Corporate Form

A corporation is a legal entity that is separate and distinct from its owners, the shareholders.  It must respect laws and pay taxes.

A corporation may be organized for the purpose of making a profit, or it may be not-for-profit. 
Corporations can be publicly held or privately held.

· A publicly held corporation may have thousands of shareholders, and its shares are regularly traded on an organized securities market.

· A privately held corporation, often called a closely held corporation, usually has only a few shareholders, and does not offer its shares for sale to the general public.

Characteristics of a Corporation

Separate legal existence. As an entity separate and distinct from its owners, the sheet or income statement.corporation acts under its own name rather than in the name of its shareholders.

Limited liability of shareholders. Since a corporation is a separate legal entity, creditors only have access to corporate assets to satisfy their claims. The liability of shareholders is normally limited to their investment in the corporation.

Transferable ownership rights. Ownership of a corporation is held in shares of capital, which are transferable units. Shares can be sold without the approval of the company or other shareholders. The transfer of shares between shareholders has no effect on the corporation’s balance

Ability to acquire capital. Obtaining capital is relatively easy for a corporation because shareholders have limited liability and shares are readily transferable. Many individuals can become shareholders by investing small amounts of money.

Continuous life. Most corporations have an unlimited life. Its continuance as a going concern is not affected by the withdrawal, death, or incapacity of a shareholder, employee, or officer.

Corporation management. Although shareholders legally own the corporation, they manage the corporation indirectly through a board of directors they elect. The board, in turn, formulates policies and selects officers to execute policy and to perform daily management functions.

Government regulations. Canadian companies may be incorporated federally, under the terms of the Canada Business Corporations Act, or provincially under the terms of a provincial act. In addition, Securities Commissions’ regulations govern the sale of share capital to the general public for publicly-traded companies

Income tax. Corporations must pay federal and provincial income taxes as a separate legal entity. These taxes are substantial; they can amount to as much as 36% of taxable income. 
There are income tax deductions available to some corporations that can reduce the tax rate to between 13% and 20%.
Shareholders do not pay tax on corporate earnings until they are distributed in the form of cash dividends.  
Forming a Corporation
· The federal government and the majority of provinces file articles of incorporation to incorporate a company. The articles contain such information as the name of the company, kinds and amounts of share capital, names and addresses of the incorporators, and the location of the head office.

· Upon receipt of the articles of incorporation, the corporation establishes its bylaws. Corporations engaged in interprovincial commerce must also obtain a licence from each province in which thy do business.

· Costs incurred in the formation of a corporation are called organization costs. Most companies expense these costs in the year they occur, since determining the amount and timing of future benefits is very difficult.

Ownership Rights
· Shares of a company are divided into different classes, such as Class A, Class B, and so on. 
· The different classes are often identified by the generic terms common shares and preferred shares. When a corporation has only one class of shares, the shares have the rights and privileges of common shares.

· Common shareholders have the following ownership rights:

	Shareholders have the right to:
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Vote: Shareholders have the right to vote on certain matters, such as the election of the board of directors and appointment of external auditors. Each shareholder normally has one vote for each common share owned.
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Dividends: Shareholders share in the distribution of the corporate income through dividends, proportionate to the number of shares owned.
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Liquidation: Shareholders share in any assets that remain after liquidation, in proportion to the number of shares owned. This is known as a residual claim because shareholders are paid only if any cash remains after all the assets have been sold and the liabilities paid.
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Ownership rights of common shareholders



Share Issue Considerations
Authorized share capital. 
· The number of shares that a corporation is authorized to sell is indicated in its articles of incorporation.

· Most companies have an unlimited number of authorized shares. 
· The authorization of share capital does not result in an accounting entry, since it has no immediate effect on any ledger accounts.

· Tim Hortons has one billion common shares authorized and 100 million preferred shares authorized. More than three-quarters of public companies with share capital in Canada have an unlimited number of authorized shares.

Issue of shares. 
· A corporation has the choice of issuing common shares directly to investors or indirectly through an investment dealer (brokerage house) that specializes in bringing securities to the attention of prospective investors. 
· A first-time issue is known as an initial public offering (IPO). The company’s assets and equity increase. 
· Once issued, shares trade on the secondary market. Investors buy and sell from each other, so there is no impact on the company’s ledger accounts. 
· The only change in the company records is the name of the shareholder. In Canada, shares trade using organized securities exchanges, like the Toronto Stock Exchange.



Market value of shares. 
· The market price per share is established by the interaction between buyers and sellers. 
· Generally, the price follows the trend of earnings and dividends, but there are many other factors that can influence share prices.
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Tim Hortons' shares have traded as high as $37.99 and as low as $28.25 during the past year. The stock's ticker symbol is “THI.” Tim Hortons does not pay an annual dividend, as the blank space in the “div” column shows. The highest, lowest, and closing prices for the date shown were $29.24, $28.80, and $28.95 per share, respectively. The closing share price increased $0.04 from the previous day. The trading volume was 176,600 shares. Since Tim Hortons does not pay any dividend, there is no dividend yield (“yld”). The dividend yield reports the rate of return an investor earned from dividends, and is calculated by dividing the dividend amount by the share price. The price-earnings (“pe”) ratio (share price divided by earnings per share) is 22.6, which means that the share price is 22.6 times the earnings per share.
Legal capital 
· The shareholders’ equity section of the balance sheet consists of capital contributed by the shareholders and capital earned by the company. 
· Share capital is the legal capital that must remain invested in the company for the protection of corporate creditors..
· Retained earnings represents the income since inception of the company that has not been returned to the shareholders as dividends.
· A no par value share is share capital that has not been assigned a value in the corporate charter. The entire proceeds received become the legal capital. All federally incorporated companies and most provincially incorporated companies must issue no par value shares.
· No par value stock prices are determined by what investors are willing to pay for them in the market
· In a few provinces, corporations are permitted to assign a stated value to the no par shares or are allowed to issue par value shares.  Both par and stated values represent the legal capital per share that must be kept in the business for the protection of the creditors. 
· Corporations do this because it helps them avoid a liability to stockholders should the stock price take a turn for the worse. For example, if a stock was trading at $5 per share and the par value on the stock was $10, theoretically, the company would have a $5-per-share liability. 

· Par value has no relation to the market value of a stock. A no par value stock can still trade for tens or hundreds of dollars - it all depends on what the market feels the company is worth. 

