BUSINESS  OWNERSHIP
The ownership structure of a construction firms has an impact on its legal responsibilities.

The types of business ownership used by Construction firms are:

1. Individual Proprietorship

2. Partnership

3. Corporation

4. Joint Venture

The selection of the ownership type that is most advantageous and appropriate for an owner's particular circumstances is a business decision that must receive a serious study.

Each type of organization has its advantages and disadvantages that must be carefully evaluated in the light of the individual context.

1.
Individual Proprietorship:
Single ownership or Establishment in Saudi Arabia Characteristics:  "Proprietor owns and operates the business, provides the capital and furnishes all the necessary equipment and property.  He is the sole manager of his enterprise and can make all decisions.

Advantages:

a- Easy & least expensive requirements to organize,

b- It has maximum freedom of action by owner,

c- It could be operated under the owner name (Fulfillment of ego need if proves to be successful),

d- Simple organization & little government control.

Disadvantages:

a- Unlimited personal liability,

b- Financing is limited to personal wealth of owner, which limited growth,

c- Death of illness of owner may wreck business,

d- Taxes are taken from the earning of the owner. 


2.
Partnership:
a- Complete Partnership or Collective name Partnership

b- Limited Partnership or Simple Commandite Partnership

c- Sub-partnership

Definition:  Whereas an association of two or more persons through an agreement to run as co-owners, a business for profit.

Advantages:

a- Concentration of assets - equipment, individual talent into common course of action.

b- Greater financial resources - increase capacity of the business.

c- Partners help each other in the management of business.

d- Profit and losses are usually shared in the same proportion as ownership.

e- The partnership can own property in its own name.

Disadvantage:

a- Unlimited liability for each partner to third party in case of collective name partnership.

b- Each partner is individually liable for any act of fraud or misrepresentation conduced by the other partner.

c- Withdrawal from a going partnership does not protect the retiring person (withdrawal) from the obligations outstanding as of the date of his withdrawal.  He should publish notice of his leaving.

d- The partnership is dissolved automatically upon the death of one partner, unless stated in the agreement.

Limited Partnership
is one who contributes cash or property to the business and shares in the profit or losses but provides no services and has no voice or vote in matters of management.

(Sleeping Partner)

Sub-partnership
where the general partner into an agreement with outsider (subpartner) where the latter will share in limited profits or loss from the partnership's business.

Subpartner has:

· no activity performed,

· no voice in management,

· no contractual relationship except Profit & Loss,

· no liability to the Creditors.

3.
The Corporation:
Is an entity created by law, composed of one or more individual united into one body under a special or corporate name.

Advantages:
a- Has limited liability of its owners,

b- Long life of the corporation,

c- Ease of raising capital,

d- The owners (shareholders) can be employees,

e- Taxes are taken only on profit,

f- Shares of stock are freely transferable,

g- It can own property by its name.

Disadvantages:
a- Corporations are regulated by the Government,

b- The power of the Corporation is limited to those elected,

c- Stockholder cannot act in any way for or on behalf of the organization (could be advantage).

Corporation can be,

a- Closed : Stocks not available for public

b- Open   :  Stocks available for public

4.
Joint Venture:

-
The joint venture is not legally a partnership.

-
It is an arrangement whereby two or more firms agree to "join forces" to carry out operations for a relatively short period of time or for a single project in order to combine the resources, assets and skill of the participating firms.

DEPRECIATION  :  (Also see Textbook Ch. 16)

Def.
"Reduction in value of a physical asset with the passage of time".  Exception : (Real Estate)

*Reason

1-
Physical depreciation:  Physical impairment of the asset to perform according to its intended purpose due to deterioration, tear and wear.

2-
Functional Depreciation:  Resulting from a change in the need for the service of an asset as a result of obsolescence.

Def. of terms:

*  Initial Cost : Cost of acquiring an asset including shipment, tax, unloading, assembly and delivery

*  Salvage value : Value of asset at end of its life.

*
Depreciable value : Initial cost - Salvage value

*
Book value : Portion of the asset value that has not been depreciated.

-  Methods :


1-
Straight-line :


Asset is depreciated by equal amount each year of its life.



Annual Depreciation =  
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2-
Production Method:



a)  Production output



b)  Production hours



Annual Depreciation in Year X =
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applicable to production equipment such as Rock crusher, aggregate plant or asphalt plant etc.


3-
Declining-Balance Method :



(Depreciation is accelerated)



Depreciation in a given year = Factor 
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-
No salvage value is deducted from the initial asset cost

-
The book value never reduces to zero & it should be never less than salvage value.

-
When Factor = 2  it is called Double Declining Balance.

-
Accelerated method provides for faster recovery of equipment value where it offers the contractor some protection against excessive maintenance, rapid wear.


4.
Sum of year Digits (SYD)



(Depreciation is accelerated)



Depreciation in year 't' = 
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(Initial cost - Salvage value)


Where
'n' = number of the years (life of the asset)




't' = number of that year to be depreciated 
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