.

3) Sdf Finance: Insoleproprietorship, financeisemployedby the personfrom his/ber own
resourcesor by borrowing. The person cannot issuesharesor bondsto raisemoney in
the market.

4) Profitsand L osses: In sole proprietorship,the profitsaccruingfrom the business, or the
losses, if any, belong to the businesspersonand are not to be shared with anyoneelse.

5) Registration : Unlike partnershipsor companies, there is no specia legidation which
governs sole proprietorship. For Companies there is the Companies Act, for
Co-operativesthere is the Co-operative SocietiesAct and for partnershipthereisthe

- PartnershipAct. But there isnosimilar legidationfor sole proprietorships.

33.2 Advantages
As compared to other businessforms, sole proprietorshiphassevera advantages:

1) Itisveryeasyto set upand dissolve. The personwishingtoset up a businessdoes not
have to go through complex legal and bureaucratic procedures. Usually sole
proprietorshiprequiresless capital than other businessformsto set up, sinceitsscaleof
operation is lower. Similarly, the business can be dissolved quickly as there are no
partnersor shareholdersor directorswhose permissionisrequired.

2) For decision making the owner enjoys independenceand flexibility. The owner can
decideor changedecisionsquickly asper onesown wishes. Hence, thetimelag between
desirefor adecision and implementing the decision can be very small.

3) Retentionsdf all the profitsactsasan incentivetowardseffort and efficiency.

4) Thesole proprietor canrespond to changesin market conditionsand consumer needs
quickly.Supposeyou run asouvenir shopand find that touristshavelately showna lower
preferencefor one kind o itemand ahigher preferencefor some other, you can quickly
stop storing that item for which the demand hasfallen and increasethe quantity o that
item for which the demand has gone up.

5) In sole proprietor ship business confidentiality can be maintained more successfully.

Corporate Formsin Touriam

27



Understanding
Entrepreneurshipand
Management

3.3.3 Disadvantages

Sole proprietorship as a business form is not without disadvantages.. Some of the
disadvantagesare:

1) Since it has unlimited liability, this may inhibit risk-taking and lead to overcautious

2)

3

4

decision making. The sole proprietor should not forget that in case of a huge loss,
personal assets aso can be attached in order to fulfill obligationsto creditors.

Financial capital resourcesarelimited to the owner's money. Borrowingisthere but that
would be against an asset or repaying capacity (which would depend on the income or
assets). Thismeans that the scale of capital mobilised may pot be of a very high order
and hence hinder therequired rate of expansion in acompetitivemarket. For example,
SuppOse a person runs a restaurant at which tourist coaches often stop. Suppose the
attraction or demand for the destinationincreasesand more touristsvist the site. The
number o tourist coachestaking a halt also increases. Thisdemandsan increasein the
capacity of the restaurant (add chairs, tables, waiters, foodstuffs, fuel, etc.) to cater to
theincreased demand. But if current profitsand incomeis not sufficient to make the
necessary investment, the opportunityto increasesalesor expand would be lost.

Thereisonly the owner to provide manageria skillsand thismay not be adequate asthe
businessgrows. New ideasand methodsmay berequired. Although, the soleproprietor
may 'change with the times, he may ill find the going rough in the absence o
manageria and businessskill inputsfrom others.

Sole proprietorship hasanother disadvantagei.e. physical illness or absencefromwork
d the owner could adversely affect the business. Moreover, one person cannot dways
do everything.

Check Yaur Progress - 1

1

2)

3

What are the mainfeatures of sole proprietorshipasabusinessform?

.................................................
.................................................

..................................................

L T T T
.................................................
.................................................

.................................................
.................................................
.................................................

.........................................



4 PARTNERSHIP

\ry two or more persons can get together to forma partnership for doing some business.
~ach may agreeto provide someamount o work and capital. They also agreeto sharethe
rofits. They may agree to share losses and debts. An oral agreement would suffice, but
iudly a proper written legal agreement isdrawn up spelling out the terms and conditions.

—

A partnershipis an association of two or more persons who operatea business, for
example atrave agency or a hotel as eo-ownersunder someagreement.

t may happen in some casesthat a partner may take no active part in decision making or
perations. | n that case the partner is called a9 eeping partner and haslimited liability.

.4,1 Advantages

"heseinclude:

) A partnership as compared to a Joint Stock Company iseasier to set up asthereare
fewer legal requirements. Itisalsoeasier todisolve.

) For similar reasons as mentioned for sole proprietorship, a partnership showsgreater
flexibility as compared to acompany.

) As compared to sole proprietorship, a partnership, because there is more than one
businessman, providesfor greater manageria and entrepreneurial skillsto draw upon.

) A partnership is usualy able to -mobilise more financial resources than a sole
proprietorship, Smply becausethere are more peopleto raise finance.

3.42 Disadvantages
\ partnership aso has disadvantages:

) Its principa disadvantage stems from its properties o unlimited ligbility and legal
responsibilityfor the action of the partners. Each partner isliable without limit to the
ful extent of his/her personal property or asset for al debtsincurred by the partnership.
Suppose a partner owns 25% per cent of the businessand the businessfails, then he or
sheW! berequired toreturn 25% o the debtsand the other partners the rest of the
75%. But in case they cannot pay any part o their assessment, then he or shemay be
asked to pay for dl partners. Legal responsibility for the action of the partnersarises
from the featuredf "mutual agency” involved in the principled partnership, according
to which each partner has powers to act as agent, to commit the whole partnership.
Hence, sometimes people are reluctant to commit their capital into enterprises over
which they exerciselittle control.

J

) Efficiency d apartnershipfirm may suffer if interpersonal relationsamongthe partners
Qo wrong.

3 Anabsenced consensusamong partnerscan affect theentirebusiness. For exampleone
may like to expand business, othersmay not.

A) Intei-personal problemscanlead to ong term problemsin continity also. -

5) Itisnot easy to dissolvethe businessasisthe casein sole proprietorship.

Corporate Forms in Tourfsm
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Check Your Progress -2

1)

2)

List the advantagesd partnership.

...............................................

.................................
................................................

.................................................

.....................................

.................................................
.................................................

.................................................

35 THE COMPANY

TheJoint Stock Company ishistoricaly thelatest of the businessownershipformsandisthe
mogt significant. It ishy far thedominant form of businessthroughout theworld. Thisholds
truein tourismindustry atso. AirlineslikeAir India, Lufthansa, TourismfirmsinIndiaand
India Tourism Development Corporation (ITDC) or Finance Companies like Tourism
Finance Corporationd India(TFCI) areal Companies. Thesized thebusnessd aJoint
Stock Company is much bigger than sole proprietorshipand partnership.

351 Features

Theseinclude:

D

2)

3

Asabusinessfirm, itisinitsdf alegd entity. Although partnerships haveto function
under alega Act called thePartnershipAct, apartnershipisaseparatelega entity only
inname. The partnersare jointly described as a"firm" but a partnershipdoesnot have
alega entity independent o its partners. A corporationon the other hand, is alegd
entity independent d shareholders. The company is autonomous and requires
incorporation.

The company isrelated to the sharecapital that israised and theway the divison o the
share capital occurs.

A company is characterised by perpetual succession. The life of a company is not
affected by the death, retirement, or insolvency of directorsor shareholders. It must be
noted herethat there are certain differences between partnerships and companies:

i)  Ashas been mentioned morethan once, acompany isincorporated. A partner-
ship, on the other hand hasnolegal entity o itsown. Partners arejointly called
firmsonly for convenience.

i)y A company and its members have limited liability while a partnership has un-
limited liability.
iii) Theshareor interest o a partner in the businessis not transferablewithout the

consentd dl co-partners. Company shareshy contrast are freely transferableat
theoption o the shareholders.



iv) Partnershipsaregoverned by the PartnershipsAct,whilec o m p e saregoverned
by the CompaniesAct, 1956.

Le usunderstand the different types of Companies.

352 Private Limited Company

In a private limited company, the businessis held and owned by sharehol ders, who must not
belessthan twoin number. It acquiresalegal entitywhichtakes formal shapewhen it isset
up in the Memorandum of Associationand Articlesd Association, alega requirement. It
hasalimited ligbility. Sharesin the company can be bought and sold but not to the general
public. The company cannot seek a quotation on the stock exchange. Even thoughthereis
limited liability, there are limitsto the conduct and behaviour of the directors, who haveto
takeresponsibility.

3.53 Public Limited Company

A publiclimited company must not be confused with a publicsector company which means
acompany owned by thegovernment. A publiclimited company bas caly meansacompany
whichisin the private sector, but the shares of which are open to thegeneral public. Inthe
case d a public limited company, membersd thegeneral public arefreeto buy and sell
sharesd the company. Hence the company can raise finance from numerousand diverse
sources. Some companies, through thestrengthd their Szeare ableto judtify and get a stock
exchangelisting. Thisfurther increasestheir ahility to raisecapital.

What are theadvantagesof apubliclimited company? Itsshareholdershavelimitedliabiity.
Thereislongterm continuity and ease o ownershiptransfer. Moreover, the company can
utilize specialised management skills and large capital resources. However, the public
limited company has certain disadvantages:

Such companiesare difficult and expensiveto set up.

There may be some inflexihility arising from problems of size, and this may lead to
organisational problems.

Motivationa problems may arise from a separationof ownership and control.

Ownershiprests with numerous shareholders while control infunctioningisexercised
by paid managerswho take decisions.

Animportant type df company isthe multinational company, whichas the namesuggests,
operates in severa countries athough it may be based in one country. In case of tourism,
international hotel chainsare a prime exampled multinational companies.

354 The Franchise

Thisisyet another form of business which exigts in the tourism sector. The franchise is
characterised by an agreement, called a franchising agreement, between two parties, a
franchiser and franchisee. Under afranchisingagreement, the franchiseeagreesto pay the
franchiser aroyaty or commissionapart fromaflat fee, in exchangefor the used anational
or international brand nameand, where appropriate, other helpsuch as building plantsand
site selection, as wdl as sometimes production methods, management and accounting
procedures. Establishingand runningthe businesswhile buyinginto afranchiseinvolveshigh

cogt, but risks are considerably reduced. Franchisingis quite prevaent in the restaurant
busnessandfoodindustry. -

36 OTHER FORMSOF ORGANISATIONS

Certainother formsof organisations are also therein tourism:

1) Tourism Departments: The Government of Indiaand variousState Governments have
tourism departments. These are non- profit making organisationsinvolved in tourism
policy formation, planning and promation. (seeTS-1Unit 5)

Corporate FO™S I8 7oy 4em
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2) Tourism Development Corporations: There are commercial profit earning
organisationsliketheI TDC d the Central Governmentor o StateGovernmentslikeM
P Tourism Development Corporationor Rajasthan Tourism Devel opment Corporation

etc. They run hotds, other accommeaodation units, conducted tours, guide servicesetc. on
commercia basis (see TS-1Unit 5).

3) Local Bodies: In some cases, the locd body like a municipality own leisure or sports
complexeswhich are also used by tourists. Besidestourist attractionsarebei ng built by
thelocal bodiesas joint ventureswith commercial enterprises.

4) Cooper atives: CooperativeSoci etiesareenterprisesowned andr un by thememberswho
form it. For example, craftmen may form a Cooperative to market their products to

tourists or those providing paying guest accommodation may form a Cooperativeto
market or run their accommodation.

Check Your Progress-3

1)  What disadvantagesdoesa public limited company have?

-------------------------------------------------

2)  Differentiatebetweena partnershipand ajoint stock company.

..................................................
.................................................
.................................................
..................................................

.................................................

37 LET US SUM UP

Thetourismindustry primarily suppliesservicesinthe market for tourism products. Wehave
seen that those goods and services which are bought and sold in the market are cdled
commodities.

The market for tourism, like mog markets is characterised by the exisence d severd
business forms: sole proprietorship, partnership and joint stock company. Al these forms
have their own advantagesand disadvantages. | n caseyou intend tostart your onnenterprise
you can keep thesein view and decide whether you want to go for sole proprietorshipor
partnership and so on depending on your resources and capabilities. Besides, a knowledge
d corporateformsisalso useful for dealingwith or workingin organisations.

37 KEYWORDS

Corporation: An incorporated company. Generally, any company

Dividend: the part of the profit which is not retained by the oompany and is distributed
among the sharehol ders.



Exchange:  an abstract term denoting the buying and sdlling d goods and services at their
prices

Share Capital: it isoned anumber d equal portionsin the money capital & acompany,
which entitlesthe owner to a portiond the distributed profits.

Stock Exchange: it is a market where the shares, aso cdled stocks d a company are
brought and sold. A stock exchangei sknown asasecondary market becausethe orginal owner
d thesharesd acompany sdls it to the new owners.

Turnover: thevaued total sdesrevenueearned by abusinessfirm over atime period

38 ANSWERSTO CHECK YOUR PROGRESSEXERCISES

Check Your Progress - 1

1)  Single ownership, Common identity, Unlimited ligbility, Profits do not have to be
shared. SeeSub-sec. 3.3.1

2  Essytosat upanddissolve Independenceand flexibility in decisionmaking, Incentive
towardseffort because sole proprietor getsto keep the profits, Proprietor can respond
quickly to changed market conditions, etc. SeeSub-sec. 3.3.2.

3) Financid capital limited to owner's money and borrowings, Manageria skillsmey be
inadeguate, etc. SeeSub-sec. 3.3.3.

Check Your Progress - 2

1) Baseyour answer on Sub-sec.34.1

25 Read Sub-sec. 3.4.2for your answer.

Check Your Progress-3

1) SeeSub-sec. 3.5.3for your answer.

2) A patnership has no legd entity o itsown whereasa company isincorporated and
hencehasanindependentlegd entity; A company haslimitedliabilitywhilepartnership
has unlimited liability; Shared partner in the businessis not transferablewithout the
consent of dl co-partners, whereascompany sharesare freely transferable; Partner-
shipsaregoverned by Partnershi pAct whilecompaniesaregoverned by theCompanies
Act. :

Corporate Forms in Tourism
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