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Objectives 

1. To understand business and its role in society. 

2. To enable the student to undertake business activities. 

3. To familiarize the students with concepts and principles of management. 

4. To impart knowledge on the functions of management among the students 
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Forms of Business Organisation: Sole Proprietorship, Joint Hindu Family Firm,  
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Choice of Form of Organisation. Government - Business Interface; Rationale and Forms of  

Public Enterprises - International Business - Multinational Corporations 

Unit II: Foundation of Indian Business  

Manufacturing and service sectors; Small and medium enterprises; Problems and  

government Policy - India’s experience of liberalization and globalization - Technological  
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1. Kaul, V.K., Business Organisation and Management, Pearson Education, New Delhi 
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3. Gupta CB, Modern Business Organisation, Mayur Paperbacks, New Delhi 

4. Koontz and Weihrich, Essentials of Management, McGraw Hill Education. 
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UNIT – I 

Section – A 

Multiple Choice Questions 

1. An activity which consists of purchase and sale of commodities is 

 

a) Business   b) Profession      c) Industry          d) Trade 

 

2. Business is an activity directed towards producing or acquiring wealth through buying or 

selling of goods. This definition is given by 

 

a) Wheeler b)Haney c) Dick see d) Owen 

 

3. An activity undertaken to earn a livelihood is 

 

a) Business b) Employment c) Profession d) Management 

 

4. Business system is a part of the ______________ System. 

 

a) Environment b) Economic c) Culture d) None 

 

5. Profession is an __________________ 

 

a) Employment b) Occupation c) Business d) None 

 

6. _____________ is concerned with production of goods. 

 

a) Industry b) Trade c) Commerce  d) Insurance 

 

7. _____________ is concerned with distribution of goods. 

 

a) Industry b) Trade c) Commerce  d)Insurance 

 

8. Identify an economic activity 

 

a) Gift b) Donation c) Social service d) Business 

 

9. Commerce is a branch of _____________ 

 

a) Economics b) Management c) Industry d) None of the above 
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10. Social objectives of a business are also known as ___________ 

 

a) Service b) Economic c) Profit d) None of the above 

Section – B 

1. State the economic activities of business. 

All those human activities which are undertaken with the object of earning one’s 

living are called economic activities. These deal with the business of earning a living. 

Economic activities may be classified into four categories. They are explained as 

below. 

 

1) Business: 

Business means an enterprise engaged in the production and distribution of goods 

for sales in the market or rendering of services for a price. 

Under business, the seller collects products from different suppliers and sells them 

to consumers at some profit. 

Eg: Shop keeper. 

 

2) Employment: 

A person undertakes to work for another according to the terms of a service 

agreement in return for a salary or wage or even commission. 

A person who is in the employment of a person or an organization render the 

duties assigned by the employer from time to time. 

There is an employer and employee relationship. 

Eg: Clerk, officer, manager 

 

3) Profession: 

Profession is an occupation involving the profession of personal services of a 

specialized and expert nature. Profession implies an employment requiring some 

degree of learning. These professionals require the high degree of knowledge, 

education and training Eg: Doctor, Lawyer. 

 

4) Vocation: 

Vocation means an occupation which involves the use of some basic skills which 

can be developed by practice. Vocation is a regular occupation, especially one for 

which a person is particularly suited or qualified. Eg: Typewriting, Painter, 

Musician. 
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2. Discuss the various components of business. 

Business includes trade, commerce and industry. Business may be classified into 

two broad categories: a) Industry b) commerce (Include trade). 

Industry: 

Industry covers those activities which are mainly concerned with production of goods and 

services. It refers to extraction production processing and construction of products. 

Type of industries  

Industries may be divided into four different types. 

1) On the basis of types of product: 

a) Extractive industries: 

1. Extractive industries are the gift by natural resources. Natural 

resources vary from country to country with respect to its location. 

Eg: Petroleum products are available in gulf countries. 

2. Extractive industries provide maximum revenue to government. 

3. Extractive industries are limited to the availability of resources Eg: 

mining, quarrying. 

4. It requires huge amount of investment when compared to other 

types of industries. 

5. Products of extractive industries are used either directly for 

consumption. Eg: food grain, fruits. 

 

b) Genetic industries: 

These industries are concern with breeding plants or animals for their 

use in production. Example of such industries are seeds and nursery 

concerns, cattle breeding farms & poultry farming etc., 

 

c) Manufacturing industries: These industries are engaged in the 

conversation of raw materials of semi-finished products into finished 

products. The cotton textile industry is an example of manufacturing 

industry. Manufacturing industry can also be classified into three types 

they are: 

i) Analytical industry: 

In this industry, a product is analyzed and many products are 

received as final products. In the processing of crude oil, we 

will get kerosene, petrol, gas and diesel etc. 
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ii) Processing industry: 

In this industry a product pass through various processes to 

become a final product. The finished product of one process 

becomes the raw material of the receiving process and soon the 

final process produce the finished goods. 

iii) Synthetic industry: 

 In this industry many raw materials are bought together in 

manufacturing process to make a final product. In manufacturing 

cement, rock, gypsum, coal etc. 

d) Construction industry: 

 These industries involve construction of buildings, roads, are 

erected, built or fixed at a site. These industries use the products of 

manufacturing industries especially cement, iron and steel. 

 

2) On the basis of size and investment: 

 

i) Large scale industry: 

Through there may not be any hard and fast rule for such classification but 

government has fixed certain limits on investments which differentiate 

between large scale and small-scale industries. At present the industries 

investing more than Rs. 3 crores in plant and machinery in manufacturing 

units and in ancillary units are converted in large scale sector. Large scale 

units are in a position to use the latest methods of production and 

economies on various inputs. 

ii) Small scale industry: 

The units having an investment up to Rs. Crore in plant and machinery are 

small units. A small-scale unit has the disadvantage of lower production 

and comparatively higher cost of production. 

 

3) On the basis of technology employed: 

Different units use different type of technology.  

i) Heavy industry: 

The industry engaged in the production of machinery, steel, power 

generation are called heavy industry. These industries need heavy 

investments and employ complex technology in production. 
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ii) Light industry: 

Industry engaged in producing consumer goods etc. are called light 

industries the production technology is simple and machinery used in 

inexpensive. 

 

3. Define business. Sate its characteristics. 

Defined by Wheeler: Business is an institution organized to provide goods and services 

to society under the incentive of private gain. 

The following are the ten important characteristics of a business: 

1) Economic activity: 

Business is an economic activity, as it is conducted with the primary objective of 

earning money, i.e. for an economic motive. 

2) Dealings in goods and services: 

Every business enterprise produces and/or buys goods and services for selling them to 

others. Goods may be consumer goods or producer goods. 

Consumer goods are meant for direct use by the ultimate consumers, e.g., bread, tea, 

shoes, etc. Producer goods are used for the production of consumer or capital goods 

like raw materials, machinery, etc. Services like transport, warehousing, banking, 

insurance, etc. may be considered as intangible and invisible goods. Services facilitate 

buying and selling of goods by overcoming various hindrances in trade. 

3) Continuity in dealings: 

Every business requires regularity in transactions, i.e. an isolated transaction of 

exchange of goods or services will not be considered as business. So, to constitute 

business, the dealings must be carried out on a regular basis. 

4) Profit Motive: 

The basic purpose of business is to make the profit from its activities. It is the spine of 

business, which keeps the business going in the long term. 

5) Risk and Uncertainties: 

Risk is defined as the effect of uncertainty arising on the objectives of the business. 

Risk is associated with every business. Business is exposed to two types of risk, 

Insurable and Non-insurable. Insurable risk is predictable. 

Predictable factors are controllable to some extent, such as: 

a) Taxes 

b) Change in the volume of expected sales 

c) Cost of supplies and equipment 

d) Overhead costs 

e) Salaries 

f) Cost of goods and services offered 
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Unpredictable factors include: 

a) Changes in trends and tastes of customers. 

b) Impact of the local economy on customer base. 

c) Any unexpected action taken by your competitors. 

The calculation and management of the risk is vital to ensure the success of a 

business firm. Insurance and Risk management helps in minimizing the risk 

associated with the business. 

6) Sale, transfer or exchange: 

All business activities involve transfer or exchange of goods and services for some 

consideration. The consideration called price is usually expressed in terms of money. 

Business delivers goods and services to those who need them and are able and willing 

to pay for them. 

For example, if a person cooks and serves food to his family, it is not business. But 

when he cooks food and sells it to others for a price, it becomes business. According 

to Peter Drucker “any organization that fulfils itself through marketing a product or 

service is a business”. 

7) Creative and Dynamic: 

Modern business is creative and dynamic in nature. Business firm has to come out 

with creative ideas, approaches and concepts for production and distribution of goods 

and services. It means to bring things in fresh, new and inventive way. One has to be 

innovative because the business operates under constantly changing economic, social 

and technological environment. Business should also come out with new products to 

satisfy the growing needs of the consumers. 

8) Consumer satisfaction:  

The aim of business is to supply goods and services to consumers, so as to satisfy 

their wants, as when the consumer (final user) is satisfied, he/she will purchase the 

goods or services. But, if they are not, there are chances that they will look for 

substitutes. 

9) Social Activity: 

Business is a socio-economic activity. Both business and society are interdependent. 

Modern business runs in the area of social responsibility. Business has some 

responsibility towards the society and in turn it needs the support of various social 

groups like investors, employees, customers, creditors etc. by making goods available 

to various sections of the society, business performs an important social function and 

meets social needs. Business needs support of different section of the society for its 

proper functioning. 
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10) Government control: 

Business organizations are subject to government control. They have to follow certain 

rules and regulations enacted by the government. Government ensures that the 

business is conducted for social good by keeping effective supervision and control by 

enacting and amending laws and rules from time to time. 

Some important acts framed by the government include: 

 i. The Competition Act, 2002 

 ii. Foreign Exchange Management Act, 1999 

 iii. The Environment Act, 1986 

 iv. Indian Companies Act, 1956 

 v. Consumer protection Act 

4. Explain the objectives of business. 

 Every business enterprise has certain objectives which regulate and generate its activities. 

Objectives are needed in every area where performance and results directly affect survival and 

prosperity of a business. Various objectives of business may be classified into four broad 

categories as follows: 

1) Economic Objectives: 

 Business is basically an economic activity. Therefore, its primary objectives are 

economic in nature. The main economic objectives of business are as follows: 

a) Earning profits: 

 A business enterprise is established for earning some income. It is the hope of 

earning profits that inspires people to start business. Profit is essential for the survival 

of every business unit. Just as a person cannot live without food, a business firm 

cannot survive without profit. Profits enable a businessman to stay in business by 

main­taining intact the wealth producing capacity of its resources. Profit is also 

necessary for the expansion and growth of business. Profits ensure continuous flow of 

capital for the modernization and extension of business operations in future. Profit 

also serves as the barometer of stability, efficiency and progress of a business 

enterprise. 

b) Creating customers: 

 Profits are not created by God or by the force of nature. They arise from the 

businessman’s efforts to satisfy the needs and wants of customers. A business­man 

can earn profits only when there are enough customers to buy and pay for his goods 

and services. In the words of Drucker, “There is only one valid definition of business 

purpose; to create a customer. The customer is the foundation of business and keeps it 

in existence. It is to supply the customer that society entrusts wealth-producing 

resources to a business enterprise.” No business can succeed without providing 
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customers value for their money. Business exists to satisfy the wants, tastes and 

preferences of customers. Business creates customers through advertising and 

salesmanship. It satisfies the needs of customers by producing the required goods and 

services and by creating utilities. 

c) Innovations: 

 In these days of competi­tion a business can be successful only when it creates 

new designs, better machines, improved techniques, new varieties, etc. Modern 

science and technology have created a great scope for innovation in the business 

world. Innovation is not confined to the invention of a new machine. It comprises all 

efforts made in perfecting the product, minimizing the costs and maximizing benefits 

to customers. It involves improvements in management, production, selling servicing, 

methods of personnel and accounting, etc. Business firms invest money, time and 

efforts in Research and Development (R&D) to introduce innovations. They develop 

new technology, introduce new designs and new tools and processes to minimize 

costs and to satisfy ever increasing wants of customers. In order to create customers 

business has to explore new markets and attract more cus­tomers. It has also to retain 

old customers by providing better services to them. 

 

2) Social objectives: 

 Business does not exist in a vacuum. It is a part of society. It cannot survive and grow 

without the support of society. Business must therefore discharge social responsibilities 

in addition to earning profits. The socials objectives of business are as follows: 

a) Supplying desired goods at reasonable prices: 

 Business is expected to supply the goods and services required by the 

society. Goods and services should be of good quality and these should be 

supplied at reasonable prices. It is also the social obligation of business to avoid 

malpractices like boarding, Black marketing and misleading advertising. 

b) Fair Remuneration to employees: 

 Employees must be given fair compensation for their work. In addition to 

wages and salary a reasonable part of profits should be distributed among 

employees in recognition of their contributions. Such sharing of profits will help 

to increase the motivation and efficiency of employees. It is the obligation of 

business to provide healthy and safe work environment for employees. Good 

working conditions are beneficial to the organization because these help to 

improve the produc­tivity of employees and thereby the profits of business. 

Employees work day and night to ensure smooth functioning of business. It is, 

therefore, the duty of employers to pro­vide hygienic working and living 

conditions for workers. 
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c) Employment Generation: 

 Business should provide opportunities for gainful employment to 

members of the society. In a country like India unemployment has become a 

serious problem and the Government is unable to offer jobs to all. Therefore, 

provision of adequate and full employment opportunities is a significant service 

to society. If unemployment problem increases, the socioeconomic environment 

cannot be congenial for the growth of business activities. 

d) Fair return to investor: 

 Business is expected to pay fair return to shareholders and creditors in 

the form of dividend and interest. Investors also expect safety and appreciations 

of their investment. They should be kept informed about the financial health and 

future prospects of business. 

e) Social welfare: 

  Business should provide support to social, cultural and religious 

organizations. Business enterprises can build schools, colleges, libraries, dharam 

shalas, hospitals, sports bodies and research institutions. They can help non-

government organizations (NGOs) like CRY, Help Age, and others which render 

services to weaker sections of society.  

Payment of Government Dues: 

 Every business enterprise should pay tax dues (income tax, sales tax, excise duty, customs 

duty, etc.) to the government honestly and at the right time. These direct and indirect taxes 

provide revenue to the Government for spending on public welfare. Business should also abide 

faithfully by the laws of the country. 

Section – C 

1) What are the objectives of business? 

 Business has certain objectives, missions, goals or targets. 

1 Organic objectives: 

a) Survival for continuance: 

 A business enterprise consists of people organized to conduct essentially an 

organic entity which has its own infancy, childhood, adulthood of a business enterprises 

is to ensure its own survival for the continuance of business activity. 

  b) Growth and expansion: 

 Once the enterprise is assured of its survival, it will aim at growth and expansion. 

To achieve this, it will try to gain prestige and win recognition form the society in which 

it functions. 
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c) Maintain goodwill: 

 It is unable to establish its goodwill in the community by rendering useful service, 

it cannot aim at further growth and expansion. If this objective is achieved in a reasonable 

measure he looks forward to growth through and with goodwill prestige and recognition. 

2.Economic objectives: 

 Economic objectives are important to all business enterprises as their survival and 

growth are related to the achievement of objectives. Business enterprises give adequate 

attention to economic objectives particularly the objectives of earning profits. As social 

objectives are equally important. 

a) To earn reasonable profit: 

 Business activity primarily undertaken for earning profit. Profit is reward for risks 

and uncertainties in business. Profits are also a test of efficiency of a business units. 

However the profit to be carried should be reasonable and should be made by serving 

customers. 

b) To produce tangible form of wealth: 

 Business enterprises are expected to produce and supply goods required by the 

public. They should consider the needs purchasing power requirements of different social 

groups between finalizing the production plans and programs. 

c) To identify customers: 

 Business is basically concern with customers. It needs more customers, their 

support and cooperation. The expansion business also depends on the support of 

customers. 

d) To introduce Innovation: 

 Innovation means replacement of old and outdated methods and techniques by 

new and efficient ones. Such innovation is possible in production marketing and 

management. 

e) To bring down the cost of production and marketing: 

 Cost of production can be reduced can be reduced through the use of modern 

techniques in production and marketing activities. In addition effective cost control is 

also essential. Elimination of wastage is also useful for reducing the cost. 

f) To accelerate growth of business: 

 Growth of business is desirable for more production and turnover in business. 

Business expansions have also given certain advantages of large scale operations. 

3.Social objectives: 

 Along with economic objectives, business enterprises have to give attention to 

social objectives of business. 
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a) To offer satisfaction to consumers: 

 One basic and universally accepted social objective of business is to satisfy 

customers by providing goods and services with justify and equality. For these goods of 

superior quality should be supplied to consumers regularly and that too at reasonable 

prices. 

b) To maintain steady supply of goods and services at fair prices: 

 Consumers should be supplied goods and services regularly at fair prices. This is 

necessary as consumers have to face difficulties and inconveniences if the supply is short 

and irregular. Similarly consumers suffer when price charged are high. 

c) To pay reasonable return on investment: 

 People invest their savings in business enterprises, purchase shares debentures 

and corporate securities. They naturally expect fair return on their investment. 

d) To satisfy workers: 

 To create satisfy labor force, the employees should be paid fair wages. In addition 

they should be given other monetary and non-monetary benefits incentives and facilities. 

e) To provide employment opportunities: 

 Business enterprises are expected to use the natural recourses like water gas 

electricity and raw materials with proper care and caution. The available recourses should 

be used for manufacturing goods required by the masses. 

f) To control pollution: 

 The problem of pollution is closely related to industrial development. It is the 

outcome of rapid industrialization and urbanization in the recent period. Pollution is 

affecting life and health. Pollution can be checked if suitable preventive measures are 

taken at the time of construction of plants and factories. 

4. Human objectives: 

 Business activity can be conducted only through the medium of human beings 

working as individuals and groups in Organizations. 

a) Fair deal to employees: 

 The employees should be provided a fair deal at different levels in the form of fair 

wages and other incentives. 

b) Development of human recourses: 

 When the employees are given opportunities for development new skills and 

abilities the business can perform its functions clearly with the innovative techniques of 

new product and customer creation. 

c) Participation: 

 Employees are the back bone of every business. A business enterprise can get the 

best consideration from its employees if they have an opportunity to participate in 

making decisions as affect them. 

 



 

 
        STUDY MATERIAL FOR B.COM  

       BUSINESS ORGANIZATION AND MANAGEMENT 

      SEMESTER - I, ACADEMIC YEAR 2022-23 

 
 

16 
 

d) Job satisfaction: 

 A business enterprise has to make arrangement for job satisfaction to their 

employees by making the job interesting and challenging and by reducing the 

uncleanness of works. 

5. National objectives: 

 National objectives are the more specific obligation of business towards 

fulfilment of national needs and aspirations. To achieve a democratic society and social 

justice, business in India has the following national objectives. 

a) Ensuring social justice: 

 The business should be to remove inequalities of opportunities and provide a fair 

opportunity to all work and progress. 

b) Development of small enterprises: 

 Large business has the responsibility of encouraging the growth and development 

of small scale entrepreneurship by patronizing small scale ancillary units. 

c) Production according to national priorities: 

 It is one of the national objectives of business in India to manufacture and 

distribute cheaper varieties of essential goods like cloth, soap, medicine etc. 

d) National self-sufficiency and export development: 

 The business should aim for import substitution in case of machinery equipment 

and process. It should also develop export markets for the goods manufactured in India. 

e) Development of skilled personnel: 

 Every industry has the responsibility for training young men as apprentices and 

thus contribution in skill formation for economic growth and development. 

 

2) Distinguish between business, profession and employment. 

1. Primary objective: 

 The primary objective of business is to earn profit by investing money in the 

business. The main objective of profession is to render service charges or fee. The main 

objective of employment is to receive salary or wages form employer. 

2) Mode of establishment: 

 A business can be established after proper planning and by following legal 

formalities regarding registration. A profession can be started when a person posses 

necessary qualification and also after getting necessary registration and sanction from the 

professional body. A person can join employment if selected and also by making 

necessary contract of service with the employer. 

3) Qualification: 

 For the conduct of business minimum qualification are not prescribed but a person 

interested must have financial backing proper vision foresight and ability to take 
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decision. For conduct of professional activity prescribed minimum qualification as per 

the nature of job and as per the expectation of the employer are required. 

4) Nature of activity: 

 Business activity includes production / marketing of goods and services to 

consumers at a profit. Professional activity is for providing personalized service to 

clients. Employment activity is to carry out the work as per the desire and instructions of 

the employer. 

5) Investment: 

 Huge capital investment is required for starting a business activity. Limited 

capital investment is required as a professional offers expert services only. Under 

employment activity there is no such capital investment. 

6) Reward / Return:  

 Profit is the return available to a businessman. However there is no guarantee 

about it. Fees or service charges are the return to a professional. It is fixed and there is 

guarantee of its payment by the client. Salary and allowances constitute return to an 

employed person. It is a fixed amount payable regularly during the person of service. 

7) Risk: 

 The risk and uncertainties as regard profit are substantial and also inherent in 

business. The risk as regards income exists as professional services may or not be asked 

by the clients. There is no such risk in the case of regular employment. Income is also 

regular. 

8) Transfer of Interest: 

 There is no specific code of ethics for business. But the businessman has to follow 

moral and ethical with their stock holders. Under profession, they have to follow 

professional code of ethics and generally public advertisement is not permitted. Under 

employment, the employee has to follow the rules and regulations of the employing 

organization.  

 

3) Explain the importance of business. 

1) Supply of goods and Services: Business provides goods and services to the society. 

Business produces different products which are sold or supplied to the society. Hereby 

business is useful to satisfy the human needs and the business man also earn profit for the 

services rendered to society. 

2) Utilizing capital and other recourses in production: 

 Business collects the drifts of savings from different individuals, especially 

through banks and financial instructions and employs those in productive activities and 

thus utilize capital in economic activities to utilize natural recourses in utility creation or 

value addition and consequently helps production employment and recourses utilization. 
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3) Self-employment and provision of employment: 

 Business provides employment to the businessman. Further in the production 

distribution and services of business many individuals are employed by the business 

organization and income generation occurs for them and others. 

4) Preservation of natural recourses: 

 Business creates new utility to the natural recourses by preservation and value 

addition. Different new products are created by business operation without which a lot of 

natural resources would have been wasted. 

5) Research, Development and innovation: 

 Business continuously makes research on alternative uses of recourses, develops 

new products and methods and makes new innovations.  

6) Income generation: 

 Business generates income for the individuals. Business utilizes factors of 

production like land, labor, capital and organization and generates income like wage rent 

interest and profit to the factory owners. 

7) Increasing natural income: 

 Business preserves natural resources, and creates new utility consequently, 

national income, per capital income gross domestic products etc. 

8) Contribution to social development: 

 Business contributes to the social development as well. Business growth increase 

national income. Which contributes to social development. Profitable corporations 

provide a lot of money as corporate taxes in the hand of the government, which the 

government uses in the development activities of the country/countries of science for 

better production and human welfare. 

9) Contribution in the development of education science and technology:

 Business contributes towards the development of education innovates new 

technology and applies theory/theories of science for better production and human 

welfare. 

10) Development of international relations: 

 Business imports necessary commodities and exports new or surplus products to 

foreign countries. In this way, a foreign relation develops. 

4) Discuss the function of business. 

 Different type of persons are involved in business activities from production to 

consumption. They perform different type of function in order to get mutual benefit. 
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Unit – II 

Section – A 

Multiple choice questions: 

1. The Indian partnership act was passed in 

a) 1921 b) 1926 c) 1932 d) 1949 

 

2. Partner are sharing their profits or losses  

a) Equally b) Capital ratio c) drawing ratio d) agreed ratio 

 

3. The minimum number of members for an ideal partnership is 

a) Four b) Five  c) Six  d) Seven 

 

4. The companies act was passed in 

a) 1956 b) 1959 c) 1961 d) 1963 

 

5. The management of the company is entrusted with 

a) Board of directors  b) Shareholders c) Secretary  

d) Government 

 

6. The minimum number of directors of the public company 

a) Seven b) Five  c) Three d) Two 

 

7. In a firm, every partner act as a principal as well as an 

a) Executor b) trustee c) Beneficiary  d) agent 

 

8. The board directors is elected by  

a) Creditors  b) Debentures holders  c) Secretary  

d) Shareholders 

9. Partnership may come into existence 

a) By the operation b) By inherence c) By an express agreement 

d) By an express or implied 

10. ______________ type of business is very flexible. 

 

a) Sole trader  b) Partnership  c) Join stock company 

d) Cooperative 
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Section – B 

1) What is the importance of co-operative enterprises? 

As a form of organisation cooperative association marked by the following important 

points 

 

1. Voluntary association: 

Everybody having a common interest is free to join cooperative society. 

There is no restriction on the basis of caste, creed, religion, colour, etc. Anybody 

can also leave it at any time after giving due notice to the society. That is 

specialty of any cooperative society. There should be minimum of 10 members to 

for cooperative society but there is no maximum limit for the membership. 

2. Democratic management: 

Equalities is the essence of cooperative enterprises, governed by 

democratic principles. Every member has got equal right over the function 

management of that society. As such each member has only single voting right 

irrespective of the number of shares held or capital contributed by them. In case 

of cooperative society, no member detects the terms and conditions of the 

functioning because “one man one vote” is the thumb rule. 

3. Separate legal entity: 

A cooperative society after registration is recognised as separate legal 

entity by law. It acquires an identity quite distinct and independent of its member 

can purchase, dispose its own assets, can sue and also can be sued. The income of 

cooperative society is legally taxable as per the Income Tax Act, 1961. 

4. Service motive: 

The main objective being formation of any cooperative society is for 

mutual benefit through self-help and collective effort. Profit is not at all in the 

agenda of the cooperative society. But if members so like, they can take up any 

activities of their choice to generate surplus in order to meet the day-to-day 

expenses. 

5. Utilization of surplus: 

The surplus arising from the operation of business is partly kept in a 

separate reserve and partly distributed as dividend among the members. 

According to Indian Cooperative Societies Act – 1912, each society must transfer 

at least one-fourth of its profits to general reserve. It may distribute maximum up 

to 90 per cent of its surplus as dividend to its members and can spent another 10 

per cent for the welfare of the members. 
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6. Cash trading: 

One exception in the cooperative society is that like other business if never 

go for credit sales. It sells the goods on the basis of cash only. Hence, the 

cooperative society hardly come across with the financial hardship because of 

non-collection of sales dues. Members can only purchase on the basis of credit, 

which is an exception to the present rule. 

7. Capital: 

The capital of the society is raised from its members by way of share 

capital. However, the major part of finance is raised by the society through taking 

loan from the Government or by accepting grants and assistance from the Central 

or State Government or from the apex cooperative institutions like state and 

central cooperative banks operating in that state. 

 

2) What are the advantages of partnership? 

Advantages of Partnership: 

The partnership form of organisation is most suitable when the size of 

business is medium and, thus the capital can be contributed to meet its needs by the 

partners themselves. 

 

The following are the advantages of partnership form of organisation: 

1. Easy Formation:  

Like sole proprietorship, partnership form of organisation can be formed 

without legal formalities. No formal documents are required to be prepared as 

required in the case of joint stock companies. An agreement which may be oral or 

written is sufficient to enter into partnership form of organisation. Even the 

registration of partnership is not compulsory. 

2. Large Resources: 

The partnership form of organisation enjoys large resources than a sole 

proprietorship so that the scale of operation can be enlarged to get the benefit of 

large-scale economies. 

More partners can be taken into partnership if capital needs are large. The 

partnership firms can also arrange money from the outside sources. 

 

3. Flexibility: 

The business is, abundantly mobile, flexible, and elastic being free from legal 

restriction on its activities. The partners can introduce any change they consider 

desirable to meet the changed circumstances. 
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4. Combined Skill and Balanced Judgement: 

The partnership form of organisation enjoys the benefit of the ability, 

experience, and talents of the partners. This is the distinctive advantage 

partnership enjoys over the sole proprietor because everything is done by mutual 

consultation. 

According to S. S. Chatterjee, “Combined abilities and judgement, when 

properly integrated produce a result that becomes appreciably greater than the sum 

of all individual capacities.” 

5. Sharing of Risk: 

Any loss sustained by the firm will be borne by all the partners equally with 

the benefit that the burden borne by each partner will be much less whereas the 

sole proprietor has to bear the entire loss of the business. 

6. The Personal Element: 

The personal element in the business and the corresponding care, efficiency 

and economy are ensured. There is, thus an effective motivation to production. 

The supervision of staff can also be carried out effectively, as partners, personally 

act in the management of the affairs of the partnership firm. 

7. Maintenance of Secrecy: 

The partners of partnership firm can keep the business to themselves. In the 

case of a company, nothing is secret. A partnership firm is not expected to get its 

accounts audited and published as is necessary for a joint stock company. This is 

the distinctive advantage partnership enjoys over the joint stock company. 

8. Prompt Decisions: 

The partners of partnership firm exercise joint responsibility and meet 

frequently. This enables them to take decisions promptly, which is conducive to 

taking advantage of sudden opportunities. 

9. Relationship between Reward and Work: 

In partnership form of business organisation, there is an direct relation 

between reward and work. This enables the partners to put more labour to earn 

more and more profits. The more they work, the more will they be benefited. 

10. Wholesome Effect of Unlimited Liability: 

The fact that the liability of each partner is unlimited and each partner 

individually is liable to the full extent of his private fortune acts as a great check 

against reckless speculation. 

11. Protection of Minority Interests: 

The minority interest is, effectively protected by law. In partnership concern 

all important decisions are taken with the consent of all partners. In policy 

matters, all partners must agree, and even in ordinary affairs of routine nature a 
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dissatisfied partner may withdraw and dissolve the firm. The law gives right to 

each partner to be consulted and heard. 

12. Easy Dissolution: 

Dissolution of the partnership concern is very easy. The partnership can be 

dissolved on the death, lunacy or insolvency of a partner. There are no legal 

formalities involved in the dissolution. If the partnership is ‘at will’ then any 

partner can get the partnership firm dissolved by giving notice to other partners. 

 

3) Define sole proprietorship, state its important features. 

 

Definition: 

 “The sole Proprietorship is that form of business organisation which is owned and 

controlled by single individual. He receives all the profits and risks all of his property 

in the success or failure of the enterprises. 

 

Essential features of a sole proprietorship 

1. Formation: 

It is registered under the business names act as a business enterprise. 

2.Sources of capital: 

i) Owners savings. 

ii) Bank borrowing in terms of loans. 

iii) Borrowing from other individuals. 

3. Management and control: 

A sole business is under the control of one person i.e. the owner. However, 

the owner employs managers and subordinates to assist him in day to day 

activities of the business. 

4. Liability of the owner: 

The liability of the owner is unlimited i.e. if the business fails the owner is 

responsible for all the debts of the business, even if he has to sell personal 

properties to repay these debts. 

5. Membership: 

It is formed by one person only, who is also the registered shareholder. 
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7. No sharing of Profit & Loss- 

No sharing is the seventh characteristics of sole proprietorship and it means 

whatever profits earned from the individual trader business, its totally belongs to the 

sole owner of the business. Similarly, if there is a loss in a sole proprietorship 

business, then he too will have to face it. 

In this case, the sole proprietor follows the procedure of no profit or no loss. 

However, in the partnership business, profit sharing function is a must. 

 

8. Dissolution of the business: 

A sole proprietorship business can be dissolved at the owner’s will or by a court 

order if it is found out that the business is engaged in illegal practice. 

 

4) What is private enterprises? 

 

Private enterprise is industry and business which is owned by individual people or 

commercial companies, and not by the government or an official organization. 

Definition:  

A Private Enterprise is an entity that operates under the ownership and 

management of individuals that freely decided to develop a given business idea. Its 

freedom from government intervention is what makes it different from a government 

institution. 

These entities are the corner stone of free markets, since they allow individuals to 

possess ideas, concepts and assets that work together to produce positive financial 

results through wealth creation. Under a market economy, private enterprise should 

be enforced to promote the system’s development and growth. Individuals are 

empowered and motivated to pursue their self-interest through business enterprises, 

with the incentive of wealth creation that can be amassed to themselves through full 

ownership. They are also entirely managed by private individuals, therefore excluding 

governments from having a vote in the company’s decisions and courses of action. 

These enterprises can be owned by one or more individuals through shared 

ownership. In most countries, these entities are subject to federal taxes to help 

maintain the nation’s proper functioning and they are also subject to external 

regulative bodies that enforce things like labour laws and ethical business practices. 

They are free to pursue any legally permitted business activity and to develop any 

projects they consider fit to achieve the enterprise’s goals. 

• The development was originally envisaged as a private enterprise initiative. 

• Council building reaped the benefit of the price set by private enterprise. 

• So modest pay increases were accompanied by a lifting of restrictions on public 

officials engaging in private enterprise. 
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• That is an extraordinary doctrine of private enterprise. 

• Its political platform is brief: the iron hand against Communism to save private 

enterprise. 

• He has announced that private enterprise will be allowed to flourish. 

• Even more alluringly, the entire process could be handed over to private 

enterprise. 

• He advocated experiments with private enterprise in the coal industry. 

 

Section – C 

 

1) State the various forms of public enterprises. What are their special features? 

The organisation provides the framework, which substantially shapes 

interrelationships amongst the public enterprises as well as the government. The 

following are the major organizational forms of the public enterprises. 

(a) Departmental Organisation 

It was, at one point of time, the prominent form of organisation of the public 

enterprises for two reasons. First, it was easy for a government to create an enterprise 

within the organizational framework of one of its already existing departments. Secondly, 

in the initial stages of developmental planning, the number of such enterprises with 

commercial functions was small. 

The major characteristics of Departmental enterprises are 

(a) The enterprise is financed by annual appropriation from the treasury and all or 

major share of its revenues are paid into the treasury. 

(b) The enterprise is subject to budget accounting and audit controls applicable 

to other government activities. 

(c) The permanent staffs of the enterprise are civil servants, the method by 

which they are recruited and the conditions of service under which they are 

employed are ordinarily the same as for other civil servants. 

(d) The enterprise is generally organised as a major sub-division of one of the 

central government departments and is subject to direct control of the need of the 

department. 

(e) Wherever this applies in the legal system of the country concerned, the 

enterprise possesses the sovereign immunity of the state and cannot be used without 

the consent of the government. 



 

 
        STUDY MATERIAL FOR B.COM  

       BUSINESS ORGANIZATION AND MANAGEMENT 

      SEMESTER - I, ACADEMIC YEAR 2022-23 

 
 

26 
 

(b) Public Corporation 

It is an autonomous form of the organisation “clothed with the power of the 

government, but possessed with the flexibility and initiative of private enterprise” 

according to F.D. Roosevelt, the President of USA, given while discussing the 

Tennessee Valley Authority. 

Public Corporation may be understood in general terms as an autonomous 

commercial organisation established at government’s insistence outside the 

framework of government department and company legislation. 

1. It is wholly owned by the State. 

2. It is generally created by, or pursuant to, a special law defining its powers, duties, 

and immunities and prescribing the form of the management its relationship to 

established departments and ministries. 

3. As a corporate body it is a separate entity for legal purposes and can sue and be 

sued, enter into contract and acquire property in its own name. 

4. Except for appropriations to provide capital or to cover losses, a public corporation 

is usually independently financed. 

5. It is generally exempted from most regulatory and propitiatory statues applicable 

to expenditure of public funds. 

6. It is ordinarily not subject to budget accounting and audit laws and procedure 

applicable to no corporate agencies. 

7. In majority of cases, employees of public corporations are not civil servants and 

they are recruited and remunerated under terms and conditions, which the 

corporation itself determines. 

8. It may not be wholly owned by the State. 

9. Every public corporation need not be the result of a special enactment. 

10. Some of the restrictive regulations applicable to government departments’ 

expenditures and the audit system can also be imposed on public corporations. 

11. Some of the employees of public corporations, especially at the top level, may be 

from the civil services. 
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(c) Government Company 

The joint stock company is another organizational form of public enterprises. 

The ‘company form’ which may also be called a ‘government company’ is 

described in many countries as an enterprise registered under the Companies Act 

of the land in which the government and/or public enterprises hold at least 51 per 

cent of equity capital. 

(d) Joint Enterprise 

State participation in an economic activity along with the private sector has 

led to the creation of a specific type of organizational form, which is known as 

joint enterprise. 

(e) Development Corporation 

It is difficult to exactly define ‘Development Corporation’. On the basis of 

empirical evidence world over, especially in the developing countries, it may 

signify an autonomous agency in the public sector, primarily to promote, rather 

than to operate, economic activities through a system of subsidizing. The 

promotional activity of a Development Corporation is as follows. 

(1) It promotes an activity which otherwise might not come into existence. 

(2) It accelerates an activity which otherwise would materialize at a slow pace 

in small outputs and in a sect orally unbalanced manner. 

(3) It promotes a desired pattern of economic activity, meaning thereby the 

expansion of desired sector of activity, promotion of units of desired sizes, 

attainment of desired balance of payments, development of certain economic 

activity in the desired region, etc. 

Important Features of Public Enterprises 

1. State Ownership: 

A public enterprise is wholly owned by the Central Government or State 

Government(s) or local authority or jointly owned by two or more of them, in case 

the enterprise is owned both by the Government and private sector, the State must 

have at least 51 percent share in ownership. 

2. State Control: 

The ultimate control of a public enterprise lies with the Government which 

appoints its Board of Directors and the Chief Executive. 
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3. Government financing: 

The whole or a major portion of the capital of a public enterprise is provided by 

the Government. 

4. Service Motive: 

The primary aim of a public enterprise is to render service to the society at large. 

It may have even to incur losses for this purpose. However, public enterprises are 

expected to generate surplus in course of time. 

5. Public Accountability: 

Public enterprises are financed out of public money. Therefore, they are 

accountable for their results to the elected representatives of the public, i.e., the 

Parliament and the State Legislature. That is why; the working of public enterprises 

is scrutinized by the Committees of the Parliament or the State Legislature. 

6. Autonomous Bodies: 

Public enterprises are autonomous or semi- autonomous bodies. In some cases 

they work under the control of Government departments. In other cases these 

enterprises function as companies and statutory corporations. 

2) What is Government company? What are the merits and demerits of government 

company? 

Government Companies: 

 Section 617 of the Indian company’s act defines Government Company is a 

company or an organization in which at least 51% of the paid-up share capital is held by 

the central government or the state government or partly by both central and state 

government.  

These are many government companies, few of them are, Steel Authority of India 

Limited, Bharat Heavy Electricals Limited, Coal India Limited, State Trading 

Corporation of India, etc. 

A Government company may either by wholly owned by the Government, in 

which case 100% capital is provided by Government; or may be owned by the 

Government (holding minimum of 51% share-capital) and private concerns/individuals 

(holding maximum of 49% share capital). 
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Advantages of Government Company: 

Following are the advantages of a Government company: 

(i) Easy Formation: 

A Government company can be easily formed under the Companies, Act, 

just by an executive decision of the government. 

(ii) Internal Autonomy: 

A government company can manage its affairs independently. It is relatively 

free from ministerial control and political interference, in its day-to-day 

functioning. 

(iii) Private Participation: 

Through Government company device, the government can avail of the 

management skills, technical know-how and expertise of the private sector and 

foreign countries. For example, the Hindustan Steel Limited has obtained technical 

and financial assistance from the U.S.S.R., West Germany and the U.K. for its steel 

plants at Bhilai, Rourkela and Durgapur. 

(iv) Easy to Alter: 

Objectives and powers of the Government Company can be changed by 

simply altering the Memorandum of Associating of the company, without seeking 

the approval of the Parliament. 

 

(v) Discipline: 

The Government Company is subject to provisions of the Companies Act; 

which keeps the management of the company active, alert and disciplined. 

(vi) Professional Management: 

A Government company can employ professionally qualified managers; 

because it has its own personnel policies. 

(vii) Public Accountability: 

The Annual Report of a Government company is presented to the 

Parliament/ State Legislature. These reports can be discussed and debated there. 

 

 

 

 



 

 
        STUDY MATERIAL FOR B.COM  

       BUSINESS ORGANIZATION AND MANAGEMENT 

      SEMESTER - I, ACADEMIC YEAR 2022-23 

 
 

30 
 

Limitations of Government Company: 

Following are the limitations of Government Company: 

(i) Board of Directors: 

On the Board of Directors of a government company, there are 

Government appointed directors (Government being the major share­holder); 

who are ‘yes-men’ of the Government. They are unable to run the company, 

in a business-like manner. 

(ii) Autonomy Only in Name: 

Independent character of a Government company exists only in name. 

In reality, politicians, ministers, Government officials, interfere excessively in 

the day-to-day working of the government company. 

(iii) A Fraud on Companies Act and Constitutions: 

A Government company is criticized as being a ‘fraud on the 

Companies Act and on the Constitution. This criticism is valid on the 

ground that the Government can exempt a Government company from 

application of several provisions of the Companies Act. Again, the 

Parliament is not taken into confidence, while creating a Government 

company. 

(iv) Fear of Exposure: 

The annual report of the government company is placed before the 

Parliament/State Legislature. The working of the company is exposed to 

Press criticism: Therefore, management of the Government Company often 

gets demoralized and may not take initiative to come out with and 

implement something innovative. 

(v) Lack of Expertise in Deputationists: 

The key personnel of a Government company are often deputed from 

Government departments. These Deputationists generally lack expertise and 

commitment; leading to lower operational efficiency of the government 

company. 

(vi) Selfish Functioning: 

The Government Company works neither for the government nor for the 

public at large. It serves the personal interests of people who work in the 

company and who dictate policies of the company. 
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3) What is public corporation? What are the features of public corporation? 

Meaning of Public Corporation: 

A public corporation is that form of public enterprise which is created as an 

autonomous unit, by a special Act of the Parliament or the State Legislature. 

Since a public corporation is created by a Statute; it is also known as a statutory 

corporation. 

Public corporate law is related to contract and commercial law and deals with the 

operations and formation of a corporation. A corporation is a separate legal entity that's 

created through the state laws in which it was incorporated. It's treated as a legal person 

that has the ability to sue and be sued, definitively distinct from its shareholders. 

Features of public corporation 

1. State owned 

One of the features of a Public Corporation is that it is owned by the state. 

However, there are times when the government and other private business men team 

up to form the corporation but it does not change its state own tag. 

2. Legal entity 

Another feature of a Public Corporation is that it is a legal entity. In other 

words, it can be sued and can also sue others. As part of its human resource, Public 

Corporations can employ lawyers as their Legal Directors or can engage the 

services of one when the need arises. 

3. Created by law 

Another feature of a Public Corporation is that it is created by an Act of 

Parliament. Where there is no constitutional government in place, other legal 

avenues are used to create it. Another way of putting it is to say that it is created by 

a statute. 

4. Board of Directors 

A feature of a Public Corporation is that it has a Board of Directors which gives a 

general direction for the corporation to follow while leaving the day-to-day running 

to a Managing Director. 

5. Financially independent 

Public Corporations are independent financially. They are able to raise their own 

capital, generate their own income and make savings. They are also allowed to spend the 

money without recourse to approval from the government. 

6. Different from the Civil Service 

Public Corporations are different from the Civil Service in the sense that while 

Public Corporations recruit, promote and generally discipline its workforce, the Civil 

Service on the other hand recruits it workers through the Public Service Commission. 

Also, while workers of Public Corporations are called Public Servants, the Civil 

Service calls it workers, Civil Servants. 
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7. Service Motive 

The management of the corporation generally vests with the Board of 

Directors nominated by the Government. The directors may be Government 

officials or non-officials. 

8. Management 

A corporation is expected to behave commercially in the same manner as a 

private enterprise i.e. they are supposed to function efficiently on sound 

commercial principles. This does not mean that the corporations are expected to 

make profits. They can make profit but not at the expense of the consumers. Thus, 

the public corporations primarily work for service, and profit is only a secondary 

consideration. 

9. Public Accountability 

Public accountability is another important feature of a public corporation. 

Though it enjoys complete autonomy in its administrative areas, it is accountable 

to the legislature. Its accounts are audited by the corporation and the Auditor 

General, and its annual report must be placed before the legislature. 

10. Status of Staff 

The employees of the corporation are not the servants of the Government 

and are not governed by Civil Service Rules. They are employed and paid out of 

the funds of the corporation. 

 

4) Discuss the merits and demerits of joint stock company? 

The company form of business ownership has become very popular in modern business 

on account of its several advantages: 

1. Limited liability: 

Shareholders of a company are liable only to the extent of the face value of shares 

held by them. Their private property cannot be attached to pay the debts of the company. 

Thus, the risk is limited and known. This encourages people to invest their money in 

corporate securities and, therefore, contributes to the growth of the company form of 

ownership. 

2. Large financial resources: 

Company form of ownership enables the collection of huge. financial resources. 

The capital of a company is divided into shares of small denominations so that people 

with small means can also buy them. 

Benefits of limited liability and transferability of shares attract investors. 

Different types of securities may be issued to attract various types of investors. There is 

no limit on the number of members in a public company. 
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3. Continuity: 

A company enjoys uninterrupted business life. As a body corporate, it continues 

to exist even if all its members die or desert it. On account of its stable nature, a company 

is best suited for such types of business which require long periods of time to mature and 

develop. 

4. Transferability of shares: 

A member of a public limited company can freely transfer his shares without the consent 

of other members. Shares of public companies are generally listed on a stock exchange so 

that people can easily buy and sell them. Facility of transfer of shares makes investment 

in companies liquid and encourages investment of public savings into the corporate 

sector. 

5. Scope for Expansion  

As there is no restriction to the maximum number of members in a public 

company, expansion of business is easy by issuing new shares and debentures. 

6. Democratization of Ownership: 

The fact that relatively small amount of capital can be mobilized and employed 

collectively results in what Marshall call ‘Democratization’ of ownership as distinguished 

from the control of business. 

While it permits all types of people, big or small, venturesome or cautious, to 

become part owners, it permits the use of skill and initiative of the able entrepreneur, his 

expert knowledge and business ability which would otherwise be lost to the community. 

7. Professional management: 

Due to its large financial resources and continuity, a company can avail of the 

services of expert professional managers. Employment of professional managers having 

managerial skills and little financial stake results in higher efficiency and more 

adventurous management benefits of specialization and bold management can be secured. 

8. Stability 

The company has long life compare to sole proprietorship and partnership. It is 

not depending on death, retirement, insanity, or bankruptcy of a shareholder.  Also 

change of ownership and management does not affect the continuity of the business. 

9. Public confidence: 

A public company the confidence of public because its ac­tivities are regulated by 

the government under the Companies Act. Its affairs are known to public through 

publication of accounts and reports. It can always keep itself in tune with the needs and 

aspirations of people through continuous research and development. 

10. Social benefits: 

Company form of organizations has helped increase production and improves 

living standards of people. It has generated employment for a large number of persons. 
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It has improved quality of goods and reduced prices. Company organisation has 

contributed tax revenues for the Government and has helped the growth of professional 

management. In this way joint stock company has helped to improve the quality of life all 

over the world. 

11. Tax Relief: 

A company pays income-tax as a separate legal person at a flat rate fixed by the 

Finance Act from year to year. In case of higher incomes, the rate is lower than that 

charged in case of sole proprietors and partners. 

12. Goodwill:  

A company enjoys a good reputation and prestige in the business world. A 

company activity is subject to scrutiny by auditors and the government. Its accounts are 

published and they are public documents. Hence, a company enjoys good public 

confidence. 

 

Demerits: 

A joint stock company suffers from the following weaknesses: 

1. Legal formalities: 

Formation of a company is a time consuming and expensive process. Too 

many legal formalities have to be observed and several legal documents have to be 

prepared and filed. Delay in formation may deprive the business the momentum of an 

early start. 

2. Lack of motivation: 

The directors and other officers of a company have little personal involvement 

in the efficient management of a company. Divorce between ownership and control 

and absence of a direct link between effort and reward lead to lack of personal interest 

and incentive it is difficult to keep personal touch with customers and employees. As a 

result, efficiency of business operations may be low. 

3. Delay in decisions: 

Red tape and bureaucracy do not permit quick decisions and prompt action. 

There is little scope for personal initiative and a sense of responsibility. Paid 

employees like to play safe and tend to shift responsibility. There is lack of flexibility 

of operations in a company. 

 

4. Economic oligarchy: 

The management of company is supposed to be carried on ac­cording to the 

collective will of its members. But in practice, there is rule by a few (oligarchy). 

Often directors try to mislead the members and manipulate voting power to maintain 

and perpetuate their control. The shareholders become mere pawns in the game of a 

small clique or coterie of directors. Shareholders are often ignorant and indifferent 
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about the working of a company. Therefore, they fail to exercise their voice in the 

functioning of the company. 

5. Corrupt management: 

In a company, there is often danger of fraud and misuse of property by 

dishonest management. Bogus companies may be formed to deprive the investors 

of their hard-earned money. Unscrupulous people may manipulate annual accounts 

to show artificial profits or losses for their personal gain. The South Sea Bubble 

case is the most famous example of how corrupt office-holders may exploit 

shareholders for selfish gain. 

6. Excessive government Control: 

At every stage in the management of a company, there are legal rules and 

regulations. Several legal provisions have to be followed and reports have to be 

filed. Such legal interference in day-to-day operations results in lack of secrecy. A 

lot of time and money are spent in complying with statutory requirements. 

7. Unhealthy speculation: 

The shares of a public company are dealt in on a stock ex­change. The 

prices of these shares fluctuate depending upon the financial health, divi­dends, 

future prospects and reputation of the company. Directors of a company may 

indulge in speculation on the basis of inside information for their private gain and at 

the cost of small investors. Company organisation may also lead to concentration of 

economic power in a few hands. 

8. Conflict of interests: 

Company is the only form of business wherein a permanent con­flict of 

interests may exist. In proprietorship there is no scope for conflict and in a 

partnership continuous conflict results in dissolution of the firm. But in a company 

conflicts may continue between shareholders and board of directors or between 

share­holders and creditors or between management and workers. 

9. Lack of secrecy: 

Under the Companies Act, a company is required to disclose and publish a variety 

of information on its working. Widespread publicity of affairs makes it almost 

impossible for the company to retain its business secrets. The accounts of a public 

company are open for inspection to public. 
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Unit – III 

Section – A 

Multiple choice questions 

1. Hindu section act was passed in  

a) 1932 b) 1949 c) 1956 d) 1959 

 

2. Joint Hindu Family Business came into existence by operation of 

a) Hindu law  b) Muslim Law c) Christian Law d) All of the above  

 

3. The management of joint Hindu family business is governed by 

a) Director b) Secretary c) Manager d) Karta 

 

4. The maximum number of members in a joint Hindu family is  

a) 20  b) 10  c) 2  d) Unlimited 

 

5. The maximum number of members in a partnership can be 

a) 2  b) 7  c) 20  d) 25 

 

6. The maximum number of members in a private company is  

a) 2   b) 7   c) 50   d) 100 

 

7. Person who form partnership business are collectively called as 

a) Business  b) Firm c) Proprietorship d) Company 

 

8. A partner who contribute to the capital of the firm and may not take any interest in the 

management of the firm is called as ________ 

a) Sleeping partner  b) Active partner c) Nominal d) None 

 

9. Indian partnership act was enacted in __________ 

a) 1933 b) 1932 c) 1935 d) 1936 

 

10. Written agreement between partner is known as __________ 

a) Partnership deed  b) Certificate  c) Incorporation 

d) All 
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Section – B 

1. State the features of Hindu Undivided family. 

 

The features of Joint Hindu Family Business are as follows: - 

(1) Formation:  

Joint Hindu Family cannot be formed or created by any contract or 

agreement because this organization came into existence by the operation of the 

"Hindu Law". It is not formed by any agreement like partnership firm. Whenever, 

there is Hindu Undivided Family, there is the scope for Joint Hindu Family 

Business.  

(2) Registration:  

It is not at all compulsory to register this organization because it is the 

result of Hindu Law.  

(3) Membership:  

There are two types of members i.e Karta and Co-parceners. Karta is the elder 

male member of the family who controls and manages the business. The other 

family members are called as the co-parceners. There is no limit on membership 

because the membership is by birth. 

(4) Management:  

The head of the family has full responsibility of the management of Joint 

Hindu Family Business. He is free to take any decision without any interference 

of any co-parceners but he can take advice and help from the family members. 

(5) Liability:  

The liability of Karta is unlimited because he is the only deciding 

authority whereas the liability of co-parceners is limited up to their share in the 

capital of the family.  

(6) Sharing of Profits and Losses:  

According to Hindu Succession Act, 1956, all the members of Hindu 

Undivided Family have equal rights to share the profits as well as losses of the 

business.  

(7) Legal Status:  

Any organization gets separate legal status only after its registration with 

appropriate authorities. In case of Joint Hindu Family firm registration is not at all 

compulsory; hence it does not enjoy any legal status.  
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Though, Joint Hindu Family Business is enlarged form of sole trading concern 

and it has got due recognition by Income Tax Act, 1961, and Joint Hindu 

Succession Act, 1956, then also it does not enjoy separate legal status because of 

Joint Hindu Family firm and its members are one and the same that is inseparable.  

(8) Partition:  

As Joint Hindu Family Business is totally controlled by Karta, and co-

parceners do not have the right to interfere in the decisions of Karta. But, as per 

Hindu Law any member who is unsatisfied with the decision of Karta can demand 

partition.  

(9) Continuity and Stability:  

This organization enjoys a long and stable life as it is not affected due to 

death, insolvency, insanity of any of its member. In other words, if Karta dies or 

becomes incapable of managing the business then the succeeding co-parceners 

will act as Karta. 

(10) Conduct of Business:  

A Joint Hindu Family business is generally run by a senior member of the 

family called as Karta or the Manager, and he had the full authority to conduct the 

business activities and business operations. 

(11) Rights of Karta: 

The Karta can give receipts, make contracts and draw bills, but he cannot 

give up debts already due to the Joint Hindu Family Business. He had the 

authority to sale or mortgages the property of Joint Hindu Family while 

conducting the business of the firm. 

(12) Dissolution: 

If the family business becomes insolvent, the adult co-parceners and the 

manager will be adjudged insolvent, although their share in the family property 

can be used to pay off the debts of the Joint Hindu Family Business.  

(13) Flexibility:  

There is a great deal of flexibility in business operation. The Karta can 

expand or change the line of business or he can even close down the business. The 

co-parceners normally agree with the decisions taken by Karta in the conduct of 

business. 

(14) Business Secrecy:  

There is a great deal of business secrecy in this organization. The business 

secrets are known to co-parceners in general and Karta in particular. It is not 

obligatory for them to publish their accounts which results in great deal of privacy 

and secrecy. 
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(15) Credit Standing:  

This type of business enjoys greater credit in the market specially because 

of unlimited liability on Karta. As a result of this he does business on better terms. 

He also gets liberal financial facilities from banks and others. Better credit 

standing in the market increases competitive strength of this business. 

 

2. Explain different types of partners. 

 

Partners are of different kinds in a business partnership. They are as working partner, 

sleeping partner, nominal partner, partner by estoppel, limited partner, secret partner, 

partner by holding out, sub-partner, partner in profit. They are briefly explained 

below. 

 

1. Working Partner 

A Working Partner is one who contributes capital to the business and takes active 

part in its management. Hence, he is called active partner. 

2. Sleeping Partner 

A Sleeping Partner is one who contributes only capital to the business, but does 

not take part in its management. He is also called dormant partner or financing 

partner. 

3. Nominal Partner 

A Nominal Partner does not contribute capital. Neither does he take active part in 

the management. His contribution in a partnership is limited to allowing the other 

partners to make use of his name. 

4. Partner by Estoppel 

Partner by Estoppel is not a partner of the firm but by his words and conduct he 

leads the outsiders to believe that he is also a partner of the firm. Usually this arises, 

when the outgoing partner fails to give notice about his retirement. 

5. Limited Partner 

In foreign countries like U.K., the law of the land permits the admission of 

partners with limited liability. But in India, no one can be a limited partner. There is 

only one exception. The liability of a minor admitted for the benefits of partnership is 

limited to the extent of his capital contribution. 

6. Secret Partner 

A Secret Partner is actually a partner of the firm. But he does not hold out to the 

public as a partner of the firm but keeps his existence as secret. His liability is also 

unlimited. 
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7. Partner by Holding Out 

Though a Partner by Holding Out is not a partner, he knowingly permits himself 

to be a partner of the firm by his activities. 

8. Sub – Partner 

A Sub-Partner has no direct contact with the firm. He is only next to a partner. 

9. Partner in Profit 

A Partner in Profit becomes a partner whenever the firm earns profit. His liability 

is also unlimited. 

 

3. What are the rights of partners? 

 

1. Right to Take Part in the Conduct of the Business 

Sec. 12(a) stipulates that each partner in a business partnership have the right 

to take part in the business proceeding. But this right is subject to a contract to the 

contrary. However, this right may be waived by a partner himself. 

2. Right to be Consulted 

In case of matters affecting the business, each partner can has the right to be 

consulted. Further, every partner has the right to express his views in front of 

other partners also. Sometimes, difference of opinion arises among the partners. If 

it is over an ordinary matter, the same may be settled by a majority of the 

partners, whereas if it is over a fundamental matter, it can be settled only with the 

consent of all the partners. 

3. Right to have Access to Books 

Every partner in a business partnership can access and inspect any of the 

books of the firm as per law. It can be exercised either by the partner himself or 

by his authorized agent. The partners cannot object to inspection of books by the 

agent of a partner, unless they have a reasonable ground for believing that the 

trade secrets might be leaked out. 

4. Right to Share Profits 

Every partner is entitled to have equal share in the profits of the firm. At the 

same time, the partners are equally liable to all the losses sustained by the firm 

unless otherwise agreed upon as per the partnership agreement. 

5. Right to Interest on Capital 

Ordinarily, no interest is payable to the partners. However, if it is allowed by 

an express or implied agreement or by the custom of trade, a partner can charge 

interest on capital. In such a case also, interest shall be paid only out of profits. 
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 6. Right to Interest on Advance 

A partner who contributes additional advance to the firm apart from the 

amount of his capital for the purpose of business is entitled to get there on an 

interest at the rate of 6% per annum. It is payable out of the property of the firm 

as if it were an expense. Thus it is payable even if there are no profits. 

7. Right to be Indemnified 

The partner of a firm is entitled be indemnified by the firm in the following 

circumstances: 

a. Expenses incurred in the ordinary course of business, and 

b. Expenses incurred in an emergency. 

8. Right to the Use of the Partnership Property 

In the absence of any contract to the contrary, each partner is presumed to 

have an equal share in the property of the partnership and is entitled to have them 

held and used only for the purpose of the business. Partners should not use it as 

their own property. When at any point of time, a partner uses the property of the 

business firm to his own benefit either directly or indirectly, the profits thus 

earned are accountable to the firm. 

                   9. Power in an Emergency 

As per the Indian Partnership Act, a partner is vested with the powers to 

initiate action to safeguard the firm from loss. 

10. No New Partner to be Introduced 

New partners may not be introduced in a partnership without the consent of every 

individual partners. They have the right to object such admission unless there is an 

express contract allowing such introduction. 

11. No Liability before Joining the Firm 

Unless there is a contract to the contrary, new partner will not have any 

liability for any act of the firm done before he become a partner. 

12. Right to Retire 

Retirement from a partnership is a partner’s right. Partner can retire from 

partnership in any of the following modes. 

1) With the consent of all the partners, or 

2) As per the agreement between the partners, or 

3) In case of partnership- at-will, by giving prior notice to the other partners 

regarding the intention of his retirement. 

13. Right not to be Expelled 

Every partner has a right not to be expelled from the firm unless there is a 

clause in the partnership agreement that give power to the majority of the partners 

to expel him in good faith. 
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14. Right to Carry on Competing Business 

Outgoing partners cannot be restricted as they are not bound by the 

partnership agreement. They have the right to carry on a business competing with 

that of the firm. But he should not use the name of the firm or solicit the firm’s 

customers who were dealing with the firm. However, he may agree with the 

partners that he will not carry on any competing business. 

15. Right to Share Subsequent Profits After Retirement 

Where a partner has died or ceased to be a partner, the surviving or continuing 

partners may carry on the regular business with the firm’s property without any 

final settlement of accounts between them. In such cases, the outgoing partner or 

his estate then in the absence of a contract to the contrary is entitled to such share 

of the profits as is proportionate to his share in the property of the firm, or interest 

at the rate of 6% per annum on the amount of his share in the property of the firm. 

 

4. Difference between dissolution of partnership and firm. 

 

1. Termination of business: 

Under dissolution of partnership the business is not terminated. But under 

dissolution of firm the business of the firm is closed. 

2. Settlement of assets and liabilities: 

Assets and liabilities are revalued and new balance sheet is drawn under 

dissolution of partnership but assets are sold and realized and liabilities are 

paid off. 

3. Court intervention: 

Court does not intervene in partnership dissolution, because partnership is 

dissolved by mutual agreement and through the process of reconstitution 

but a firm can be dissolved by the court. 

4. Economic relationship: 

Economic relation may remain and changes under partnership dissolution. 

But economic relationship between partner come to an end. 

5. Close of books: 

Under partnership dissolution books of accounts cannot be closed because 

the business is not terminated. But under firm dissolution all books of 

accounts are closed. 
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Section – C 

 

1. What is partnership deed? Explain its content. 

Partnership firm can be established with an agreement between the partners. This 

agreement may be written or oral. An oral agreement may be the cause of dispute in 

future. So, it is better to have a written agreement in order to avoid future conflicts. The 

written agreement duly signed by the partners is known as partnership deed or agreement 

or Articles of Partnership. It is the written contract between partners. It contains the term 

and conditions of the partnership. 

Partnership deed forms the basis of partnership. Partnership deed is a document 

containing all the matters according to which mutual rights, duties and liabilities of the 

partners in the conduct and management of the affairs of the firm are determined. Hence, 

it contains the terms and conditions of the partnership. It is helpful in preventing and 

resolving disputes among the partners. A partnership deed can be altered at any time with 

the consent of all the partners. 

The past experiences of partnership firms show that there are disputes among 

partners over many things and these results in the closure of the firm. If the areas of 

dispute or conflict are spotted earlier and a clear understanding is reached, then the 

business can run smoothly. So, partnership deed or agreement is a document which is 

prepared to explain important points so that the chances of conflict are minimized. Even 

if there is a dispute it helps in easier settlement. So, written deed should be preferred. 

 

Main Content of Partnership Deed 

 

Some of the important clauses to be included in a partnership deed are as follows: 

 

(1) Name of the firm and Its Address: The deed should contain of the firm and 

place of its business. 

(2) Name and Address of Partners: The deed should also contain the names and 

address of all partners. 

(3) Nature of Firm’s Business: The nature of business proposed to be carried 

and its limitation should be included in it. 

(4) Duration of Partnership: It the partnership is established for a fixed duration 

or for a fixed work, it should be stated in it. 

(5) Partners’ Capitals: The deed should contain the total amount of capital and 

contributions by each partner. 

(6) Interest on Capital: If the partners decide to change interest on their capitals, 

the rate should be mentioned in the deed. 
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(7) Drawing and Interest on Them: The deed should contain the limit of 

drawings by every partner and the rate of interest to be charged. 

(8) Division of Profit: Profit and loss sharing ratio should be stated in the deed. If 

it is not mentioned partners are authorized to share equally according to Partnership Act. 

(9) Partners’ Salary and Commission: If the partners decide to pay salary and 

commission to the partners, the deed should contain the amount of salary or commission 

payable to any partner for the services rendered to the business. 

(10) Rights and Duties of Partners: If any partner has some special rights and 

duties regarding to conducts of business or if the liability of any partner is limited to the 

capital invested by him, these facts should also be mentioned in it. 

(11) Admission and Retirement of Partners; After the establishment of 

partnership some new partners may be admitted and some may retire from the business. 

If any definite procedure is to be adopted at the time of admission or retirement of 

partner, it should be stated in it. 

(12) Death of a Partner: The procedure of calculating the amount due to a 

deceased partner and the method of its payment to his successors, should also be decided 

and stated in the deed. 

(13) Valuation of Goodwill; The method of valuation of goodwill at the time of 

admission, retirement or death of a partner should be also be clearly stated in it. 

(14) Revaluation of Assets and Liabilities; The method of revaluation of assets 

and liabilities on admission, retirement or death of a partner should also be clearly stated 

in it. 

(15) Accounts and Audit: The procedure of keeping accounts and their audit 

should also be stated in it. 

(16) Dissolution of Partnership: The deed should contain the firm and the 

method of the final settlement of accounts. 

(17) Arbitration Clause: In case of disputes the method of appointing arbitrators 

and their rights should be clearly mentioned. 

 

2. Explain The mode of dissolution of partnership firm 

 

According to Section 39 of the Partnership Act, 1932, “The dissolution of 

partnership between all the partners of a firm is called dissolution of the firm.” The 

Indian Partnership Act, 1932 recognizes the difference between ‘dissolution of 

partnership’ and ‘dissolution of firm’. 

Dissolution of a firm involves the complete breakdown of partnership relation. In 

the dissolution of partnership firm, the partners may by agreement provide for the 

continuance of the firm after its dissolution by death, lunacy or insolvency of any partner. 

In such cases the firm is reconstituted without any dissolution. 
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Thus, dissolution of firm does involve the dissolution of partnership while the 

dissolution of partnership does not necessarily involve dissolution of the firm. 

Modes of Dissolution of a Firm: 

Following are the modes of a dissolution of a partnership firm: 

1. Dissolution by Agreement: 

A firm may be dissolved: 

(i) With the consent of all the partners. 

(ii) In accordance with a contract between the partners. 

2. Compulsory Dissolution: 

A firm is compulsorily dissolved: 

(i) By the adjudication as insolvent of all the partners or of all partners 

except one. 

(ii) By the happening of any event which makes it unlawful for the business 

of the firm to be carried on or for the partners to carry it on in partnership. 

3. Dissolution on the Happening of Certain Contingencies: 

Subject to the contract between the partners, a firm can be dissolved by: 

(i) The death of a partner. 

(ii) The insolvency of a partner. 

(iii) The retirement of a partner. 

(iv) The completion of the adventure. 

(v) The expiry of the term fixed. 

4. Dissolution by Notice of Partnership at will: 

If the partnership is ‘at will’ then any partner can get the firm dissolved by giving 

notice in writing to other partners of the firm. 

5. Dissolution by Court: 

The court may order the dissolution of the firm at the suit of a partner in any of 

the following ways: 

(i) Where a partner of the firm has become of unsound mind. 

(ii) Where a partner of the firm has become permanently incapable of performing 

his duties as a partner. 

(iii) Where a partner commits will full or persistent breaches of agreement. 

(iv) Where a partner is guilty of misconduct, 

(v) Where the business of a firm cannot be carried on save at a loss, 

(vi) Where a partner has transferred the whole of his interest in the partnership to 

an outsider. 
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(vii) Where on any other ground the court is satisfied that it is just and equitable 

that the firm may be dissolved. 

6. Settlement of Accounts on Dissolution: 

On the dissolution of the partnership firm, the firm’s assets are realized 

and liabilities are discharged. Section 48 deals with the mode of settlement of 

accounts between the partners after the dissolution of the firm. 

 

3. Explain legal requirements of partnership. 

 

Procedure of Registration 

 

According to the India Partnership Act 1932, there is no time limit as such for the 

registration of a firm. The firm can be registered on the date when it is incorporated 

or any such date after so. The requisite fees and fines must be paid. The procedure 

for such a registration is as follows, 

1] Application to the Registrar of Firms in the prescribed form (Form A). 

Nowadays this facility is even available online. Such an application must contain 

certain basic details about the firm such as, 

Name of the Partnership Firm 

Name and address of all partners 

Place of business (address of main and branch offices) 

Duration of the partnership 

Date of joining of partners 

Date of commencement of business 

2] The duly signed copy of the Partnership Deed (which contains all the terms and 

conditions) must be filled with the registrar 

3] Deposit/pay the necessary fees and stamp duties 

4] Once the registrar approves the application, the firm will be entered into the 

records. And the registrar will also issue a certificate of incorporation. 

And this is how the process of registration will be completed and the firm will 

attain legal recognition. 

Consider whether additional clauses are needed. The partners may also mention 

any additional clauses. Some of the examples of additional clauses  

which may be mentioned in the partnership deed are mentioned below: 

a) Interest on the partner’s capital, partners’ loan, and interest, if any, to be 

charged on drawings. 

b) Salaries, commissions etc, if any, payable to partners 

c) Method of preparing accounts and arrangement for audit 
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d) Division of task and responsibility, namely, the duties, powers and obligations 

of all the partners. 

e) The rules to be followed in case of retirement, death and admission of a 

partner 

 

Sign the application. The application or statement must be signed by all the 

partners, or by their agents especially authorized in this behalf. 

Register. The procedure for registration of a partnership firm in India is fairly 

simple. An application and the prescribed fees are required to be submitted to the 

Registrar of Firms of the State in which the firm is situated.  

 

The following documents are also required to be submitted along with the 

application: 

1. Application for Registration of Partnership in Form No. 1 

2. Duly filled specimen of Affidavit 

3. Certified True Copy of the Partnership Deed 

4. Ownership proof of the principal place of business or rental/lease agreement 

thereof. 

 

Expect the registration process to proceed formally. When the registrar is 

satisfied with the points stated in the partnership deed, he or she shall record an 

entry of the statement in a register called the Register of Firms and issue a 

Certificate of Registration. The Register of Firms maintained at the office of the 

Registrar contains complete and up-to-date information about each registered firm. 

This Register of Firms is open to inspection by any person on payment of the 

prescribed fees; any person interested in viewing the details of any firm can request 

the Registrar of Firms for the same and on payment of the prescribed fees, a copy 

of all details of the firm registered with the Registrar will be given to the applicant. 

 

Be registered for tax. It should be noted that registration with the Registrar of 

Firms is different from registration with the Income Taxation Department. It is 

mandatory for all firms to apply for registration with the Income Tax Department 

and have a PAN Card. After obtaining a PAN Card, the partnership firm is required 

to open a Current Account in the name of the partnership firm and to operate all its 

operations through this bank account. 
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4. Explain the characteristics of join family business. 

 

Formation:  

For Joint Hindu Family Business, there should be at-least two members in family 

and ancestral property to be acquired by them. It is governed by Hindu Success Act, 

1956. 

Authority of Karta: 

The Hindu family is usually patriarchal. In the patriarchal joint family, the eldest 

male member exercises authority. The authority of the head of the family is considered to 

be supreme. 

Minor Members:  

The inclusion of an individual into business occurs due to birth in Hindu 

Undivided Family. Hence, minors can also be members of business. 

Control:  

The control of family business lies with Karta. He takes all decisions and 

authorized to manage business. His decision are binding on other members. 

Liability:  

The liability of all members except Karta is limited to their share of co-parcener 

property of business The Karta, has unlimited liability. 

Continuity:  

The business continues till after death of Karta as next eldest member takes the 

position of Karta, leaving business stable. 

Rule by Karta: 

Joint Family is directly ruled by the eldest married male member who is popularly 

known as ‘Karta’. He is the supreme authority of family members. He controls all 

members of his family. He has absolute power over the members and family matter. All 

the members of family compulsorily obey the orders of the Karta. 

Large in Size: 

The size of joint family is very large. Joint family is composed of father, mother, 

their married and unmarried children, uncles, aunts, their children, grand-father, and 

grandmother and so on. Thus, joint family is so large in size and it includes those people 

who are related by close bonds. 
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Co-operation: 

Co-operation is the basis of joint family. All the members co-operate with each 

other in realization of their common objective and while performing family functions. 

Joint Property: 

Joint or common property is another important characteristic of joint family. All 

movable and immovable property of the family held jointly. Ownership, production and 

consumption of property take place jointly. All the members pool their income in a 

common family fund from which expenditure is incurred equally irrespective of their 

income. The head of the family acts as a trustee of the family property and looks towards 

the material and spiritual welfare of the family members. A family continue to remain 

joint till it’s property held jointly. Division of property means division of family. 

Filial Relationship: 

In contrast to conjugal ties (i.e. between husband and wife), emphasis is laid on 

filial relationship (the father-son relationship) and fraternal relationship (the relationship 

between brothers) in the joint family system. In other words, the conjugal relationship is 

subordinated to filial and fraternal relationships. 

Self-Sufficiency: 

There was a time when the joint family was mostly self- sufficient. It used to meet 

the economic, recreational, educational and other needs of members. The rural 

agricultural joint families were mostly self-reliant. 

Depth of Generations: 

The joint family is large in size in comparison to nuclear family. It consists of 

members of three or more generations including grandparents, parents and children. 

Sometimes, other kith and kin such as uncles, aunts, cousins and great grandsons also live 

in the joint family 
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Unit - IV 

Section – A 

Multiple choice questions 

1. The first stage in the formation of a company is _____ 

a) Incorporation b) Registration  c) Promotion  

d) Commencement of business 

2. A person who conceives the idea of starting a business is _______ 

a) Promoter b) Director c) Secretary d) Manger 

 

3. When a person agrees to take up the shares specified in the agreement, he is an ____ 

a) Underwriter b) Promotor c) Director d) Secretary 

 

4. The amount of remuneration payable to promotors must be stated in the  

a) List of directors b) Prospectus c) Memorandum d) Articles of association 

 

5. The contracts entered into by the promoters on behalf of the company before 

incorporation are _______ 

a) Preliminary contracts b) Quasi contracts c) indemnity contracts  ‘ 

d) Agency contract 

6. The address of the registrar office of the company is to be informed to the registrar within 

______________ days of registration. 

a) 21  b) 28   c) 30  d) 31 

 

7. Name approval is given by  

a) Shareholder b) registrar c) Director d) Secretary  

 

8. Table a cannot be used by_______________ 

a) Private company  b) Public company  c) Co-operative society 

d) None of the above 

9. The minimum subscription specified in the prospectus must be received with in _____ 

a) 90 days b) 120 days c) 130 days d) 60 Days 

 

10. The maximum amount of capital that a company can raise is _____ 

a) Nominal Capital   b) Subscribed Capital  c) Called up capital 

d) Paid up capital 
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Section – B 

1. What are the various stages of forming a company? 

 

Stage in Formation of a Company 

From the time the idea of forming a company is first conceived to the time the 

company is actually formed and incorporated and commences business, there are 

four distinct stages, namely: 

(a)    Promotion; 

(b)    Incorporation; 

(c)    Capital Subscription; and 

(d)    Commencement of Business. 

A private company can commence business immediately after incorporation. That 

means, only the first two stages are relevant for a private company. 

 

1. Promotion Stage: 

According to Grettenberger, promotion means discovery of business 

opportunities and the subsequent organization of funds, property, management 

ability to run a business concern for the purpose of making profit there from. The 

person who undertakes all these activities is a promoter. he originates a scheme 

for the formation of the company, gets the Memorandum and Articles prepared, 

and registered and funds the first directors, settles the terms of preliminary 

contracts and prospectus (if any) and makes arrangement for raising the capital. 

2. Incorporation Stage.  

For getting the company incorporated, the following documents have to be 

prepared and filed with the Registrar of Companies: 

(i)    Memorandum of Association, 

(ii)    Articles of Association, 

(iii)    Statement of Nominal Capital, 

(iv)    A list of directors with their names in full, addresses and occupation 

and age, 

(v)    Consent of the directors to a act as directors, and  

(vi)    Notice of the address of the registered office. 

Along with the above document, a statutory declaration has also to be filed. The declaration 

should state that all the requirements of the law for registration have been duly complied with. 

The declaration may be made by any of the following persons:  

(a)    An advocate of the supreme Court or High Court; 

(b)    An attorney or pleader, entitled to appear before a High Court; 
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(c)    A Chartered Accountant practicing in India and who is engaged in the 

formation of the company; and 

(d)    By and person, who is named in the Articles as Director, Manager or 

Secretary of the Company. 

On filing the above documents and payment of necessary fees, the Registrar, if 

satisfied that all the legal formalities have been fulfilled, will register the company 

and issue a certificate of incorporation under his seal. The certificate of incorporation 

brings the company into existence as a legal person and may be termed as its birth 

certificate. It is a conclusive proof of the fact that the company is duly registered and 

all the requirements of law have been complied with. 

After getting the Certificate of Incorporation, a private company can start business 

operations. 

 

3. Capital Subscription Stage: 

A private company or a public company not having share capital can 

commence business immediately after getting the certificate of incorporation. But 

a public company having a share capital has of pass through the capital 

subscription stage before it can commence the business. 

In order to raise capital from the public, a prospectus is to be issued a 

statement in lieu of prospectus is to be filed with the Registrar of Companies. The 

draft prospectus or statement in lieu of prospectus is approved by the Board of 

Directors in its meeting beggar it could be filed with the Registrar and issued to 

the public. The Board may decide to get the issue if share capital underwritten to 

ensure that minimum subscriptions raised. 

That application forms for the allotment of shares along with the application 

money are deposited with he bankers of the company mentioned in the 

prospectus. After this the Board of Directors will make allotment of shares in 

consultation with the stock exchange and a return as to allotment of shares is sent 

to the Registrar of Companies within one month of the allotment. 

 

4. Commencement of Business Stage: 

A public company having share capital must obtain a certificate to 

commence businesses from the Register of Companies before it can commence 

business. In order to obtain this certificate, the company must with the provisions 

of the Companies Act. When these requirements have been complied with, the 

Registrar of Companies will issue a trading certificate know as certificate to 

commence business to the company which is conclusive evidence that the 

company is entitled to commence business. 
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2. What is meant by promotion of a company? 

Meaning of Promotion: 

The dictionary meaning of the word ‘promotion’ is ‘to help bring into being’. The 

term promotion of a company, therefore, means to help bringing a company into 

existence. A company is defined in the Companies Act, 1956 as “company means 

a company formed and registered under this Act or an existing company” (Sec. 

3(l)(i). 

The term promotion nor the term promoter has been defined in the Companies 

Act. In fact, the word promotion is more a commercial term than a legal one. 

For the promotion of a company a few persons, called promoters, desirous of 

forming into a company to achieve some purpose, whether with the intention of 

making profit or not, have to undergo several steps. 

 

Such steps can be grouped into two parts: 

1) Commercial and Legal. Once the commercial steps are over the legal 

steps begin. At the latter stage assistance of a person, conversant with 

Company Law becomes necessary. 

2) Obviously, the Company Secretary is that person, any lawyer or a 

Chartered Accountant may serve the purpose but he, unless he is a 

qualified Company Secretary (i.e. who is a member of the Institute of 

Company Secretaries of India), cannot be appointed as Secretary to the 

Company if its Paid-up Capital is Rs. 25 lakhs or more. 

 

Step of Promotion: 

The Commercial Steps consist of the following: 

(1) Discovery of an Idea: 

At first the promoters will find out what shall be the purpose of forming 

the company. Such an idea can be formulated out of experience of their own or of 

others. The purpose must be meaningful having a practical basis otherwise all the 

efforts will be futile. 

(2) Investigation: 

They have to make enquiries in the market about the potentiality of the 

proposed business. Various facts, data and information shall have to be collected 

and the market has to be studied. 

(3) Planning: 

After proper deliberation and computation of the facts, information, etc., a 

plan for the proposed business has to be prepared with details. Opinions of 

management consultants may be sought and a Project Report may be obtained. In 
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advanced industrial countries there are professional promoters who do the 

promotional job. 

(4) Financing: 

Finance is necessary from the early stage till formation of the company is 

complete. The initial money comes from the promoters themselves and also from 

underwriters, if any, to be reimbursed by the company out of its capital. Expenses 

relate to legal obligations, stationery, conveyance and communication with the 

Government, the financial institutions (if any), the share brokers, etc. 

 

3. Who is a promoter? 

Meaning of a Promoter: 

The idea of carrying on a business which can be profitably undertaken is 

conceived either by a person or by a group of persons who are called promoters. After 

the idea is conceived, the promoters make detailed investigations to find out the 

weaknesses and strong points of the idea, to determine the amount of capital required 

and to estimate the operating expenses and probable income. 

The term ‘promoter’ is a term of business and not of law. It has not been 

defined anywhere in the Act, but a number of judicial decisions have attempted to 

explain it. 

Definitions:  

“A promoter is the one, who undertakes to form a company with reference to 

a given object and sets it going and takes the necessary steps to accomplish that 

purpose.” —Justice C.J. Cokburn 

According to L.J. Brown. “The term promoter is a term not of law but of 

business, usefully summing up in a single word a number of business operations 

familiar to the commercial world by which a company is generally brought into 

existence.” 

Although the term “Promoter” has not been defined in any law, it finds 

mention in a number of statutes - for instance, the Substantial Acquisition of Shares 

Takeovers (SEBI) Regulation states that the promoter is: 

(a) any person who is in control of the target company 

(b) any person named as promoter in any offer document of the target 

company or any shareholding pattern filed by the target company with the stock 

exchanges pursuant to the listing agreement, whichever is later; 
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So, the logical meaning of this is that although the promoter ordinarily means 

the person who started the company, in certain exceptional cases, it can even mean 

the person who is in control of the company even if he / she did not actually start the 

company. 

A common doubt most people have with regard to a promoter is with 

reference to the contracts, documentation and expenses incurred by the promoter prior 

to the incorporation of the company - these are called “pre-incorporation expenses” 

and most people want to know how they can be recovered from the company after the 

incorporation. 

To cut a long story short, any expenses incurred by the entrepreneur in the 

actual incorporation itself - i.e. on the process of incorporation, can be written off by 

the firm in the profit and loss account of the firm. 

Any expenditure apart from the preliminary expenses can also be written off, 

but it depends on the nature of the expense, and there is no set formula for this 

treatment. 

Functions of a Promoter: 

The Promoter Performs the following main functions: 

1. To conceive an idea of forming a company and explore its possibilities. 

2. To conduct the necessary negotiation for the purchase of business in case it 

is intended to purchase as existing business. In this context, the help of 

experts may be taken, if considered necessary. 

3. To collect the requisite number of persons (i.e. seven in case of a public 

company and two in case of a private company) who can sign the 

‘Memorandum of Association’ and ‘Articles of Association’ of the 

company and also agree to act as the first directors of the company. 

4. To decide about the following: 

(i) The name of the Company, 

(ii) The location of its registered office, 

(iii) The amount and form of its share capital, 

(iv) The brokers or underwriters for capital issue, if necessary, 

(v) The bankers, 
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(vi) The auditors, 

(vii) The legal advisers. 

5.To get the Memorandum of Association (M/A) and Articles of Association 

(A/A) drafted and printed. 

6. To make preliminary contracts with vendors, underwriters, etc. 

7. To make arrangement for the preparation of prospectus, its filing, 

advertisement and issue of capital. 

8. To arrange for the registration of company and obtain the certificate of 

incorporation. 

9. To defray preliminary expenses. 

10. To arrange the minimum subscription. 

 

4. What is minimum subscription? 

Minimum subscription: 

Minimum subscription is the term which is used to represent the amount of the 

issue which has to be subscribed or else the shares can't be issued if it is not being 

subscribed. Company which is offering the shares to the public then they set a 

specific amount for the subscription which can be taken by the public in order to 

issue the shares. In any new issue this is the smallest securities share count 

allowed to be applied for. Legal precedent for this was set in the Companies Act 

of 1956. The law states that a company must be able to pay for the share count 

offered to the public in case the buyer’s cash in all the shares. 

Definition 

The smallest number of securities which may be applied for in any new 

issue. The Companies Act of 1956 created a legal precedent for this, stating that a 

company can only offer a certain number of shares to the public that the company 

can actually pay for, in the event that the shares are cashed in by the buyer. 
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The minimum subscription which is required for a company to utilize funds 

as follows: - 

1. Infrastructure company won't have to have the requirement of 25% of its 

securities as public offer. 

 

2. If the infrastructure company offers the requirement for the shareholders in that 

case Rs. 1 lakh can be waiving off. 

 

3. Infrastructure companies which are having public issues for them minimum 

subscription of 90% is not necessary and it should be given by the alternate source 

through that fund is coming to the company. 

 

4. Infrastructure company can keep the issue open for 21 days only which would 

give the sufficient amount of time to get the funds for their issues. 

Section – C 

1. What is the legal status of a promoter? 

 

Pre-contractual and post contractual obligations with respect to: status, duties & 

liabilities: 

Legal status of promoter is concerned it is undefined. So, legal status of promoter 

has not been determined and specified by the statute. His position is incapable of being 

defined. He cannot consider as an agent, an employee and trustee of the companies. The 

status of the promoter is generally terminated when the board of directors has been 

formed and the board starts governing the company.  

Chronologically, the first persons who control or influence the company, and it 

they who take the necessary steps to incorporate it, to provide it with share and loan 

capital and acquire the business or property which it,  to provide it with share and loan 

capital and acquire the business or property which it is to manage. When these things are 

done, they handover the control of the company to its directors, who are often themselves 

under a different name. 

1) Duties: 

The early companies Acts contained no provisions regarding the liabilities or 

duties of promoters, and even today legislation is largely silent on the subject, merely 

imposing liability for untrue statement in listing particulars or prospectuses to which they 

are parties. 

There are some duties or liabilities with respect to Promoter has been also 

provides by the statute:  
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The promoters have certain basic duties towards the company formed: - 

As we know that Promoters have been described to be in a fiduciary relationship 

(i.e., relationship of trust and confidence) with the company. This relationship of trust 

and confidence requires the promoter to make a full disclosure of all material facts 

relating to the formation of the company. He must not make any secret profit out of the 

promotion of the company. Secret profit is made by entering into a transaction on his own 

behalf and then sell to concerned property to the company at a profit without making 

disclosure of the profit to the company or its members. The promoter can make profits in 

his dealings with the company provided he discloses these profits to the company and its 

members. What is not permitted is making secret profits i.e. making profits without 

disclosing them to the company and its members. 

He must make full disclosure to the company of all relevant facts including to any 

profit made by him in transaction with the company. 

2) Liabilities of promoter: 

A promoter can be compelled by the company to hand over any secret profit 

which he has made without full disclosure to the company. The company can also sue for 

the rescission of the contract of sale by the promoter where the promoter has not 

disclosed his interest therein. 

 

A promoter is subject to the following liabilities under the various provisions of the 

Companies Act: 

Section 56 lays down matters to be stated and reports to be set out in the 

prospectus. He may be held liable for the non-compliance of the provisions of this 

section. 

Under Section 62, a promoter is liable for any untrue statement in the prospectus 

to a person who has subscribed for any shares or debentures on the faith of the 

prospectus. Such a person may sue the promoter for compensation for any loss or damage 

sustained by him. 

Besides civil liability, the promoters are criminally liable under Section 63 for the 

issue of prospectus containing untrue statements. Section 68 imposes severe penalty on 

promoters who make untrue and deceptive statements in a prospectus with a view to 

obtaining capital. 

A promoter may be liable to public examination like any other director or officer 

of the company if the court so directs on a liquidator’s report alleging fraud in the 

promotion or formation of the company. 

A company may proceed against a promoter on action for deceit or breach of duty 

under Section 543, where the promoter has misapplied or retained any property of the 

company or is guilty of misfeasance or breach of trust in relation to the company. 
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So, promoter is liable to the original allotted of shares for mis-statements 

contained in the prospectus. It is clear that his liability does not extend to subsequent 

allotters. He may also be imprisonment for a term which may extent to 2 years or may be 

punished with fine up to Rs. 50,000 for such untrue statements in the prospectus. 

 

2. What are preliminary contracts? 

 

Meaning of Preliminary or Pre-incorporation Contracts 

Preliminary contracts are contracts entered into by the promoters on behalf of the 

company before its incorporation with third parties. 

It is usual for the promoters to enter into these contracts of purchases of assets on 

behalf of the company about to be formed but before it is actually formed. They generally 

enter into these contracts as agents or trustees of the company, which has not yet come 

into existence. 

Such contracts are legally not binding upon the company even after it comes into 

existence. The company can neither ratify those contracts nor sue the vendors on them 

after its incorporation because ratification requires existence of the principal at the time 

when the contract was entered into. 

The preliminary contract stipulates the main elements of the transaction such as 

the sale price and the identity of the property in question, its address and a detailed 

description (floors, rooms, etc.) with data from the Land Registry and the date of the final 

contract. It should also define all mutual obligations to be fulfilled before the handover of 

the property. In the case of sale of properties under construction, the law stipulates 

special rules for the preparation of the preliminary contract. It is not mandatory for the 

preliminary contract to be drawn up by a notary public, but it is nevertheless useful to 

have a notary clarify what the obligations are that arise from it.  

In the case of: 

substantial advance payments, 

a long time between the preliminary and final contracts 

a seller at risk of insolvency, 

in order to ensure maximum protection for the prospective purchaser it is 

important that the preliminary contract be drawn up by the notary using an authenticated 

private or public deed, so that it is transcribed in the Land Registry. In all other cases, the 

need for transcription can be evaluated with the assistance of a notary. 

Transcription serves to reserve the purchase of the property. It's no longer just a 

private agreement between buyer and seller, it has become legally binding towards 

anyone (technically it is "enforceable against third parties") and the seller, as a result, 
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cannot sell the property to someone else or grant a mortgage over the property or create a 

passive servitude or grant any other prejudicial right over the property. Any creditors of 

the seller will not be able to register a covenant on the property promised for sale, or 

seize it. From the moment of transcription of the preliminary contract, the property is 

"reserved" to the prospective purchaser, and any transcription or registration will not 

affect that. 

 

Highlights of Preliminary Contracts 

1. Contracts entered by the promoters on behalf of the company which is yet to 

be incorporated. 

2. Can be applicable to public limited and private limited companies. 

3. Company is not bound by pre-incorporation contracts. 

4. Company cannot sue or be sued on the basis of such contracts. 

5. Promoters, themselves, remain personally liable on all such contracts, unless a 

new contract on the same terms as that of the old one is made by the company 

after incorporation. 

6. Company, after its incorporation, cannot even ratify such contracts. 

7. The liability of the promoter ceases on the adoption of such agreement by the 

company after incorporation 

8. As per the Act, either party can rescind the agreement if the incorporation is 

not obtained in a specific period of time. 

9. Further to the incorporation of the company, the company may adopt the 

preliminary agreement. In certain cases, the company can enforce a pre-

incorporation contract if it is warranted by the terms of incorporation. At the 

same time, specific performance of such contracts can be enforced by other 

parties against the company if such contracts are for the purposes of the 

company and are warranted by the terms of incorporation of the company. 

This is so provided under the provisions of Specific Relief Act, 1963. 

The legal position in case of preliminary contracts can be studied under two heads: 

Position before passing of Specific Relief Act, 1963 

Position after passing of Specific Relief Act, 1963 

Position before 1963: 

(i)  The preliminary Contract made before passing of Specific Relief Act, 1963 cannot 

bind the company because it has not legal existence before incorporation. 

(ii) The companies are not in a position to sue on a pre-incorporated contracts. 
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(iii) Ratification are not possible in the case of the preliminary contract, as the 

ostensible principal not exist at the time of the contract. 

Position after 1963:  

The promoters found difficulties in carrying out the work before the Specific Relief 

Act, 1963, because the contracts prior to incorporation were void. The Specific Relief Act, 

1963 came as a relief to the promoters. The Act provides that where the promoters of a public 

company have made a contract before its incorporation, for the purpose of the company and 

if the contract is warranted by the terms of its incorporation, the company may enforce it. 

3. When can a company commence its business? 

A private company can begin its business immediately after getting the certificate 

of incorporation. Whereas, a public company cannot start its business after incorporation 

unless it has obtained this certificate. The company may comply with the provision of 

section 149 of the companies Act. The method for obtaining the certificate varies with the 

fact whether the company has issued a prospectus or not. 

 

Commencement of Business under Companies Act, 2013 – Old Act & Procedure  

Under Companies Act 2013, the date of incorporation of a company cannot be the 

date of commencement of business (COB). From the point of commencement of 

Business companies may be divided into 2 categories: 

Public and Private Companies not having Share Capital 

A public company or a private limited company not having share capital are not 

required to comply with any other formalities and may commence its business activities 

immediately after obtaining the certificate of incorporation from the concerned Registrar 

of Companies. 

Public and Private Companies having Share Capital 

As per section 11 of Companies Act, 2013, now all newly incorporated Public and 

Private Companies having Share Capital would be required to obtain certificate of 

commencement of business from concerned Registrar of Companies before commencing 

the business or exercise of borrowing powers. 

 

Through this article we discuss the procedure for obtaining certificate of 

commencement of Business under Companies Act, 2013. For statutory provisions related 

to commencement of Business one can refer to the following sources: 
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If the company has shared capital and the prospectus is issued the company cannot 

commence its business until: - 

Shares up to the amount    of minimum subscription have been allotted by the 

company. 

Every director has paid up the application and allotment money on the shares 

taken 

No money is to be repaid to the application for failure to apply or obtain 

permission for the shares to be dealt in any recognized stock exchange 

A statutory declaration duly verified by one of the directors has been complied 

with [section 149(1) 

 

1. A private limited company can start its business immediately after getting the 

certificate of incorporation from the Registrar of Companies 

 

2. A private limited company, which has converted into limited company, is not 

required to obtain any certificate for commencement of business from the 

Registrar of Companies before starting a business. 

 

3. Private company and a public company not having share capital, can start 

their business, immediately after obtaining the certificate of incorporation 

from Registrar of Companies. 

 

4. A public limited company having share capital, cannot commence its business 

unless it obtains the certificate of commencement of business from the 

Registrar of Companies. 

 

Commencement of New Business: 

(1) Section 149(2A) provides that a public company having share capital 

formed before the commencement of the Companies (Amendment) Act, 1965 

shall not commence any new business i.e., a business which is not germane to the 

business which it is carrying on at the commencement of the Companies 

(Amendment) Act, 1965] falling within its objects clause unless the 

commencement of such business has been approved by a special resolution of the 

shareholders in a general meeting and a copy of such resolution has been duly 

filed with the Registrar. 

(2) A public company having share capital formed after such 

commencement shall not commence any business which falls in the category of 

“Other Objects” stated in the company’s memorandum unless the starting of such 
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a business has been similarly approved by a special resolution and a copy of the 

special resolution has been filed by the company with the Registrar. 

However, passing of special resolution as required by section 149(2/1) 

may not be necessary if an ordinary resolution is passed by the company and the 

consent of the Central Government is obtained for taking up the new business. 

[Section 149(2B) 

The Registrar on satisfaction that above conditions have been fulfilled will 

grant a certificate of commencement of business to the company. 

 

4. What are the important stages in promotion of a company? 

Important Stages in the formation of a company 

The whole process of company formation can be divided into four stages as given 

below. 

1) Promotion of a Company 

2) Registration of a Company 

3) Certificate of Incorporation; and 

4) Commencement of the Business. 

1. Promotion of a Company: 

A business enterprise does not come into existence on its own. It comes into 

existence as a result of the efforts of an individual or group of people or an institution. 

That is, it has to be promoted by some person or persons. The process of business 

promotion begins with the conceiving of an idea and ends when that idea is translated 

into action i.e., the establishment of the business enterprise and commencement of its 

business. 

A successful promoter is a creator of wealth and an economic prophet. The person 

who is concerned with the promotion of business enterprise is known as the Promoter. 

He conceives the idea of starting a business and takes all the measures required for 

bringing the enterprise into existence. 

Types of Promoters 

Promoters are different types such as professional promoters, occasional promoters, 

promoter companies, financial promoters, entrepreneurs, lawyers and engineers. 

2. Registration of a Company 

It is registration that brings a company into existence. A company is properly formed 

only when it is duly registered under the Companies Act. 

Procedure of Registration 
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In order to get the company registered, the important documents required to be filed 

with the Registrar of Companies are as follows. 

1. Memorandum of Association:  

It is to be signed by a minimum of 7 persons for a public company and by 

2 in case of a private company. It must be properly stamped. 

2. Articles of Association:  

This document is signed by all those persons who have signed the 

Memorandum of Association 

3. List of Directors:  

A list of directors with their names, address and occupation is to be prepared 

and filed with the Registrar of Companies. 

4. Written consent of the Directors:  

A written consent of the directors that they have agreed to act as directors has 

to be filed with the Registrar along with a written undertaking to the effect that 

they will take qualification shares and will pay for them. 

5. Notice of the Address of the Registered Office:  

It is also customary to file the notice of the address of the company’s 

registered office at the time of incorporation. It is to be given within 30 days after 

the date of incorporation 

6. Statutory Declaration:  

A statutory declaration by 

a) any advocate of the Supreme Court or 

b) of a High Court, or 

c) an attorney or pleader entitled to appear before a High Court ora 

practicing-chartered accountant in India, who engages in the Company 

formation or 

d) by a person indicated in the articles as director, managing director, 

Secretary or manager of the company, mentioning that the requisites of 

the Act and the rules there under have been complied with. It is to be 

filed with the Registrar of Companies. 

When the required documents have been filed with the Registrar along 

with the prescribed fee, the Registrar scrutinizes the documents. If the Registrar is 

satisfied, the name of the company is entered in the register. Then the Registrar 

issues a certificate known as Certificate of Incorporation. 

3. Certificate of Incorporation 

On the registration of Memorandum of Association, Articles of 

Association and other documents, the Registrar will issue a certificate known as 

the ‘Certificate of Incorporation ‘. The issue of certificate is the evidence of the 

fact that the company is incorporated and the requirements of the Companies Act 

have been complied with. 
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4. Certificate of Commencement of Business 

As soon as a private company gets the certification of incorporation, it can 

commence its business. A public company can commence its business only after 

getting the ‘certificate of commencement of business’. After the company gets the 

certificate of incorporation, a public company issues a prospectus for inviting the 

public to subscribe to its share capital. It fixes the minimum subscription. Then it 

is required to sell the minimum number of shares mentioned in the prospectus. 

After completing the sale of the required number of shares, a certificate is 

sent to the Registrar along with a letter from the bank stating that all the money is 

received. The Registrar then scrutinizes the documents. If he is satisfied, he issues 

a certificate known as ‘Certificate of Commencement of Business’. This is the 

conclusive evidence for the Commencement of Business. 

1. Discovery of idea: 

The idea of starting the business enterprise is conceived by the promoter. The 

idea conceived should be applicable and feasible. At this stage, the promoter makes a 

rough estimate of probable incomes and expenditures of the business unit to be 

started.  

2. Preliminary Investigation: 

Preliminary investigation constitutes the second important stage of company 

promotion. At this stage the soundness of the business is studied by the promoter.  

3. Detailed Investigation: 

The first and second stage of promotion has given a wide range of 

encouragement to the promoter and he got inspired at this stage. 

4. Assembling: 

When all the parameters of starting a company are found favourable at detailed 

investigation stage, the promoter goes for giving a concrete shape to the business. 

5. Financing the proposition: 

Finance is the life blood of each and every business unit. In financing stage, the 

promoter approaches bankers, financing institutions, underwriters, prospective investors 

and creditors to help in financing the proposition. 
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Unit – V 

Section – A 

Multiple Choice Questions 

1. In India a cooperative society is regulated by the cooperative societies act of 

a) 1961 b) 1971 c) 1981 d) 1918 

 

2. The minimum number of persons to form a cooperative society is  

a) Five b) Ten  c) Twenty d) Thirty 

 

3. The divided on a share in any cooperative society cannot exceed 

a) 5 ½ % b) 6%  c) 6 ½ % d) 10% 

 

4. A cooperative society formed for the purpose of bulk purchases from wholesalers and sell 

goods to members is known as ______ 

a) Consumer cooperatives  b) Housing Cooperatives  

c) Credit cooperatives   d) Marketing cooperatives 

5. An activity of the government involving manufacturing of goods making available a 

service for a price is ________ 

a) Firm b) Public enterprises c) Company d) one-man business 

 

6. Rapid industrialization is facilitated with the help of growth of _______ 

a) Public companies   b) Cooperative societies  

c) Public enterprises   d) None of the above 

7. The audit is carried out by the comptroller and audit general of India in ________ 

a) Public corporations b) Public companies  c) Public enterprises 

d) Firms 

8. A public corporation is accountable to _________ 

a) Department b) Parliament  c) Ministry d) Court 

 

9. The department form of organisation is run by a sued without the consent of the 

_________ 

a) Court b) Parliament  c) Minister d) Department of ministry 

 

10. The department form of organisation cannot be sued without the consent of the 

_________ 

a) Minister   b) Government c) Department  d) Court 
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Section - B 

1. What do you mean by public sector company? 

 

A Government-Owned corporation is termed a Public Sector Undertaking (PSU). 

This term is used to refer to companies in which the Government (either the Union 

Government or the many state or territorial government, or both) own a majority of 51% 

or more of the company equity or Control. 

 

A state-owned enterprise in India is called a public sector undertaking (PSU) or a 

public sector enterprise. These firms square measure owned by the union government of 

India, or one amongst the many state or territorial governments, or both. PSUs could also 

be classified as central public sector enterprises (CPSEs) or state level public enterprises 

(SLPEs). 

Definition:  

The public sector of an economy is the sector that provides a range of 

governmental services, including infrastructure, public transportation, public education, 

health care, police and military services. 

Few Public sector companies in India: 

Air India, Airport Authority of India, BSNL, Food Corporation of India, HMT 

Limited, State Bank of India, NTPC Limited. 

 

Indian Oil Corporation is a public sector company head-quartered in Mumbai. 

Fortune Global 500 ranked it as the world’s 88th largest public sector company and by 

revenue; it is India’s biggest public company. Government own 79% control. There are 

251 Public Sector Company companies in India as of 2012. 

 

Non-profit organizations and the public sector work towards the provision of 

health-related commodities. In the developed economies, the state sector works towards 

the design of strategies that can drive growth in the economy. State-owned organizations 

focus on the implementation of economic development strategies to seize new 

opportunities and anticipate development challenges. 

 

Trends in the Public Sector 

In the United States, researchers Keith Hall and Robert Greene state that since the 

beginning of the Great Recession, the private sector has been shrinking while the public 

sector has been growing in most states. 
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In Canada, the public sector is also ‘crowding out’ private job growth. 

 

In the United Kingdom, the opposite seems to be true: the private sector is 

growing while the public sector is shrinking private sector is growing while the public 

sector is shrinking. 

 

 

2. What are the principles of cooperative enterprises? 

Cooperatives have been around for hundreds of years, since Benjamin Franklin 

formed the first mutual insurance company in Philadelphia. 

Today’s cooperatives trace their origins to England’s Industrial Revolution, when 

cooperative initiatives were common and offered their working class members the 

promise of economic opportunity and democratic control. But until the founding of the 

Rochdale Equitable Pioneers Society in 1844, none were successful. When the self-

described “Rochdale Pioneers” opened their first cooperative food shop, they sold only 

five products – butter, flour, oatmeal, sugar, and candles – but promised to provide 

members with “purest provisions, giving full weight and measure.” They went on to 

establish many other member-owned businesses. 

The founders of the Rochdale society developed a series of operating principles 

which ensured their success and the success of hundreds of cooperatives in England and 

beyond which soon imitated them. Today, these basic principles still guide cooperatives 

around the world. 

 Cooperative operates by the 7 Cooperative Principles: 

 1. Voluntary and Open Membership: 

Cooperatives are voluntary organizations, open to all persons able to use their 

services and willing to accept the responsibilities of membership, without gender, social, 

racial, political, or religious discrimination. 

2. Democratic Member Control 

Cooperatives are democratic organizations controlled by their members, who 

actively participate in setting policies and making decisions. The elected representatives 

are accountable to the membership. In primary cooperatives, members have equal voting 

rights (one member, one vote) and cooperatives at other levels are organized in a 

democratic manner. 
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3. Members’ Economic Participation 

Members contribute equitably to, and democratically control, the capital of their 

cooperative. At least part of that capital is usually the common property of the 

cooperative. Members usually receive limited compensation, if any, on capital subscribed 

as a condition of membership. Members allocate surpluses for any or all of the following 

purposes: developing the cooperative, possibly by setting up reserves, part of which at 

least would be indivisible; benefiting members in proportion to their transactions with the 

cooperative; and supporting other activities approved by the membership. 

4. Autonomy and Independence: 

Cooperatives are autonomous, self-help organizations controlled by their 

members. If they enter into agreements with other organizations, including governments, 

or raise capital from external sources, they do so on terms that ensure democratic control 

by their members and maintain their cooperative autonomy. 

5. Education, Training, and Information: 

Cooperatives provide education and training for their members, elected 

representatives, managers, and employees so they can contribute effectively to the 

development of their cooperatives. They inform the general public, particularly young 

people and opinion leaders, about the nature and benefits of cooperation. 

6. Cooperation Among Cooperatives 

Cooperatives serve their members most effectively and strengthen the cooperative 

movement by working together through local, national, regional, and international 

structures. 

7. Concern for Community 

While focusing on member needs, cooperatives work for the sustainable 

development of their communities through policies accepted by their members. 

 8. One Man, One Vote: 

In co-operative societies every member is given one vote irrespective of his 

contribution towards their basis of number of shares held by a person. So persons having 

large number of shares control the organisation. In a co-operative, nobody can control the 

society on the strength of his wealth. All members have equal voice in the management 

of the society. 
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9. Cash Trading: 

Another principle of co-operative societies is trading on ‘Cash basis’. Co-

operatives flourish only when cash trading principle is strictly followed. Cash trading 

ensures economy for the co-operatives. It eliminates bad debts and collection expenses. 

Credit system reduces working capital of the societies. In granting credit there is a 

likelihood of some discrimination which may lead to misunderstanding among members. 

The societies may make some exception to this rule for helping needy members but 

generally cash trading principle is followed. 

10. Limited Interest on Investment: 

The pioneers of co-operative movement want to give certain percentage on capital 

contribution in the form of dividend. This is an incentive to members for keeping money 

with the society as deposits. In India, a maximum of 9 per cent per annum can be paid as 

interest on contributions to the society. This is a first charge on the surpluses of the 

society. 

3. What is the importance of cooperative enterprises? 

 

importance of cooperative enterprises: 

 

Ownership of asset: Forming a cooperative for make, delivery and value 

chain of any agriculture or agriculture allied product gives farmers directs 

ownership of its produced asset and he gets dividend of mass production without 

actually producing it large scale. 

Cooperatives are the SHOs presently utilized by the government as the more 

effective tools for economic development. The Cooperative Development Authority 

(CDA), the government agency in charge of development and monitoring cooperatives in 

the country gives this definition - a voluntary organization of people who have agreed to 

pool their resources together in order to undertake an economic enterprise for the purpose 

of meeting their common needs, and which they themselves democratically manage and 

control, and share the economic benefits on the basis of participation and patronage. 

In this definition, cooperatives are SHOs which are also business enterprises 

which the members themselves own, manage and control in accordance with accepted 

democratic principles. They are not organized primarily for profit nor to serve other 

people but to serve the needs of their own members. Memberships in cooperatives is 

voluntary and open to all those who need their services. Finally, the economic benefits 

from cooperatives are shared by the members in proportion to the individual member's 

patronage of the business or enterprise. 
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Decision making process:  

As each vote counts as one and equal in decision making process of cooperative 

society, individual farmers get healthy and real share in society`s administration and 

policy decisions. 

 

Sustained income source without negative externalities:  

As societies tie-up with purchasers form cities on contract basis which generally 

last for longer periods, farmers are assured that their produce (however small it may be) 

has been sold and corresponding monitory benefits are obtained. Farmer does not get 

exposed to vulnerability of market as the rates for purchase were fixed during contracts. 

 

Both direct and indirect involvement of women:  

AMUL is the best example for cooperative society in India (in world may be). 

Involvement of women generally increases when the products are to be processed post 

harvesting. 

 

Financial accountability:  

The societies are to be registered under societies act and thus have defined 

accountability relating to accounts, procedures and policies towards the member farmers. 

Thus, farmers can approach judiciary if he feels like his interests are compromised due to 

acts of society. 

 

There are a few more points, but i think this will give you brief idea behind farmers’ co-

operative societies. 

 

4. Explain different types of cooperative enterprises? 

 

The main types of cooperative societies are given below: 

1. Consumers cooperative societies: 

Consumers’ cooperatives are formed by the consumers to obtain their daily 

requirements at reasonable prices. Such a society buys goods directly from manufacturers 

and wholesalers to eliminate the profits of middlemen. 

These societies protect lower and middle-class people from the exploitation of 

profit hungry businessmen. The profits of the society are distributed among members in 

the ratio of purchases made by them during the year. 

Consumer’s cooperatives or cooperative stores are working mainly in urban areas 

in India. Super Bazar working under the control of Government is an example of 

consumers’ cooperative society. 
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2. Producers cooperatives: 

 

Producers or industrial cooperatives are voluntary associations of small producers 

and artisans who join hands to face competition and increase production. These societies 

are of two types. 

(a) Industrial service cooperatives: 

 

In this type, the producers work independently and sell their industrial output to 

the cooperative society. The society undertakes to supply raw materials, tools and 

machinery to the members. The output of members is marketed by the society. 

(b) Manufacturing cooperatives: 

 

In this type, producer members are treated as employees of the society and are 

paid wages for their work. The society provides raw material and equipment to every 

member. 

The members produce goods at a common place or in their houses. The society 

sells the output in the market and its profits are distributed among the members. 

 

3. Marketing Cooperatives: 

These are voluntary associations of independent producers who want to sell their 

output at remunerative prices. The output of different members is pooled and sold 

through a centralized agency to eliminate middlemen. The sale proceeds are distributed 

among the members in the ratio of their outputs. 

As a central sales agency, the society may also perform important marketing 

functions such as processing, grading and packaging the output, advertising and 

exporting products, warehousing and transportation, etc. 

Marketing societies are set up generally by farmers, artisans and small producers 

who find it difficult to face competition in the market and to perform necessary marketing 

functions individually. The National Agricul­tural Cooperative Marketing Federation 

(NAFED) is an example of marketing cooperative in India. 

 

4. Cooperative Farming Societies: 

These are voluntary associations of small farmers who join together to obtain the 

economies of large-scale farming. In India farmers are economically weak and their land-

holdings are small. 

 

In their individual capacity, they are unable to use modern tools, seeds, fertilizers, 

etc. They pool their lands and do farming collectively with the help of modern 

technology to maximum agricultural output. 
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5. Housing Cooperatives: 

These societies are formed by low- and middle-income group people in urban 

areas to have a house of their own. Housing cooperatives are of different types. Some 

societies acquire land and give the plots to the members for constructing their own 

houses. 

They also arrange loans from financial institutions and Government agencies. 

Other societies themselves construct houses and allot them to the members who make 

payment in instalments. 

 

6. Credit Cooperatives: 

These societies are formed by poor people to provide financial help and to 

develop the habit of savings among members. They help to protect members from 

exploitation of money lenders who charge exorbitant interest from borrowers. 

Credit cooperatives are found in both urban and rural areas. In rural areas, 

agricultural credit societies provide loans to members mainly for agricultural activities. In 

urban areas, non-agricultural societies or urban banks offer credit facilities to the 

members for household needs. 

In India, several national federations of cooperative societies have been formed. 

National Cooperative Consumers Federation, National Federation of Cooperative Sugar 

Factories, National Agricultural Cooperative Marketing Federation, National Cooperative 

Dairy Federation, National Cooperative Housing Federation, All India State Cooperative 

Banks Federation is some examples. 

 

Section – C 

1. Distinguish between company and cooperative societies. 

Difference between Cooperatives and Companies 

1. Objectives: 

There is a difference in basic objectives of cooperatives from companies. The 

basic objective of a cooperative organisation is to provide essential service for the benefit 

of mem­bers. 

On the other hand, a company is a business organisation with the objective of 

earning profit. 
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2. Membership: 

The membership of a cooperative society is generally drawn from a particular 

locality while the shareholders of a company are drawn from all over the country. The 

minimum number of members required for the registration of a cooperative is 10 while 

the Companies Act requires at least 7 persons for the formation of a public limited 

company and at least 2 persons for the formation of private limited company. 

3. Members’ Liability: 

The liability of members of a company is limited but the liability of the members 

of cooperative society is generally unlimited. 

4. Capital: 

A cooperative society may or may not have share capital. A member cannot 

transfer the shares of the society. On the other hand, a com­pany must have capital 

divided into shares by its shareholders. The shares of a company are freely transferable. 

5. Surplus: 

In a company, the profits are dis­tributed among members by way of dividend 

which varies according to the amount of capital by individual members. But a 

cooperative society does not distribute its profit according to the capital held by the 

shareholders. The surplus or profit earned by a cooperative is given away to the members 

on tine basis of the purchase made by them. 

6. Formation: 

A company is formed and registered under the Companies Act. But a co-operative 

society is formed either under the Co-operative societies Act or under the State Co-

operatives Act. 

7. Number of Members 

The minimum number of members required to start a co-operative society is 10 

and there is no maximum limit. But in a public company, the minimum member is seven 

and there is no maximum limit and in a private company the minimum number of 

members is 2 and the maximum limit is 50. 
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8. Voting Rights: 

In a joint stock company, the principle of “One share and one vote” is followed. 

But in case of co-operatives the principle followed is “One man-one vote“. Here 

members have equal voting rights. 

9. Locality of the Members: 

In a co-operative society, the members are located in a particular place or town. 

But in a company, they are generally scattered over a wide area. 

10. Transfer of Shares: 

In the case of co-operatives, the shares are not transferable. But a member of the 

co-operatives can withdraw his capital by giving due notice to the society. In companies 

the shares are freely transferable. But the withdrawal of capital is not possible as in the 

case of co-operatives. 

11. Closure of Share List: 

As there is no restriction as to the maximum membership in co-operatives, the 

share list is always kept open. It is not closed at any time. On the other hand, the share list 

of the companies is closed immediately on the subscription of the capital issued. Hence 

the membership is also restricted 

12. Motives for becoming a Member: 

The motives for becoming a member in a co-operative society is to further their 

common economic and social interest by eliminating middlemen and eradicating the 

exploitation of capitalists. 

But the motives for becoming a member in a company is only getting dividend on 

the shares held by them and other benefits given by the company like bonus shares, rights 

share etc. and no public welfare activity is generally involved. 

13. Disposal of Profit: 

In the case of companies, the profit earned is distributed to its members in the 

form of dividend in proportion to the shares held by them, whereas in co-operatives the 

surplus is distributed to the members in proportion to the business transacted by them 

with the society. 
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14. Operational Area: 

The area of operation of a society is limited within certain locality i.e. it functions 

in a limited area, whereas in a company the area of operation is wider. Many companies 

generally function on national as well as international level. 

15. Ownership and Control: 

In co-operatives, the members belong to same area. So they find it very 

convenient to attend all meetings and take active part in the management of the society. 

But in companies, the members are scattered over a wide area. So, they cannot attend all 

meetings and also cannot take active part in the management of the company. 

16. Incentives 

There are various incentives and aids, which are offered by the Government to the 

co-operatives such as exemption from income tax up to a limit, exemption from stamp 

duty etc. Such exemptions and aids are not granted to companies. 

 

17. State the various forms of public enterprises. What are their special features? 

 

Different Forms of Public Enterprises 

The forms of public enterprises are: 

 1. Departmental Organisation.  

2. Board Management.  

3. Statutory or Public Corporation.  

4. Government Company. 

 

1. Departmental Organisation: 

Under departmental management, a public undertaking is run as a department 

of the govern­ment. 

The traditional enterprises such as the post and telegraphs, broadcasting, 

munitions factories etc. are managed as departments of the govt. 

The overall responsibility for management rests with the ministry concerned, 

e.g. Ministry of Posts and Telegraphs, Ministry of Broadcasting. 

This type of enterprise is financed through annual budget appropriates made 

by legislatures and its revenues are paid into the treasury. Departmental 

enterprises are subject to budget accounting and auditing controls applicable to all 

govt. departments. 
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Departmentally administered enterprises possess a per­manent staff of civil 

servants whose method of recruitment and conditions of service are the same as 

for other civil servants. If public is not satisfied with the working of such 

enterprise, the matter can be raised in Parliament because they are within the 

control of the Parliament. 

 

The Study Team on Public Sector Undertak­ings has mentioned the following 

principal char­acteristics of Departmental Undertaking: 

 

1. It is financed by annual appropriations from the treasury and all, or a major 

share, of its rev­enues are paid into the treasury. 

2. It is subject to the budget, accounting and audit controls applicable to govt. 

activities. 

 3. Its permanent staff consists of civil servants and their conditions of recruitment 

and service are the same as for other civil servants and 

4. It can be sued only by following the proce­dure prescribed for filing suits 

against the government. 

 

2. Board Management: 

It is a particular type of departmental manage­ment. Here is a Board of 

Directors which manages the enterprise. The Board is constituted by the 

Gov­ernment and the Govt. has direct control over it like Departmental 

Organisation. The Board is directly subordinate to a Ministry e.g. Railway Board, 

State Electricity Board. It has the same advantages and disadvantages of 

Departmental Organisation. 

 

3. Public or Statutory Corporation: 

A public or statutory corporation is created by a special Act which defines its 

powers, functions, privileges and prescribes the pattern of manage­ment. There 

are three important features of this corporation. In the first place, it is an 

autonomous body corporate and is administered by a board of directors in which 

various interests are represented. 

 

The board formulates policies which are executed by a chairman or a director 

general in its day-to- day administration. 

 

In most cases, its staff are not civil servants and they are appointed under terms 

and conditions determined by the corporation it­self. 
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Secondly, since it is to a large extent, free from direct parliamentary control it can 

operate like a true business concern. 

Thirdly, it is financially self-supporting. It is usually set up with a capital fund and 

is allowed to use its earnings. 

However, when the govt. has to provide capital to these corpora­tions, 

parliamentary control is exercised over them, otherwise they are free from 

parliamentary control. Examples of such corporations are the Indian Air­lines 

Corporation, Life Insurance Corporation, Damodar Valley Corporation, Oil and 

Natural Gas Commission etc. 

 

The Study Team on public sector undertakings mentioned the following features 

of public corpo­ration: 

 

1. It is owned by the State. 

2. It is created by a special law defining its objectives, powers and privileges and 

prescribing the form of management and its relationship with govt. departments. 

3. It is a body corporate and can sue and be sued, enter into contracts and acquire 

property in its own name. 

4. Except for appropriations to provide capi­tal or to cover losses, it is usually 

independently financed; it obtains funds by borrowing either from the govt. or in 

some cases, from the public and through revenues derived from the sale of goods 

and services and has the authority to use and re­use its revenue. 

5. It is ordinarily not subject to the budget, ac­counting and audit laws and 

procedures applica­ble to govt. departments and 

6. Excluding the officers taken from govt. de­partments or deputation, the 

employees of public corporations are not civil servants and are not gov­erned by 

govt. regulations in respect of conditions of service. 

 

As pointed out by the Study Team, in most democratic countries, the public 

corporation has been the common form of organisation for public enterprises. “In 

the UK, USA and Canada, this form of public corporation has been adopted. In 

Italy, the company form has been retained for concerns brought within the public 

sector, but it is confined to the sub-holding companies and operating units. 

 

As pointed out by the Study Team, in most democratic countries, the public 

corporation has been the common form of organisation for public enterprises. “In 

the UK, USA and Canada, this form of public corporation has been adopted. In 

Italy, the company form has been retained for concerns brought within the public 

sector, but it is confined to the sub-holding companies and operating units. 
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The two top management institutions that control all the operating units and sub-

holding companies are the ENI and IRI and they are statutory corporations. Thus, 

it is only in India that the govt. seems to have adopted the method of running 

companies by directly holding shares in them. In Italy, the state holdings are 

administered by public corporations which, in turn, hold shares in a number of 

compa­nies. 

 

In India, the govt. companies have been subjected to both. While it is sometimes 

claimed that the advantages of the two systems state managements and private 

enterprises have been combined in govt. companies in India, many witnesses who 

appeared before us held the view that govt. companies had merely succeeded in 

accumulating the disadvantages of both” 

 

Preferring the public corporation to the com­pany, the Team has pointed out that 

though from the govt. pronouncements on the subject it appears that the company 

form is conducive to greater autonomy, the reports of the Parliamentary 

Committees indicate the very opposite. 

 

4. Government Company: 

Under the Companies Act, 1956, Government Company has been defined as 

“any company in which not less than 51% of paid-up share capital is held by the 

Central Government or by any State Government or Governments or partly by the 

Central Government and partly by one or more State Governments”. 

Public enterprises that are established under provisions of the Companies Act 

are referred to as Government Companies. It is like a statutory corporation in 

many respects but no special law is required to set it up. 

 

Features of Government Company: 

The principal characteristics of the Government Company as mentioned by 

the Study Team on public sector undertakings are the following: 

 

1. It has most of the features of a private limited company. 

2. The whole of the capital stock or 51 p.c. or over of it, is owned by the 

Government. 

 

3. All the directors or a majority of them, are appointed by the Government, 

depending upon the extent to which private capital is participating in the 

enterprise. 
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4. It is a body corporate created under a general law viz., the Companies Act. 

5. It can sue and be sued, enter into contract, and acquire property in its own 

name. 

6. Unlike the public corporation, it is created by an executive decision of the 

Govt. without Par­liament’s specific approval having been obtained and its 

Articles of Association, though conforming to an Act, are drawn upon and are 

revisable by the government. 

7. Its funds are obtained from the Govt. and in some cases, from private 

shareholders and from revenues derived from the sale of its goods and 

services. 

8. It is generally exempt from the personnel, budget, accounting and audit 

laws and procedures applicable to govt. departments and 

9. Its employees, excluding those who are on deputation, are not civil 

servants. 

 

The Industrial Policy Resolution of 1948 had declared that the management of 

state enterprises will, as a rule, be through the medium of public corporations 

under the statutory control of the Central Government, which will assume such 

powers as may be necessary to ensure thus. But most of the public sector 

undertakings have been organised as companies. 

The company form of organisation for public enterprises had come in for 

much criticism in the beginning. Since the Government in most cases, was the 

only shareholder, it was said that the provisions of the Company Law did not have 

much relevance to a government company. 

Another objection was that the organisation of public enterprises as 

com­panies reduced their accountability and diluted audit control. But this 

criticism was largely met by writing special provisions into the Companies Act in 

1956 with regard to the submission of Annual Reports and Accounts and Audit by 

the Comptroller and Auditor General. 
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3. What is government company? What are the merits and demerits of the 

government company? 

 

Meaning of Government Company: 

A Government company is one in which not less than 51% of the paid-up 

share capital is held by the Central Government or a State Government or jointly 

by both. 

A Government company may either by wholly owned by the Government, in 

which case 100% capital is provided by Government; or may be owned by the 

Government (holding minimum of 51% share-capital) and private 

concerns/individuals (holding maximum of 49% share capital). 

In the latter case, a government company is known as a mixed ownership 

company. Hindustan Machine Tools, State Trading Corporation, Hindustan Steel 

Ltd., Hindustan Aeronautics etc. are some examples of Government companies. 

The use of the commercial company as a form of public enterprise is very 

popular in almost all the countries throughout the world. This form of 

organization is free from the evils of red-tapism and bureaucracy and has definite 

use in the case of genuine joint ventures of public and private interests. These 

enterprises are established under the provisions of the Companies Act. A 

Government company may be wholly owned by the state or both by the private 

and the Government. 

Thus, a Government company is an enterprise wherein the Government is a 

dominant shareholder having the bulk of controlling interests. The rules and 

regulation laid down in the Companies Act are equally applicable to Government 

companies. However, the Act has laid down certain specific rules, which are 

meant only for Government companies. 

 

Features of Government companies 

The following are some of the features of Government companies. 

 

1. Government companies are governed by the provisions of the Companies 

Act, 1956. 

2. The whole of the capital or 51% or more is owned by the government. 

3. Its employees excluding those on deputation are not civil servants. 

4. The Government Company employs its own staff, and they do not become 

the employees of the government 

5. Its personnel policies are subject to its Articles of Association. 
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6. In case it is fully owned by the government, government provides the 

funding and it derives income from sales of its goods and services. 

7. In case it is partly funded by the government, it derives funds from the 

government as well as its shareholders. 

  

8. All or a majority of directors are appointed by the Government depending 

on the shareholding pattern. 

9. It is a body corporate and can enter into contracts in its own name. 

10. It can sue and be sued in its own name. 

11. The Memorandum and Articles of Association lays down its objectives, 

scope of activities and rules of internal management. These are prepared by 

the Government, and once prepared they cannot be changed without proper 

permission from the Company Law authorities. 

12. It is generally exempt from many of the accounts and audit laws. Constant 

parliamentary scrutiny, budgetary, administrative and legislative controls are 

absent. 

 

Merits of Government companies 

The following are some of the advantages or merits of Government Companies. 

 

1. It is easier to form a government company. 

2. Government Companies are free to raise finance from private investors, 

financial institutions and other companies apart from government funding. So 

they enjoy the capacity to raise capital according to their requirements. 

 3. It enjoys flexibility and autonomy in functioning. It is run with a commercial 

outlook and can take decisions to suit the changing needs of the business. 

4. It can attract foreign capital and investment, e.g. HMT, BHEL etc., 

5. It is suitable for private and foreign collaboration. Private investors in the 

government company can get shares out of the share capital. 

6. The Articles can be easily altered when compared to alteration of statutes of a 

corporation. 

7. It is relatively free from bureaucratic control. 

8. Formation is not as difficult as a statutory corporation which requires a special 

statute of Parliament or State legislature. 
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Drawbacks of Government companies 

1. Lack of autonomy is a serious drawback of government companies. It is 

subject to the interference of the Minister and bureaucrats who run the 

department. 

 

2. There is less freedom and flexibility. It cannot modify its business or 

change its policies and practices in tune with the changes in the environment. 

 

3. There is no incentive for individual interest and initiative. Employees who 

run the company are paid a fixed salary. They are not going to benefit if the 

company does well nor is their pay and benefits affected if the company 

incurs losses. Therefore, employees do not display drive and enthusiasm to 

make the company successful. 

 

4. Since employees enjoy job security there is no serious attempt to increase 

efficiency of operations. Further, the top management might be transferred if a 

new government comes to power. Therefore, there is not much interest is 

putting in dedicated efforts. 

 

5. Due to red-tapism, decisions are delayed. It would not be able to capitalize 

on new opportunities. Sometimes decisions are de1ayed for fear of making 

mistakes. 

 

6. Government companies are free from parliamentary scrutiny, budgets 

audits etc. Therefore, there might be a tendency to conduct its business in an 

inefficient and reckless manner. This might eventually lead the company to 

losses. 

 

4. What is public corporation? What are the features of public corporation? 

 

Public Corporations are those institutions, which are established through separate 

Acts of the legislature. Therefore, they are also known as statutory corporations. The 

functions and powers of the corporations are clearly defined in the Acts through 

which they are established. 

 

This form of organization has its origin in the Great Britain. All the political 

parties in Britain accept this form of organization as an appropriate instrument for 

operating the state owned-undertakings. 
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Meaning and definition of corporations: 

Basically, a public corporation is an extended idea of the form of joint stock 

companies. A public corporation can be defined as a corporate body specially created 

by a legislative enactment with clearly defined powers and functions and enjoying 

considerable financial and administrative autonomy. 

 

It is a creation of law and represents the most significant development in the field of 

management of state enterprises in the present century. 

 

President Roosevelt gave a classical definition about Public Corporation. The 

president, in his message to the American Congress, observed, as follows 

 

Characteristics of Public Corporations: 

Public corporations have certain basic differences with departmental 

managements. These differences have given a separate entity to public corporations. 

 

Some of the salient features of public corporations are discussed below: 

1. Public corporations can sue and also be sued in the courts of law and thus have 

their own name and legal personality. 

 

2. It is created by an Act of Parliament which also defines the scope of its 

activities. It also defines the powers, privileges and immunities of its members. 

 

3. Public corporation is wholly owned by the government and the entire equity 

capital is held in the name of the government. 

 

4. The corporations usually have considerable autonomy in shaping their policies. 

These have also sufficient financial independence. But at the same time general 

principles and policies are laid down and decided by the government. 

 

5. The management of the corporation is appointed by the government. Generally, 

a Board is nominated to manage public corporations. 

 

6. Public corporation is generally not subject to budgetary accounting and audit-

controls applicable to government department. 

 

7. The objective of public corporation is to provide goods and services to the 

people at reasonable prices. 
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Features or characteristics of public corporation: 

The distinguishing features or characteristics of a statutory corporation can be 

summed up as follows: 

 

1. Public corporation is created by law 

A public corporation is created by a special legislative enactment, defining its 

objectives, powers, privileges and the form of management and its relationship 

with the Government. 

 

2. Public corporation is a body corporate 

It is considered as a person in the contemplation of law. As such, it can 

acquire, hold and sell properties in its own name. It can sue or may be sued by 

others. 

 

3. Public corporation is wholly owned by the state 

The Government generally provides the capital of the public corporation. 

Other Governmental agencies and financial institutions can also contribute to the 

capital of the corporation. But individual investors are generally deprived from 

acquiring the shares of such corporations. 

 

4. Public corporation is free from government controls 

Public corporations are relatively free from political, parliamentary and 

departmental interference in the exercise of the powers vested in them under the 

Act. 

 

5. Public corporation enjoys financial autonomy 

Public corporation not only enjoys administrative autonomy but also financial 

autonomy. Except for appropriation to provide capital or to cover the losses, the 

public corporations are usually financed independently. They prepare their own 

budgets and have the power to retain their earnings. 

 

They can also borrow funds from the public or from the Government or other 

financial institutions. They are generally exempted from most of the regulatory 

and prohibitor statutes applicable to the expenditure of public funds. 
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6. Service motive 

The management of the corporation generally vests with the Board of 

Directors nominated by the Government. The directors may be Government 

officials or non-officials. 

 

7. Management 

A corporation is expected to behave commercially in the same manner as a 

private enterprise i.e. they are supposed to function efficiently on sound 

commercial principles. This does not mean that the corporations are expected to 

make profits. 

 

They can make profit but not at the expense of the consumers. Thus, the 

public corporations primarily work for service, and profit is only a secondary 

consideration. 

 

8. Public accountability 

Public accountability is another important feature of a public corporation. 

Though it enjoys complete autonomy in its administrative areas, it is accountable 

to the legislature. Its accounts are audited by the corporation and the Auditor 

General, and its annual report must be placed before the legislature. 

 

9. Status of staff 

The employees of the corporation are not the servants of the Government and 

are not governed by Civil Service Rules. They are employed and paid out of the 

funds of the corporation. 

 

The above-referred characteristics of the corporation reveal that it is a 

combination of public accountability and business management. It thus gives us 

the best of both public ownership and private enterprise. 

 


