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Private & Public Sector Businesses

Private & Public Sector Businesses

« [tisusefulto classify firmsinto categories so that we can make comparisons between
them. Firms can be classified according to:
o Whetherthey operatein the public or private sector
o Theirtype of legal ownership (sole trader, private limited company etc)
o Thesectorin which they operate (primary, secondary etc)
o Whetherthey are for-profit ornon-profit

Public or Private Sector

¢ Public sector firms are owned & controlled by the Government and usually funded through taxation
¢ Private sector firms are owned & controlled by otherfirms & private individuals
(entrepreneurs and shareholders) and are usually funded by owner's capital, borrowing
and retained profits
¢ Privatisation occurs when government-owned firms are sold to the private sector
¢ Many government owned firms have been partially privatised
o The governmentretains a sharein them so they caninfluence decision-making &
receive a share of the profits e.g. the shares of Singapore Airlines are 55% government
owned & 45% privately owned

Characteristics of Private and Public Sector Firms
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e Theirmain goalis usually to providea
service

¢ Public sectorfirms can operate onalocal,
regional ornational government level
o E.g.Transport forLondon (local);
Agricultural State ServiceinIndia
(regional); Caribbean Airlines
(national)

e Governments are likely to retain ownership
of organisations in the public sector for
severalreasons

o They are strategicallyimportant to
the country
= E.g.defenceorjustice systems
o They provide essential services
= E.g.waterorelectricity supply
o They are merit goods that may notbe
providedin sufficient quantities by
private businesses
= E.geducationorhealth services

The objective of most private sector
organisations is profit maximisation

This often causes the private sectorto be
more efficient than the public sectorwith
higherlevels of productivity

Types of business ownership vary from
sole trader to partnerships to company
shareholders

Former public sectorbusinesses
(privatised) have become some of the
largest companies in many economies
o E.g.BritishTelecomPlcis one of the
FTSE100 leading companies in the UK
o AirIndia, the country's national airline,
was privatisedand soldto Tatain
2021as thelndian government seeks
toreduceits commercial involvement
inthe economy

¢ Inrecentdecades Governments around the world have tended to move away from the

centralised provision of services

o InCubasmall private sectorbusinesses are now encouraged, although a large
proportion of workers remain employed directly by the government
o Politicalchangein Venezuela has ledto arare example of anincreaseinthe

involvement of the statein the economy
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Types of For-profit (Commercial) Businesses

Sole Traders & Partnerships

¢ When an entrepreneur starts a business, they will often start operating as a sole trader

« |fagroup of entrepreneurs setup a business they may choose to operate as a partnership

e Overtime, they may change the form of business to gain more funding or provide more
security for the owners by becoming a private limited company with limited liability

SOLE TRADER

PARTNERSHIP

Copyright © Save

My Exa

PRIVATE LIMITED COMPANY

ms. Al

Rights Reserved

The different types of business structures available to small business owners

¢ Two of themost common forms of business at start up are sole traders and partnerships
e Eachoneof these forms has various advantages and disadvantages associated with the

structure

An Explanation of Sole Traders and Partnerships

Sole Trader ¢ Abusiness thathas a single owner (although they may still hire
employees)
¢ Soletraders oftenrun theirbusiness alone and require a varied skillset
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Easy andinexpensiveto setup
The ownerhas complete control
overthebusiness

All profits belongto the owner
Simple taxarrangements
Decisions can be madevery
quickly sothe business canreact
swiftly to market change
Highlevels of personal
satisfaction

Unlimited liability, meaning the
owneris personally responsible
forany debts the businessincurs
Limited access tofinanceand
capital

Limited skill sets

Difficult to take time off from the
business

Partnership

Two ormore people join togetherto form a business
Good examples of this type of business include lawyers and

accountants

Apartnership agreement sets out the rules of the partnership such as

o dissolution of the partnership

o how profits are to be distributed between partners

o votingrights of partners

Advantages

Disadvantages

Easytosetupandinexpensive
Sharedresponsibilities and
decision-making

More skills and knowledge are
available

Increased access tofinanceand
capital

Unlimited liability

Potential for disputes between
partners as decisions needto be
agreed

Profits are often shared equally,
regardless of the contribution
Difficult to transfer ownership
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Privately Held Companies YOURNOTES
¢ Toovercome the personalrisks of unlimited liability involvedin running a sole trader or l
partnership, an individual or group of entrepreneurs may choose to form a private limited

company
e Thereis asmall fee payable toincorporate andregistera private limited company (Ltd)
¢ Legal guidanceis usually required to draw up the Articles of Association
o Thesesetouttherules of the business including ownership and voting rights
of shareholders

An Explanation of Private Limited Companies (Ltd)

Characteristics

e The ownership of the business is broken downinto a specified number of shares

¢ Theseshares canbe sold by the owner, usually to friends and family orto venture
capitalists

¢ Decision-making oftenrests with the person appointedto run the company, often called
the Managing Director or CEO

¢ Thebusiness is a separatelegal entity toits shareholders and can own assets inits own
rights andis responsible forits debts

¢ Privatelimited companies are often family-owned

Advantages Disadvantages

¢ Limited liability, meaning the owners are ¢ More expensive and time-consuming to

not personally responsible forthe setup
company's debts e More complexlegalrequirements and

¢ Accesstogreaterfinance and capital as regulations than sole traders
the company is considered to be more ¢ Annualfinancialreporting and auditing are
reputable required

e Easiertotransferownership by selling e |essprivacy as external stakeholders can
shares access some financial data

¢ Canhaveaprofessionalimage and e Shareholders havelittle control overthe
reputation company as the founder or CEO usually

imposes theiragenda

The Importance of Limited Liability

¢ Limited liability reduces the responsibility for business debts to the amount a shareholder
hasinvested
o Shareholders cannot be required to sacrifice their personal assets if the business fails
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o This lowers therisk toinvestors andincreases the potential forthe business toraise YOURNOTES
finance through the sale of shares 1
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Publicly Held Companies

¢ When a business is growing rapidly it may require a significant amount of capital to fund

its expansion

¢ Tosecure this funding, itmay choose to transition from a private limited company (LTD) to
apubliclimited company (PLC)
e Thisis acomplex process with many legal requirements andinvolves undergoing a stock

market flotation

The Benefits of Becoming a Public Limited Company (PLC)

Access to Capital

Shared Risks

Increased Liquidity

¢ Significantamounts of
capital can beraised very
quickly

¢ Thisis oftenamore cost
effective way toraise
capital than borrowing
money from banks or
otherlenders

e Therisks associated with
ownership are spread
among alarger group of
shareholders

¢ Thisreduces the financial
risk to any individual

e Acompany's shares
become moreliquid (they
can beboughtandsold
more easily) on a public
stock exchange

e Thiscanincreasethevalue
of thecompany's shares
and make it easier for
shareholders to buy/sell
shares

Access to Greater Expertise

Greater Public Profile

Succession

e Thecompanywillhavea
board of directors made
up of independent
directors and
representatives from
major shareholders

e BecomingaPLC canraise
acompany's public profile
andincreaseits visibility
with customers, suppliers,
and potentialinvestors

¢ Thisincreasedvisibility

¢ Shareholders can sell their
shares, transferownership
orpass themontoheirs

¢ This makes it easiertoplan
forthelong-term
continuity of the

e Thiscanbringin can help the company company
additional attract newbusiness and
expertise/perspectives grow its customerbase
which can help the
company grow and
expand
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¢ Publiclimited companies are subject to greater degrees of scrutiny and are expensive to YOURNOTES
run 1
o Detailed annual accounts must be made publicly available
o The media oftenreports on strategy, major decisions and changes in executive
structure
o Legal and accountancy costs will be significant

e Thetopthreeinitial public offerings as of March 2023 are:
o The Saudi Arabian oil company, Saudi Aramco, raised $29.4 billion in its IPO in December
2019
o The Chinese e-commerce company, Alibaba Group, raised $25 billion in its IPO in 2014
o The Japanese telecommunications company, SoftBank Corp., raised $23.5 billion in its IPO in
2018

(’) ExamTip

*  When evaluating the best form of business to be usedin a particular situation (orif a
business should changeits form), the decision needs to considerany evidence
provided about the business owner, the product, the nature and size of the market,
the funds required, and the level of profitability.

Forexample, a business which is generating sales of £30k a yearis unlikely to be
ready to become a public limited company, but it may well benefit from transitioning
from a sole traderto a private limited company.

Page 9 of 16

©2015-2023 Save MyExams, Ltd. -Revision Notes, Topic Questions, PastPapers



https://www.savemyexams.com/?utm_source=pdf
https://www.savemyexams.com/

1, SaveMyExams

Headtosavemyexams.comfor more awesomeresources

Types of For-profit Social Enterprises

For-Profit Social Enterprises

¢ Asocial enterpriseis abusiness or organisation that aims to generate revenue and
achieve social, environmental, or cultural objectives
o |tcombines the principles and practices of traditional business with a focus on
addressing social issues and creating positive socialimpact
o Socialenterprises typically reinvest a significant portion of their profits back into their
mission ratherthan maximising profits for shareholders

Social Enterprisesin the Private Sector

¢ Social enterprises in the private sectorlook to make a profit whilstimproving one ormore
aspects of society such as environmental, education, orhealth concerns

e Many social enterprises aim to create jobs, improve social mobility or provide
opportunities for marginalised groups

e Aproportion of profits is investedinto achieving these social aims

Advantages and Disadvantages of Social Enterprises
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¢ Socialenterprises often develop creative | ¢ Achieving financial stability can be
and innovative solutions to social difficult, especially during theinitial stages {
challenges
¢ Balancinga social mission with making
¢ Bygeneratingrevenue social enterprises money can be a delicate balancing act
can become financially self-sustaining
e Social enterprises have to navigate

¢ This financialindependencereduces their complexlegal frameworks and tax
reliance on donations and grants, making structures
them less vulnerable to political and
economic change e |tmay be difficult to quantify and measure

the success of social enterprise activities
e Socialenterprises createjobs which

supports economic development e Social enterprises may findit difficult to
particularly in developing communities grow

¢ They often provide trainingand ¢ Obtaining additional finance to expand
employment which canleadtoincreased intonew markets orreach alarger
social mobility and better quality of life audienceis likely to be difficult

¢ Social enterprises work with a wide range
of stakeholders

Social Enterprisesin the Public Sector

¢ Inthepublic sectorarange of organisations provide socially-focused services with the
aim of making a profit or surplus
o Services are often provided to other public sector organisations, communities or
government departments

Cooperatives

o Cooperatives are a form of for-profit social enterprise that are owned and run by and for
their members with the principle that working together means more power
o Each memberowns one share and has one vote on key decisions
o Profits are either shared equally between members orreinvested for their benefit

e Although cooperatives are often celebrated as businesses that take a broaderapproach to
business than the generation of profits and provide some key social benefits they do have
some drawbacks

o Decision-makingin cooperatives can be time-consuming as members have theright
tohaveasay
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o When a memberleaves a cooperative their shareis relinquished and they receive no YOURNOTES
furtherbenefits 1

o Disagreements can occurwhen members possess differing socialand commercial
objectives

DIFFERENT

TYPES OF
COOPERATIVES

PRODUCER

Copyright © Save My Exams. All Rights Reserved

Different Types of Cooperatives

Page 12 of 16

©2015-2023 Save MyExams, Ltd. -Revision Notes, Topic Questions, Past Papers



https://www.savemyexams.com/?utm_source=pdf
https://www.savemyexams.com/

1, SaveMyExams

Headtosavemyexams.comfor more awesomeresources

Owned equally by
workers within the
business

Eachemployeehas avote
inbusiness decisions

Profitis shared equally
between employees

E.g. Flaské in Brazil which
was purchased by its
employeesin 2003

Owned by members of the
local community

Members usually
contribute time as well as
finance to the cooperative

Profitis commonly
reinvestedto continue
providing socially valuable
products

E.g.Hour Exchange
Portlandinthe USA, a
time-bank organisation

¢ Agroup ofindependent
retailers come together
and operate underone
brand name

¢ Buying poweris
increased and marketing
costs areshared

e E.g.DIYretailerACE
Hardware in the
Philippines

Producer Cooperative

Financial Cooperative

Housing Cooperative

Groups of manufacturers
work together during the
production process

Sharing and maximising
the use of expensive
capital equipmentis
oftenakeyaim

Producer cooperatives are
commonin agriculture

E.g. The German Wine
Group cooperative brings
togethersmallwine
producers in the country's
main wine-producing
regions

Organisations that
provide financial services
toindividuals that may not
otherwise qualify for
standard banking
products

Oftenfocusedona
particular community

Social aims take
precedence over profits

E.g.inthe UK, Medway
Credit Union provides
loans and savings facilities
tothoselivingwith
challenging
circumstances

e Organisations that
provide housing for
members

e Members collectively own
andbenefit from socially
cohesive andlower cost
dwellings

e E.g.AImost 30% of
housingin Polandis
owned through housing
cooperatives with
Spodtdzielnia
Mieszkaniowa in Warsaw
being one of the most
well-known
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Non-profit Social Enterprises

Anon-profit social enterpriseis an organisation that combines the characteristics of both a
non-profit organisation and a social enterprise

Non-profit social enterprises pursue a social or environmental mission while using
business strategies to generaterevenue and achieve financial sustainability

o Theseorganisationrarely make a surplus or profit
Two of the main forms of non-profit social enterprises are non-governmental
organisations (NGOs and Charities

Non-governmental Organisations (NGOs)

NGOs operatelocally, nationally and/orinternationally and are independent of
government

These are typically voluntary, community-based organisations which donotaimto make a
profitbut seek to meet aneed or provide a service

NGOs are typically financed by a combination of government funding and donations from
businesses or private individuals

With a community based emphasis, they are able to

o Engagein small scale projects giving control to community stakeholders
Draw onlocal skills
o Encourage sustainability & remove the need for aid
Tackle environmental sustainability usinglocal knowledge & resources
Lobby governments to support theircause

]

(e}

o

NGOs have played a majorrolein many LEDCs and their aid often comes with fewer
conditions or expectations than that provided by overseas development agencies

Examples of NGOs include Oxfam International, Save the Children Internationaland
Amnesty International

Charities

Charities have a specific purpose defined by law and are subject to strict regulations
governing theiractivities

They primarily rely on donations from individuals, corporations and governments and often
actively fundraise and engage in campaigns to attract donations
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THE USA-BASED BILL
AND MELINDA GATES
FOUNDATION IS THE
LARGEST CHARITY IN
THE WORLD

IT WAS FOUNDED IN
2000 BY THE
BILLIONAIRE

PHILANTROPIST BILL

GATES AND HIS WIFE

MELINDA

EUROPE’S BIGGEST
CHARITY IS THE
WELLCOME TRUST WHICH
FUNDS RESEARCH AND
CAMPAIGNS TO
IMPROVE PUBLIC
HEALTH

IT WAS FOUNDED
IN 1936 BY
PHARMACEUTICAL
ENTERPRENEUR SIR
HENRY WELLCOME
WHO WAS A PIONEER
OF DRUG DESIGN

SPAIN’S LA CAIXA
FOUNDATION FUNDS
PROJECTS RELATED TO
EDUCATION, CULTURE
AND SOCIAL
TRANSFORMATION

IN 2020 ITS PANDEMIC
RESPONSE FOOD BANKS,
FUNDED SOCIAL CARE,
HOUSING AND
PSYCHOLOGICAL

SUPPORT

Examples of charities around the world

e Theterms NGO and charity are often usedinterchangeably and there are variations in their
definitions and usage between countries orregions

An Evaluation of Charities and NGOs

Advantages

Disadvantages
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NGOs and charities can gain support for
particular needs from a very wide audience
including the global publicand many
wealthy governments

They often have specialists working for
them who provide in country support so
as toincrease the efficiency of theiraid

They conductresearch, gatherdata and
as aresult often make highly specific
project proposals aimed at directly
improving the standard of living

NGOs and charities can help develop
human skills in the countries in which they
work and this helps to break families out of
poverty

The country orgroup receiving the
charitable support oraid can become
overly dependentonit

The scope of whatan NGO orcharity can
do may belimited oronly focussed onone
segment of the population e.g children

Salary levels of seniormanagers of NGOs
andcharities is often closely examined
and spending decisions sometimes
attract negative media attention

Funding forNGOs and charities can be
irregular which makes financial planning
difficult

(’) Exam Tip

Make sure that you fully understand the differences between charities and NGOs.

Whilst they are both types of non-profit organisation, charities are regulated by
national Charity Commissions and have a relatively narrow scope of operations.

NGOs can also be charities - but not always. Oxfam and Médécins sans Frontieres
are bothregistered as charities in several countries but operate as NGOs in other
countries around the world, particularly where the domestic third sectoris

underdeveloped.
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