CBSE Syllabus

B Sole Proprictorship-Concept, merits and
limitations.

B Partnership-Concept, types, merits and
limitation of partnership, registration of a
partnership firm, partnership deed. Types
of partners

B Hindu Undivided
Concept

Family Business:

B Cooperative  Societies-Concept, merits,

and limitations.

® Company - Concept, merits and
limitations; Types: Private, Public and
One Person Company — Concept

® Formation of company - stages,
important documents to be used in
formation of a company

B Choice of form of business organization

y e A,

After going through this unit, the student/ learner would be able to:

[

L]

B

I

List the different forms of business organizations and understand their meanis
Identify and explain the concept, merits and limitations of Sole Proprietorshi
[dentify and explain the concept, merits and limitations of a Partnership firm
Understand the types of partnership on the basis of duration and on the b
liability.

State the need for registration of a partnership firm.

Discuss types of partners —active, sleeping, secret, nominal and partner by es
Understand the concept of Hindu Undivided Family Business.

[dentify and explain the concept, merits and limitations of Cooperative Soc
Understand the concept of consumers, producers, marketing, farmers, cre
housing cooperatives.

Identify and explain the concept, merits and limitations of private and public cor
Understand the meaning of one person company.

Distinguish between a private company and a public company.

Highlight the stages in the formation of a company.

Discuss important documents used in various stages in the formation of a «
Distinguish between the various forms of business organizations.

Explain the factors that influence the choice of a suitable form of

organization.
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UNIT 2: Forms of Business Organisations

yole Proprie : ~ .
Sole prietorship — Concept, Merits and Limitations

Do you often go in the evenings 1o b o
“ ¥ b : . :
' 1V registers, pens, chart papers, etc., from a small neighbourh stationery

store? Well, in all probability .
t I in the course of your transac tions, you have interacted with a sole proprietor
88 organisation and is the most suitable form for small businesses
£ ]

Sole l‘r“*"i“t“"}"i‘ Is a popular form of busine

especially in their initial years of operation

4 Meaning
Sole proprictorship refers to a form of business organisation which i

i individual who is th ot
g * the recipient of all profits and bearer of all risks
areas of personalised services such as beauty parlours, hair

s owned, managed and controlled by

This form of business is particularly common in
saloons and small scale activities like running a retail shop in a locality.
1 . s - ] . 4
t requires less amount of ¢ i i ! i i
It require of capital. It is best suited for businesses which are carried out on a small scale and where

Customers \i(l‘l‘l.tr‘lxi pn‘[xnn,{]i‘,(‘d services.

DEFINITIONS OF SOLE PROPRIETORSHIP
jpe of ljusiness unit where a person is SOEE]I.] respcnsible for pmvidina the c.apita], for

& “Sole trader is a t

bearing the risk of the enterprise and for the management of business.” —J.L. Hansen

& "The individual proprietorship is the form of business organisation at the head of which stands an indi-
e, who directs its operations and who alone runs the risk of failure.”

| vidual asone who is responsibl

.! —L.H. Haney
\ Features

Salient characteristics of the sole proprietorship form of organisation are as follows:

1. Formation and closure
There is no separate law that governs sole proprietorship. Hardly any legal formalities are required to start a sole

proprietary business, though in some cases one may require a license.
Closure of the business can also be done easily. Thus, there is ease in her personal property to repay the firm’s debts.

2. Unlimited liability

Sole proprietors have unlimited liability. This implies that the owner is personally responsible for payment of
debts in case the assets of the business are not sufficient to meet all the debts. As such the owner’s personal

possessions such as his/her personal car and other assets could be sold for repaying the debr.

For example, suppose the total outside liabilities of ABC dry cleaner, a sole proprietorship firm, are X6,00,000 at
the time of dissolution, but its assets are ¥4,00,000 only. In such a situation the proprietor will have to bring in
%2,00,000 from his/her personal sources even if (s)he has to sell his/her personal property to repay the firms debts.

3. Sole risk bearer and profit recipient
The risk of failure of business is borne all alone by the sole proprietor. However, if the business is successful, the

Proprietor enjoys all the benefits. He receives all the business profits which become a direct reward for his risk bearing,

4. Control :
The right to run the business and make all decisions lies absolutely with the sole proprietor. He can carry out his

plans without any interference from others.

5. No separate entity
d his business, as business does not have
usiness

In the eyes of the law, no distinction is made between the sole trader anc : L1 ST
an identity separate from the owner. The owner is, therefore, held responsible for all the activities of the busine
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forms of business organisation in the country.
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Features

1. Formation

e |
m | I'he karta, however, has unlimited liability
P, g )
¢ 3. Control
| The control of the
¢ E ol of the family business lies with the karta. He tak isi
BRI Gecilons sre bindina arta. He takes all the decisions and is authorised to manage the
ding on the other members,
5] 4. Continuity
Ihe business continues eve y
3 he « < n after the death of the kar
" S e busine LE ore _ the karta as the next eldest member takes up the position of karta
Jeaving the business stable. The business can, however, be i ; :
3 : an, ever, be terminated with the mutual consent of the members.
8 5. Minor Members
' The inclusion of an individy ' :
he : idual int ' % i . . ! g
< g [ _ o the business occurs due to birth in a Hindu Undivided Family. Hence
minors can also be members of the business ]
&
\"‘""
VR
: Gender Equality in the Joint Hindu Family —a Reality
i | 1 . 1 2 < - 3 ) p : t
According to the Hindu Succession (Amendment) Act, 2005, the daughter of a coparcener of a Jomt Hindu Family shall, by birth,
become a coparcener. At the time of partition of such a Joint I lindu Family the coparcenary property shall be equally divided to all the
\ coparceners respective ol their gender (male or female), The eldest member (male or female) of Toint Hindu Family shall become
Karta. Marmied daughte: has equal rights in property of a Joint Hindu Famuly.

cieties — Concept, Merits, Limitations and Types

her and with others for a common purpose.
ciation of persons, who join together with the motive of welfare

Cooperative So

The word ‘cooperative’ means working toget
The cooperative society is a voluntary asso

of the members.

=% They are driven by the need to protect th
hands of middlemen obsessed with the desire to earn greater profits.

ve society is compulsorily required to be registered under the Cooperative Societies Act 1912.

ative society is simple enough and at the most what is required is the

eir economic interests in the face of possible exploitation at the

» The cooperati
o The process of setting up a coOper :
Jeast ten adult persons to form a society.

s raised from its members throug

t lcgai identity after its registration.

consent of at :
» The capital of a socicty i h issue of shares.

o The society acquires a distinc

ERATIVE SOCIETIES

h has its objectives for the promoti

on of economic interests of

—The Indian Cooperative Societies Act, 1912
vily associate together as human beings
for themselves.“ —E.H. Calvert

DEFINITIONS OF Coor

i L . o & -
% “Cooperative organisationis a society whic ‘
its members in accordance with cooperative princ1p1es.

> ive i isati i ysons volunta
% Cooperative is a form of organisation wherein pers
he promotion of an economic interest

on the basis of equality for t
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Features ‘v o
« 1. Voluntary mcmbership, v is voluntary: Mcmhﬂ-‘h'p is desire. Ther 4 man on
The membership of a cooperative society agrie ﬂnytimc as per his desire. € Canng,; ht Irrcspcc:r
caste, and gender. G _ e socleth and can also les : s, - |
A person is free to join a cooperati ;rCiC(}’. notice before leaving the poc P . campulﬁﬁnl voting ri
ve

iiad T i R

»n for him to join or quit : -
compulsic i qu:rcd 3, er
3. Limite«

Although procedurally a member is re
SEIPPISA' Mo . i g separate legal entity distingt fro cooperi
r e, 1C 15 m : Sl
2. Legal status : v is compulsory: Therefore; 1t . < name, sue and be sued by other, ! capital
Registration of a cooperative society 1s .nd hold properey in 15 £ its members. Ay, memb
members. The society can enter into contracts 1 by the entry OF exit of 1€ repay
result of being a separate legal entity: it is not affectec BY | 4. Stabl
s » . L ofe ontri \
3. Limited liability . limited to the extent of the amount E. }bured by e | of &
. g oy - : i iety 1s p A ANANM coop
The li: : of the members of a cooperative socl o bear. ANV AN
ability ember can be asked t (oY, A -

as capital. This defines the maximum risk thata m
4. Control .+ he hands of an elected (managing commitre
In a cooperative society, the power to take decisions lies in the - wil]'g&;g,_t_itgtgfﬁe i-han'agi‘ﬁ'g !
right to vote gives the members a chance to choose the members W « e

and this lends the cooperative society a democratic character.

5. Service motive :
- i motive of service g
The purpose of a cooperative society is mutual help and welfare. It is formed with the SEIVICE to iy

members, not to earn profits. : b mbers as div i
If any surplus is generated as a result of its operations, it 1S distributed amongst the me as dividend i :
conformity with the byelaws of the society. |
it VALl L —
E NArVig U]

_)-{_L'-(J. M ’-..”-i---'l--' K ,_\ \.L‘ b bl
| &

Amul's amazing Cooperative ventures!
Every day Amul collects 4,47,000 litres of milk from 2.12 million farmers (many illiterate), converts the milk into branded, packaged
products, and delivers goods worth 6 crore €60 million) to over 5,00,000 retail outlets across the country. It all started in Dﬂ‘tmbﬁ
1946 with a group of farmers keen to free themselves from mtermediaries, gain access to markets and ﬂ“_\l-(.1l“.- cnlsurt- maximum
returns for their efforts. Based in the village of Anand, the Khera District Milk Cooperative Union (l-)cn ar ki o \ li} anded
exponel_flljally. It joined hands with other milk cooperatives, and the Gujarat network now covers 9 i er k u)v._n as .-_ mul) expal
level milk collection centres and fourteen district level plants (uniuns}-. Amul is the ¢ o 1‘111.111:_:11 fermess S 1.11135
produced by various unions: liquid milk, milk powder, butter, ghee, cheese e t le?unnn hr;u_ld for most product categons
Amul's sub-brands include variants such as Amulspray, Amulspree, ‘;\nnll_"ﬁ'iﬁld '\'Iul::;t; ts, sweets, ice-cream and condensed milk.

2 -jl

Merits and Limitations of Cooperative Societies

Merits 1

1. Ease of formation: The cooperative society can | 1. T Limitations
be started with a minimum of + Limited resources: : i

ten me , ces: Resour e societf

registration procedure is simple in ln}bf:rs. The|  consists of Capiral -CESfJf a cooperativ 5
e . e involving a few with limi contributions of the mem
egal ormalitics. Its formation is governed e 1 limited means, The low rate of dividend offe

provisions of Cooperative Societies Act 1917 O Investment 3],

- membcrshi

acts as a deterrent in attractif®
or :
more capital from the members:




UNIT 2: Forms of Business Organisations

2. Equality in voting status: The principle of ‘one
man one vote' governs the cooperative society.
[rrespective of the amount of capital contribution
by a member, each member is entitled to equal
voting rights.

3. Limited liability: The liability of members ofa
cooperative society is limited to the extent of their
capital contribution. The personal assets of the
members are, therefore, safe from being used to
repay business debts.

2.

Inefficiency in management: The members who offer

honorary services on a voluntary basis are generally not

professionally equipped to handle the management
functions effectively. Cooperative societies are unable
to attract and employ expert managers because of their
inability to pay them high salaries.

Lack of secrecy: As a result of open discussions in the
meetings of members as well as disclosure obligations
as per the Societies Act (7), it is difficult to maintain
secrecy about the operations of a cooperative society.

. Stable existence: Death, bankruptcy or insanity
. of the members do not affect continuity of a
| cooperative society. A society, therefore, operates
unaffected by any change in the membership.

Economy in operations: The members generally
. offer honorary services to the society. As the focus
] is on elimination of middlemen, this helps in
| reducing costs.

Government control: In return of the privileges
offered by the government, cooperative societies have
to comply with several rules and regulations related
to auditing of accounts, submission of accounts, etc.
Interference in the functioning of the cooperative
organisation through the control exercised by the
state cooperative departments also negatively affects
its freedom of operation.

| 6. Support from government: The cooperative

society exemplifies the idea of democracy and
hence finds support from the Government in
the form of low taxes, subsidies, and low interest
rates on loans.

Differences of opinion: Internal quarrels arising as a
result of contrary viewpoints may lead to difficulties
in decision making. Personal interests may start
to dominate the welfare motive and the benefit of
other members may take a backseat if personal gain
is given preference by certain members.

i 0 | D & ] -
b
nope e DOPpE B DOPErd

Types of Cooperative Societies— A Comparison

Established | The consumer These societies Such societies are These societies Credirt Cooperative
cooperative are set up to established to help | are established cooperative housing
societies are protect the small producers to protect the societies are socicties are
formed to interest of small | in selling their interests of farmers | established established to
protect the producers. products. by providing for providing help people
interests of better inputs ata | easy credit on with limited
consumers. reasonable cost. reasonable terms | income to
to the members. | construct houses
at reasonable
COSts.

Members The members The members The members The members The members The members of
comprise of comprise of consist of producers | comprise farmers comprise of these societies
consumers producers who wish to obtain | who wish to jointly | persons who consist of
desirous of desirous of reasonable prices for | take up farming seek financial people who
obtaining good | procuring inputs their output. activities. help in the form | are desirous
quality products | for production of lnas of procuring
at reasonable of goods to meet residential
prices. the demands of accommodation

e consumers. | at lower costs.
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| : . . E n ino to g
‘ of cither thc il o lhtlr &LL;ir:i:;;.,r-b gu!\"r_'s L]'lc" Problcﬂ'\:\' | | \ 32. N
: - ibutions to | eac € . :
; ! their capital CUIIEI’IbLlUOF"q : :bution to the associated with | | | 33. V
i | contributions the total pool of | contrid he farming on | | 3a. 1
i to the society or | goods pmducr_‘d pon] of output. the ?l- - | | 34.
i : 7 ik fragmented lan | | 35.
! purchases made | or sold by the 1 Id'nﬂs . |
i 3 ings.
' by individual sociery. e - | I | 36.
[ members. s e iz
e | 38.
: i % |,
( Objective Type Questions 2.1 ~ \ 39,
. '. ‘|
i (C h | Lol | 40
1 A sole proprietor has (Choose the correct alternative] | \
(a) Limited liability (b) Unlimited liability :I i|_
{c) No liability for debts (d) Joint liability e
2. The Karta in Joint Hindu Family Business has (Choose the correct alternative) .i ". :
(a) Limited liability |

{c) No liability for debts

(a) Proprietor
(c) Karta

4. In acooperative society, the principle followed is

(a) One share one vote
(c) Novote

(a) 2
(c) 7

{b) Unlimited liability
(d} Joint liability

3. The Head of the Hindu undivided Family Business is called

(b) Director
(d) Manager

(b) One man one vote
(d) Multiple votes

(b)

5. The minimum number of members in a cooperative society is

3

(d) 10

6. The liability of a sole trader is limited to the extent of capital introd

7. The sole proprietorship concern sinks or swims with its propri uc
8. Sole proprietorship is more suitable for large-scale busines: ietor,
9. AlJoint Hindu Family Business is based on a contract T X
10. There is no limit to the number of members in 5 Joint Hin dj

N Co-parceners.
Family Business_

5
(Choose the correct alterndtive) \

(Choose the correct afternaﬁ\ff] \

(Choos

ed by him into the business. True/False? Give e85

|
|
{
!
|

e the correct alternativel

i_
'1
ﬁ
|

True/False? Give reason
True/False? Give red®®
True/False? Give

True/Faise? Give e85
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11. Deathori i
rinsanity of a member of the Joint Hindu Famﬁy Business will bnm its business to an end Tmm,m
True/Faise? Give reason.

! 12. Registration of a cooperative SOciety is not compulsory

| : rue/Folse? Give reason.
| 13. Cooperative societies are established with profit motive R

! 4. Isasole x

_ |1 Proprietor bound to publish his/her businesses accounts? -

I
| 15. What are the di
i] B a he different options to expand sole proprietorship business?
| . . Name he arm of business Organisation found only in India. g |
' | 17. Name the person who mManages a Joint Hindu Family Business. g \i_ / I‘.
WY \
- F !

there in a joint family to carry on Joint Hindu Family Business?

19. How many members must be

| 1
20. What is the liability of Karta in Joint Hindu Family Business?

Who are co-parceners?

i! | 21.
l | 22. What is the basis of membership in the Joint Hindu Family Business?
| 23. What happens to Joint Hindu Family Business if Karta or any c-glih.er -'flle'“ber dies?
24. What is the main cause of decline in Joint Hindu Family Bus:n;aca-‘ i
25. What_ls the minimum number of persons required to form a cooperative society?
26. Is registration of a cooperative society compulsory?

i : . :
27. Name the type of cooperative society set up to protect the interest of small producers.

| 28. Name the cooperative society set up to protect the interests of farmers.
members

Name the cooperative society set up to make residential accommodation available to its mem
hon?

30. Which form of business is suitable for a tailoring shog

be the simplest form o

h
(e

N
o
4
o
w
3
. wm
W
=
Q
J

Which form of organisation is considered to
32. Mention any two businesses sole proprietorship would be suitable f

s
i

Which is the least regulated form of business?

| 33.
34. Name the form of business organisation in which 2 minor can be full-fledged membe
35. Who controls the Joint Hindu Family Business? :
36. Name the form of business organisation which is formed with the motive of welfare of the members.
ect the interests of consumers.
his statement

37. Name the type of cooperative society set up to prot
“Working for oneself provides personal satisfactio

R e R L e
elgest member of the Ta

Which merit of sole pro

39. “The control of the business lies with the

applicable?
40. “Employees Union of Hindustan Textiles start a retail store to make daily household articles at reas 2
to its members.” Identify this form of business organisation
41. Teachers of various schools in South Delhi form a society to buy land and construct flats for its members. identify this form
of business organisation.
p to help the small producers in selling their progucts

1p tC
easonable terms to the members.

42. Name the type of cooperative society set

D Prov I0de easy cred tonn

43, Name the cooperative society set up tc

el
~
-

ies - R R s Quest
Case Studie Analysing, Evaluating & Creating Type Questio

n,

Q_l Radhika Priva Dasi opened a bou[iquc -_ﬂong with four workers. No prohlem of any type was faced
£ At her boutique special dresses made for marriages and parties are sold. Despite

arket, the boutique was earning a good profit. Since all the
o work with great efficiency. Wich

her. All of them were

opening the boutique.
there being a lot of competition in the m
profit went into her pocket, Radhika Priya Dasi was getting inspired t
the increase in workload, the number of workers was increased from 4 to 6 by
happy since the business was running successfully. Unfortunately, one day the bounquc' caught fire
due to a short circuit. Consequently, Radhika Priya Dasi had to suffer a heavy loss. T'he_ circumstances
deteriorated so much that she had to dispose off her personal properties to repay the boutique’s debes. la
bank which did not extend a long-term loan to her.

order to revive the boutique, she approached a
(a) Identify the form of business organisation discussed in the above para.




— v
(b) Explain any three merits of t
from the above para-

(c) Also explain any I™0 [imitations of the : ique 1 Sole l””"rm“mhlp I ¥
lines from the above para. . Ihika Priya [Dasi’s hot |
Ans. (a) The form ol st ness .\1;1,1un4||n11 ol Rat . \
b) MERITS OF SOLI PROPRIL rORSHI! ) |

(i} Easc of formauon foced I8 opening the houtight ry business. !:!

; oprietd
Ne probiem of any Dpe ™ T4 o0 B a sole prot r

E 3 . ; . re rex uired . L arith .
Hardly any legal formalities arc 1 g ;*'.I'E‘P”T’d to wru,{ with great ‘,’fﬁfl J
g

¥ 1 _
Vet inCERLYE ; was gert e ; e
Direct incentive e Radhika Priv® Dast : b ole recipient of all the profits,
o oJI she profit went im0 r pocREs T N R . as ne k- 3
Semor all the profi ¥ . . } be efits of his ettorts as
| . yets the D€ m'i
A sole propnietor directly gets

£ 10 G by her.” .
; . ;Y gt om 4 10 60,
Flexibility of operations . - bers WAS rm‘?f’f*”-“""rﬁ : - .
umber of & s 'nﬂ single person- [here are no delays and the |
n by 4 o

¢ This pro\'idt’-" flexibility to the busineg |

With the increase in U arkload, the N k
4 i ~iel . are [ake
o a proprictorship business, all decisions

: T ~ 1 oine environmen
business can quickly adapt iself o the changing

o) LIMITATIONS OF SOLE PROPR]ET(_)RSHIP:

Unlimited liability . o ofF PEr ersonal pro erties to repay the |
“The ci : d «h that she had to dispose "Tﬁ her P i P2y the |
The circumstances deterioraicé 50 much : i

r s, if the business assets are ;
d liability. In the case of business losse ol

have to sell his personal property pay |

boutigue: debts.”

Sole proprictors have unlimite

sufficient to meet all business liabilities, the proprietor may

off the liabilities. l
ii) Limited resources : / oy loan to hers II

“Inn order to revive the boutiqué, she d,fi,f’?'rirf.c'i;m’ a2 bank which did not extend a long-term loan 1o hex.

) < e |
Resources of a sole proprietor are limited to his/her per&t.m;ﬂ savings and borrowings from othess.

Banks and other lending institutions may hesitate to extend a long-term loan to a sole proprietor.
2. Gopal Sharma and Balram Sharma are tw0 brothers, who inherited some ancestral property. They decided
t0 form a Hindu Undivided Family (HUF) business consisting of four male members. Gopal Sharma is
the elder brother. So he became ‘Karta’. The business took a loan of T 20 lakh from Punjab National Bank

having maturity period of 5 years. Due to poor financial position of the business, they were unable to repay
the loan. They sold the ancestral property for T 10 lakh and paid the same to Punjab National Bank. They
could not pay the balance amount o ;

f loan with interest. The bank filed a case for £
-overy of the balance
amount. Gopal Sharma pleaded the court that the loan was taken for the Purp()seri;f NEA

all the members of the business were liable to repay the loan. The court held that husiness, B

were responsible only to the extent of their share in business, and the business Propen;l 1 other m;?m
was alrea

However, Gopal Sharma, being ° :
pal a, being ‘Karta’ would have to repay the balance amount even by selling his pefsm“tl

properties. Gopal Sharma had to sell some of his personal
(a) Is the court’s decision justified? Give reasonsp i:‘s’::ppﬁezsfl;;l‘:rpay the balance amount of bank lot%
answer.

(b) State any three other features of HUF businesses

(a) Yes, the courts decision is justi
. ! is justified because i Hi
¢ in a Hindu ivi
Undivi

unlimited liability, wh ded “ meiS
imit b Talils B .
busincs:. iability, whereas the liability of all other members is li ed Family (HUF) business, ‘Kart has

mited to their share in th . of the

(b) FEATURES: et =t

(i) Membership by Birth: M

" : : Membershi : .

(ii) No Maximum Limic: There is no lli;i.[h_c Joint Hindu Family Buginess i
Huwﬂ?r’ only three successive gcneratli{;ion on the number of ¢q- S menac by i
(iii) Formation: There should be ar least tyq s can b

me

Family Business. It is not created by an
agre

4

Ans.
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3. A .
. group of people in a locality of Delhi used to go for a walk in the morming, Aftes the e

::;‘;:::;ﬂs::’;:s:ht;;nd discuss the subjects like Politics, Demonetisation, Elections, Market prices
s dig(:u‘a::;)n ere Tv;'ﬂ about fifry persons in this group. One day, instead of other subjects,
o e . w;“ z :ru arket Prices of Different Goods'. During the discussion, the emphasis
etk | g ‘{ goods I:’l'l'(‘lﬂ‘l!‘ very costly by the time they reach the consumers after getting
e sxposteulery [:rm mcnl. Consequently, everyone’s budget is getting disturbed. To get rid of this
gy 'hr; "'.. nm::-stﬂ that thc): .!hnulnt‘l join together to form a society. The society would sell
ekt s ”:-'m ers as per their requirements after buying them in a large quantity directly
society and l:'numrla- d‘“ ;“RR““““ was appreciated by all of them. They all became members of the
R “.“T‘t mdc!‘ kpen.plc also to become its members. In no time, 100 members assembled
st O i, S ;:T": - The |dca.nf forming the society immediately proved to be successful. Now
v ::nd‘ t:n::w :::::cd. A ;pc(;‘lal chara'cteristic of this society was that apart from its members it
adesddiky ¥ people of the society at cheaper rates. All of them were very happy with the
(@) Identify and explain the type of the society formed by them.
(b) ljnder what Act, the society must have been formed?
(€) What is the liability of the members of the society so formed?
(d) Explain any two merits of the society so formed. {5 macks)
(@) Consumers’ Cooperative Society

Its purpose is to protect the interests of consumers. Consumers desirous of obtaining good quality

products at reasonable prices become its members, It purchases goods in bulk directly from the wholesalers

and sells goods to the members.
(b) The Cooperative Societies Act, 1912
(c) Limited Liability
The liability of the members of a cooperative society is limited to the extent of the amount contributed by
them as capital. The personal assets of the members are safe from being used to repay business debts.
(d) MERITS OF COOPERATIVE SOCIETY
(i) Ease of formation: Any ten adult persons can form a cooperative society. The registration procedure is

simple involving a few legal formalities.
(i) Stable existence: It is a separate legal entity distinct from its members. Death, bankruptcy or insanity

of the members do not affect its continuity.
(iii) Support from government: Government gives all kind of supporrt to cooperative societies in the form
of relief in taxation, subsidies and low interest rates on loans. (any two)
Shonali Sharma, after completing her MBA, began to help her father, Mr. Shiv Sharma, in his business. The
business had a limited capital investment. Shonali wanted to use the modern business techniques in every area
of business, namely, purchase, sales, production, finance, etc. In fact, she wanted to implement the methods,
which she had learnt in her MBA course, in her father’s business. As soon as she started adopting the latest
techniques, the workers began to protest and resist the changes. So she became disappointed and left her
father’s business. She started working in an MNC. Mr. Shiv Sharma was unable to assume the responsibility of
all managerial tasks such as purchasing, selling, financing, etc. Good workers started leaving the organisation.
The goodwill of the business in the market went on declining. In no time, the liabilities of the businafs became
many times more than the assets. On account of the pressure exerted on him by the creditors, Mr. Shiv Sharma

had to repay the debts of the business by disposing off his personal properties.

i i isati i in the above para.
(a) Identify the form of business organisation discussed in  para. :
(b) Quoting the relevant lines from the para explain any three limitations of the form o[; ;::::Ess;

organisation identified in (a).

(a) Sole proprietorship
(b) LIMITATIONS OF SOLE PROPRIETORSHIP

(i) Limited resources s ;
“The business had a limited capital investment. : .
Resources of a sole proprictor are limited to his’her personal savings and borrowings from others.

Banks and other lending institutions may hesitate to extend a long-term loan to a sole proprietor.
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: ¥ . o factory : :
! off the liabilities. ing . business Was running well |, |
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5. Rajeev Lochan Das is the only
a finance company for expan i
later on he started incurring losses

reminders from the

! receiving many g
! machines and other assets and
| at 7 15 lakh. But the finance company f€%
him in the court. Rajeev gave an argument i
was taken by him for business, not
I 15 lakh. The court did not agree with the argument of
company. He was ordered to pay full amount of loan by
(a) Identify the form of business carri
(b) State the feature of the form of busi
giving the judgement.
(c) State why Rajeev’s argument was not correct.
(a) Sole Proprierorship
(b) Unlimited Liabilicy
Sole proprietors have un
sufficient to meer all business liabiliies,

liabilities.

the proprietor

for his personﬂl use. So
Rajeev ;
selling off his P&

ed on by Rajeev Loc
ness identified in

limited liability. In the case of business losses,

(c) Rajeev’s argument was not correct because a sole proprietor does not enjoy separate legal entity.

was no

i |
to close the bus;nesst.d l;lt:hsoid all by, ||
finance company t'_f) s€ € accouqy |
the total debt, it filed a case agy ||
all his business assets, and the logy |.
ust settle the account 53 |
n in favour of the finang, |

|

rsonal assets. ||

han Das.

(a) which is considered by the court while \

(3 marks) |\

|

if the business assets are nml
pay off the \

1

may have to sell his personal property to

Concept of Partnership

As the business expands, one needs more capital and
larger'number of people to manage the business and
share its risks. In such a situation, people usually adopt

gpmnership form of organisation.
us

\3‘\9! en two or more persons join hands to
]y isiness and share its profits and losses :]it Lty
said to be in pmﬂshiﬁ , they are
; @SOHS who have entered into Y
i o e ol
collectively called ‘firm’.) )y, 4 ) ers’_an
H"\ﬂ'y The name under which the busin:;zji m f
the 'firm's name', S carried| is ca]
\Jf. AN ? -

o c.

|,
-—----._.‘L:Cl ; I:""'tl'lershi .

——————

prr— —
NG up of a business by two of -

Persons 3
n = N
d sharing its profits and losses
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DEFINITIONS oF PARTNERSHIP

# "Partnership is the relat;
by all i { tl;e relation between persons who have agreed to share the profits of a business carried on
v orany o "
- "P{: rinershi ’ is tl Ny ke b —Section 4 of the Indian Partnership Act, 1932
pis the relation which subsists between persons who have agreed to combine their property,

labour or skill in some business and to share the profits therefrom between them.”
SRR —The Indian Contract Act, 1872
ship is the relation between persons competent to make contract, who agree to carry on a lawful

I)'I.I..‘l]'l(_b“s In Common Wl‘}l a view f() ].]I’I‘Jﬂ‘eaﬂlll.
= —

A partnership firm has no separate legal entity, apart from the partners constituting it.

Features of Partnershi an ¥
. A2 ~ ‘Fasdine

1. Formation erant =3 @mfb dupd

The partnership form of business organisation is governed by the Indian Partnership Act, 1932.

» Partnership is the result of an agreement between two or more persons to do business and share its profits

and losses. The agreement becomes the basis of relationship between the partners. It is not necessary that
such agreement is in written form. An oral agreement is equally valid. But in order to avoid disputes, it is
prefte_rr_eﬁhat the partners have a written agreement, .

> The agreement should be to carry on some business. Mcré'éo—owncrship of a property does not amount

_to pgr_merShip. For example, if Harshit and Chirag jointly purchase a plot of land, they become the joint

owners of the property and not the partners. But if they are in the business of purchase and sale of land
for the purpose of making profit, they will be called partners.

» The agreement between partners must be to share profits and losses of a business. If some persons join

y hands for the purpose of some charitable activity, it will not be termed as partnership.

: r{(\‘r Number of Partners

he minimum number of partners needed to start a partnership firm is two.
According to section 464 of the Companies Act 2013, maximum number of partners in a partnership firm can

be 100, subject to the number prescribed by the government. As per Rule 10 of The Companies (miscelleneous)

B_Lll.‘ff,_2014= at present the maximum number of members can be 50.

3. Liability

The partners of a firm have unlimited liability. Personal assets may be used for repaying debts in case the business
assets are insufficient to pay business debts. Further, the partners are jointly and individually liable for payment
of firm’s debts. Jointly, all the partners are responsible for the debts and they contribute in their profit sharing
ratio. Individually, cach partner can be held responsible to repay the debts of the business. However, such a
partner can later recover the balance amount from other partner(s).

For example, A and B are partners of a firm sharing profits and losses equally. The assets of the firm amount
to T1,00,000 but the firm’s debts are T 1,50,000. Here, A and B are liable to bring T 25,000 each from their

personal property to pay the firm’s debts. But if suppose B is insolvent and cannot bring any amount, then A
'

alone will be liable to pay firm’s debt of T 50,000 because of his unlimiFed lia'bilitpy. c f"‘-r] 4
0 A . A " , 1 P A ! o a s e ), o J -

4. Risk bearin Whot 1 huxos o - MR QUL

e business as a team. The reward comes in the form of proﬁts

The partners bear the risks involved in running a ©

which are shared by the partners in an a reed ratio. J :
Hawevef,"th'ey also share losses in the same ratio in the event of the firm incurring lossgs.

- e e




trol

. Decision making and con
The partners share amongst thems
ecisions are generally taken with

6. Continuity o ant

Partnership is characterised by lack of continu!
of any partner can bring an end to the business-
However, the remaining partners may, if they so

S %J/L{é{};[b; o o {

Be carried on by al

7. Mutual

@rlgusiness of a partnership concern may
statement has two important implications:

» First, every partner is entitled to pafti‘:ipa
» Second, that there exists a E_laEQHShiP_‘?_f ;
on the business is the rigﬁig)a{as well as
by his acts and also is bound by the acts of oth

Relationship of mutual agency is so important that

element of mutual agency is absent.

Merits

1. Ease of formation and A
partnership firm can be formed easily
with an agreement between two or more
persons to carry some lawful business.
Registration is not compulsory. Closure
of the firm too is an easy task.

closure:

elves the respons
mu[ual consent.

S . anagLs o
Thus, the activities of a ar[n_Q_ESh,lE_ﬁw—-—-E-a -

Merits and Limitations of Partnership

ing and control of day to day a‘lti;

¢ efforts of all the partners,

h the joiBt —
Aol A

dﬁ':‘i(hr retire

ed throu

i

. the basis of a new agree
siness oN
uc thej bu w i g

e, CONBITE "~ 4 — 14
desir > pUSTA #y, S J

o - 7 15 . -
A A4 . ! - . ~
A AW any of them acting for all
w8 —~ Dur;

- NN VT PP = ‘I'
v all the partners ©

A ment, insolvency o :

pchHM

i ince the
ty of business SINCE

Mean

of its business.

of the affairs o
Each partner cay;

“ Th‘-‘ I_‘l_lrtl-lk‘[—5‘
He can bind other Partyg,

egard 10 .

ore would be no partnership, iy

te in the conduct
mutual agency between 2 P
he agent for all the other partners- \ |
€ agel with r business of the firm.
. o
er partners Y
hat th

Cl:

one can say t

Limitations
1. Unlimited liability: The partners of rm have unlimited liahlliq-,|
Personal assets may be used for repaying d bts in case the busineg]
assets are insufficient to pay business debt The liability of Pdrtnml!
may p be a drawback for thogf

is both joint and several which

2. Balanced decision making: Different
partners having expertise in different areas
of functions can take correct decisions with
the consent of all other partners. As a result,
decisions are likely to be more balanced.

partners who have greater personal -'-I|| |1-1W o rcpqyil
the entire debt in case the other partners are unable 1o do so.

2. Limited resources: There is a restrict number of partner

z 3 ; : |

and hence contribution in ns of sement s usually]

not sufficient to support large scale business operations. As a resuli}

certain size.

3

vond a

ol eh ) o
partnership firms face probl

3. More funds: In a partnership, the capital is
contributed by a number of partners. This

of funds as compared to a sole proprietor
and undertake additional operations when

needed.

makes it possible to raise larger amount |

3. POSSibilitY of COﬂTl-i.C-t_,\:: Partnersl rTOup ui-_Perﬂmll

wherein decision making authori

. {. Difference in npiniﬂﬂil
dispute *[WEen partners. [—'urthcr!|]

partners. 1 hus, 4
financial ruin fof 2511

tirm, chis can rcsllh

on some issues may

|'\'.'\Li (o
decisions of one partner are
unwise decision by some-one

others. In case 2 partner desire

4. Sharing of risks: The risks involved in
running a partnership firm are shared by
all the partners. This reduces the :mxiet}‘r,
burden and stress on individual partners.

5. Secrecy: A partnership firm is not legally

required to publish its accounts and submir
its reports. Hence it is able to maintain
confidentiality of information relating o

its operations.

in terminati gt _ .
l_uuon Of partnership as there e oa il
Oh'nersh|p, : IS a restriction on
4- l—a.ck OF Continu_iw: {Jar'rcr e —
1 - JICTSNLp ne
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UNIT &

Forms of Business Org

anisations

g . - ’ [
Iypes of | urlm.-rshlp and Partners

Classification on the basis of duration

I'nrnwr.nhlp at will
Pariine iship formed ar the w

L _l“l 4'

Particular partnership
Meaning ill of the partners

Partnership formed for the accomplishment of a
parinership ar will'

particular project say construction of a building or an
activity to be carried on for-a-specified time period is

called "particular partnership’. |
Davation a1

It can contlnug

as long, as the partners want

|

It dissolves automatically when the purpose for which

and s terminated when any partner gives | it was formed is fulfilled or when the time duration

h notce of withdrawal from partnership o expires, I
the frim

Classification on the

basis of liability

General

l'nrmership

Linbility In  peneral

Limited Partnership

partnership, the liability of

In limited partnership, the liability of at least one

partners s unlimited and joint partner is unlimited whereas the rest may have limited

liability, 1
) i i i 2 ._ .

Participation in | 1l partners enjoy the right to parti ipate | The limited partners do not enjoy the right of |
Muanagement in th Mmanagement of the firm and their | management and their acts do not bind the firm or |
HCLS are |-|J||||||g-l 0N e || nlfnl as well 15 | the -_|||1r.,-r Partners. ||
on the firm |
Registration Registration of the firm is optional | Registration of such partnership is compulsory. |
b y [ oy T y T 1
I'sdsience ’ I'he existence ol the firm i iHected by | Such a |_1.||'|_|]\_-|-\|';_Jrr. does not get terminated with the |

IJH ||c ith, lunad )

i " - |
| insolvency or retirement | de _||||\ |||_|1,[-;'-. or insolvency of the limited partners
|r1i thi partner

Faniated Partne J'-’Il[r WIS not perrtics

L Indiacarhier. The permission to form: partnership firms with imited lability has been
pranted alter imtrocduction ol New Smiall Enterprise Poliey i 1991, " The wdea behund such a move has been to enable th partnership
s (o attract equity capital from Inends and relatives of small scale entrepreneurs who w uhier reluctant to help, due to the
existence ol unhomuated halahity clause i the partnershiup lorm ol busim

Types of Partners

Active Partner Secret Partner | Nominal Partner lI Partner by Estoppel

Meaning

An active partner | Partners who \ secret partner \ nominal partner | A person is considered
i b # p i
18 one Wlhi l Ilu'\ | \ln not take part IS ONC whose § ONe a.-l'-,a,,u allows 4 partner 1}}' (".rr-m:('l
wctual part in | in the day to association the use of his/her if, through his/
(8 M » . -

| i i i ] 2

: ) f ith the hrm 1s name by a hrm her own initiative,
carrying out [ day acrivities of with the hrm | .
business of the | the business are | unknown to the

| conduct or behaviour,
1 helshe gives an
firm on behalf of | called sleeping general public ! s he/she gives ar

a !
Y

| . | . !i‘ l\
- l D 1"‘\ [ ' [}-l [!11 ]T‘f‘!\h‘ IIT [l'il
llI!t('t |'I.I|Ijl¢'l'\ jl,ll[lhl\ i | ontribu (= { ¢ l | I ¢

A | capital of the irm | that he/she is a _
}’1 ?*} , l .I ' " - }ur'rmlu'l th:D_mp “:
-l : f\L S ...._.ﬁ,.._f__,__________ i

oY i aa¥ \ A ans |

i
¥, 4




:"mi‘.‘\-.
Da)

. 2 ]__IelJ She dacs N
; partner does noid C}‘:“'Eib"te el
z : : : o .1 re capital. | the iirm,
Capital An active partner A sleeping contf‘b_uzsof c contribl Y
contribution contributes para=: the Caplt/ X . >
capital to the | contribuee firm. st L 2. Thef
i = . 0€s not . -
iy capital ©© 1 e o not t2ke m 3. Thet
frm: T ricipates if active part i | e
: t 3 | firm.
Participation in | Participates in il n the | the manageme” management of |hrm Y

icipate i
Management | the management | participa

f
of the firm. ‘/’ mhan;gemenr of,
the nrm.

of the M- | e firm.
5 roﬁts 5 G._'C_fif_r_ ‘ﬂ!\ _‘i‘{?-t or or 1085:‘5. .
ST | not share PEO== == ‘e

Of&* ifn view of th

Share in Profits/ | Shares profits Shares profits and losses of the , | I | :

fihe |and losses of th _ ilfossess A . — . 1] the firm is

s and losses of the ; business- v . .d liability | Unlimited liah: l
: business. _|3L1§l_f_155_9_______._.~_.—-—1-——'-'—d”"""_#_~ Unlimited 1iabiit o ia lem,i The proce
7 == e Unlimite , third parties | the third partjes p. 4 Subm
; If.mb’lllt}r Unlimited Unlimited ds | liability rowards | © the thirc sients 4 th rep “_memsfﬁt | che fi

F = -1- . H G s WAl J i . AVITIC > ] ol % 1
\' Rl Ll o of | the creditors of hm‘r [hc,.m'l < debts. | firm’s debs C'fth;-i * Na
~ personal assets | the creditors of | he firm of the irms deDLs. | TS o5 } “«ld
can be used to the firm. the . - AN . | x|
pay firm’s debts. e . o Th
L - -~ o N}
i N H\% %
Top Tip i Thi

| :

An example of a partner by estoppe ME L N R : !
; - k R | tions. On MNaveen's “]ue"[.plbhlsh i p Fee
Suppose Abhishek is a friend of Naveen who is a partnerin a 5Dﬁwarelﬁl’m 5|.rr.1p|i:_.‘>f‘5.o Ifhr. negotiation process for a busin . 3. Cer
accompanies him to a business meeting with Amit Softwares and actively participates In e HESEHEm = F = s €5 | |

1ded to Simplex Solutions on the basis §

s i B

of these negotiations, Abhishek would also be liable for repayment of such debt, as if he is a partne
Such partners are held liable for the debts of the firm because in the eyes of the third party they are considered partners, |
i though they do not contribute capital or take part in its management.

s _ il —
Noswed L ¢

. Minor as a Partner |
Partnership is based on legal contract between two persons who

As_. such a minor is incompetent to enter into a valid contract with others, he cannot beco
minor can be admitted to the benefits of a partnership firm with the mutual co -.‘.- ,I be I rm. He |\~.,-\r!._3.
will be limited to the extent of the capital contributed by | ronsent ol all other pary _ vses, his habiliy
management of the firm. Thus, a minor can share only the IOl and ¢ el not be eligibl ke an active part in B8
wishes, inspect the accounts of the firm. 4nd can not be asked to bear th However, he canif 8
The status of a minor changes when he attains majonty, In
like to become a partner in the firm. He has to give 2 pl-lhli(' i
to f%O 50, within the stipulated time, he will be treated as
unlimited extent, in the same way as other active partne

agree to share the profits or losses | on by thet

um and in the firm, H

-El(‘[. on :i[l.’;l_i' Mg Mz ou
SIS AONEY. the i
v WAC TTLID i | 1de whe 'lll'l ht.‘ W

1otce of his deg
o wEOTRAALL] SIX i - i
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UNIT 2: Forms of Business Organisations

Consequences of non-registration of a firm
1. ‘\ P of an ltrilrc‘gistcrod firm cannot fil¢ a suit against the firm or other partners,
2. The tirm cannot file a suit against third parties, and

3. The firm cannort file a case against the partners
In view of these consequences, it is therefore advisable to get the firm registered.

edure for Registration of a Partnership Firm
S o :
: \m‘nimlg. tl‘ lh“;{n\f'ﬂﬂ“ I dr'l.hcrs}‘up Act 1932, the partners may get the firm registered with the Registrar of firms of the state in which
the firm is situated. The registration can be at the time of formation or at any time during its existence.
The procedure for getting a firm registered is as follows:
i. Suhufﬂ.gﬂon of application: Submission of applicaliun in the prescribed form to the Registrar of firms. The application should contain
the following particulars: v
* Name of the firm
* Location of the firm
* Names of other places where the firm carries on business
* The date when each partner joined the firm
» Names and addresses of the partners
e Duration of partnership
This application should be signed by all the partners.
2. Fees deposit: Deposit of required fees with the Registrar of Firms
Certificate of registration: The Registrar after approval will make an entry in the register of firms and will subscqucntly issue a

certificate of registratian.

\BA

Partnership Deed
A parmership is a voluntary association of people who come together for achieving common objectives. In order to enter mnto

partnership, a clear agreement with respect to the terms, conditions and all aspects concerning the partners 1s essential so that there 1s

no misunderstanding later among the partners.
Such an agreement can be oral or written. Even though it is not essential to have a written agreement, it is adwvisable to have a wntten

agreement as it constitutes an evidence of the conditions agreed uponn.
The written agreement which specifies the terms and conditions that govern the partnership is called the partnership deed.

Clauses/Contents of Partnership Deed

The partnership deed generally includes the following aspects:

* Name of firm v

“* Nature of business and location of business

* Duration of business

* Capital contribution made by each partner _ . e
* Profits and losses sharing ratio between the partners
* Duties and obligations of the partners

* Salaries and withdrawals of the partners

* Terms governing admission, rearement and expt
* Interest on capital and interest on drawings

* Procedure for dissolution of the firm

* Preparation of accounts and their auditing

* Method of solving disputes

ilsion of a partner
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|sineéss Stu

(A) _Particulay

R swill for the penefits g iess of the firm [B] : -P‘-a—r—tnarship 1
(@ A person who lends his name md o= .‘t rake part I the DU !I_ (€) __“ﬂ'_?ﬂi_ing Pa ®b) |
: (i) A person who contributes caphtal DA l:‘:“'::. of P-"""N‘mn || {D]__.. N_o:n_'!nm D3 : |
[ (W) A document containing terms e I.,“ . jlled (Choose the corrgg, : l
| w) A partnership set up for a specific profes n to the genoral public ':;N N !
2. A partrer whose association with the firm is unknow (b) Sleeping e |
{al Active partner (d) Secret partner True/False? m | 2. Th
(€} Nominal partnes | Ba
3. R is compulsory to get a partnership firm ragitered tent of his share. Tfue/Fa;;,e?Gb: co
4 The kability of a partner in a partnership firm is limited to the ex TfUQ/FGTSe?%\ be
S, An unregistered firm can not be sued by a third party T’UE/FUI’Se?(;.'\! ol
6. Every partner is both principal and agent of the other partners. itisa partnership- TFUE/FGJSE?G:'Q r
7. W wo dacolts sign an agreement to operate together and share the loot, I True/Faise_)Gh! . lt.
8 A nominal partner is a partner in name only—he Incurs no liabilities. ™ Foes
9. What is the maximum number of partners in a partnership firm? § d individually liable for payment of the firp |
10. Name the form of business organisation in which the members are_lolﬂﬂ\_n’ -l b
11. Name the basic document prepared in partnership firm.
12. State the law governing the partnership in India.
13. Why is a written agreement of partnership preferred? 3
14. What is meant by mutual agency in a partnership? :
15. Name the type of partner who contributes capital and shares profits/losses but does not take part in the day-to-day manags
of the firm |
16. Name the type of partner who is not really a partner but is liable to third parties for the repayment of the firm's debts.
17. Name the partner whose association with the firm is not known to the general public. ll;
18. Name the form of business organisation which can be formed by an oral agreement between the members. |
19. In which form of organisation is a trade agreement made by one owner binding on the others? :; A
| An

| 20. What is the liability of partners?
|

| 21. Name the form of business organisation in which members are agents and principals of each other.
|
1

| 22. Name the type of partnership which is formed to accomplish a specific project for a specified time period
| 23. Name the partner who does not have interest in the partnership business but lends his name to the firm |

i 24. “In spite of not being a partner, he becomes liable to third ra wl
| : ird parties for the m S »
| P repayment of the firm’s debts.” By what namé
25. “Arora Brothers is a firm formed for the construction of a shoppi
: opping mall” Identify this ty .
v et pe of partnership.

R

#\Case Studies b |
=\_2nalysing, Evaluating & Creating Type Q@

Q.1 The business assets of an organisation amo
unt t
B acice fam o © 350,000 but the debys that remain unpaid are% go

(a) the organisation is a sole proprietorship firm,

(b) the organisation is a partnershj i
P firm with Angl, ol
losses equally. Which of the tw ony and Akbar g rofi®
giving reasons. > Pastners can dhe creditars 3PProachpf?)l;u:::y::;tsg;je£ﬁ Tﬁ
(4

Ans. Business assets = ¥50,000; Liabiigjcs - 2800
Therefore, Creditor’s claim - 23 000 o

— 2




Clodid T T /‘

s of Bus nNess .,\“‘ Anisations

(a) It the Organisation is a sole proprietorship
a sole propoctor has unlimired liabiliry
mect all business liabilities

firm, the creditors can sue the wle

In the case of business losses, if the b
the proprictor may have to sell his

:
proprietor for T 30,000, because

1SiNess assets are not
personal property 1o pay off the liabilities,

partnership firm with Anthony and Akl

¢ pariner tor their «
are jointly and individually

T o
: \
[ b) It the Ofganisation is a

var as partners, the creditors
the partners or » sinal I di can sue hoth

laims. The reason is that partners have unlimited liabiliy, They

b of e b gl.;”‘h for payment of firm's debts. Jointly, all the partners are responsible for

o, %y !l_,“__\.i..- “--“ de ‘n.lln their profic sharing ratio. So. Anthony and Akbar will have to pay T

¢ T T ,.L.:] .\.a Iun._l.l- partner u|.Hm\< Anthony) can be held responsible 1o repay the debes of

i KDag (L SN AT T msoivent i|||| cannot }almj'_ ,l!l!.'lhllli{

2. The two friends, Soniva and Raman started a business by the name of ‘Soniyo Fancy Dress Shoppy’.
Both of them invested equal capital in the business. At the start of the business, Soniya had placed one
condition before Raman thar if untortunately they suffered a heavy loss in their business, she would not
be able to give anything except the capital invested in the business. Raman had accepted this condition
on (EI{' terms and condition that Soniyva would not enjoy the right to participate in the management of
the firm. Their business w as gradually grow ing well and they were fully satisfied with their business.

(a) To “h.‘_\l form of business organisation is concerned the'above para?
() Identify and explain the ty pe of the form of organisation identified in (a). (3 marks)

1

from his private assets.

ICAsT One partner

f is unlimited whereas the rest may have

s d ov the richt b o

nited partne ot enjoy the right of management and their acts do not bind the firm or the

other partners

3. Dhruv, Sarthak and Dheeraj are three partners in a firm. The name of the firm is ‘Friends Pustak
Bhandar’. The latest books of almost all subjects remain available at the Pustak Bhandar. All the three
partners decided that 10% of the total profit of the firm would be distributed among the poor children
every year. This has a very positive effect on the goodwill of the firm. Dheeraj is a renowned businessman
who allowed the use of his name by the firm but does not contribute capital. Sarthak had contributed
capital to the firm but does not participate in the management of the firm. Dhruyv actively participates in
the management and does business on behalf of other partners.

Explain what ty pes of partners Dhruv, Sarthak and Dheeraj are in ‘Friends Pustak Bhandar’.

(6 marks)
Ans. (i) Dhruv is an active partner. An active partner is one who contributes capital to the firm and takes acrual
part in carrying out business of the firm on behalf of other partners. He shares profits and losses of the business.

He has unlimired liabi

V [0 the thirc

tor the repayments of the firm's debts.

(ii) Sarthak is a sleeping partner. A sleeping | et U.-.-:::1[\.1::\-\.upu.li .m the firm but d_m"f t'l(}[_p:ll:tll(:lpa'[f in
the management of the firm. He shares profits and losses of the business. He has unlimited liabilicy.

(iii) Dheeraj is a nominal partner. A nominal partner is one who allows the use of his name by a firm, but does

not contribute capital. He does not take part in management of the firm. He generally does not share profit or
losses. He has unlimired liabilicy.

4. Mr. Mukul Gupta contracted with a firm. According to the contra(_rt, he has ad:ranced a lo?n of.? 20
lakh to the firm and in exchange he got the power to take a few decisions regarding the firm's business.
Besides, he got 9% interest on the loan and 12% of profits earned by the firm.

Is Mr. Mukul Gupta a partner of the firm? Give reasons in support of your answer. (4 marks)

Ans. No, Mr. Mukul Gupta cannot be regarded as a partner of the firm because on the basis of the contracr_he
ha.sbccn given power 1o take a few decisions only, whereas to become a partner of the firm, the following

it itions h be fulfilled: -
?ic}[dmuonlunnfj coj;:dnd;itamh?]:;x? ?h::uparmcrs of a firm have unlimited liability. Personal assets may be used for repaying
(i) cl!::’l:_slmung The partners bear the risks involved in running the business. The reward comes in the form

of profits which are shared by them in an agreed ratio. . i o
(iii) Mutual agency: The partnership business can be carried on by all partners or any one of them acting

all. In other words, every partner is both an agent and a principal of other partners.
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ctivities and has 5 |

iness 4 x - 6. Liability

COmpany — COIICCpts . C&[l"}'ing Ol.lt I;l:;ﬁcial PerSDﬂ ha"lng a S'Ep_arlt!\ The liability:

s sons formed for sibed 35 27 - ) canuseonly

._‘f“.:“..‘“?ﬂﬂ}' is an association (;f P'e;pahy can be descrO™ b R
independent of its members. A €0 — B deb

ale " AcCt ~ __ incorporated under .. held by ther
entity, perpetual succession and a commo> seb "he ComP aE!E“ mpany incofP thi

n'.icans co < already paid

he company form of organisation is g“‘"‘i": 2013, a comp? 6,000—the
As per section 2(20) of the Compantes 22 \\ she is not i
any other previous company law. ~. Comn
Top Tip o . £ 1866). A compan
ed below 100
Previous Company law means any of the laws spwﬁ;;{'a|r1 companies Act, 1866 ( document
1. Act relating to companies in force before the Indi Sigf}iflj;’._!h
2. The Indian companies Act, 1866 (10 of 1866). .
f1882). 8. Risk
3. The Indian companies Act, 1882 (6 0 £1942). 3 o
4, The Indian companies Act, 1913 (6 of 19_13‘1' : e 1942 (ordinance 420 The risk
5. The Registration of Transferred Companies Ordinance, PRI T S or partnt
6. T{eCompanies Act, 1956. \ Lo 1. _hief manusiel ;‘“‘” sharehol
=" S is the chief managing body glau :
wwhile the Board of Directors 13 % The risk
The shareholders are the owners of the company while p——
by the shareholders. Merit

—— ) e sire ; iness.
_Usually, the owners exercise an indirect control over the |Ju5&1|1‘1':| ' hares'
L The capital of the company is divided into smaller parts cal e(’ _shares
shareholder to another person (except in a private company). |

which can be transferred freely frop d

M

-
Features
1. Separate legal entity .
From the day of its incorporation, a company acquires an identity, distinct from its members : Its assets and liabilid p
are separate from those of its owners. The law does not recognise the business and owners to be one and the same. T
N - a
\_~2- Artificial person
- - : : , ; ) ; . 2. ']
A company is a creation of law and exists independent of its members. Like natural persons, a company can oM |
property, incur debts, borrow money, enter into contracts, sue and be sued but unlike them it cannot breathe, et |
run, talk and so on. It is, therefore, called an artificial person.
3 Formation
T;Im H)ralmztmn of a company is e consuming, expensive and complicated process. It involves the preparatio
;’ R 'ocun;enta 3?‘1_‘0{“}’11&"‘»‘6 Iwnh several legal requirements before it can start functioning
ncorporation of companies is compu r | : a R
P . p : mP SUr}.undcr The Companlcs Act 2013 or any of the previous company I 3,
as state earlier. Such companies which are incorp 7 7% HIe previous compati |

orated under companies A

included in the list of companies. €t 1956 or any com pany s il \

- Perpetual succession

]

n be brought to l
a 1

inding up it; Compf:tegd\c;nl} bb}- law. Tt will only cease to e T \

: . ’ ed. Mem ) . [

¢ ers : 3 |

th CE}P;“&’ Cogtlm:; to exist. Thus, where 4] the members of , riv May come and members may gﬂ-b"‘ -

. 7 ; Lo P

were killed by a bomb but the company surviyed. Private company fitting in 2 gencel mectith !

5. Control

The management and control of the

affairs of the

!
. R om a_nv - : |
appoints the top management officials for ryp,: pany is Undertaken b, i ik
involved in the day-to-day running of the- B‘[isi}jzng the busi ¥ the Board of Directm: *

ness. The sharehglq

ers do not have tflt fiM



UNIT 2: Forms of Business Organisations

6. Liability

The hablhi:y off the members is limited to the extent of the capital contributed by them in a company. The cred;

can ;se onzr ht_q_a.s_??i;isﬁ.‘f the company to settle their claims since it is the company and not the merﬁbﬁ—-m

%ﬁfﬁ.s&;&n be asked to contribute to the loss ;:;hly to the extent of ihzﬂhpﬁm; ﬁ

:iﬁ_ d"y e ? 3 [;1:0::3 stl]:i is a s.h.archoldcr in a company holding 2,000 shares of Z10 each on which she has
mg{}iih —-Ed share. Her liability in the event of losses or company’s failure to pay debts can be only up 1o

6,0 ¢ unpatd amount of her share capital (X 3 per share on 2,000 shares held in the company). Beyond this,

she is not liable to pay anything towards the debts or losses of the company.
7. Common seal
company may or m
:;l umgms}’sucz i ay not have a common seal. If a company has a common seal, it must be affixed to the
Cl ¥ re
= greements of a company. If a company does not have a common seal then the person

EEEg_;I;;document should be authorised by a board’s resolutions. .
8. Risk bearing

The risk of 1_05555 In a company is borne by all the share holders. This is unlike the case of sole proprietorship
or P‘”mf“h‘P firm where one or few persons respectively bear the losses. In the face of financial difficulties, all
shareholders in a company have to contribute to the debts to the extent of their shares in the company's capital.
Thf _r.i_skﬁf. loss thus gets spread over a large number of shareholders.

Merits and Limitations of Company Form of Organisation

Merits

Limitations

1. Complexity in formation: The formation of a company requires

1. Limited liability: The sharecholders are |

liable to the extent of the amount unpaid |  greater time, effort and extensive knowledge of legal requirements
on the shares held by them. Also, only and the procedures involved. As compared to sole proprietorship
the assets of the company can be used and partnership form of organisations, formation of a company is
to settle the debts, leaving the owner's more complex.

personal property free from any charge. | 2. Lack of secrecy: The Companies Act requires each public company
This reduces the degree of risk borne by to provide from time-to-time a lot of information to the office of
an investor. the registrar of companies. Such information is available to the

2. Transfer of interest: The ease of transfer of general public also. It is, therefore, difficult to maintain complete
ownership adds to the advantage of investing secrecy about the operations of company.
in a company as the share of a public limited | 3. Impersonal work environment: Separation of ownership and
company can be sold in the marker and as management leads to situations in which there is lack of effort as
such can be easily converted into cash in well as personal involvement on the part of the officers of a company.
case the need arises. This avoids blockage of The large size of a company further makes it difficult for the
investment and presents the company as 2 owners and top management to maintain personal contact with the
favourable avenue for investment purposes. employees, customers and creditors.

3. Perpetual existence: Existence of 2|4 Numerous regulations: The funcrioning of a company is subject
company is not affected by the death, to many legal provisions and compulsions. A company is burdened
retirement, resignation, insolvency or with numerous restrictions in respect of aspects including audjf.
insanity of its members as it has a separate voting, filing of reports and preparation of dDCuants.. and is
entity from its members. A company will required to obtain various certificates from different agencies, viz.,
continue to exist even if all the members registrar, SEBI, etc.
die. It can be liquidated only as per the | 5, De[ayindecisionmaki.ng: Companies are democratically managed
provisions of the Companies Act, 2013. through the Board of Directors which is followed by the top

management, middle management and lower level management.
Communication as well as approval of various proposals may cause
delays not only in taking decisions but also in acting upon them.




e

4. Scope for eXpansion: As compared to the
sole Proprictorship and partnership forms of
Organisation, 3 company has large financial
fesources. Further, capital can be attracted

i t""’m the public as well as through loans

! from banks and financial institutions. Thus
there s greater scope for expansion. The
investors are inclined to invest in shares
because of the limited liability, transferable
ownership and possibility of high returns
in a2 company.

- Professional management: A com pany can
afford to pay higher salaries to specialists
and professionals. It can, therefore, employ
people who are experts in their area of

| specialisations.

The scale of operations in a company leads

to division of work. Each department deals

| with a particular activity and is headed by
an expert. This leads to balanced decision
making as well as greater efficiency in the

resentatives of the sha mh% !

however, in_ mMOst iugc‘;qai
sharcholders: the ownery hz;‘l
trolling orf running the bu-“nq;t

who are the
d all over the country .w.

organisations having
minimal influence i
It is so because the s

are sprea
eniirst;l: gsncml meetings. -
a very small percentage arten b enjoy considerable freedom .
- Direc s suc Y s
The Board o.! Direct 7Y chey mmL‘Ur‘i‘-t'S use e:TdLom_m'?‘ i
exercising their pDWCL reholders. Dissatishfq share j:) ers in sug
the imercstshof [h;foso;tim; but to sell tcheir shares and exit g
a situation have
company- ts to take all major decisiong
As the directo
it leads to rule by a few.
Conflict in interest: There may ;
various stakeholders of a company:
in higher salaries,
es, and the s s want | cw
ds and increase in the intrinsic value of thejr
managing the company x|

rs vircually enjoy the righ

be conflict of interest amongg
The employees, for example

: d consumers desire higher qualig|

may be intereste . hareholders want higher returng|
products at lower pric
in the form of dividen :
shares. These demands pose prohie‘mn in m: ey b
it often becomes difficult to satisfy such diverse interests.

l

company’s operations.

Indian Companies in League of FORTUNE GLOBAL Organisations

Company GLOBAL Rank | Rank in India | Revenues ]. Websirte ‘;
(Million$) |
Indian Oil Corporation Ltd. 161 1 54,711 www.iocl.com
Reliance Industries Led. 215 2 43437 | www.ril.com ;
Tata Motors Lid. 226 3 42,092 | www. tatamotors.com
Stare Bank of India 232 4 41,681 www.sbi.co.in
Bharat Petroleum Corporation Led. 350 5 20,082 Gl www.bharatpetroleum.in
Hindustan Petroleum Corporation Led. 367 6 28,820 www.hi :
' | [ 433820 . | ! 1ndu.~.:.mpfrmleum.com
Rajesh Exports Corporation Led. 423 7 25.237 e '
i i) 22 www.rajeshindia.com

Types of Companies

Private Company

A private company means a company whi

Aa) restricts the right of members to U'an-Sfcr its shares;
has 2 minimum of 2 and a maximum of 200 members, excludin

ydos not invite public to subscribe to its securities, B the presen ang Past employees;
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Note

1. Itis necessary for a private

. 1 ary Private company to use the word private i

. 2. It a private company contravenes any of the afor | nited after s name

| - Sl P

| exemptions and privileges to which s entitied ot
. L]

/ "

| Privileges of a private limited company as against a pr

Fry

slons ases :
N5, I ceases to be a private ¢ ompany and loses gl the
7

1. A p”\'_[l(‘ caompany can |h' torme I | ; ; -' .. ' I | : I A
. . L Yy I)TII\' Iwo tllt'lllill'i"r WII{'II'I“{ sCve 3 - |
I'lll‘lln b.nIl'lli.Il],\'_ = l“)"“"r are “(T'h.ll to fo =
. —¢ HI- - [J(."- L

2. There is no need to issue a prospectus as public | '
¢ 18 not invited to subscribe 1o the shares of a private company.

i .\”\ tment i‘f .‘th-“‘{'\ i t‘(' (IIT 1 I 101 reg l"‘ I " I l
. . ne v .
\"||I - ! II' tI"I PLERLEPIE LD S lose Fepirioon A v minea o 1 « y
" __‘ i ,'." ' l ate h e VITRYAn

-an start business as B el ~ :
¢ 1S S00N as it receives the(certificate of Incorporation,) o

Tﬁw&ffca‘u%h L i{ﬁaﬁ)v Ao omtnt _Hipd prody LafromnaTiom

Celogue, o "

Minimum Subscription

he mummum amount that, in ' .

!\:n : N lllu opimion of directors, must be raised to meet the needs of business operations of the company
‘Mupumum subscnpton ol cagnt: - . I . s . .
" ‘!I ‘ ; I capitad cannot be 1 ss tham 909%, of the ssued amount according (o Secunties and Ixchange Board of Tnd
L\l‘.H“ Gudelinges. d XChang # ol Inedia

y [ rate co - 7 s e ren s P .

4. A priv m_u mpany needs to have unly two directors as against the minimum of three directors in the case
of a public company. However, the maximum number of directors for both types of companies is fifteen

2 A private company 1s not !'L‘(IIIII'L'd o |u'-.‘|) an index of members while the SaIme 18 necessary in lh(-“;nt_ur

a public company.

Public Company

A Pub]jc company means a company which is not a private company.

As per the Companies Act, 2013 a public company is one which:
(a) has 2 minimum of 7 members and no limit on maximum members;
(b) has no restriction on transfer securities; and
(c) is not prohibited from inviting the public to subscribe to its securities.

Note
A private company which is a subsidiary of a public company is also treated as a public company.

Difference between a Private Company and Public Company

Basis i Public company

Members Minimum - 7 Maximum - unlimited | Minimum - 2

Maximum - 200
 Minimum number of directors ____Thrt'?t'_ i cigioh o Iwo s
Index of members Compulsory aetprh ey Not mmpulsnry__ spdanil
Transfer of shares | No reswiction | Reriction on wansfer
_I;:l'_lntion to public to subscribe lor_c_:l: invite the public to subscribe to | Cannot invite the public to subscribe
shares its shares or debentures _ _ln__iu.' s_ccw_itim._ s R

e
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Persor ———
on Company (QPL) cohcept The introductio

vOfporatisation of micro businesses and entreprenc
One Person Company (OPC) is a company with only "r rivate |
sharcholder of the company. It avails all the Benefits of 2 P al succession
QO
IC

entity, protecting personal assets from business liability an
B NG
' son of OPC. It had suggested ":':”: such an enty ey

no
1.|l\h!}‘

That one person wi“ b!

a mcmhcr.
' y such as “P“llek.

as
e person _ ‘
ne pe imited compan
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Characteristics \

ly a natural person who is an Indian citizen and resident in India:

Only a g
W Shall be eligible to incorporate a One Person Company:
i} Shall be a nominee for the sole member of a2 One Person Company.
..... - e
For the purposes of this rule the term resident in India” means a person who has stayed in India for a period of not less
than one hundred and eighty two days during the immediately preceding one calendar year.

] - r 1 P = Ty r r [ : } § .
No person \l’l.i]i J.K lJ,‘L‘J["J( (0 InCorporate more than a k\I"I.C Iacr.\'(\n ( U[Il}hlﬂ\' Oor become nominee o

. |

more than one such company.
3. Where a natural person, being member in One Person Company in accordance with this rule become
virtue of his being a nominee in that One Person Compam‘.

a member in another such ( ompany by
RENE _ :
(2) within a period of one hundred and

such person shall meet the eligibility criteria specified in sub rule
cighty days.
No minor shall become member ' -
] : ! or nominee of the One Person C ik
nrBa LOmpany or c: \ S
b('ﬂch(.'l.ij Interest. I. \ g hUld bha‘re -
5. Such Company cannot be incorporated or converted into a company under secti 8 of the A
L — — . i y _ an Seclion 8 of the Act.
E. ~ompany cannot carry out Non-Banking Financial Investment activitiee fod T :
securities of anybody corporates. tties including investment s
7. No such company can convert voluntarily into any kind of com l
: _ : , ) C any 5 WO v :
the date of incorporation of One Person Company, exce hp h ;Jdn €SS twWo years have explrcd from
: , e pt thresho imi : - '
increased beyond 50 lakh or its average annual turnover during ¢h limit (paid up share capial) ¥
n . :
8 the relevane period exceeds %2 crore.

Formation of a company means bringi :
ging a co .
completion of a lot of legal formalities and proc::lp;.: T S e starting its business. It involves

Formation of a company is a complex activiry ; i
. ty |nvolvmg completion of | e

understand the process one can divide the formalities into three dim:ct :é: fOrn;‘aj;:es and procedures. To fully

s, which are:



1. Promotion;

1. Incorporation and

111, Subscription of capital

i L8
o Note
Private COMPpany as Against 1k
AR the ) M \
“eromhea-oum . e public limited company is prohibited to raise funds from publ |
prospectus and complete the hh-\\,!lrf\' of minimum subsc ription g Lz ‘l

n r the § i .

romonon Is the hirst stage i . M O ' )

oMot the St stage in the formation of a company. ™ & j " 4
r

» ‘“i‘r‘ o " . . ] . . " .
tin conceiving a business idea and taking an initiative to form a company so that ical shape can
be given to exploiting the avail i : ] i aea
g p g the available business opportunity. )
hus, it begins w -| ' r d .
Thus gins with somebody hav ing discovered a potential business idea. Any person or a group of persons or
even a company mia ave g | . -
en a compa nay have discovered an opportunity. If such a person or a group of persons or a company proceeds
to form a company, then, they are said to be the promoters of the company. :
MOMOTET 1S sa . . . r 11 ap ” o - . .
A promote . H.'“{ t'_n be the one who undertakes to form a company with reference to a given project and to set
it going and » : * nece - i : ror
it going an x; ho takes the necessary steps to accomplish that purpose. Thus, apart from conceiving a business
0 Wrrunity the promoters ana: 'sSC " *CIs 1 brir 9 1 H :
Pl | inalyse its prospects and bring together the men, materials, machinery, managerial

_]b-[I!II(H and hnancial resources and set the organisation going.
- YO v sy I ¥ e . i : E o :
After thoroughly examining the feasibility of the idea, the promoters assemble resources, prepare necessary

wrious other activities to get a company registered and obtain the necessary

documents, give a name and perform »
uErUhLch {'[‘l.lt‘l]”l.l_: the company to commence business. Thus, the promoters pcrfnrm various functions to bring

a t(‘mp‘;l”‘\' in[“ existence.
Functions of a Promoter

1. Identification of business opportunity
The first and foremost activity of a promoter is to identify a business opportunity. The opportunity may be in

respect of producing a new product or service or making some product available through a different channel or
Such opportunity is then analysed to see its technical and

any Olhcr nppurtlmil\' hay Ing an investment pote ntial
economic feasibility.

2. Feasibility studies
able to convert all identified business opportunities into real projects. The promoters,

“Tt may not be feasible or profit

therefore, undertake detailed feasibility studies to investigate all aspects of the business they intend to start.
Depending upon the nature of the project, the following feasibility studies may be undertaken, with the help of
hartered accountants etc., to examine whether the perceived business opportunity

the specialists like engineers, ¢

can be profitably exploited.
(a) Technical feasibility: Sometimes an idea may be good but technically not possible to execute. It may be
so because the required raw material or technology is not easily available.
to estimate the fund

(b) Financial feasibility: Every business activity requires funds. The promoters have
°  requirements for the identified business opportunity. If the required outlay for the project is so large that it
canno easily be arranged within the available means, the project has to be given up. .
(c) Economic feasibility: Sometimes it so happens that a project is technically viable and financially feasible
but the chance of it being profitable is very litele. In such cases as well, the idea may have to be abondoned.












The wtiches ol o compans shall
be i rempective Borms o specified in Table . G M | and | s schadule | an may be applicable o such

B s i

Tuble ¥ 1 Renpretive forem for Arfisine of « Conpeny

! : AOA of & smmpany limitesd by shares b oy _}

- Table G ) - — i ———————

1 | AOA ol a LM pany Irmtend by o
Tuble M : g gerestos and baving chave septte?

! = | AOA ol o company limited by sulflﬂ'ﬂ and not !\.ﬂr‘ share L.rlal st

| 1 | AVA ol an unhmaited COmpany and !u\-m‘ .I\.""\-;I;q‘l iR
Table | M o R T S

. | AOA of an unlimited company and not having share .nlwlnl

biowmevet the OVMPAnes Are 3 [} L} v w . hich he h( (l.“m d [.hb F.C H. 1
r rew o omak hesr T b v o
el AT Oy ATrTECh o SRSOCalOn Wi may contra L ) l
v Ny s e

and @ that case artiles ol associato
wuton as adopted by the company shall apply

Dtk
erence between Memorandum of Association and Articles of Association
Articles of Association

Rasis of Difference
Memorandum of Association
\‘I‘fﬂ“‘f‘ Memorandum ot Associa . el . r -
[ hich IOUNDSUITIN M. o, - s | Articles of Association are rules of internal
Or whnich the compansy z | mea T "
ipany is tormed nanagement of the company. They indicate
how the objectives of the company are to |
]\ i ved
asit1on [his is ol na | [ i BT B }
| I€ Mmain document of the comparl AN lhis 15 a subsidiary document and is
s subordin: 1 ke . - 1 : t
dinate to the Companies subordinate to both the Memorandum of
L . Association and the Companies Act.
Relationship | Men i ‘ Lof . efioe lati 3
I | wrandum il AssoCiatnon detines Articles dehne the rclumnshlp ot the
relationship of the company with outsiders members and the company
Validity Acrs beyvond the Memorandum of Association | Acts which are bevond Articles can be ratified |
| are nv did and cannot be ratific d even by a | by the members, §‘rl)\1dcd thev do not violate
. . ) :
| unanimous votre of the members the Memorandum.
1 : : et EHEAES
Necessity | Every company has to file 2 Memorandum of | lt is not compulsory for a public ltd. company |
| ~ | ' t |
to file Articles of Association. It may adopt |

Associanon
[able F of The Companies Act, 2013

“Consent of l"l'upu.«.ccl Directors
<« of Association, a written consent of each person named as a director is

Apart from the M morandum and Articles
required confirming that they agree to actin that capacity and undertake to buy and pay for qualification shares,

as mcnriuncd in the Artic les of Assoctation

Note
Qualification Shares

in the proposed company,
se shares be

the Articles usually have a provision requiring

directors have some stake
fore the company obtains Certificate of

them to buy a certain number of shares. They have to pay for the
Commencement of Business. These are called Qualification Shares.

To ensure that the

e

e ——

ntment as its Managing

nter with any individual for appoi
to be submitted to the

4. Agreement
her document which is required

The agreement, if any, which
Director or a whole time Director of
Registrar for getring ¢he company registered un

__4

the company proposes to e
Manager is anot
der the Act.
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 Number (DIN) = allotment of Director Iduun,w]n“ 'I

Director ldentiﬁcﬂuol 11 make an apphc2l wral Government shall allot a Direcy, |

i ) i any shall MR The Centre . ap . a5 alreadsy |

Every Individual intending to be appointed as director ol a ‘lull_nlt:-n ) ong With fees. l|1¢|_ ion. No individual, who h.m .ll'ltxl.(l‘_- beey, gl
: , - g erherd form @ - e applicaon: SEr | or

Number (DIN) to the Central Government in prescribed he receipt of the aPP _ 1dentification Number (DIN). !

th from the T Director 1d¢ |

ldentification Number to an application within one Tna s another

3 SR i Al O POsS
allotted a Director Identification Number, shall apply tor, obtan :

ation have been complied with is tq §,
ered under the Loy

gth

5. Statutory Declaration

A declaration stating that all the legal require
submitted to the Registrar with the above ment
This statement can be signed by an advocate or b

9 i
ments pertaining © regist
ioned documents for gettin

0
 a Chartered Accountant —
n of a company and by a P¢

¢ company regist
« 2 Cost Accountant of Compap,
named in the articles a3,

Secretary in practice who is engaged in the formatio
director or manager or secretary of the company.
6. Receipt of Payment of fee

Along with the above-mentioned documents, necessary
The amount of such fees shall depend on the authorised share caj

fees has to be paid for the registration of the company,
ceS B

pital of the company.

Position of Promoters
1. Promoters are neither the agents nor the trustees of the company.
o be incorporated. Therefore, they are personally

> Promoters can’t be the agents as the company is yet © R i siand
for the company before its incorporation, in case

liable for all the contracts which are entered by them,
the same are not ratified by the company later on.
» Also promoters are not the trustees of the company.

2. Promoters of a company enjoy a fiduciary position with the company, which they must

not misuse.

They can make a profit only if it is disclosed but must not make any secret profits. In the event of a non-disclosure,
the company can rescind the contract and recover the purchase price paid to the promoters. It can also claim
damages for the loss suffered due to the non-disclosure of material information.

3. Promoters are not legally entitled to claim the expenses incurred in the promotion of the
company.

However, the company may choose to reimburse them for the pre-incorporation expenses. The company may also
m . R y i J J
remunerate the promoters for their efforts by paying a lump sum amount or

of property purchased through them or on the shares sold. The company may
or give them an option to purchase the securities at a future date i

a commission on the purchase price
also allot them shares or debentures

STAGE II: Incorpdfaiioﬁ

After completing the aforesaid formalities :
o ; » promoters make an applicar; : _
application is to be filed with I:he- Regisua_r of Companies of the sl:ie Wilt?lrilnfifh?zi 1;1]COFP0rat10n of the company. The
office of the company. The apphoauc)fx fo registration must be accompanied with d:'y plan to establish the registered
1. The Memorandum of Association duly stamped, signed and witnessled II? iilc)w}ng dogilmmﬁi ;
- € of a public company,
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s i § ipnatori
ufficient. ic signatories must also give informari
shares subscribed by them. R
Z. Th;l Articles of Association duly stamped and wi
sublic ¢ LR . witne
public company may adopt Table A, which is a mode] s of
case, a statement in lieu of ! odel set of Articl
the prospectus i -
1 . S us is submij i
3. Wrirten consent of the proposed dij mitted, instead of Ari i
4. The agreem if he proposed directors to act as dirt:ctor': and FdAr:EJICS i rpoemas
eement, if anv, with the : : an undertaking to ificati
5. A copy of the Registrar’s | e Managing Director, Mana. i PurCham qu.ahﬁcatlon s
ol P Strars letter approving the name of th : Bt S e el
. statutory declaration affirmi 0" 1IC Compan
_ P t the company.
. d epal :
This must be duly signed. B4l requirements for registration have been complied with
7. A notice abour th .
; e exact addres i
However, if the same is not su‘!;)S nf th; Sl may also be submitted along with these documen
s : mitted at the time of incorporation, it can be submi ithi g
p the certificate of incorporation : e vl o -
2D 7 evi :
8 ocumentary evidence of payment of registration fees

abour i
their address, occupation and the number of

The Registrar upon submission icati |

st that(:llf] t:;; z;faptrllcanon an.ng with the required documents has to be satisfied that the

RO o v i t;l:)ory rchq_mrem.ent? regarding the registration have been complied with.

. i rough investigation al?()ut the authenticity of the facts mentioned in
gistrar is satisfied, about the completion of formalities for registration, a Certificate

of Incorporation is issued to the com which si Th
¢ company, which signifies the birth of th s f incorp
: ' npany s € company. ]
may rf:-'erej‘b?f be called the birth certificate gfﬁrw company pany. Ine certificate of incorporation

Note
With eff ; :
ith effect from November 1, 2000, the Registrar of Companies allots a CIN (Corporate Identity Number) to the Company.

Effect of the Certificate of Incorporation
A company is legally born on the date printed on the Certificate of Incorporation. It becomes a legal entity with

perpetual succession on such date. It becomes entitled to enter into valid contracts.
The Certificate of Incorporation is a conclusive evidence of the regularity of the incorporation of a company.

The legal situation is that once a Certificate of Incorporation has been issued, the company has become a legal
business entity irrespective of any flaw in its registration. The Certificate of Incorporation is thus conclusive

evidence of the legal existence of the company.
g examples showing the impact of the conclusiveness of the Certificate of Incorporation

Some interestin

are as under:
1. Documents for registration were filed on 6th January. Certificate of Incorporation was issued on 8th
“ertificate was 6th January. It was decided that the company

January. But the date mentioned on the C
ts signed on Gth January were considered valid.

was in existence and the contrac
ers on the Memorandum. The Incorporation was still considered valid.

2. A person forged the signatures of oth

s, the Certificate of Incorporation once issued, is a conclusivi

Thus, whatever be the deficiency in the formalitie ‘
a company gets registered with illegal objects, the birth o

evidence of the existence of the company. Even when )  reg
the company cannot be questioned. The only remedy available is to wind it up.

Because the Certificate of Incorporation is $0 crucial, the Registrar has to go very carefully before issuing it.

e company can immediately commence its business. It can raise

Note
te arrangement and proceed to start business.

On the .issue of Certificat .
necessary funds from friends, relatives or

e of Incorporation, a privat
through priva




. arties before the

- I]llﬂl paraes e NREEEL T

s wﬁh 3 - e r

mC : ~ts with third partes

promotel> . tract son >

] ertaill . C LT V'
ts): Contracts « enter MO cel hese are no! legally bm(hng ail '
oration contracts): - )l-(}mu'ft:lb K IuactS-T 1c- . with the s 3 sh
Preliminary Contracts (or pre-incorp . of the company: i poration cor fresh contracts with the same terpy, e |

mcorporation of company. During the I)l"’m(_)m.m ; contracts OF prc.ul(';? cide 1© enter 1@ .'11'\' contract. A company thyg ¢ g \ ’
behalf of the company. These are called prelimunary if it s0 chooses, 4€ ¢ ratify @ pl"-"hmm‘ " es for these contracts, ‘ﬂmn u

% ek - - MY, . ot raftty « - yartl
company. A company after coming into existence md},ter“ Note that it cann nally Jiable t© third 1 i
79 : R e, oters. . H
conditions to honour the contracts made by the pront vever, remaill perse
be forced to honour a preliminary contract. Promoters: 11?‘ 1 but before €
: i e 10
Provisional Contracts: Contracts signed after incorpor®

SINESS.

4. Mis

In orde

compd
of sha!

. e of securities (shares and debep As p¢
e blic to subscribe to the gy Thus,
n to the public O SUD: e capiy s

he public by means ©

z . : 10
; i ; i is an invitatl
etc.). For doing the same, it has to issue a prospectus which

of the company and undergo various other formalities. 5. A

A public company can raise the required funds from t =

Steps for raising funds from the public ?;151;
1. SEBI Approval allot

1 . .
s ) Sy country has issued guideli

SEBI (Securities and Exchange Board of India) which is the regulatory authority In Our © Y [}i ‘“; 8 di
for the disclosure of information and investor protection. A publxc company inviting funds gene &

: . ; X ~onceal any material inf i
public must make adequate disclosure of all relevant information and must not conceal any 1 ormation

" - g =2 o = e Tl\
from the potential investors. This is necessary for protecting the interest of the investors. Prior approval from SEB| s
is, therefore, required before going ahead with raising funds from public. 5
2. Filing of Prospectus ad
A copy of the prospectus or statement in lieu of prospectus is filed with the Registrar of Companies. :
A prospectus is an invitation to the public to apply for securities (shares, debentures etc.) of the companyor o

to make deposits in the company.

Note

Investors make up their minds about investment in a com
document. Therefore, there must not be a mis
be fully disclosed.

N_.

Statement in Liey

A public company may not invite public to subscribe to jts securities '{]sll. Prospectus

friends, relatives or some private arrangements as done by 5 T 1ares, debentyres et
: Ompany. In

stat pany primarily on the basis of the information contained in this
atement in the prospectus and a|| material significant information must

-). Instead, it can - se the funds the
‘Statement in Lieu of Prospectus’ s filed with the Reg; uch cases s 50 ned to e  pros
Registrar of Co ases, there is po need to issue a prospechis:*

Mpanies (ROC) 4 least 3 da,

¥s before making the allotment.
\ o
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of allotment.
| forment.
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3. Appointment of Bankers, Brokies, Ubdirst
R;ifing_lixnds Fr(.:m the public is a stupendous task rwriters
_: Th: ;?_E:::l:)r“ 'r'non'[‘ly i; to be received by the bankers of th
y to sell the sh S ¢ € company.
shares. shares by distributing the forms and an::ouymging the public t ly for th
o apply for the

necessary.

4. Minimum Subscription
In order to prevent companies from c i :
compeny milst receive applicacions Fo??mem‘:mg !311_51ness with inadequate resources, it has been provided that th
of shares. According to the C » fora certain minimum number of shares before going ahead with th B
the SEBI Guidel ompanies Act, this is called the ‘minimum subscri Wi g
¥ wideli i e scription’.
%,: :; e rece:‘l::;,fthe l!‘1m1t of 'minimum subscription' is 90% ofpthe size of the issue
. or :
i pplicecion the shar.es are for an amount less than 90% of the issue size, the allotment ¢
money received must be returned to the applicants i

5. Application to Stock Exchange
lication i
‘I‘}I:u?;ppcrmissi c::l ir:é:]c(l:; t'?a::t :{EESTFODE stock exchange for permission to deal in its shares or debentures.
e Vogid a:'d . ie ore the eXElr)’ of 10 weeks from the date of closure of subscription list, the
money received from the applicants will have to be returned to them within

8 days.

6. Allotment of Shares

Till Iihe t[rzebshalll'es are alloted, application money received should remain in a separate bank account and must

not hc used by E e company. In c;i;:se the number of shares allotted is less than the number applied for, or where

s are allotted to the applicant, the excess application money, if any, is to be returned to applicants or

adjusted rowards allotment money due from them. Allotment letters are issued to the successful allottees.

Return of allotment’, signed by a director or secretary is filed with the Registrar of Companies within 30 days
- » S —_—

e ———

Choice of Form of Orgahisation

1. Capital considerations
e Companies are in a better position to collect large amounts of capital by issuing shares to a large number

of investors.
e Partnership firms also have the advantage of combined resources of all partners.
ited.

» But the resources of a sole proprietor are lim

Conclusion: If the scale of operations is large, company fo
business one can opt for partncrship or sole proprictorsh1p.
itable because of its capability to raise more

Further, from the point of view of expansion, a company 1s more sul

funds and invest in expansion plans.

2. Cost and ease in setting up
* As far as initial business setting- :
starting a business. The legal requirements are

rm may be suitable whereas for medium and small sized

the organisation
up costs are concerned, sole proprietorship is the most inexpensive way 0
minimum.




d lower cost is there [,e%‘
%

f less legal form“lities "

0 jon of a company;
; dvantage ormatio Y iy
* In case of partership also, the a cily rcgistcred- 3 W\
s . 0
limited scale of operations. .« have to be compuls g R
* Cooperative societies and Cﬂmpamc; o Opricml’shlp is the p : Otm .‘
 lengthy and expensive legal procec 1. e, therefore, s°1° Pti, . Land, Js masre COMPICCENS {Rvgh
h % " rqitial COSLs othe
Conclusion: From the point of view of initl £ organisation, on the
involves least expenditure. Company form ©
grcater COsts.
; cery StOre, Proprietonk.
A ¥ se of a grocel) B3
3. Nature of Business such as in the € hy
: is needed with the customers
* Ifdirect personal contact is neede ‘ . customer is NOt regu
: with the cus g *Quing
may be more suitable. hen direct p.grsonal contact
* For large manufacturing units, however, W zn d hip form is much
P ed. . ship fc S muc
the company form of organisation may be adopt | nature are required, partners P Moy
* Similarly, in cases where services of 2 professiona
suitable.
4, Degree of control : decision making power is rc‘-.quircd. pmpncmrshtp may by
* If direct control over operations and absolute decisio
preferred. ; artnership or company form gf
¥ . . ~15] = Jlkln 3 artnerss F e of
* But if the owners do not mind sharing control and decision-m &P
organisation can be adopted.
5. Management ability 3 :
: e e A eas management — finance
A sole proprietor may find it difficult to have expertise in all functional are s of managen = .
marketing, production, etc. In other forms of organisations like partnership and company e e such
problem. Division of work among the members in such organisations allows the managers to specialise in specific
areas, leading to better decision-making. But this may lead to situations of conflicts because of differences of
opinion amongst people.
Ihe nature of operations and the nced for professionalised management affect the choice of the form of
organisation. If the organisation’s operations are complex in nature and require professionalised management,
company form of organisation is a better alternarive. Proprietorship or partnership may be suitable, wher
simplicity of operations allow even people with limited skills to run the business.
6. Continuity
The continuity of sole proprictorship and partnershi ' - s
S v prop P P P firms is affected by such events as death, insolvency of
insanity of the owners. ‘
However, such factors do not affect the continuity of business in the R e : :
t : ; G : 3¢ Of organisations like joint Hindu
family business, cooperative societies and companies. N ¢ ooy
Conclusion: In case th.e business needs a permanent structure, company form is :
ventures, proprietorship or partnership may be S ) > More suitable. For short term
* In case of sole proprierorshi - i
Bt b peraesship fms, the liobiliey of e o |
n joint Hindu family business, only the karta has unlimited Jjah; I ners/partners is unlimited.
* In cooperative societies and companies, however liability s |; ility.
& : is limj
their claims only to th imited and :
eir clai y to the extent of the company’s assets, creditors can force payment of
Conclusion: From the point of view of investors, the com y & ¢
T AN orm o . %
involved is limited. - Organisarion : .
On is more sujtable as the fisk



UNIT 2: Forms of Business Organisations

Factor Most advantageous

" . . | Least advantageous
form of organiss

| form of organisation

i_'ﬁl_.mtf of capital Sole proprietorship
| h(;r_ of formation Sole proprietorship Company _l
i :;._g_:f formation Sole proprietorship Company \
) __,_This&r of ownership Company (except private company) Partnership \
—Lj:.:gﬂ-inl skills Company Sole proprietorship \
E Regulations Sole proprietorship Company _\
Flexibility Sole proprietorship Company \
Continuity Company Sole proprietorship \
Liability Company Sole proprietorship j

Comparative Evaluation of Forms of Organisation

Basis of l Sole proprietorship | Partnership Joint Hindu family L Cooperative

comparison | business society

Minimal legal Registration is Less legal formaliries, | Registration Registration compulsory,
formalities, easiest | optional, easy exemption from compulsory, greater || lengthy and expensive
formation formation registration, easy legal formalities i formation process
| formation k
|
! e I I P :
Members Only owner Minimum: 2 At least owo persons | At least 10 adults, | Minimum Privare: 2
) : B |
Maximum: 50 for division of | no maximum limit || Public Company: 7
family property, no | | Maximum Private
maximum limit | | Company-200 Public
| || Company-unlimited
o | .
Capital Limited finance Limited but more | Ancestral property | Limited \ Large financial resources
contribution than that can be | |
raised in case of sole || \
proprietorship I i
R e
Liability Unlimited | Unlimited and joint | Unlimited (Karta), W Limited | Limited
| Limited (Other | ‘
members) | ll
!
5 En [ ¢
Control and | Owner takes all Partners take Karta takes decisions | Elected Separation between
management | decisions, quick decisions, consent | represencative, ownership and
decision making of all partners is | i.c., managing management
needed | committee takes
‘ decisions
Continuity | Unstable, business More stable but Stable business, | Stable because of Stable because of separ
»
and owner regarded affected by status of | continues even if \ separate legal status legal status
as one partners karrta dies |




Match the columns: ——

- B
F} The document containing the rule
(b

) The document inviting subscriptions
——— prr
{{€) The amount of money which must B€ 7E72 —

[iii)ProspectUS
(iv) Minimum suhscripﬁ(,n

(Choose the correct a.'termm“

{ {d) The Princiiﬂaf document of a company: o and
— orship :
2. The structure in which there is separation of own b) Partnership rganisations 26. Na
(a) Sole proprietorship (d) Al business Or8: (Choose the correct alterpgs 27 W
{c) Company _ ted by : % 28. Ni
| 3. The board of directors of a Joint stock company Is T (b) Government bodies 29. N
(a) General public loyees !
' (c) Shareholders i Vf which is called (Choose the correct ahem%’l) e e
: Bl : rts, each one 0 It
4. The capital of a company is divided into number of parts, :
Profit
(a) Dividend {3 Share |
(c) Interest ( (Choose the correct ﬂr‘fernum.q
5. Maximum number of members in a private company can be 5
(a) 20 (b) 10
d) 200
{c) 50 ( _l (Choose the correct al'rernam,el
6. Minimum number of members to form a public company is
(a) (b) 12
B s Choose th t alternatigh
i oose the correct alterngtiyel
7. Application for approval of name of a company is to be made to ( ﬂtlueji
(a) SEBI 1
(b) Registrar of Companies
(c) Government of India | {
(d) Government of the State in which Company is to be registered !
8. A proposed name of Company is considered undesirable If (Choose the correct alternative)|
(a) Itis identical with the name of some other company | oy
{b) It resembles closely with the name of an existing company
y |
(c) Itis an emblem of Government of India, United Nations, etc. '
(d) In case of any of the above l
2. A p":m?““s Is issued by : (Choose the correct alternative] !
e B A s e
public company

10. Stages in the formation of a public company are in the following order
(a) Promotion, Commencement of Business, Incorporation, Capital Subscriptic-n
(b) Incorporation, Capital Subscription, Comm-encement of Business Promotion
(c) Promotion, Incorporation, Capital Subscription, Commencement ;)f Busin
(d) Capital Subscription, Promotion, Incorporation, Commencement of Busin::

11. A company cannot come into existence without:

(c) issuing a prospectus (d) all of these
12, Every company must have Articles of Association,
13. Acts against the Memorandum are ultra vires,
14. A company can enter into contracts, file suits against
15. If a majority of its shareholders are dead, the compa
16. If the assets of a company are not enough to pay off i
the purpose.
17. Itis necessary to get every company incorporated,

others, and hire Persons
ny has to pe Wound up tgq

Whether Private or Public

@ True/False? Give reaso™

(a) electing directors .
(b) getting Certificate of Incorpo

ts liabilit
bilities, Personal assets of its sharehold

(Choose the correct alternative)

True /False. Give reason?
True /False. Give reason 4
True/False? Give reasot
True/False? Give reasof

ers may be taken overfof
True/False? Give reaso®




Forms of Business Organisation:

UNIT 2

f 18. Name the type of company in which there is restriction on the maximum number of members. What is that number?
19. Name the type of company which cannot invite public to subscribe to its share capital

Why is a company called an artificial person?
What is the minimum number of directors for a private company and a public company?
when can a private company commence its business?

When can a public company commence business?
Mention any two documents which are filed with the
At which stage in the formation of a company does it interact with SEBI?

20.
21
22.
23.
24.
25.
26.
27.
28.
29.
30.

Registrar of Companies for incorporation of a company.

Name the document by which a company becomes a distinct legal entity.

which document is called charter of the company?

Name the document which invites the general public to subscribe to the shares and debentures of the company.

Name the document containing the rules and bye-laws of the company.

A person f‘?rg?d the signatures of others on the Memorandum of Association. But the Registrar issued the ‘Certificate of
Incorporation’. Was the registration of the company valid?

Name the form of business enterprise where there is separation of ownership and management.

31
32
33.
34.
35.
36.
37.

38.
| SECE

e . . | .
}Case Rud S‘ Analysing, Evaluating & Creating Type Questions

Q.1 Mr. Arjun is a sole proprietor. He has been doing the wholesale business of tea for the last three years.
The brand name of his tea is “Tadka Chay’. This is a popular brand of its region. Now Mr. Arjun has been
worried about two issues. First, his business unit is situated in an unorganised sector and therefore, he
is unable to buy goods on credit from any trader easily. Similarly, banks and other lending institutions
hesitate to extend a long-term loan to him. Such a treatment by the people produces the inferiority
complex in him. The second issue worrying him is that he has unlimited liability. If unfortunately he
suffers a heavy loss in business, his business property and personal property both will be finished. He
wants to get rid of these worries. So he contacts a business specialist, who suggests a new form of business

Who manages and controls the affairs of the company?

Why does a company enjoy perpetual succession?

What is a Certificate of Incorporation?

Name the document which authorises a public company to start its business.

What is a Certificate of Incorporation?

Name the document which authorises a public company to start its business.

Name the process by which the shares of a company are allowed to be traded on a stock exchange.

organisation which will remove all his problems.
In your opinion what advice must have been given to Mr. Arjun by the business specialist? Explain.

(3 marks)
Ans.. The business specialist must have advised Mr. Arjun to establish One Person Company (OPC).

The Indian Companies Act, 2013 introduces a new type of efltity to the existing list, i.e., apart from forminga:
public or private limited company, the 2013 Act enables the formation of a new entity a ‘one-person company
(OPC). An OPC means a company with only one person as its member.

Rule 3(1) provides that only 2 natural person who is an Indian citizen and resident in India shall be cli.giblc to
incorporate OPC. No person shall be eligible to incorporate more than one OPC or become nominee in more
than one such company.

Q2 XYZ Ltd. took a loan of T 50 lakh from a bank for its growth and expansion plans. The culipamy
unable to repay the loan amount because of heavy losses incurred in the business on a continuous basis.
ked its shareholders to contribute towards repayment of the loan

The management of the company as




as X1 - by Subhash Dey

grud!
Busines

q:::.lh;-ird;hnrrn. The bank fil.d\

I —— _,..-'u;.l d"( ’ were not I
————————— full ame he company lah),
[ But the sh ers refu they had already pdd - .rrht'l‘k" of ¢

archold sed as they hat the sh

a case against XYZ Lad. in the court, The court ey hares.

to repay the loan as they had not unpaid amount on 8 gt swer. o
(@) Is the court’s decision justified? Give reason in supp qed the 8
(b) Which characteristic of the company form of organ

rhnltlt‘!‘!.’ |".I.p|ai|-|_
(4 marky)

f mpany have limited liability
of a €O 1)1+

Ans ht'l(! IIY |1|,-r” [']'lr'\- are not pe i""”-%'h-

shareholders

(a) Yes, the court’s decision is }Il\llli(‘ti because the . shares
e ol the sh

T . face valu
I'he liability of the members is limited to the face v
liable to the debts of the company.

(b) Separate Legal Entity

e an carry on busines
moters It « W
o tOTS and pro

. _ ‘IS, ;||||{IrJ
A company is a legal entity distinct from its share holde

, yropertys
N IS own name, cnter 1INto contracts, 1"')" (nl‘” -”1!{ !I(I]!] i I _l!‘ *
& . . p ic company
Q.3 A group of seven friends decided to jointly set up i publi ) |l selected
. . 7 ot jOINLY ¢
were facing a serious unemployment pruhh-.m, All of them jointly

g “tchd nllll C wn“l‘ h - . : -; . i .' l |
¢ '1t“ﬂ|l_d f\![ I i } SINCSS \IH.'&_ 1 IIl\t\ 1 W y |
: w- i w. acvice l'l{ st s I.
: l si cel. » 1“ Ith “, l'h lhﬂ 1ld F1LT

- tares. All the friends wanted |
decided what procedure would be followed for the issue and allotment _"’ s:-:l?-.a:c attraction towards jtg |
their company to have a singular recognition, and people should get "m_'_ a for its recognition. After |
products. It was felt that the very name of the company could hrt',nm‘ . f‘(.uu hey jointly completed all |
a detailed discussion, the company’s name was decided as Trimurti Ltd. Then, they ) .
the formalities of the formation of the company. |

sue and he sued |
cural area where the people |

a place where the company'y |

. : : 'y atd " the company quotin the
Identify and explain the two important documents used in the formation of ¥ 1 '4

. ¥ (s |
lines from the above para which helped you identify these documents. marks)
Ans.

Thc W Lmportant <fm.nnu:nr'. LIH:':{ n IJH' [!Nln:nmn of the :nm]l,ltw are !
(i) Memorandum of Association . -
Al afﬂ?.‘.’m jr).f??ti’y selected a p.!’dr'r' where the r'rﬁrr.i’-‘;dr:}"i r'r:;frsfr'n'f.’ HffJ:f'f' would be situwated Situatnon Clause)
After a detailed discussion, the companys name was decided as Trimurti Lid " (Name Clau |
Memorandum of Association is the principal document of a company No company can bx registered |
without 2 Memorandum of Association; and that is why it is sometimes called a

Lte-giving document |

|
Mﬂfl]l][’?lllfll]lﬂ (Ji Association {ll:'F.IrH"\ |h(' F'll'?Wt'l'l .Il1tl il]!f{'(ﬂ. 111 ”‘:[' company Wi tnc \.le)(' of |
f)pl:rﬁfif!fl‘: f)f ih(_' (.(}J’Tlpillly I)t'y(l]ll! whic l'l It cannot rp]u'[:lll'

i
(ii) Articles of Association !

!
”...I-f L ﬂ.irlf) [[."rﬁ'-’a{ﬂ'ﬂ{ .‘U.&IH /J!’I'Jr‘ r'r:linrr' HJ’{)H!’(! j}l" J;‘!‘.}ff}’h‘l’f’-"ﬁ} f."tr Hr!r' Syue th‘l‘! r.rHIJHJ‘.fe nl I shar

!
I'he Articles of Association are the rules for the internal management of the affairs ol '

ympany !

The articles define the duties, rights and powers of the officers and the board of dir

. lirectors. The rules |
contained in the Articles of Association are subsidiary to the Memorandum of Association

Q.4 Yamuna Ltd. invited gl:m:ra] public to subscribe for its public issue of T 10 crore (10 lakbh shires of ® 108 !

each) through issue of prospectus. However, the company received applications for 8 lakh shares. Can the
company proceed with allotment of shares? Give reasons in support of your answer

(3 marks) !

Ans. No, Yamuna Ltd. cannot proceed with allotment of shares as minimum sul

In order to prevent companies from commencing business with inadequare
company must receive the amount of minimum subscription in cash.
of the issued amount (according to SEBI guidelines). Otherwise, the R

application money received must be returned to the applicants, i i gmenes

resources, it is provided thar a

Minimum .\l]lmnp:mn is 90 per cent
¢ made and the
Q.5 A Ltd. was issued Certificate of Incorporation by the Registrar on 10th February 202

mentioned on the Certificate was Ist February 2020. The company ente ry 2020. However, the date

of land with B Ltd. on 5th February 2020. Now B Ltd. is not imemtedred 0 8 contract foe passhie
higher price from another buyer. Can A Ltd. file a case against B 1¢d.>

. sell the land as it is getting a
Give reasons in support of your
Ans. Yes, A Lud. can file a case against B Lid. as the company was in existence on Seh F (3 marks)

wrong date was entered in the certificate, still ‘Certificate of Incorporati ‘ebruary 2020. Although

on' is a conclusi :
nclusive evidence of regularity

scription has not been received l

I




UNIT 2: Forms of Business Organisations

of incorporation of a company, irrespective of anv deficienc tract
cv. So the con is valid and B Lud. i
is under a legal

obligation to honour the contract.
6 Youarca business consultant. Mr. Ma 2

Q. o ST ﬁmrymdmﬁlmmhnmﬂvmmdﬁnnwmﬂch“m

you may suggest to him the most suitable fnrm.“mofe Phﬂk_ goods. P-Ie .'bas come to consult you so that
tions from the business organisation: business arganisation. The following arc his main

(i) Ease in formation,

(i) Flexibility in operations,

(iii) Sharing of profits with limited persons, and

(iv) Sufficient persons to look after various business activities.

Vhich form of business organisation will you suggest to Mr. Madanpal? Give reasons in support of your
answer. - )
(3 marks)

Ans. ‘Partnership’ form of organisation will suit Mz Madanpal
Reasons:
(i) Setting up a partnership firm is quite easier than company organisation
(ii) Since the number of partners is limited, operational dec.i:ion;cmh ca:d\: be chaneed
(iii) In partnership form of organisation, sharing of profits is ‘wi['t; 'ii‘mim-i rSOnNSs o
(iv) The availability of persons to look after cheﬁdxﬁ‘}:wn: business .lcti\'itieff.-:‘;'l\;r;.: than one. ‘
Q.7 Shikha is a sole proprietor. Over the past decade, her business has grown from operating a neighbourhood :’
corner shop selling accessories such as artificial jewellery, bags, hair clips and nail polish to a retail chain :
with three branches in the city. Although she looks after the varied functions in all the branches, she is !'
wondering whether she should form a company to better manage the business. She also has plans to open

branches countrywide.
(a) Explain two benefits of remaining a sole proprietor.

(b) Explain two benefits of converting to a joint stock company.
() What role will her decision to go nationwide play in her choice of form of the organisation? (& marks)

Ans. (a) Two benefits of remaining a sole proprietor:
(i) She is the sole recipient of all the profits.
(ii) She will have the exclusive control over her business. Al
consulting others.
(b) Two benefits of converting to 2 joi

= IMIONINT
4ll

(i) Her business can mobilise large amount

”

T N S P bl )
| the decision can be made by herseil wathout

nt stos" ~W T
nt StoCK Cor
cha narks

IC as well as through ans
.

o bar oroverth and EYDRnSIOn
tOr 2rowthl and OXPANnSKon
< I

e =] PUTVENE T Aty  Real - Al 1 1
from banks and financial institutions. Thus, there will be greater scof
+f the shares held by her. She will not be personally

(i) Her liability will be limited to the face value of th
liable. This will reduce the degree of risk borne by her.
(¢) If she takes decision to go nationwide, she will
organisation is the best choice
Q.8 All the members of a company
wound up? Explain.
Ans. No, the company survived. Not even 2
succession. Being distinct from members,
life of the company. Members may come and go, but the company can go forever
Q.9 A member, who held all shares except one share of a timber company, insured the company’s timber in has
claim compensation from the insurance company? Explain. (3 marks

company since a member does not have
all the shares of the company. The

L e o e el B sarh B Cae B
have [0 operafe On laree sCale. In sudl 4 Cast,

conp-lv
3 marks'

it. A company has perperual

sitting in a genenl meeting were killed by a bomb. Was the

s RS b rradd hawe
yanoaen bombD Could DAVE Qcs
: Tk : - . -
rha A e T ey Ve Ty A EErTy AT T e - Yy 1 =
he deach, insolvency or rearemant ot 1L members does not atect the

own name. Can he
Ans. No, his claim for compensation will be rejected by the insurance
any insurable interest in the property of the company, even if he acquires
company has separare property from the property of its members.

Q.10 Shaksi Led. issues 1,00,000 shares of T 10 each for public subscription. Application (along with moscy)
mmﬂhmmmmmmmu&mmw 3 marks’




iption’ is not
ol .minim“,"’;;z:c;:‘?rhe issued aifﬂ
w7 legal forma b (which 18 ny)
iption !
inimum subscrip it cannot make

Ans. No, the company cannot allot these shares
allotment of ‘hq,

A company must receive the amount of m S
Otherwise, allotment cannot be made. f the issued amount- 5%
1 [ i "
In this case, thc company has received only Rﬂq"i::d from the appllcﬂﬂ“ﬂin ﬂpemtions Sroxis e bmi'nﬂ!
shares and will have to refund all the money rece ion. He has two M
Q.IT M. Aman wants to set up a business orgs l’“ o
organisation- (i) Limited Liability and (ii) Continuity: an? Give reasot

What form of business organisation is suitable for Mr. Am

s in support of your answe,

(3 mgrh].

e of the shares held by them, Thq, !i
cy or retirement of its membe, |l

Ans. Company form of organisation

Reasons

(i) Limi jability: The liability of the members is limi
are not personally liable to the debts of the company: death, insolven

(i) Perpetual succession: Being distinct from the members, the 1
does not affect the life of the company. 2020 and on the certificate the date wy,
Is the allotment valjq

12. A company got its Certificate in Incorporation on 20th August, n 18th August. (3 marky
marks)

written as 10th August, 2020. The company allotted some shares 0
or not? Give reason in support your answer. ‘ficate of incorporation on 20th Augys
Ans. Yes, it is a valid allotment because though the registrar issued the certifi the company was registered on 10th

2020 but on the certificate 10th August was written. So in the eyes of l'aWi al existence of the company.
August as the certificate of incorporation is the conclusive evidence of its leg

RECAP =S
; —

Sole Proprietorship C R ;
Sole proprietorship refers to a form of business organisation which is owned, managed and controlled by an individual, who is

ted to the face valu

the recipient of all profits and bearer of all risks.

Features
1. Ease of formation and closure

4. Sole risk bearer and profit recipient

3. No separate entity

2. Unlimited liability
6. Lack of business continuity

5. Full control

Ease of formation and closure

Merits
1. Quick decision making 2. Confidentiality of information 3.
4. Direct incentive 5. Sense of accomplishment
Limitations
2. Limited life of a business concern

1. Limited resources
3. Unlimited liability 4. Limited managerial ability

Hindu Undivided Family Business
It is one of the oldest forms of business organisation found only in India. Business is owned and carried on by the members of

the Hindu Undivided Family (HUF). The business is controlled by the head of the famil i
| » ] v, Whﬂ' i
Karta'. He takes all the decisions to manage the business. All members have equal c:\«\.-'r'nc_'rsh;;5‘_252;1;11::::tt ::::,2::,:;’ pI:oc:LI:t:

and they are known as ‘Co-parceners’.

Features
1. Ease of formation 2. Liability {Karta-—unlimited, Co Parceners—limited)

3. Control of Karta 4. Continuity 5. Mi
: Inor Members

Cooperative Society

A ‘cooperative society’ is a voluntary association of persons for mutual ben i
efit. Its Primary motive
Otive is welfare of the members.

4. Democratic control 5. Service motive

Merits
2. Equality in voting status 3
- :

1. Ease of formation
4, Stable existence Economy in operations Limited liability

Iom— ——\_ﬁjﬂ:'—rt from government

“—






