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Unit ς I 

      Human life is built around work. People are engaged in some kind of work in order to earn 

their livelihood and to acquire wealth. Some activities are inspired by social, cultural, religious or 

sentimental requirements of human beings. All human activities can be classified into economic 

and non-economic activities. Economic activities include production, exchange and distribution 

of products etc. non-economic activities includes motives for social, religious etc. 

     The economic activities can be classified into three types. They are: 

Profession: 

       A profession is an occupation which involves the rendering of personal service of a 

specialised  nature. The service is based on professional education, knowledge, teaching etc. 

Before joining a profession a person has to acquire the educational qualification set for that 

profession. 

Eg: Medical  education, charted accountant etc.. 

Employment: 

        When a person undertakes to render personal service under an agreement of employment, 

he is said to be in service or employment. The service is rendered for a salary or wage and/or 

other benefits attached to that job. The service may be in a government or a private 

organisation. 

Business 

         Business may be defines as an activity concerned with the production and exchange of 

ƎƻƻŘǎ ŀƴŘ ǎŜǊǾƛŎŜǎ ǿƛǘƘ ǘƘŜ ƻōƧŜŎǘƛǾŜ ƻŦ ŜŀǊƴƛƴƎ ǇǊƻŦƛǘǎΦ ¢ƘŜ ǿƻǊŘ Ψ.ǳǎƛƴŜǎǎΩ ƭƛǘŜǊŀƭƭȅ ƳŜŀƴǎ Ψ ŀ 

ǎǘŀǘŜ ƻŦ ōŜƛƴƎ ōǳǎȅΩΦ !ƴ ŜƴǘǊŜǇǊŜƴŜǳǊ Ǌǳƴǎ ŀ ŦŀŎǘƻǊȅΣ ŀ ǘǊŀŘŜǊ ǎŜƭƭǎ ƎƻƻŘǎΣ ŀ ōŀƴƪŜǊ ƭŜƴŘǎ ƳƻƴŜȅΣ 

etc. all these activities are related to business. These activities are undertaken to earn a profit or 

a living out of them. People remain busy one thing or theother. 

Definitions: 

       According to L.H. HaneyΣ ά.ǳǎƛƴŜǎǎ Ƴŀȅ ōŜ ŘŜŦƛƴŜŘ ŀǎ ƘǳƳŀƴ ŀŎǘƛǾƛǘƛŜǎ ŘƛǊŜŎǘŜŘ ǘƻǿŀǊŘǎ 

providing or acquƛǊƛƴƎ ǿŜŀƭǘƘ ǘƘǊƻǳƎƘ ōǳȅƛƴƎ ŀƴŘ ǎŜƭƭƛƴƎ ƎƻƻŘǎΦέ 

      According to Wheeler, ά!ƴ ƛƴǎǘƛǘǳǘƛƻƴ ƻǊƎŀƴƛǎŜŘ ŀƴŘ ƻǇŜǊŀǘŜŘ ǘƻ ǇǊƻǾƛŘŜ ƎƻƻŘǎ ŀƴŘ ǎŜǊǾƛŎŜǎ 

ǘƻ ǘƘŜ ǎƻŎƛŜǘȅ ǳƴŘŜǊ ǘƘŜ ƛƴŎŜƴǘƛǾŜ ƻŦ ǇǊƛǾŀǘŜ ƎŀƛƴΦέ 

     According to Urwick and Hunt, ά.ǳǎƛƴŜǎǎ ƛǎ ŀƴȅ ŜƴǘŜǊǇrise which makes, distributes or 

provides any article or service which the other members of the community needs and are able 

and willing to pay forΦέ 
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Characteristics / features of business: 

       The following are the characteristics or features of the business: 

1. Entrepreneur: 

     There must be someone to take initiative for establishing a business. The person who 

recognizes the need for a product or service is known as entrepreneur. The 

entrepreneur visualises a business, combines various factors of production and puts 

them into a going concern. 

2. Economic activities: 

      Business includes only economic activities. All those activities relating to the 

production and distribution of goods and services are called economic activities. These 

are undertaken with economic motive. Business is carried on with a profit motive. 

3. Exchange of goods and services: 

      A business must involve exchange of goods and services. The goods to be exchanged 

mat either be produced or procured from other sources. The exchange of goods and 

services is undertaken with a profit motive. The transactions is happened in the market 

at one time is not a business. It means the purchasing and selling of products is always 

exchanged from one person to another person or one place to another place is known 

as business 

4. Profit motive: 

      The profit motive is an important element of business. Any activity undertaken 

without profit motive is not business. A businessman tries to earn more and more 

profits out of his business activities. The incentive of earning profits keeps a person in a 

business and is also necessary for the continuity of the business. The object of starting 

of business is to earn profit though there may be losses. The business activity will 

flourish more when the business serves the society. 

5. Risk and uncertainty: 

       The business involves a large element of risk and uncertainty.  In fact, a business 

man to foresee the future uncertainties and plans his business accordingly. The factors 

on which business depends are never certain, so the business opportunities will also be 

uncertain. There may be a shift in demand, strike by employees, floods, war, fall in 

prices, fluctuations in money market etc. 

6. Continuity of transaction: 

        In business, only those transactions are included which have regularity and 

continuity. An isolated transaction will not be called business, even if the person earns 

profit from that deal. So, the transactions should have continuity and regularity 

otherwise they will not be a part of money. 

7. Creation of utility: 

         The goods are provided to the consumers as per their likings and requirements. 

Business creates various types of utilities in goods so that consumers may use them.  

The utility may be form utility, place utility, time utility, etc. The process of storing goods 
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when they are not required and supplying them at a time when they are needed is 

called creation of utilities. So the business creates many utilities in goods so that the 

consumer may use them according to their preference and needs. 

8. Organisation: 

         Every enterprise needs an organisation for its successful working. Various business 

activities are divided into departments, sections and jobs. An organisation  creates the 

framework for managerial performance and  helps in co-ordinating various business 

activities. 

9. Financing: 

       Business enterprises cannot move a step without finance. The finance are required 

for providing fixed and working capital. The availability of other factors of production 

also depends upon the availability of finances. A proper capital structure is a must for 

the success of the business. 

10. Consumer satisfaction: 

        The ultimate aim of business is to supply goods to the consumers. The goods are 

produced for the consumers. If the consumer is satisfied then he will purchase the same 

thing again. The businessmen should try to satisfy the consumers so that the demand 

for his products is maintained. The businessman should try to produce goods according 

to the likings and tastes of consumers. 

11. Satisfying social needs: 

      The business should aim at serving the society at large. The business is a socio-

economic institution. Now-a-days, on the social aspect of business and social obligations 

of business. It is not only the public which needs business but business also needs public 

support. So, business enterprise must serve public purpose. 

Objectives of a business: 

1. Economic objectives: 

a. Profit earning: 

       It cannot be denied that business is started for earning profits. Profit is the basic 

incentive to business pursuits. Profits are needed to face various uncertainties like 

trade cycle, change in demand pattern, fluctuations in money markets. The 

businessmen should charge a reasonable profit and it will be beneficial both to the 

business and society. 

b. Production of goods: 

      The profit can be earned only when exchange of goods and services takes place. 

So, the next objective is to produce more goods and sell them to the consumers. 

The tastes, preferences and paying capacity of the consumers must be taken into 

account. A businessman creates form, place and time utilities and meets the 

requirements of the society. 
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c. Creating markets: 

       The aim of businessman is to sell products. Marketing consists of those efforts 

which effect transfers in ownership of goods and care for their physical distribution. 

Marketing covers all those activities which relate to the creation of time, place and 

possession utility. An effort is made to retain old consumers by supplying them 

better quality of goods at reasonable prices. 

d. Technological improvement: 

     A businessman should always strive to use latest methods of production. In the 

world of competition, everybody tries to sell its products by offering good quality 

products at lower prices. This is possible when latest technology is used for 

producing goods. There should always be an endeavour to increase production and 

reduce costs. 

2. Human objectives: 

a. Welfare of employees: 

     The employees should be looked upon as human beings. The employees of an 

enterprise help in increasing the profitability and they should also be given a due 

share in profits. It may be in the form of bonus, increased allowances or spending 

money on their welfare.  

b. Satisfaction of consumers: 

      The consumers should be provided quality goods at reasonable prices. The 

tastes, likings and requirements of the consumers should be given due weightage. 

The business meant for consumers and their satisfaction should be the main 

objective of the business. 

c. Satisfaction of shareholders: 

       In the present world ownership and management are in two different hands. 

The shareholders are spread all over the country and they have no hand in the day-

to-day working of the business. The management should give reasonable return on 

the money invested by the shareholders. The money is not misused by the 

management. 

3. Social objectives: 

a. Availability of goods: 

      The business should ensure the supply of goods to meet the requirements of the 

society. The business should estimate the total demand for various commodities 

and adjust the production accordingly. This is done through various licensing laws. 

The licenses are issued according to the demand for various goods. 

b. Supply of quality goods: 

       The supply of quality goods and services to consumers at reasonable price is the 

responsibility of the business. The business should aim at consumer satisfaction. In 

the present scarcity-ridden periods, the consumer is worst affected. A business 

cannot flourish in the long run if it ignores consumers. It is the duty of the business 
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to study wants and needs of consumers and provide them with quality goods at 

reasonable prices. 

c. Co-operation with the government: 

       Business should co-operate with the government in helping it to achieve the 

objectives of socialistic pattern of society. The government of India has devised 

rules both for public and private sectors. It is not uncommon on the part of Indian 

businessmen to adopt tactics and strategies that go counter to the declared policies 

of the government. The businessmen also try to evade various taxes.  

d. Creation of more employment: 

         The business can help the society by creating more and more job 

opportunities. The expansion of business not only helps in employing more persons 

in the factory but it has a multiple effect. Persons are required at various levels in 

the channels of distribution from the producers  to the consumers. 

e. Utilising national resources properly: 

         The business should put the scarce national resources to the best possible use. 

Wastage of anything will not only be the loss of the enterprise but it will be a 

national loss. The use of improved technological methods for the production of 

goods can be helpful in raising production and reducing costs. 

4. Organic objectives: 

a. Survival: 

       The first objective of business is to survive. It has to ensure that only those 

activities are taken up which are beneficial to the society. Various factors of 

production are paid out of profits. A losing concern cannot survive for long. 

b. Growth: 

       A business enterprise may be compares to human anatomy. As through various 

stages, that is, from infancy to childhood ,  childhood up to maturity level, a 

business unit also passes through various phases during its existence. Every business 

house aims at its proper growth. A number of plans and policies are framed to 

facilitate future growth of every unit. 

c. Earn recognition and prestige: 

      A business enterprise always aims to get recognition from those with whom it 

deals. This is possible only if it serves them well.  It should have good rapport with 

the suppliers and dealers by keeping proper schedules of payments and supply of 

goods. The payment of various taxes, etc. to the government should be timely and 

produce the quality products/goods with reasonable prices to the consumers. 

5. National objectives: 

a. Helping national efforts: 

       A business aims at helping the national efforts of improving economic position 

of the society. Every government fixes national priorities for the nation. Rural 

industrialisation  and balanced regional growth are the priorities of Indian 

government. Business should set up new units in backward and under-developed 
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areas so that people living there get employment opportunities and resources 

available there are fully utilised. 

b. Development of small entrepreneurs: 

       Big business houses should help in the development of small undertakings. They 

should not treat small-scale as their competitor. Big units may also help by 

encouraging ancillary units to sell their products to them and arranging industrial 

inputs for them. 

c. National self-sufficiency and export development: 

       Business can play an important role in making the country self reliant. It should 

produce all those goods which are imported from outside. Efforts should also be 

made to produce those goods which find ready market in foreign countries. This will 

help in earning foreign exchange. 

d. Development of skilled personnel: 

        Every country needs trained and skilled personnel for the development of its 

industry. Business houses can provide technical knowledge and training to their 

ŜƳǇƭƻȅŜŜǎΦ ¢Ƙƛǎ ƘŜƭǇǎ ƛƴ ǎƪƛƭƭ ŦƻǊƳŀǘƛƻƴ ŦƻǊ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ƎǊƻǿǘƘ ŀƴŘ ŘŜǾŜƭƻǇƳŜƴǘΦ 

In India, some business houses have set up engineering institutes which supply 

trained personnel to the nation. 

Functions of business: 

         A business has to perform a number of functions in order to achieve its objectives.  Various 

business functions are inter-dependent and the efficient performance of all of them is necessary 

to run the enterprise effectively. The integration of various functions will be necessary to run an 

enterprise efficiently. Some of the factors are given below: 

1. Production function: 

     Production function involves transformation of raw materials into goods and services 

and making them useful. A number of inputs such as labour, capital, machinery will also 

be necessary to carry out this function. It has become a specialised  function in modern 

business. 

2. Marketing function: 

     Marketing is a process involving activities ranging from getting from producers and 

sending them to ultimate consumers or users. It involves all efforts to create customers 

for the products and provide maximum satisfaction to them. This function involves  

various marketing mix elements are product, price, promotion and physical distribution. 

It also involves decisions like product design, package brand name, pricing policies etc. 

3. Personnel function: 

      Personnel function is concerned with people at work and with their relationship with 

in an enterprise. It aims to bring together and develop in to an effective  organisation. 

This function is concerned with employment, development and compensation of the 
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personnel and the provision of working conditions and welfare measures to maintain a 

good working force in organisation. 

 

4. Finance function: 

       Finance function is the important of all business functions. It remains in focus of all 

activities. It is not possible to substitute to eliminate this function because  the business 

will close down in the absence of finance function. The funds will have to be raised from 

various sources. The receiving of money is not enough, its utilisation is more important. 

5. Purchase function: 

               Traditionally, purchase was considered to be a part of production function. 
However, big organizations have a separate department for undertaking purchase activities. 
The purchase department is entrusted with such activities are by inviting the tenders, 
locating the sources of supply, placing order for right quantity at right time, importing raw 
materials, machines and equipment etc.. 

6. Public relations function: 

               Modern business houses are becoming more of consumer-oriented the public 
relations department is concerned with creating a favourable impression of the business 
organization on the government agencies, employees, suppliers, shareholders, 
consumerists, environmentalists and others, which may include present and potential 
customers. 

7. Legal function: 

             Some big business houses have a separate legal department in order to advice 
business on legal issues. The legal department ensures that the business unit comply with 
various rules and regulations framed by the local, state and central governments from time-
to-time. 

8. R&D function: 

            Research and Development (R&D) is an important activity in the modern competitive 
business world.  R&D has become so significant that many industrial houses have 
established a separate R&D department. R&D department consists of experts from various 
areas, whose primary job is to experiment new methods and processes. 

9. Advertising and sales promotion function: 

                Although advertising and sales promotion are the part of marketing functions but 
they assumed a great importance in the wake of increasing competition. 

Qualities of a successful businessman: 

       A number of factors have been considered essential before a concern can be successfully 

launched. The quality and type of leadership available to a concern directly affect its working. 

The entrepreneur plans and executes various business policies. A properly managed concern is 
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generally a reflection of leadership qualities of the businessman. Some of the important 

qualities which the businessman should possess are discussed as follows: 

1. Knowledge of business: 

     The businessman should have a thorough understanding of his business. He should 

be clear about the aims and objectives of the organisation. The knowledge of all these 

aspects like trade, finance, marketing, mercantile laws etc. is essential to tackle complex 

business problems. 

2. Impressive personality: 

      A pleasing personality is always an asset. personality includes various qualities and 

talents which are necessary for making businessman successful. The pleasing manners 

of a person also encourage others to have business dealings with him. 

3. Hard working: 

     A businessman should be hard working. There is no substitute for hard work. Success 

and hard work go together. He should be dedicated to his work. A person who himself 

shirnks hard work will not be able to get more work from others. 

4. Co-operative: 

     A businessman has to deal with many complex problems. He has to seek the co-

operation of a large number of persons in solving his problems. He should be able to 

adapt himself to all kinds of people and situations. 

5. Courageous: 

      One has to deal with a number of problems in the business. Sometimes, there are 

conflicting demands from different sides. The consumers, employees and government 

want the businessman to be considerate to their demands. The persons will be 

successful who will have the capacity to face the difficulties with a smiling face. 

6. Initiative and decision-making: 

       A businessman has to tackle many problems every day. He has also to take difficult 

decisions. He should have the ability to decide things at the proper time. He should take 

initiative in tackling various problems and should take them as a challenge. 

7. Cordial relations with employees and customers: 

     Customers and employees are an integral part of the business. He should tactfully 

ŘŜŀƭ ǿƛǘƘ ǘƘŜƛǊ ǇǊƻōƭŜƳǎΦ ά/ǳǎǘƻƳŜǊ ǎŀǘƛǎŦŀŎǘƛƻƴέ ƛǎ ŜǎǎŜƴǘƛŀƭ ǘƻ ǎǘŀȅ ƛƴ ōǳǎƛƴŜǎǎΦ /ƻǊŘƛŀƭ 

relations with employees and customers will help him to build up goodwill for the 

business. 

8. Honesty: 

     This is one of the most essential qualities a businessman must have. He should be 

honest in his dealings with others. If a businessman sells his goods on false promises  or 

on the basis of advertisement, he will not be able to retain the customers for long. 

9. Assumption and responsibility: 

      A businessman should assume responsibility of various activities of his subordinates. 

As a leader he exercises all authority and responsibility. This quality will give confidence 

to the employees and they will face things more courageously. 



Business/Industrial Organisation Management 
 

Prepared By B.V.S.N. Mahesh Kumar 
Lecturer in Commerce and Business Management Page 9 
 

10. Disciplinarian: 

      Discipline is an essential trait in the personality of successful businessman. He should 

give a lead to his employees. He should follow various rules and regulations strictly. No 

organisation can work without discipline. 

11. Adaptability: 

     A businessman should be able to adjust according to the situation. There may be a 

frequent change of situations. He is expected to face a few challenges with courage. The 

changing business world demands dynamism in the businessman. So, a good 

businessman should be able to adjust himself according to the necessities of the 

situations. 

Industry 

         Industry is concerned with the making or manufacturing of goods. It is constituent of 

production which is involved in changing the form of goods at any stage from raw material to 

the finished product. The goods produced may be used by other enterprises as raw materials for 

further production, they are known as producer goods. When goods are finally used by 

consumers they are known as consumers goods. An enterprise may produce materials which will 

further be processed by yet another concern for converting them into finished goods. The 

following are the types of industries. They are: 

Types: 

1. Genetic industry: 

       Genetic industry is related to the re-producing and multiplying of certain species of 

animals and plants with the object of earning profits from their sale. No doubt nature, 

climate and environment play an  important part in these industries but human skill is 

also important. Examples for genetic industry are nurseries, cattle breeding etc. 

2. Extractive industry: 

        The extractive industry is engaged in raising some form of wealth from the soil, 

climate, air, water or from beneath the surface of the earth. Extractive  industries supply 

basic raw materials that are mostly the products of the soil. Products are these 

industries are usually transformed into many useful products by manufacturing 

industries. 

Eg: Mining, crude oils etc.. 

3. Construction industry: 

        This industry is engaged in the creation of infrastructure for smooth development 

of t he economy. It is concerned with the construction, creation or fabrication of 

products. Engineering, architectural skills and constructing firms play an important part 

in construction industry. 

Eg: construction of buildings, dams, roads. etc. 
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4. Manufacturing industry: 

           This industry is engaged in the conversion of raw materials into semi-finished or 

finished goods. This industry creates form by making them suitable for human use. 

These industries supply machines, tools and other equipment to other industries too. 

The products of extractive industry are generally used as raw materials by 

manufacturing industry which may be classified as follows: 

a. Analytical industry: 

      In this industry, a product is analysed and  many products are received as final 

products. In the processing of crude oil we will get kerosene, petrol, gas and diesel 

etc. 

b. Processing industry: 

      In this industry a product passes through various processes to become a final 

product. The raw materials can be converted into finished products. Examples for 

the processing industry are sugar industry, cotton industry, etc. 

c. Synthetic industry: 

        In this industry many raw materials are brought together in manufacturing 

process to make a final product. Examples for synthetic industry are soaps making, 

paints, cements, rocks, coal, etc. 

Commerce 

       Commerce refers to all those activities which are necessary to bring goods and services from 

the place of their origin to the place of their consumption. It is concerned to be a part of 

business. It is that activity of business which is concerned with the exchange of goods and 

services. Commerce includes trade and aids to trade. In the trade buying and selling is 

happening but aids to trade relates to provide the help to the trade. It means by using the 

various facilities the trade is happened in the right time. 

Definition: 

       According to James Stephenson, άŎƻƳƳŜǊŎŜ ƛǎ ǘƘŜ ǎǳƳ ƻŦ ǘƻǘal of all those processes, which 

are engaged in the removal of hindrance of persons(trade), place (transport and insurance) and 

ǘƛƳŜόǿŀǊŜƘƻǳǎƛƴƎύ ƛƴ ǘƘŜ ŜȄŎƘŀƴƎŜόōŀƴƪƛƴƎύ ƻŦ ŎƻƳƳƻŘƛǘƛŜǎΦέ 

       According to Evelyn ThomasΣ ά/ƻƳƳŜǊŎƛŀƭ ƻŎŎǳǇŀǘƛƻƴǎ ŘŜŀƭ ǿƛǘƘ the buying and selling of 

ƎƻƻŘǎΣ ǘƘŜ ŜȄŎƘŀƴƎŜ ƻŦ ŎƻƳƳƻŘƛǘƛŜǎ ŀƴŘ ǘƘŜ ŘƛǎǘǊƛōǳǘƛƻƴ ƻŦ ǘƘŜ ŦƛƴƛǎƘŜŘ ǇǊƻŘǳŎǘǎΦέ 

Components: 
1. Trade: 

a. Internal trade: 
      The purchase and sale of goods inside the country is called internal trade. Goods 

can be taken to any place but within the boundaries of the country. It may be 

divided as such: 
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¶ Local trade: 

        When the demand for products is limited only to a particular place, it is called 

local trade. Goods are produced according to the local needs of the consumers. The 

producers and consumers belong to the same place. Examples for local trade are 

vegetables, milk etc. 

¶ State trade: 

         These goods are of a durable nature and sent throughout the state or 

province. The trade is limited to the boundaries of the state. Sometimes 

government puts some restrictions on the sale of goods outside the state. 

¶ Inter-state trade: 

         The trade conducted throughout the country but within the national 

boundaries is called inter-state trade. The goods traded are of durable nature and 

can be stocked for a longer period. The production of these goods is on a large 

scale basis and they are sent to all parts of the country. Examples are kerosene, 

petrol, iron etc. 

b. External trade: 

             When trade takes place between two countries, it is called foreign trade. Two 

countries are involved in foreign trade. The hindrances of place, time, risk, exchange are 

overcome with the help of various agencies. External trade may be import trade or 

export trade. The goods are purchased from one country is called import trade and the 

goods are sold to other country is called export trade. 

c. Wholesale trade: 

        In wholesale trade, goods are purchased in large quantities and are sold to 

retailers. A wholesaler is a link between the producer and the  retailer. This helps 

the producers in making bulk production and selling in large quantities. 

d. Retail trade: 

        Retail trade involves selling goods to the final consumers. The goods are sold in 

small quantities to the consumers. A retailer purchases goods from a wholesaler and 

sells them to the consumers. 

2. Aids to trade: 

      Auxiliaries to business means activities which assist business and trade. They provide 

proper infrastructure for the smooth conduct of business and remove the obstacles in 

the exchange of goods and services. These services are discussed as follows: 

a. Transport: 

     Goods may be produced at places where they are in less demand. These goods 

are to be taken to the places of consumption. The goods are taken from a place 

ǿƘŜǊŜ ǘƘŜǊŜ ƛǎ ƭŜǎǎ ŘŜƳŀƴŘΦ ²ƛǘƘ ǘƘŜ ƘŜƭǇ ƻŦ ǘǊŀƴǎǇƻǊǘ ŦŀŎƛƭƛǘƛŜǎ ǿŜ Ŏŀƴ ŎǊŜŀǘŜ Ψ 

place ǳǘƛƭƛǘȅΩ ƛƴ ƎƻƻŘǎΦ ¢ƘŜ ǾŀǊƛƻǳǎ ƳƻŘŜǎ ƻŦ ǘǊŀƴǎǇƻǊǘ ƛΦŜΦΣ ǊƻŀŘΣ ǊŀƛƭΣ ǎŜŀΣ ŀƛǊ ƘŀǾŜ 

helped the growth of commerce and industries. 

b. Distribution: 



Business/Industrial Organisation Management 
 

Prepared By B.V.S.N. Mahesh Kumar 
Lecturer in Commerce and Business Management Page 12 
 

        The producer of goods may not be able to come into direct contact with the 

consumers. In the present day world, the consumers are in millions and it is not 

possible for the producers to know the consumers. A chain of middlemen acts 

between the producers and consumers. The chain of wholesalers, retailers, brokers, 

agents etc. operate between the producer and the consumer and remove the 

hindrance of persons. 

c. Banking: 

       There is always a time lag between the production and sale of goods. The 

traders purchase goods from the producers and then sell to the consumers. It takes 

time to collect money after sale. There is a need to finance trade activities for that 

purpose the financial institutions are providing the loans, overdrafts etc.. to the 

people. 

d. Warehousing: 

            Goods are produced in anticipation of demand. They may also be produced at 

a time when they are not needed. So there is a need to store goods up to a time 

these are not required for consumption. There is a time gap in foreign trade 

because there is a delay in production and consumption. Agricultural products can 

be stored in the ware houses, because they are required throughout a year. 

e. Advertisement and salesmanship: 

      The consumers may not aware of the availability of various goods in the market. 

The advertisement and salesmanship help in informing the consumers about the 

availability and usefulness of various products in the market. 

f. Insurance: 

      There is a risk involved in transporting goods from one place to another. There 

can a risk due to fire or theft. The fear of loss of goods due to any cause acts as an 

obstacle in the development of trade. The insurance companies provide a coverage 

for all types of losses of goods. 

g. Communication: 

        The buyers and sellers at wholesale level and retail level need the services of 

various agencies which communicate their message among themselves. The 

producers intimate to their customers about the production of goods. The services 

of post offices, telephones, etc. are utilised  for communicating process. 

Sole tradership/sole proprietorship 

      Sole-trade is the oldest and most commonly used form of business organisation. It is as old 

as civilization. With the development of science and technology the needs of the business also 

increased and new forms of organisation developed. This organisation is also known as sole 

proprietorship. He makes all investments, shares all risks, takes all profits, manages and controls 

the business himself. His powers are unlimited and his decisions are final. A sole-trader mainly 

depends upto his own resources, so the business is generally on a small-scale basis. He is, in fact, 
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the sole organiser, manager, controller and master of his business. The business to be carried on 

should also be allowed by law. Normally, no other legal formality is essential for starting a sole-

trade business as in the case of a company or a co-operative. Any person can start or wound up 

a sole-trade business any time. This type of business is a one man show and the capacities of 

that person may certainly be limited. 

Definitions: 

     According to L.H. HaneyΣ ά ǘƘŜ ƛƴŘƛǾƛŘǳŀƭ ŜƴǘǊŜǇǊŜƴŜǳǊǎƘƛǇ ƛǎ ǘƘŜ ŦƻǊƳ ƻŦ ōǳǎƛƴŜǎǎ 

organisation  on the head of which stands an individual as the one who is responsible, who 

ŘƛǊŜŎǘǎ ƛǘǎ ƻǇŜǊŀǘƛƻƴǎΣ ǿƻ ŀƭƻƴŜ Ǌǳƴǎ ǘƘŜ Ǌƛǎƪ ƻŦ ŦŀƛƭǳǊŜΦέ 

    According to James StephensonΣ άŀ ǎƻƭŜ-trader is a person who carries on business exclusively 

by and for himself. He is not only the owner of the capital of the undertaking, but is usually the 

ƻǊƎŀƴƛǎŜǊ ŀƴŘ ƳŀƴŀƎŜǊ ŀƴŘ ǘŀƪŜǎ ŀƭƭ ǘƘŜ ǇǊƻŦƛǘǎ ƻǊ ǊŜǎǇƻƴǎƛōƛƭƛǘȅ ŦƻǊ ƭƻǎǎŜǎΦέ 

Characteristics: 

1. Individual initiative: 

      This business is started by the initiative of a single person. He prepares the blue 

prints of the venture and arranges various factors of production. He may employ other 

persons for assistance but ultimate authority and responsibility lies with him. 

2. Unlimited liability: 

        In sole-trade business liability is unlimited. The proprietor is responsible for all 

losses arising from the business. The liability is not limited only to his investments in the 

business but his private property is also liable for business organisation. 

3. Management and control: 

        The proprietor manages the whole business himself. He prepares various plans and 

executes them under his own supervision. There may be some persons to help him but 

ultimate control lies with the owner. 

4. Motivation: 

       One person is the sole owner of the business. He takes all profits and bears losses, if 

any. There is a direct relationship between efforts and rewards. He is motivated to 

expand his business activities. 

5. Secrecy: 

      All important decisions are taken by the owner himself. He keeps all the business 

secrets only to himself. Business secrets are very important for small business. By 

retaining business secrets he avoids competitors entering the same business . 

6. Proprietor and proprietorship are one: 

     Legally, the sole trader and his business are separate entities. Loss in his business is 

his loss. Liabilities of the business are his own liabilities. 
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7. Owners and business exist together: 

     In sole-trade business there is no separate existence of he business with the owner. 

The business and owner exist together. When the owner is dies, insolvent, or removed 

from the business then his business is dissolved. 

 

8. Limited area of operations: 

       A sole-trade business has generally a limited area of operation, the reason being the 

limited resources and managerial abilities of the sole-trader. He can arrange limited 

funds only and will be able to supervise a small business and the decisions are taken by 

him so the managerial abilities are limited. 

Advantages: 

1. Easy in  formation: 

      Sole-proprietorship is the only form of organisation where no legal formalities are 

required to be performed. This business is absolutely free from legal formalities. 

Anybody wishing to start a sole-trade concern can do so without loss of time. 

2. Better control: 

      In this form of organisation one man is responsible for all types of activities. He 

controls all functions of the business. He himself takes decisions at appropriate time. 

The authority and responsibility lie with one man. The owner is all in all and he cannot 

escape his work. The business is controlled in an effective way. 

3. Flexibility in operations: 

       A sole-proprietorship concern is generally run on a small scale basis. In case a 

change in operation is required, it can be possible without involving much expenditure. 

A small scale concern can adjust its production according to the changing demand 

pattern. It can increase and decrease its production as per requirements. Moreover, no 

legal formalities are required for making changes in operations. 

4. Retention of business secrets: 

      A sole trader can maintain business secrets. Being the sole proprietor, he is not 

expected to share his  trade secrets with anybody else. He is not expected to publish his 

accounts. 

5. Easy to raise finance: 

      An individual entrepreneur is able to create goodwill for his business. This helps him 

to establish his creditworthiness in the market. The liability in sole-trade organisation 

being unlimited, the creditors can have a claim over the private property of the owner. 

He can repay the loans as quickly as possible so that he cannot lose his good will in the 

market. 

6. Direct motivation: 

      The proprietor takes keen interest in the working of the business. He tries to put his 

heart and soul in the business so to earn as much profits as he can. There is a direct 

relationship in efforts and reward. 
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7. Promptness in decision making: 

      All important decisions are taken by one person. He can take prompt decisions. He 

will not let an opportunity slip away. 

8. Direct accessibility to consumers: 

       In sole-proprietorship the scale of operations is small. The owner can have direct 

contact with customers and employees. He can know the relations and preferences of 

consumers. It enables him to make necessary changes in the quality and design of his 

products.  

9. Inexpensive management: 

      The sole-trader is the owner, manager and controller of the business. He does not 

appoint specialists for his various functions. He personally supervises various activities 

and can avoid wastage in the business. 

10. No legal restrictions: 

    There are no legal requirements for starting a business. There is no special act 

governing the work of sole-proprietor. There is no restriction in changing the nature of 

business. The tax liability on a sole-trader is also low. He is taxed as an individual and 

not as a business unit. 

11. Socially desirable: 

      One man business is generally on a small scale basis. Large number of sole-traders 

have entered all types of business. It helps in avoiding concentration of wealth. Sole-

trade business also provides competition to other businesses. The consumers will not be 

dependent upon big business houses. 

12. Self-employment: 

        The sole-proprietorship form of organisation offers the means of self-employment 

to those who do not want to serve others. As everyone cannot get a suitable job to earn 

his livelihood in a developing country, the individuals can easily start a small sized 

business unit as a sole-trader. 

13. Healthy relations with employees: 

         A sole-trader is in a position  to maintain direct relations with his employees. This 

enables the employer and the employees to understand and appreciate the difficulties 

of each other. This results into healthy relations between employer and employers is 

leads to get the success of a business. 

14. Benefit of inherited good will: 

       A sole-trader passes on the business goodwill to his successor. Technically a sole-

trade business is dissolved on the death of the owner but in reality the same business is 

continued by heir. 

Disadvantages: 

1. Limited resources: 

     The resources of a sole proprietor are limited. He makes investments from his family 

sources only. There is a limit to which a single person can invest. He tries to raise 
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finances from financial institutions also. The capacity for expanding business operations 

is limited for want of resources even when there is a scope for expansion. 

 

2. Limited managerial ability: 

     One person may not be expert in each and every function of the business. He will not 

be able to devote sufficient time for all types of activities. He will have to depend upon 

paid employees. The sole proprietor may not be able to use the services  of experts for 

want of resources. So one person will not be able to survive effectively. The limited 

resources will not allow him to use the professional people.  

3. Unlimited liability: 

      The liability of a sole proprietor is unlimited. His private property can also be 

assigned for meeting business losses. Unlimited liability also restricts his working. He 

tries to be cautious in taking risks. 

4. Uncertain continuity: 

      The business continues as far as sole proprietor is there. In case of his mobility or 

death, the business is discontinued. The closure of a business will cause inconvenience 

to the consumers. It will also result in social loss. 

5. Limited scope of employees: 

      A sole-trader cannot attract trained and qualified persons for reasons of limited 

career opportunities. A sole proprietor cannot offer financial incentives to employees 

because his activities are on a small scale. The employees will try to join good concerns 

whenever an opportunity arises. 

6. No large scale economies: 

      A small scale concern cannot economise in purchases, production and marketing. In 

a sole trade concern overhead expenses are also more. So this type of concern cannot 

enjoy the benefits of large scale economies. 

7. More risk involved: 

    A sole proprietor is to take all decisions by himself. So there is a possibility of taking 

wrong decisions. So the possibility of mistakes and wrong decisions is minimised . Lack 

of counseling may create difficult situations. 

Partnership  

       A partnership is an association of two or more persons to carry on, as  co-owners, a business 

and to share its profits and losses. The partnership may come into existence either as a result of 

the expansion. The need for partnership form of organisation arose from the limitations of sole-

proprietorship. In sole-proprietorship, financial resources  and managerial skills were limited. 

Moreover, risk bearing capacity of an individual was also limited. So, more persons were 

associated to form groups to carry on business and they brought their financial resources and 

also shared the risk in the business. Sometimes, the nature of business demands large amount 
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of capital, effective supervision and greater specialisation. This form is not suitable for a 

business requiring big capital and expert managerial personnel. 

Definition: 

      According to L.H. HaneyΣ άǘƘŜ ǊŜƭŀǘƛƻƴǎƘƛǇ ōŜǘǿŜŜƴ ǇŜǊǎƻƴǎ ǿƘƻ ŀƎǊŜŜ ǘƻ ŎŀǊǊȅ ƻƴ ŀ 

ōǳǎƛƴŜǎǎ ƛƴ ŎƻƳƳƻƴ ǿƛǘƘ ŀ ǾƛŜǿ ǘƻ ǇǊƛǾŀǘŜ ƎƻŀƭǎΦέ 

     According to Section 4 of Partnership Act, 1932Σ ά ǘƘŜ ǊŜƭŀǘƛƻƴ ōŜǘǿŜŜƴ ǇŜǊǎƻƴǎ ǿƘƻ ƘŀǾŜ 

ŀƎǊŜŜŘ ǘƻ ǎƘŀǊŜ ǇǊƻŦƛǘǎ ƻŦ ŀ ōǳǎƛƴŜǎǎ ŎŀǊǊƛŜŘ ƻƴ ōȅ ŀƭƭ ƻǊ ŀƴȅ ƻŦ ǘƘŜƳ ŀŎǘƛƴƎ ŦƻǊ ŀƭƭΦέ 

    According to English Partnership act, 1690Σ ά ǇŀǊǘƴŜǊǎƘƛǇ ƛǎ ǘƘŜ ǊŜƭŀǘƛƻƴ ǿƘƛŎƘ ǎǳōǎƛǎǘ 

ōŜǘǿŜŜƴ ǇŜǊǎƻƴǎ ŎŀǊǊȅƛƴƎ ƻƴ ŀ ōǳǎƛƴŜǎǎ ƛƴ ŎƻƳƳƻƴ ǿƛǘƘ ŀ ǾƛŜǿ ƻŦ ǇǊƻŦƛǘǎΦέ 

Characteristics: 

1. Association of two or more persons: 

            In partnership, there must be  at  least two persons. Partnership is  the outcome of a 

contact, so there must be two or more persons. Minors cannot form a partnership  firm as 

they Are incompetent to enter into a contract. According to section 11 of Contract Act, 

there is no maximum limit on partners in partnership Act, but according to Companies Act, 

the maximum number of partners engaged in a banking business cannot exceed ten and 

twenty in any another business. 

2. Contractual relationship:     

            The persons joining the partnership enter into a contract for running the business. 

According to Partnership Act, the relation of partnership arises from contract and not from 

status. The contract may be oral or written but in practice written agreement is made 

because it helps to settle the disputes  if they  arise later on. 

3. Earning of profits:    

               The purpose of the business should be to make profits  and distribute them among 

partners. If a  work is done for charity  purposes or to serve the society it will  not be called 

as partnership. So,  the motive of the business should be to earn profits. It does not mean 

that there will not be losses but the motive should be the earning of profits. 

4. Existence of business: 

             Partnership can ƻƴƭȅ ōŜ ŦƻǊ ǎƻƳŜ ƪƛƴŘ ƻŦ ōǳǎƛƴŜǎǎΦ ¢ƘŜ ǘŜǊƳ  Ψ.ǳǎƛƴŜǎǎΩ  ƛƴŎƭǳŘŜǎ  ŀƴȅ 

trade, profession or occupation. By  business we mean all activities concerning production, 

distribution and rendering of services for the purpose of  earning  profits. It the work is 

related to social service, we do not call it a business and, hence, no partnership. 



Business/Industrial Organisation Management 
 

Prepared By B.V.S.N. Mahesh Kumar 
Lecturer in Commerce and Business Management Page 18 
 

5. Implied authority: 

         There is an implied authority that any partner can act on behalf of the firm. The 

business will be bound by the acts of partners. 

6. Unlimited liability:  

          As is the case of a sole-trade business liability of the partners of a  firm is 

unlimited. In case some obligation arises then not only the partnership assets but also 

the private property of the  partners can be taken for the payment of liabilities of the 

firm to the third parties. The creditors can claim their dues from any one of the partners 

or from all the partners. The partners are liable individually and  collectively.  

7. Principal and agent relationship: 

           In partnership  the relationship of Principal and Agent exists. It is not necessary  

that all partners should work in the business. Any one or more partners can act on 

behalf of the other partners. Each  partner is an agent of the firm and his activities bind 

the firm. He also  acts as a principal because he is bound by the activities of other 

partners. 

8. Utmost good faith: 

          The very basis of the partnership business are good faith and mutual trust. Every 

partner  should act honestly and give proper accounts to other partners. The 

partnership cannot run if there is suspicion among  partners, it6 is very important that 

partners    should act as trustees and for the common good of all. Distrust and suspicion 

among partners lead  to the failure of many firms. 

9. Restriction and transfer of shares: 

           No partner can sell or transfer his share to anybody else without the consent of the 

other partners. In  case any partner does not want to continue in the partnership, he can 

give a notice for dissolution of the firm. 

10. Common management: 

        Every partner has a right to  take part in the running of the business. It is not 

necessary for all partners to participate in the day-to-day activities of the business but 

they are entitled to participate. Even if partnership business is run by some partners, the 

consent of all other partners is necessary for taking important decisions. 

11. Partners and partnership are one: 

         A partnership firm has no separate  entity from the partners. A firm is only a name 

to the collective name of partners. No firm can exist without partners. The  rights and 

liabilities of partners are the right and liabilities of the firm. Partners  have implied 

authority to bind the firm for their acts. 

12. Capital contribution: 

        The partners contribute to the capital of the firm. It is not necessary  to have capital 

in profit sharing ratio. A partner can be admitted to the firm even without contributing 

ǘƻ ǘƘŜ ŎŀǇƛǘŀƭΦ Lǘ ƛǎ ƴƻǘ ŜǎǎŜƴǘƛŀƭ ǘƘŀǘ ŀƭƭ ǇŀǊǘƴŜǊǎ Ƴǳǎǘ ŎƻƴǘǊƛōǳǘŜ ǘƻ ǘƘŜ ŦƛǊƳΩǎ ŎŀǇƛǘŀƭΦ 
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13. Protection of minority interest: 

       All important decisions are generally taken by consensus. It ensures protection of 

those who may not agree to the majority view point. A partner may even ask for the 

dissolution of partnership if he feels aggrieved. 

14. Continuity: 

     There is no true limit for the continuity of a partnership firm. It goes on only upto the 

time the partners want it to go. Any misunderstanding among partners, death or 

insolvency of a partner may dissolve the partnership. Dissolution of partnership does 

not necessarily mean dissolution of the firm. The remaining partners may continue the 

firm after meeting the claims of outgoing partners. 

Advantages: 

1. Easy to form: 

        This is a suitable type of organisation requiring no legal formalities.  No formal 

documents are required to be prepared as is necessary case pf joint stock company. A 

simple agreement among partners is sufficient to start partnership firm. A  partnership 

deed is not necessary though it is advisable to prepare it. Even the registration of firm is 

optional. 

2. Large resources: 

           The resources of  more than one person are available for the business. The 

partners can contribute to start a moderately large-scale concern can also arrange funds 

from the outside sources. 

3. Greater managerial talent: 

        The partners may be assigned duties according to their talent. Different functional 

departments may be managed  and controlled  by different partners. The talent 

expertise and knowledge of partners in different fields can be used for the welfare of 

the business. It will help to increase the efficiency of the business resulting in more 

profits.  

4. More credit standing: 

           The partners may have sufficient  contacts in the market. They can offer more 

securities to the financial institutions. The liability of partners being unlimited, they will 

be able to raise more finances. As compared to a sole-trade business, partnership 

concern has more credit-worthiness. 

5. Promptness in decision making: 

          The partners meet frequently and they can take  prompt decisions. The firm will 

not lose any  business  opportunities because of delay in taking a decision.  

6. Sharing of risk: 

          The risk of business is shared by more persons. The burden of every partner will be 

much less as compared to the burden of sole-trade.  Furthermore, the  business 

expansion will not be hampered for fear of risk. 
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7. Relationship between reward and work: 

     The partners try to put more labor  to earn more and more profits. There is a direct 

relationship between  reward and work. The more they work, the more they be 

benefited. 

8. More possibility of growth and expansion: 

        As compared to a sole-trade business, partnership concern has more possibilities 

for expansion and growth of business activities. The partner can contribute more and 

manage the activities more systematically.  

9. Close supervision: 

    The partners themselves look after the business; so they can avoid  wastages. They 

have direct access to the employees and can encourage them  for more production. The 

management of partnership is much cheaper as compared to a joint stock company 

where experts are paid higher  salaries. 

10. Flexibility of operations: 

        There is no statutory obligation to seek approval from government before making 

major changes in the business set-up, capital and scale of operations. These changes can 

be made  easily depending upon the business opportunities  

11. Secrecy: 

       A partnership concern is not expected  to publish its profit and loss account and 

balance sheet as is  necessary for a joint stock company. The partners can keep the 

ōǳǎƛƴŜǎǎ ǎŜŎǊŜǘǎ ǘƻ ǘƘŜƳǎŜƭǾŜǎΦ ¢ƘŜ ŎƻƳǇŜǘƛǘƻǊǎ ŘƻƴΩǘ ƪƴƻǿ ŀōƻǳǘ ǘƘŜ ŜȄŀŎǘ Ǉƻǎƛǘƛƻƴ ƻŦ 

the business. The secrets of business are very important for a small concern. 

12. Protection of minority interests: 

         Every partner has a right to participate in the management of the business. All 

important decisions are  taken by the consent of all partners. If a majority decision is 

enforced on minority then effected  partners can get the business dissolved. 

13. Easy dissolution: 

        The partnership can be dissolved on insolvency, lunacy or death of a partner. If the 

partnership is at will, then any partner can get the firm dissolved by giving notice to 

other partners. No legal formalities are required at the time of dissolution. So it is easy 

to start as well as dissolve a partnership concern. 

14. Democratic administration: 

         All partners may take active  interest in the working of the firm. All the partners are 

consulted on important decisions. Generally, strategic decisions are taken by coneensus 

only.  

15. Saving in managerial expenses: 

        There are savings in expenses of a partnership firm. The partners divide all 

important functions among themselves and look after them. In other forms  like  joint 

stock company managerial expenses are huge because they have to depend on hired  

employees. 
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   Disadvantages: 

1. Unlimited liability: 

       The liability of partners is unlimited. They are not only liable for their business 

investments but their private properties can also be taken for business liabilities. 

Partners try to avoid  risks and it restricts the expansion and growth of the business. 

2. Limited resources: 

         There is a limitation in raising additional resources for expansion purposes. The 

business resources are limited to the personal funds of the partners. Borrowing capacity 

of the partners is also limited. The number of partners to be added to   business is also 

limited.  So, there is a limit beyond which partners cannot be added. 

3. Instability: 

       The partnership concern suffers from the uncertainty of a duration because it can be 

dissolved at the time of death, lunacy or insolvency of a partner. The lack of trust among  

partners can also lead to dissolution. The discontinuity of the business is a social loss 

and it causes inconvenience to the consumers and workers. 

4. Mutual distrust: 

          The mutual distrust among partners is the main cause for the dissolution of 

partnership concerns. It is difficult to maintain  harmony among partners because they 

may have different opinions and may not agree on certain matters . Lack of confidence 

in each other can be a cause for quarrels and it may lead to the dissolution of the firm. 

5. Limitations on transfer of share: 

          No partner can transfer his share to a third party without the consent of the other 

partners. If a partner wants his share back it will not be possible without the approval of 

other partners or without dissolution of the firm.  In partnership, a partner is 

permanently wedded to it. 

6. Burden of implied authority: 

         A partner can bind the business by his acts. He can act as an agent of the business. 

A dishonest partner may lead the business in difficulties. The provision for implied 

authority may create problems for the business. 

7. Lack of public faith: 

       The accounts of partnership concerns are not published. So public is unaware of the 

exact position of the business. There is no legal binding for the publication of accounts. 

So partnership concerns lack of public confidence. 

8. Lack of prompt decision: 

      All important decisions are taken by the consent partners so decision making process 

becomes time consuming. There may be possibility of losing business opportunities 

because of slow decision making. 

9. Cautious approach: 
       Unlimited liability of partners leads to cautious approach on the part of partners. 
They try to avoid decisions where some sort of risked involved. Moreover, risk bearing 
capacity of partners may also be limited. 
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Kinds of Partners: 

The different kinds of Partners that are found in Partnership Firms are as follows! 

Active or managing partner:  

A person who takes active interest in the conduct and management of the business of the firm is 
known as active or managing partner. He carries on business on behalf of the other partners. If 
he wants to retire, he has to give a public notice of his retirement; otherwise he will continue to 
be liable for the acts of the firm. 

Sleeping or dormant partner:  

! ǎƭŜŜǇƛƴƎ ǇŀǊǘƴŜǊ ƛǎ ŀ ǇŀǊǘƴŜǊ ǿƘƻ ΨǎƭŜŜǇǎΩΣ ǘƘŀǘ ƛǎΣ ƘŜ ŘƻŜǎ ƴot take active part in the 
management of the business. Such a partner only contributes to the share capital of the firm, is 
bound by the activities of other partners, and shares the profits and losses of the business. A 
sleeping partner, unlike an active partner, is not required to give a public notice of his 
retirement. As such, he will not be liable to third parties for the acts done after his retirement. 

Nominal or ostensible partner:  

A nominal partner is one who does not have any real interest in the business but lends his name 
ǘƻ ǘƘŜ ŦƛǊƳΣ ǿƛǘƘƻǳǘ ŀƴȅ ŎŀǇƛǘŀƭ ŎƻƴǘǊƛōǳǘƛƻƴǎΣ ŀƴŘ ŘƻŜǎƴΩǘ ǎƘŀǊŜ ǘƘŜ ǇǊƻŦƛǘǎ ƻŦ ǘƘŜ ōǳǎƛƴŜǎǎΦ IŜ 
also does not usually have a voice in the management of the business of the firm, but he is liable 
to outsiders as an actual partner. 

Partner by estoppel or holding out:  

If a person, by his words or conduct, holds out to another that he is a partner, he will be stopped 
from denying that he is not a partner. The person who thus becomes liable to third parties to 
pay the debts of the firm is known as a holding out partner. 

There are two essential conditions for the principle of holding out : (a) the person to be held out 
must have made the representation, by words written or spoken or by conduct, that he was a 
partner ; and (6) the other party must prove that he had knowledge of the representation and 
acted on it, for instance, gave the credit. 

Partner in profits only:  

When a partner agrees with the others that he would only share the profits of the firm and 
would not be liable for its losses, he is in own as partner in profits only. 

Minor as a partner: 

A partnership is created by an agreement. Thus, at the time of creation of a firm a minor cannot 
be one of the parties to the contract. But under section 30 of the Indian Partnership Act, 1932, a 
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ƳƛƴƻǊ ΨŎŀƴ ōŜ ŀŘƳƛǘǘŜŘ ǘƻ ǘƘŜ ōŜƴŜŦƛǘǎ ƻŦ ǇŀǊǘƴŜǊǎƘƛǇΩΣ ǿƛǘƘ ǘƘŜ ŎƻƴǎŜƴǘ ƻŦ ŀƭƭ ǇŀǊǘƴŜǊǎΦ ! ƳƛƴƻǊ 
partner is entitled to his share of profits and to have access to the accounts of the firm for 
purposes of inspection and copy. He, however, cannot file a suit against the partners of the firm 
for his share of profit and property as long as he remains with the firm. His liability in the firm 
will be limited to the extent of his share in the firm, and his private property cannot be attached 
by creditors. 

Secret partner: 

 The position of a secret partner lies between active and sleeping partner. His membership of 
the firm is kept secret from outsiders. His liability is unlimited and he is liable for the losses of 
the business. He can take part in the working of the business. 

Sub- partner: 

A partner may associate anybody else in his share in the firm. He gives a part of his share to the 
stranger. The relationship is not between the sub-partner and the firm but between him and the 
partner. He is not liable for the debts of the firm. 

 

Partnership deed: 
      In a partnership firm, there is a collective and separate responsibility of partners. The acts of 
the partners in usual course of business bind the firm. If the partners work with understanding 
and co-operation, then the partners will work smoothly. If there is a suspicion among them, 
then conflicts among partners are bound to be there. If the areas of dispute, conflict or 
suspicion are spotted earlier and a clear understanding is reached, then the business can run 
smoothly. So, partnership agreement or deed is a document which is prepared to explain 
important points so that the changes of conflict are minimized. Partnership deed forms the basis 
of partnership. It includes all important clauses like name of  business, contribution of capital, 
sharing of profits, mode of management etc. the deed must be signed by the partners. The 
partnership deed can both be oral or in writing. A written agreement, however, should be 
preferred because nobody can dispute the contents. 
Contents: 
  Some of the important clauses to be included in a partnership deed are: 

a. The name of the firm; 
b. Names and addresses of partners; 
c. Nature of business proposed to be carried on by the firm; 
d. The total amount of capital and contributions by each partner; 
e. The extent to which partners are to take part in the management of the business; 
f. Amount of withdrawals to be allowed to each partner; 
g. The profit sharing ratio; 
h. The amount of salary or commission payable to any partner for the services rendered to 

the business; 
i. Rate of interest to be allowed on capital as well as rate of interest to be charged on 

drawings; 
j. Division of power and duties among partners; 
k. The method of evaluating goodwill at the time of admitting a new partner or at the time 

of retirement or death of a partner; 
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l. Procedure for dissolution of the firm and settlement of accounts; 
m. Maintenance of books of account and audit of accounts; and 
n. Arbitration clause for settlement of disputes among the partners. 

 
Ideal partnership: 

1. Understanding among partners: 

      There should be a perfect understanding among partners. They should not doubt each 

other. Every partner should try his best to promote a common cause. The partners should 

be persons who know each other well for fairly a long period. 

2. Good faith: 

     The partners should have faith in each other. No partner should try to deceive others. 

They should trust each other and should feel that their interests are common. It is 

necessary that the number of partners should be less. 

3. Sufficient capital: 

    The capital requirements of the business should be met timely. Generally, long-term 

funds should be provided by the partners themselves and short-term funds may be 

arranged from other sources. There should be some check on personal drawings also. 

4. Long duration: 

      The duration of the partnership should be long so that the business may be properly 

set up. The partners get time to understand each other and can create a team spirit. It 

should be a constant endeavour of all the partners to extend the life of partnership and 

create an atmosphere of mutual faith and understanding. 

5. Balance of skill and talent: 

         The partners should have an experiences  of all fields. One should be expert in 

financing, another in marketing and the third in production. There should be a balance in 

skill and talent so that all the functions are properly attended. 

6. Written agreement: 

         The agreement among partners should be in writing. The duties and powers of 

various partners should be clearly defined and should be in writing. This will help in 

avoiding the misunderstanding at a latter date. 

7. Registration: 

         Though the registration of a firm is not compulsory but still it should be got 

registered with the Registrar of Firms. An unregistered firm cannot sue outsiders, 

although the outsiders can sue the firm. 

Rights and obligations: 

          The relationship of partners among themselves, their rights and obligations are generally 

given in the partnership deed. If partnership deed is silent about it, then the partners shall have 

rights and obligations mentioned in the Partnership Act. 
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Rights of a Partner: 

A. Every partner has a right to take part in the conduct and management of the business. 

B. Every partner has a right to be consulted before taking important decisions. The 

decisions should be taken by mutual consent. 

C. If the decisions are unimportant, then they can be enforce by majority, but consensus of 

all partners is necessary for taking important decisions. 

D. The partners have a right to inspect books of accounts. 

E. Every partner will have an equal share in profits, unless otherwise mentioned, in 

partnership deed. 

F. No new partner can be admitted into partnership without the consent of all partners. 

G. Every partner has a right to receive interest at the rate of 6% per annum on the excess 

money supplied over his capital. 

H. Every partner has a right to be indemnified by the firm in respect of expenses incurred 

or losses suffered for the normal conduct of the business. 

I.  A partner has a right to get the firm dissolved under appropriate circumstances. 

J. The property of the firm shall be held and used exclusively for the purpose of the 

business 

Obligations of a Partner: 

i) Every partner should carry on the business to the greatest common advantage. He must 

perform his duties honestly and diligently. 

ii) A partner is not entitled to get remuneration for the conduct of business, unless 

otherwise it is specially mentioned in the partnership deed 

iii) A partner must indemnify the firm for loss suffered because of his fraudulent conduct or 

willful neglect. 

iv) A partner is bound to keep and render true and correct accounts of the business. 

v) A partner cannot carry on a competing business. If he carries on such business he shall 

account for and pay to the firm all profits made by him in that business. 

vi) A partner is bound to act within the scope of his authority. 

vii) No partner can make a secret partner of the partnership business by way of commission, 

etc. If he does so, he must return the money to the firm. 

Joint Hindu Family 

      Another form of business organisation is Joint Hindu Family or undivided Hindu family. 

However, this form of organisation is prevalent in India only and that too among Hindus as the 

name itself is indicative. It also does not have separate and distinct legal entity from that of its 

members who constitute it. The membership in this can be acquired only by birth or by marriage 

to a male person who is already a member of a Joint Hindu Family. A Joint Hindu Family consists 

of common ancestor, which is a must to bring a J.H.F. into existence all his male descendants 
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upto any generation along with their wives and unmarried daughters. The death of a common 

ancestor does not bring the Joint Hindu Family to an end. All the affairs of Joint Hindu Family are 

ŎƻƴǘǊƻƭƭŜŘ ŀƴŘ ƳŀƴŀƎŜŘ ōȅ ƻƴŜ ǇŜǊǎƻƴ ǿƘƻ ƛǎ ƪƴƻǿƴ ŀǎ ΨYŀǊǘŀΩ ƻǊ ΨaŀƴŀƎŜǊΩΦ IŜ ƛǎ ƘŀǾƛƴƎ ŀ ǾŜǊȅ 

unique position which no other office of any organisation in the world is having. The liability of 

ΨƪŀǊǘŀΩ ƛǎ ǳƴƭƛƳƛǘŜŘ ōǳǘ ǘƘŜ ƻǘƘŜǊ ƳŜƳōŜǊǎ ƛǎ ƭƛƳƛǘŜŘΦ This type of business is based on two 

schools. They are Dayabhaga and Mitakshara. However, in Dayabhaga Joint Hindu Family  the 

concept of birth right is unknown and the property devolves by inheritance. In mitakshara Joint 

Hindu Family, property cannot be alienated either by father or by any other coparcener 

ordinarily. Under the old Hindu Law, female was not entitled to any share in the property. But 

with the passage of Hindu succession act of 1956 even female have been included in the list of 

persons who acquire share in succession. 

Characteristics: 

1. Governed by Hindu Law: 

     The control and management of the Joint Hindu Family firm is done according to the 

uncodified or codified Hindu Law. The uncodified Hindu Law consists of two schools, 

mitakshara and dayabhaga. In the same way  rights and duties of its members are 

governed by uncodified Hindu Law. 

2. Membership by birth: 

    The membership of the family can be acquired only by birth. Whosoever is born in the 

family becomes a member. By adoption, an outsider can be admitted to its membership, 

because adoption is considered to be replantation in the family by which a person is 

being adopted. Marriage with the male member also confers membership. This is by 

virtue of the fact that they are married  to a person who is having membership by birth. 

3. Management: 

     The family affairs are managed by the senior most male member of the family known 

ŀǎ ΨYŀǊǘŀΩ ƻǊ ΨaŀƴŀƎŜǊΩΦ ¢ƘŜ ǇƻǿŜǊǎ ƻŦ ƳŀƴŀƎŜƳŜƴǘ ŀǊŜ unlimited. But the management 

is more effective due to the natural  and affection with the members of a family. The 

ƳŜƳōŜǊǎ ŀƭǎƻ ƘŀǾŜ Ŧǳƭƭ ŦŀƛǘƘ ŀƴŘ ŎƻƴŦƛŘŜƴŎŜ ƻƴ Ψ ƪŀǊǘŀΩΦ Only karta is entitled to deal 

with third parties. 

4. Limited liabilities of others: 

      All the members in a Joint Hindu Family have limited liability to the extent  of 

property which is jointly held by the family. The self-acquired property of any member 

cannot be taken in order to satisfy the loans taken by the family. However, karta is also 

personally liable for loan taken on promissory note. 

5. Continuity: 

      As it has already been discussed in the introduction, the death in the family does not 

brig the joint family firm to an end. It continues forever. There is no limit to its 

membership number also. 
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6. Minor also a member: 

       In partnership firm minor cannot become a partner. This is an important feature of 

this business organisation that a person from its very birth becomes  the member. 

7. Accounts: 

     As discussed earlier accounts are maintained by karta but this is not obligatory on his 

part. He is not accountable to any member and no member can ask what are the profits 

and losses of a transaction. 

8. Implied authority of karta: 

     There is implied authority in favour of karta to contract debts and pledge the credit 

and property of the family for ordinary purposes of family business. No other member is 

having such an authority. 

Advantages: 

1. Centralised management: 

      The management of a Hindu joint family firm is centralised  in the hands of one man 

ƪƴƻǿƴ ŀǎ ΨƪŀǊǘŀΩΦ He takes all decisions and gets them implemented with the help of 

other members. He may be managing rightly or wrongly. No other member interferes in 

his management. 

2. Utmost secrecy: 

      The business requires secrecy of facts regarding it. As in Joint Hindu Family firm only 

karta is to manage the entire show. He can do it with utmost secrecy which no other 

business can maintain, he can keep a thing secret even from the members of the firm. 

3. Quick decision: 

      In Joint Hindu Family firm, as karta is only decision maker, he can take a very quick 

decision. It is further advantageous that the decision is final and unchallengable. 

4. Credit facilities: 

      In Joint Hindu Family firm the credit facilities are more. One reason for this is that 

the liability of the karta is unlimited. There is also a pious obligation on the part of sons 

of karta to satisfy even unsatisfied debts raised by him during his life time. 

5. Work according to capacity: 

     A physically handicapped or partly disabled member may be assigned a little work or 

no work at all. A person who is more strong than others may be assigned work of 

physical nature. Infants are not required to do any work at all. This is a great advantage 

of Joint Hindu Family firm. 

6. Natural love between members: 

    In Joint Hindu Family firm, it is the natural love and affection which the members are 

having for each other. Due to this, they are ignoring the shortcomings of each other and 

help to run the business more smoothly and efficiently. 
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7. Economy: 

     In a business, for its success, economy is a must. It is well balanced and maintained in 

Joint Hindu Family firm. The family is concerned with profits as they are to form the part 

of joint family property. Karta spends money with great caution and economy. 

8. Limited liability: 

     The liability of all the members of the family firm is limited to their undivided shares 

in the property of the family. But karta has unlimited liability. This is great advantage of 

Joint Hindu Family firm. 

Disadvantages: 

1. No reward for efficiency: 

     All the members of the family are provided with basic needs and other facilities. The 

persons who work more efficiently and dedicatedly are not rewarded for their work. So 

efficient workers are also tempted to work less. It encourages laziness on the part of 

family members. The members try to avoid work. 

2. Limited capital: 

      The investments are limited only upto the resources of one family. They may not be 

sufficient to meet business requirements for expansion. 

3. Limited managerial skill: 

       Only the eldest male member of the family is to manage the family business. He is 

performing all the functions of the management. He may not be well conversant with 

the knowledge of business skill and other problems of the business management. 

4. Suspicion: 

     The karta is empowered with vast power of secrecy and he can keep a thing secret 

even from its members. This gives birth to suspicion among the members themselves 

which can be disastrous for the Joint Hindu Family. 

Joint stock company 

      The limitations of sole-proprietorship and partnership forms of ownership gave birth to joint 

stock company form of organisation. Two important limitations of earlier forms of organisation 

were inadequacy of funds and unlimited  liability. The demand of business for funds increased 

with the expansion and development of trade and industry. The joint stock company  form of 

organisation provide an answer to the difficulties faced by earlier forms. The liability of 

members is limited and the participation of large number of persons helps in raising more and 

more funds . The present trend of industrial enterprises is to increase their size through 

expansion and diversification. This tendency is ascribed to two reasons, namely technological 

improvement and economic factors. Since industrial revolution in England there has been a 

constant improvement in technology. Large scale production is also associated with a number of 

economies in buying, selling and production. The result of expansion, whether due to technical 

factors or economic factors has been the demand for enormous capital. Joint stock company 
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organisation was started first in Italy in 13th century. During 7th and 8th centuries, joint stock 

companies were formed in England under royal charter or acts of parliament. The speculative 

ōǳǎƛƴŜǎǎ ƻŦ ŎƻƳǇŀƴƛŜǎ ƭŜŘ ǘƻ ǘƘŜ ǇŀǎǎŀƎŜ ƻŦ ΨōǳōōƭŜǎ ŀŎǘ ƻŦ мтнлΩΦƛƴ India the first companies ac 

was passed in 1850 and the principle of limited liability was introduced only in 1857. A 

comprehensive bill was passed in 1956. 

Definitions: 

      According to L.H. HaneyΣ ά !  Ƨƻƛƴǘ ǎǘƻŎƪ ŎƻƳǇŀƴȅ ƛǎ ŀ ǾƻƭǳƴǘŀǊȅ ŀǎǎƻŎƛŀǘƛƻƴ ƻŦ ƛƴŘƛǾƛŘǳŀƭǎ ŦƻǊ 

profit, having a capital divided into transferable shares, the ownership of which is the condition 

ƻŦ ƳŜƳōŜǊǎƘƛǇΦέ 

      According to James Stephenson, a company ƛǎ άŀƴ ŀǎǎƻŎƛŀǘƛƻƴ ƻŦ Ƴŀƴȅ ǇŜǊǎƻƴǎ ǿƘƻ 

ŎƻƴǘǊƛōǳǘŜ ƳƻƴŜȅ ƻǊ ƳƻƴŜȅΩǎ ǿƻǊǘƘ ǘƻ ŀ ŎƻƳƳƻƴ ǎǘƻŎƪ ŀƴŘ employ it in some trade or 

ōǳǎƛƴŜǎǎΣ ŀƴŘ ǿƘƻ ǎƘŀǊŜ ǘƘŜ ǇǊƻŦƛǘ ŀƴŘ ƭƻǎǎ ŀǊƛǎƛƴƎ ǘƘŜǊŜ ŦƻǊƳΦέ 

      According to Section 3 of Indian Companies Act 1956Σ ά ! company means a company 

ŦƻǊƳŜŘ ŀƴŘ ǊŜƎƛǎǘŜǊŜŘ ǳƴŘŜǊ ǘƘƛǎ ŀŎǘΦέ 

Characteristics: 

1. Association of persons: 

        A  company is an association of person joining hands with a common motive. A 

private limited company must have at least seven members to get it registered. 

Furthermore, the number of shareholders should not exceed 50 in private companies 

but there is no maximum limit for the members in a public limited company. 

2. Independent legal entity: 

        The company is created under law. It has a separate legal entity  apart from its 

members. A company acts independently of its members. The company is not bound by 

the acts of its members and members do not act as agents of the company. A person 

can own its shares and can be its creditor too. The life of the company is not is 

independent of the lives of its members. The company can sue and be sued   in its own 

name.  

3. Limited liability: 

          The liability of its  shareholders is limited to the value of shares they have 

purchased. In case the company incurs huge liabilities, the shareholders can only be 

called upon to pay the unpaid balance on  their shares. The company being a separate  

legal  entity can incur debts in its own name and the shareholders will not be personally 

liable for that. 

4. Common seal: 

       A company being an artificial person cannot put its signatures. The law requires 

every company to have a  seal of the company is affixed on all important documents and 

contracts as a token of signature. The directors must witness the affixation of the seal. 
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5. Transferability of shares: 

         The shares of a company can be  transferred by its members. Whenever the 

members want to dispose off the shares, they can do so by following the procedure 

devised for this purpose.  However, private companies can put more restrictions on 

transfer on transferability of shares, virtually making it zero. 

6. Separation of ownership and management: 

    The shareholders of a company are widely scattered. A shareholder may like to invest 

money but may not be interested in its management. The companies managed by the 

Board of Directors. The ownership and management are in two separate hands.  The  

shareholders do not get any right to participate in company management. The right to 

manage company affairs is vested in the directors who are elected representatives of 

the shareholders.  

7. Perpetual existence: 

       The company has a permanent existence. The shareholders may come or may go 

but the company will go on forever.  The continuity of the company is not affected by 

death., lunacy or insolvency of its shareholders. The company  can be wound up  only by 

the operation of law. . 

8. Corporate finance: 

          A Joint Stock Company, generally, raises large amounts of funds. The capital is 

divided into shares of small denomination. A large number of persons purchase shares 

and contribute to the capital of the capital of the company. Since there is no limit on 

number of maximum members   in public companies, large amounts of sources can be 

raised from persons in different walks of life. 

9. Centralised  and delegated management: 

            A joint Stock Company is an autonomous and self-governed body. The 

shareholders being large in number cannot look after the day-to-day activities of the 

company. They elect Board of Directors in general body meeting for managing the 

company. All  Policies of the company6 are decided by a majority vote. All important 

decisions are taken in a democratic way. The centralized management and democratic 

functioning brings  in unity of action. 

10. Publication of accounts: 

            A Joint Stock Company is required to file annual statements with the Registrar  of 

Companies  at the end of a financial year. The annual statements are available for 

inspection in the office of the registrar.  

Advantages: 

1. Accumulation of large resources: 

          A company can collect large sum of money from  large number of shareholders. 

There is no limit on the number of shareholders in a public company. If need for more 

funds arise, the number of shareholders can be increased. Joint stock companies are  

suitable for those businesses where large resources are required. 
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2. Limited liability: 

              The liability of members in a company  form of organisation is limited to the 

nominal value of the shares they have acquired. If a person has purchased a share of Rs. 

100, his liability is limited to Rs. 100 only. If the shares is partly paid, then he can be 

required to pay only the unpaid value of the shares. The limited liability encourages 

many persons to invest in shares of joint stock companies.  

3. Continuity of existence: 

          When a company is incorporated, it become a separate legal entity. It is an entity 

with perpetual succession. The death or insolvency of members does not in any  way 

affect the corporate existence of the company. The continuity of a  company is not only 

in the interests of the members but is also beneficial for the society. 

4. Efficient management: 

           In company form of organisation, ownership  is separate from management. It 

enables the company to appoint expert and qualified persons for managing various 

business functions.  The efficient management will help the company to expand and 

diversify its activities. 

5. Economies of large scale production: 

          With the availability of large resources. The company can organise production on a 

big scale. The increase scale and size of the business will result in economics in 

production, purchase,  marketing and management, etc. These economics will enable 

the company to  produce goods at a lower cost, thus resulting in more profits.  

6. Transferability of shares: 

      The shares of a public company are freely transferable. A shareholder can dispose of 

his shares at any time when the market conditions are favourable  or he is in need of 

money. The company does not  return share-money before its winding up  but 

shareholders can easily  sell their shares through stock exchange market. Stock 

Exchange provides  a ready market for the purchase and sale of shares. The facility of 

transferring shares encourages many persons to invest. 

7. Ability to cope with changing business environment: 

         The present business enterprises operate under uncertain  economic and 

technological environments. Technological changes are taking place every day. The 

needs of  consumers are  varied and changing, to cope with the changing economic  

environment every business is required to invest money on research and developmental 

programmes .  Joint stock companies can afford to invest  money on research  projects.  

8. Diffused risk: 

           In company form of organisation, the number of contributories is large; so risk is 

shared by a large number of persons. The burden to be shared by different individuals 

becomes signification. It enables companies to take u new ventures. 

9. Democratic set-up: 

        The values of shares is generally small. It enables persons with low incomes to 

purchase the shares of companies. Shareholders  come from all walks of life. Every 
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individual has an opportunity to become a shareholder. Secondly, the Board of Directors 

is elected by the members. The company form of organisation is democratic both from 

ownership and management side. 

10. Social benefits: 

          The company form of organisation mobilizes scattered savings of the community. 

These savings can be better used for productive purposes. The  companies also enable 

financial institutions to invest their money by providing them avenues. It also enable the 

utilisation of natural resources for better productive uses. 

Disadvantages: 

1. Difficulty of formation: 

          Promotion of a company is not an easy task. A number of stages are involved in 

company promotion. The suitability of a particular type of business is to be decided first.  

A number of persons should be ready to associate for getting a company incorporated. 

A lot of legal formalities are required to be performed at the time of registration. 

Promotion of a company is both expensive and risky. 

2. Separation of ownership and management: 

         The ownership and management of a public company is in different hands. The 

owners i.e., shareholders play an insignificant role in the working of  the company.  The 

management may indulge in speculative business activities. There is no direct 

relationship between efforts and  rewards. The profits of the company belong to 

shareholders and the Board  of Directors are  paid only a commission.                                                                                        

3. Evils of factory system: 

       The company form of organisation leads to larger-scale production. The evils of 

factory system like insanitation, air pollution, congestion of cities are attributed to joint 

stock companies. Joint stock companies facilitate formulation of business combinations 

which ultimately leads to the monopolistic control and  exploitation of consumers. 

           

4. Speculation in shares: 

       The  joint stock companies facilitate speculation in the shares at stock exchanges. 

The prices  of shares depend upon both economic and non-economic factors. The 

speculators try to  fluctuate the prices of shares according to  their suitability. The stock 

exchange will not help the growth of healthy investment when speculative activities are 

being carried on.  

5. Fraudulent management: 

        The promoters and directors may indulge in fraudulent practices. The management 

is in the hands of those persons who have not invested much in the company. The 

Company Law has devised methods to check fraudulent practices but they have not 

proved enough to check them completely. 
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6. Lack of secrecy: 

          The management of companies remains in the hands of many persons. Everything 

is  discussed in the meetings of Board of Directors. The trade secrets cannot be 

maintained. In case of sole trade and partnership concerns such secrecy is  possible 

because a few persons are involved in management. 

7. Delay in decision making: 

          In company form of organisation no single individual can make a policy decision. 

All important decisions are taken either by the Board of Directors or are referred to 

general house. Decision-taking process is time consuming. If some business opportunity 

arises and a quick decision is needed, it will not be possible to arrange meetings all of a 

sudden. So many opportunities may be lost because of a delay in decision-making. 

8. Concentration of economic power: 

          The company form of organisation has helped concentration of economic power in 

a few hands. Some persons become directors in a number of companies and try to 

formulate policies which promote subsidiary companies. Interlocking of directionship 

and establishment of subsidiary companies have facilitated concentration  of economic  

power in the hands of a few business houses. 

9. Excessive state regulations: 

         A large number of rules and regulations are framed for the working of the 

companies. The companies will have to follow rules even for their internal working. The 

government tries to regulate the working of the companies because large public money 

is  involved. The formalities are many and the penalities  for their non-compliance are 

heavy. This often detracts companies from their main objectives for  which they have 

been formed. 

TYPES OF COMPANY  

 

Joint stock company can be of various types. The following are the important types 

of company: 

 

1. Classification of Companies by Mode of Incorporation  

Depending on the mode of incorporation, there are three classes of joint stock  

companies. 

A. Chartered companies. These are incorporated under a special charter by a monarch. The 

East India Company and The Bank of England are examples of chartered incorporated in 

England. The powers and nature of business of a chartered company are defined by the charter 

which incorporates it. A chartered company has wide powers. It can deal with its property and 

bind itself to any contracts that any ordinary person can. In case the company deviates from its 

business as prescribed by the charted, the Sovereign can annul the latter and close the 

company. Such companies do not exist in India.  

B. Statutory Companies. These companies are incorporated by a Special Act passed by the 
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Central or State legislature. Such companies do not have any memorandum or articles of 

association. They derive their powers from the Acts constituting them and enjoy certain powers 

that companies incorporated under the Companies Act have. Alternations in the powers of such 

companies can be brought about by legislative amendments. The provisions of the Companies 

Act shall apply to these companies also except in so far as provisions of the Act are inconsistent 

with those of such Special Acts [Sec 616 (d)]. 

C.  Registered or incorporated companies. These are formed under the Companies Act, 1956 or 

under the Companies Act passed earlier to this. Such companies come into existence only when 

they are registered under the Act and a certificate of incorporation has been issued by the 

Registrar of Companies. This is the most popular mode of incorporating a company. 

2. Classification of Companies by Mode of liability: 

A. Companies limited by Shares : These types of companies have a share capital and the 

liability of each member or the company is limited by the Memorandum to the extent of 

face value of share subscribed by him. In other words, during the existence of the 

company or in the event of winding up, a member can be called upon to pay the amount 

remaining unpaid on the shares subscribed by him. Such a company is called company 

limited by shares. A company limited by shares may be a public company or a private 

company. These are the most popular types of companies.  

 

B. Companies Limited by Guarantee : Each member promises to pay a fixed sum of money 

specified in the Memorandum in the event of liquidation of the company for payment of 

the debts and liabilities of the company [Sec 13(3)] This amount promised by him is called 

ΨDǳŀǊŀƴǘŜŜΩΦ ¢ƘŜ !ǊǘƛŎƭŜǎ ƻŦ !ǎǎƻŎƛŀǘƛƻƴ ƻŦ ǘƘŜ ŎƻƳǇŀƴȅ ǎǘŀǘŜ ǘƘŜ ƴǳƳōŜǊ ƻŦ ƳŜƳōŜǊ 

with which the company is to be registered [Sec 27 (2)]. Such a company is called a 

company limited by guarantee. Such companies depend for their existence on entrance 

and subscription fees. They may or may not have a share capital. The liability of the 

member is limited to the extent of the guarantee and the face value of the shares 

subscribed by them, if the company has a share capital 

C.  Unlimited Companies : Section 12 gives choice to the promoters to form a company with 

or without limited liability. A company not having any limit on the liability of its members 

ƛǎ ŎŀƭƭŜŘ ŀƴ ΨǳƴƭƛƳƛǘŜŘ ŎƻƳǇŀƴȅΩ ώ{ŜŎ мнόŎύϐΦ !ƴ ǳƴƭƛƳƛǘŜŘ ŎƻƳǇŀƴȅ Ƴŀȅ ƻǊ Ƴŀȅ ƴƻǘ ƘŀǾŜ 

a share capital. If it has a share capital it may be a public company or a private company. 

If the company has a share capital, the article shall state the amount of share capital with 

which the company is to be registered [Sec 27 (1)]. 

3. On the Basis of Transferability of Shares  

On the basis of transferability of shares, a company may be :  

(1) Private Company, and (2) Public Company.  

A. Private Company  

According to Sec. 3(1) (iii) of the Indian Companies Act, 1956, a private company  

is that company which by its articles of association : 

i) limits the number of its members to fifty, excluding employees who are 
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members or ex-employees who were and continue to be members;  

ii) restricts the right of transfer of shares, if any;  

iii) prohibits any invitation to the public to subscribe for any shares or debentures 

of the company.  

 

Where two or more persons hold share jointly, they are treated as a single member. According 

to Sec 12 of the Companies Act, the minimum number of members to form a private company is  

ǘǿƻΦ ! ǇǊƛǾŀǘŜ ŎƻƳǇŀƴȅ Ƴǳǎǘ ǳǎŜ ǘƘŜ ǿƻǊŘ άtǾǘέ ŀŦǘŜǊ ƛǘǎ name. 

B.  Public company 

            According to Section 3 (1) (iv) of Indiaƴ /ƻƳǇŀƴƛŜǎ !ŎǘΦ мфрс ά! ǇǳōƭƛŎ ŎƻƳǇŀƴȅ ǿƘƛŎƘ ƛǎ 

ƴƻǘ ŀ tǊƛǾŀǘŜ /ƻƳǇŀƴȅέΣ 

          If we explain the definition of Indian Companies Act. 1956 in regard to the public company, 

we note the following : 

i) The articles do not restrict the transfer of shares of the company  

ii) It imposes no restriction no restriction on the maximum number of the members 

on the company.  

iii) It invites the general public to purchase the shares and debentures of the 

companies  

III. On the basis of Ownership  

On the basis of Ownership, a company may be classified into :  

1. Holding companies, and  

2. Subsidiary Company  

1. Holding Company [Sec. 4(4)].   

          A company is known as the holding company of another company if it has control over 

the other company. According to Sec 4(4) a company is deemed to be the holding company 

of another if, but only if that other is its subsidiary. 

A company may become a holding company of another company in either of the 

following three ways :- 

a) by holding more than fifty per cent of the normal value of issued equity capital 

of the company; or  

b) By holding more than fifty per cent of its voting rights; or  

c) by securing to itself the right to appoint, the majority of the directors of the  

other company , directly or indirectly. 

¢ƘŜ ƻǘƘŜǊ ŎƻƳǇŀƴȅ ƛƴ ǎǳŎƘ ŀ ŎŀǎŜ ƛǎ ƪƴƻǿƴ ŀǎ ŀ ά{ǳōǎƛŘƛŀǊȅ ŎƻƳǇŀƴȅέΦ ¢Ƙƻugh the two 

companies remain separate legal entities, yet the affairs of both the companies are managed 

and controlled by the holding company. A holding company may have any number of 

subsidiaries. The annual accounts of the holding company are required to disclose full 

information about the subsidiaries. 

2. Subsidiary Company. [Sec. 4 (I)]. A company is know as a subsidiary of another company 

when its control is exercised by the latter (called holding company) over the former called a 

subsidiary company. Where a company (company S) is subsidiary of another company (say 
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Company H), the former (Company S) becomes the subsidiary of the controlling company 

(company H). 

3. Government Companies. A Company of which not less than 51% of the paid up capital is held 

by the Central Government of by State Government or Government singly or jointly is known as 

a Government Company. It includes a company subsidiary to a government company. The share 

capital of a government company may be wholly or partly owned by the government, but it 

ǿƻǳƭŘ ƴƻǘ ƳŀƪŜ ƛǘ ǘƘŜ ŀƎŜƴǘ ƻŦ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ Φ ¢ƘŜ !ƴƴǳŀƭ wŜǇƻǊǘ ŀƭƻƴƎ ǿƛǘƘ ǘƘŜ ŀǳŘƛǘƻǊΩǎ 

report are placed before both the House of the parliament.  

4.Non-Government Companies. All other companies, except the Government Companies, are 

called non-government companies. They do not satisfy the characteristics of a government 

company as given above.  

V. On the basis of Nationality of the Company  

a) Indian Companies : These companies are registered in India under the Companies Act. 

1956 and have their registered office in India. Nationality of the members in their case is 

immaterial.  

b) Foreign Companies : It means any company incorporated outside India which has an 

established place of business in India [Sec. 591 (I)]. A company has an established place 

of business in India if it has a specified place at which it carries on business such as an 

office, store house or other premises with some visible indication premises. Section 592 

to 602 of Companies Act, 1956 contain provisions applicable to foreign companies 

functioning in India. 

Incorporation of a company: 
           A company being an artificial entity co9mes into existence only after its registration with 
the Registrar of Companies. A number of formalities have to be completed before a request is 
made to the Registrar for its registration. A legal process has to be completed before a company 
obtains a separate legal entity. The important documents has to submitted for the incorporation 
of a company. The following are the steps: 
Steps: 
    Before getting a company registered, a number of steps have to be taken up: 

1. Application for approval of name: 
     The first step in getting a company incorporated is of obtaining the approval of name 
from registrar of companies. A company may adopt any name which is not prohibited 
under the Emblems and Names Act, 1950 and which is not identical with or does not 
closely resemble the name of a company already registered. The  registrar is expected to 
approve the name within 14 days of the receipt of application. The proposed name must 
be registered within 3 months from the date of intimation by the registrar failing which 
the promoter will have to apply again to the registrar for the revalidation of the 
approval. 

2. Memorandum of Association: 
    The memorandum of association is the most important document of the company 
among all. It is the charter which sets out the constitution of the company. It defines the 
objectives, powers, scope and relations with outsiders. It is the foundation of the 
company on which the structure is build. While designing the memorandum of 
association, the contents should be divided into clauses, printed and serially numbered. 
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The document should be signed by at least two subscribers in case of private company 
and seven in case of public company. The names, occupations, addresses of the 
shareholders and the shares subscribed by each member should be mentioned against 
their names. The memorandum can be inspected by any person on the payment of a 
nominal fee. It is very difficult to alter the clauses in the memorandum. So, it should be 
prepared carefully with a foresight keeping in view the long term needs of the company. 
      The following are the clauses that a MOA contains: 

a. Name clause: 
    The name of the company should be specified in this clause. A company can choose 
any name it likes. But it should fulfill certain conditions which are as follows: 

¶ The company should not use any name which is objectionable or identical or similar 
name of an existing company. Further the prohibited names contained in the 
Emblems and Names Act, 1950 and also the names resembling the government 
bodies should not be used. 

¶ ¢ƘŜ ǿƻǊŘǎ άǇǾǘΦ [ǘŘΦέ ƛƴ ŎŀǎŜ ƻŦ ǇǊƛǾŀǘŜ ŎƻƳǇŀƴƛŜǎ ŀƴŘ ǘƘŜ ǿƻǊŘ ά[ǘŘΦέ ƛƴ ŎŀǎŜ ƻŦ 
public company should be added at the end of their names. 

¶ Any names which convey any connection or link with a government department 
should not be used. 

¶ In case of companies which are formed for promoting arts, culture, commerce etc. 
The word need not be added at the end of their names 

  The names of the company must be exhibited in front of the factory, place of business, 
registered office and administrative office of the company. The names should also be 
printed on all letters, cheques, notices, bills and all official publications in one of the 
local language as well as in English. 

b. Situation clause: 
    Every company will have a registered office. This clause should specify the place and 
the state in which the registered office. This is located. It is necessary to determine the 
legal jurisdiction and make correspondence with the management of the company. In 
case, the registered office is not confirmed on the date of incorporation of the company, 
it should communicate the address to the registrar(within 30 days of its incorporation). 

c. Objective clause: 
      This is the core clause among all clauses. The objective of the company and nature of 
business should be stated in this clause. It determines the powers of the company. The 
company is not authorised to take up any business outside the scope of this clause. 
From this clause, the shareholders and creditors can know the purpose for which their 
money is utilised. For instance, banking companies are not empowered to undertake 
insurance business. 

d. Liability clause: 
     The extent and nature of the liability of shareholders should be stated in this clause. 
The shareholders are liable to discharge the debts of the company. The liability may be 
limited to the extent of share capital or additional guarantee. So, it should be clearly 
stated whether the liability is limited to the face value of share or extended to the 
guaranteed amount. 

e. Capital clause: 
      This clause states the registered capital of the company. The division of capital into 
shares of different denominations, the number of each category and value of shares are 
also mentioned in this clause.   
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            In case, the capital comprises preference and equity shares, the extent of each 
category should be specified. A company is not authorised to issue shares over and 
above registered or authorised capital. 

f. Subscription and association clause: 
       This clause contains a declaration by the members. The signatories on the 
memorandum of association make a declaration stating that they undertake to form a 
company collectively, agree to subscribe the specified shares and conduct the business 
jointly. The names, addresses and occupations of such subscribers should be mentioned. 
At least two persons in case of a private company and seven in the case of a public 
company should sign on the declarations. The declarants should subscribe at least one 
share each. 

Alterations: 
        The company law has prescribed a procedure for making changes in different clauses. The 
provisions relating to such changes are given below: 

¶ With regards to a change of name clause, prior permission of the central government 
is required. On the other hand a special resolution should be adopted by the 
shareholders. Subsequently the change of name can be effected with the consent of 
the registrar. 

¶ In case of registered office is to be shifted from one place to another place, the 
permission of the company law board is required. Earlier this power was vested with 
the court, but later it was transferred to the law board. 

¶ The object clause is the most vital clause in the memorandum. It can be altered by the 
special resolution of the shareholders and with the permission of the company law 
board. A copy of the resolution should be filed with the registrar within 30 days of 
passing such resolution. After obtaining his approval, this clause is modified or altered. 

¶ An alteration in capital clause involving an increase in the authorised  capital can be 
enforced by passing ordinary resolution of the shareholders. A change in this clause is 
also brought for consolidation of shares, re-organisation of capital, spliting the shares 
and conversion of shares into stocks. In case of reduction of capital a special resolution 
of shareholders and the consent of court is required. 

3. Articles of Association: 
                  The rules and regulations which are used to manage day-to-day operations of the 
ŎƻƳǇŀƴȅ ŀǊŜ ƪƴƻǿƴ ŀǎ ά!ǊǘƛŎƭŜǎ ƻŦ !ǎǎƻŎƛŀǘƛƻƴέΦ ²ƘƛƭŜ ǘƘŜ ƳŜƳƻǊŀƴŘǳƳ ƻŦ ŀǎǎƻŎƛŀǘƛƻƴ ŘŜŦƛƴŜ 
the objectives, the articles devise ways and means to achieve the objectives. They lay down the 
relations  between the members themselves and the company and members. The articles 
determine the powers and liabilities of the directors, shareholders, other officers etc. Every 
company has to prepare the articles and file them with the registrar along with memorandum. 
In case, a company cannot prepare its own articles, it can adopt the model set of articles as 
provided in the companies act. It contains 99 rules and regulations. 
Contents: 
    The following are the contents of the articles of association: 

¶ Different kinds of shares and the rights attached to them. 

¶ Mode of allotment of shares and calls on shares 

¶ Procedure of issuing share certificates and share warranties; method of conversion 
of shares into stocks. 

¶ Procedure for transfer of shares, forfeiture and reissue shares and lien thereon 

¶ Payment of commission on underwriting and brokerage on shares and debentures. 
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¶ Declaration of dividend and issue of bonus shares 

¶ Method of appropriation of profit 

¶ Division, consolidation and re-organisation of share capital 

¶ Rules for adoption of primary contracts 

¶ Rules for conduct of meetings, attendance of proxies in the place of members 

¶ Procedure for passing resolutions, polls, voting rights. 

¶ Provisions relating to quorum, minutes and adjournment of meetings 

¶ Provision for appointment, qualifications, rights, remuneration and borrowing 
powers of the directors 

¶ Rules regarding appointment, remuneration, duties of managing secretary and 
auditors 

¶ Method of accounting adopted by the company; provisions regarding creation of 
reserves and depreciation 

¶ Use of common seal 

¶ Method of maintaining bank accounts 

¶ Winding up of the company, appointment of liquidator and mode of settlement. 
Alterations: 
           The formalities are very few in the articles of associations the alteration is simple. The 
permission of the court is not necessary. Adoption of a special resolution by the shareholders if 
enough. However, in certain cases, the approval of the government is required. Thus, changes 
can be made to the articles easily. 

4. Preparation of other documents: 
     The promoters are also expected to prepare the following documents at the 
incorporating the company. 

¶ The consent of first directors is acquired and filed with the registrar of companies. 

¶ The promoters should execute a power of attorney in favour of one of them or an 
advocate who is to carry out the formalities required for registration. 

¶ Copies of preliminary agreements, memorandum and articles of association must 
also be prepared and filed at the time of registration. 

¶ The company is required to have a registered office and its information is filed with 
the registrar within 30 days of its registration or from the date of commencement 
of business, whichever is earlier. 

¶ Where the company names first directors in its articles, their particulars are to be 
submitted with the registrar within 30 days of its registration or appointment of 
such directors. 

¶ A statutory declaration that all legal requirements for registration have been 
complied with is also filed with the registrar at the time of registration. 

5. Payment of fees: 
      At the time of registration, prescribed registration fees and filing fee for each 
ŘƻŎǳƳŜƴǘ ŦƛƭŜŘ ŦƻǊ ǊŜƎƛǎǘǊŀǘƛƻƴ ŀǊŜ ǘƻ ōŜ ǇŀƛŘ ŀǘ ǘƘŜ ǊŜƎƛǎǘǊŀǊΩǎ ƻŦŦƛŎŜΦ ¢ƘŜ ŦŜŜ ǘƻ ōŜ ǇŀƛŘ 
varies with the amount of nominal capital in case of companies with share capital or 
according to the number of members in case of companies without share capital. 

6. Incorporation certificate: 
       When all the required documents are filed with the registrar along with the 
requisite fees, a security is made. When all documents are found in order, the registrar 
will enter the name of the company in the registrar of companies and issues a certificate 
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of incorporation. The date mentioned in the certificate is the date of incorporation of 
the company. 

Prospectus 

       Once the certificate of incorporation is obtained from the registrar of companies, a public 

company will raise the necessary capital from the public. A declaration is issued to the public 

inviting them to subscribe capital purchasing shares and debentures of the company. This 

declaration is known as a prospectus. A prospectus, thus, is a document which invites the public 

to provide funds to the company by way of subscribing to its shares and debentures. 

        A private limited company cannot issue a prospectus as they are strictly prohibited from 

inviting the public to subscribe their shares or accepting any investment. Even the public limited 

company which can raise funds through their own resources, cannot issue a prospectus. 

Contents: 

    A prospectus acts as a window to the company. Every persons who desires to invest his 

money in the company, looks through the prospectus to understand the financial position of the 

company. The following are the contents of the prospectus: 

¶ Name of the company, full address, registered office, place of the factory and address of 

the administrative office. 

¶ Names, occupations and addresses of the signatories who have signed the 

memorandum of association and shares subscribed by them. 

¶ The main classes of shares and number of shares in every class and the rights attached 

to each class of share. 

¶ Names, occupations, addresses and remuneration of directors, secretary, treasurer etc. 

¶ Number and value of qualification shares of directors 

¶ Amount of minimum subscription 

¶ Main objectives of the company 

¶ Nature of the business of the proposed company 

¶ Time of opening the subscription lists and due dates of accepting application forms 

¶ Amount payable an application, allotment and calls of each class of shares 

¶ Particulars of premium or discount on shares 

¶ Details of special rights if any on shares and debentures 

¶ Particulars of preliminary expenses 

¶ Name and address of bankers and auditors 

¶ Names of underwriters, the value of share underwritten by each, their commission and 

the statement of directors has to the soundness of underwriters. 

¶ Particulars of interests of the promoters and shares earned or held by them 

¶ Amount of consideration payable to the promoters and the mode of payment 

¶ Details of assets purchased out of the proceeds of shares and debentures 
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¶ Contracts undertaken with stock exchanges over the listing for trading of shares 

¶ Time and place where the financial statements and agreement documents are available 

for inspection 

 

Co-operative society 

      The co-operative movement has been necessitated to protect the interests of weaker 

ǎŜŎǘƛƻƴǎ ƻŦ ǎƻŎƛŜǘȅΦ ¢ƘŜ ǇǊƛƳŀǊȅ ƻōƧŜŎǘƛǾŜ ƻŦ ǘƘƛǎ ƳƻǾŜƳŜƴǘ ƛǎ άƘƻǿ ǘƻ ǇǊƻǘŜŎǘ ŜŎƻƴƻƳƛŎŀƭƭȅ ǘƘŜ 

weaker sections from the oppression of economically strong segmŜƴǘ ƻŦ ǎƻŎƛŜǘȅΚέΦ Lƴ ŀƭƭ ŦƻǊƳǎ 

of organisations the primary motive is to increase profits. The co-operative form of organisation 

is a democratic set up run by its members for serving their own interests. It is self help through 

mutual help, the philosophy behind co-ƻǇŜǊŀǘƛǾŜ ƳƻǾŜƳŜƴǘ ƛǎ Ψ ŀƭƭ ƻŦ ŜŀŎƘ ŀƴŘ ŜŀŎƘ ŦƻǊ ŀƭƭΩΦ 

Definitions: 

       According to Hubert Calvest, ά/ƻ-operation is a form of organisation wherein persons 

voluntarily associate together as human beings on the basis of equality for the promotion of the 

ŜŎƻƴƻƳƛŎ ƛƴǘŜǊŜǎǘǎ ƻŦ ǘƘŜƳǎŜƭǾŜǎΦέ 

       According to V.L. MehtaΣ άhƴŜ ŀǎǇŜŎǘ ƻŦ ŀ Ǿŀǎǘ ƳƻǾŜƳŜƴǘ ǿƘƛŎƘ ǇǊƻƳƻǘŜǎ ǘƘŜ ǾƻƭǳƴǘŀǊȅ 

association of individuals having common economic needs who combine towards the 

achievement of the common economic end they have in view and who bring into this 

ŎƻƳōƛƴŀǘƛƻƴ ŀ ƳƻǊŀƭ ŜŦŦƻǊǘ ŀƴŘ ŀ ǇǊƻƎǊŜǎǎƛǾŜƭȅ ŘŜǾŜƭƻǇƛƴƎ ǊŜŀƭƛǎŀǘƛƻƴ ƻŦ ƳƻǊŀƭ ƻōƭƛƎŀǘƛƻƴΦέ 

        According to Section 4 of Indian Co-operative Societies Act, 1912Σ άŀ ǎƻŎƛŜǘȅ ǿƘƛŎƘ Ƙŀǎ ƛǘǎ 

objectives the promotion of economic interests of its members in accordance with co-operative 

ǇǊƛƴŎƛǇƭŜΦέ 

Characteristics: 

1. Voluntary membership: 

         Everyone is at liberty to enter or leave the co-operative society as and when he 

likes. Nobody is compelled to join a co-operative society. The members are also free to 

use or not to use the services of the society. Though there is no limit on the membership 

of the societies  sometimes certain limits are imposed to keep the society as a workable 

group.   

2. Political and religious neutrality: 

          The membership of a co-operative society is open to all irrespective of religion, 

caste, creed, colour or political affiliation. The co-operative movement can attract a 

large membership only by staying out of politics where people have divided opinions. 

Co-operative represents universal brotherhood and it should not lose its path in political 

contradictions. There is no place for caste or discrimination in co-operatives.  

 



Business/Industrial Organisation Management 
 

Prepared By B.V.S.N. Mahesh Kumar 
Lecturer in Commerce and Business Management Page 42 
 

3. Democratic management: 

           The management of co-operative societies is always on democratic lines. All the 

members of a society elect a body of persons to conduct and control the day-to-day 

working of the society. The management is elected ǘƘǊƻǳƎƘ ΨƻƴŜ-man, one-ǾƻǘŜΩ 

system. The day-to-day work is conducted by expert persons but the ultimate control 

lies with the members.  Co-operative  business stands or falls with democracy. 

4. One man, one vote: 

          In co-operative societies every member is given one vote irrespective of his 

contribution towards the capital. In joint stock companies, the voting rights are given on 

the 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. 

5. Service motive: 

       The primary objective of co-operative societies is to provide  service to their 

members. The aim is not to earn profits as is the case in all other forms of organisations. 

The service of members is the fundamental objective of co-operative societies. The 

society earn a small amount of profit to cover up administrative expenses. The profit  is 

generally earned when goods are sold to non-members. 

6. Distribution of surplus: 

         The societies earn surplus from their services. This surplus is not divided according 

to capital contributions. The Indian Co-operative Societies At has given guidelines for 

the distribution of the surplus. A certain percentage is paid in the form of dividend on  

capital contributions. At present this rate should not exceed 9% One-fourth of the 

surplus should be kept as reserve in the society and up to 10% of the surplus should be 

spent for the general welfare of the members. 

7. Cash trading: 

      Another principal of co-ƻǇŜǊŀǘƛǾŜ ǎƻŎƛŜǘƛŜǎ ƛǎ ǘǊŀŘƛƴƎ ƻƴ ΨŎŀǎƘ ōŀǎƛǎΩΦ /ƻ-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 likelihood of 

some discrimination which may lead to misunderstanding among members.   

8. Limited interest on investments: 

         The pioneers of co-operative movement wanted to give certain percentage on 

capital contributions in the form of dividend. This is an incentive to members for 

keeping money with the society of deposits. In India, a maximum of 9  percent per 

annum can be paid as interest on contributions to the society.  

9. State control: 

         The co-operative societies are to follow certain rules and regulations framed by the 

government. In India, all co-operative societies are registered under Indian  Co-

operative Societies Act or respective state co-operative laws. The government gives  a 
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number of incentives for the promotion of co-operatives. There is a control of central 

and state governments on the working  of co-operative societies in India. 

10. Co-operative education and training: 

      The success of a co-operative will depend upon the awareness of its members 

towards the principles of co-operation. The members should be properly educated 

about the aims and objectives of the societies, so that they may work unitedly for the 

success of the society. The members should be trained to perform various  activities of 

the society. So proper education and training of members will add to the success of co-

operative movement. 

Advantages: 

1. Open membership: 

      The membership of co-operative societies is open to each and every person. Nobody 

is barred from joining societies on the basis of economic position, caste, colour or creed. 

The number of members of a society may be limited to make it a workable group but 

members are not discriminated in any way. 

2. Service motto: 

       The co-operative societies are started not for profits but for service. The members 

are provided goods at cheap rates and financial help is also given at concessional rates. 

A feeling of co-operation is created among members. 

3. Supply of goods at cheaper rates: 

        The societies purchase goods directly from producers and sell them to the members 

at cheap rates. The middlemen are eliminated from the channel of distribution. Even 

capital goods are procured directly from producers and are supplied to the members. So 

co-operative societies ensure regular supply of goods at cheaper rates. 

4. Democratic management: 

       The management of co-operative is elected by the members from among 

themselves. All members are given equal voting rights irrespective of the number of 

shares held by them. So these associations are run on democratic principles. 

5. Low management costs: 

      The management of co-operative society is in the hands of persons elected by the 

shareholders. Members take active interest in the working of the society. So they are 

not spending large amount on management. 

6. Surpluses shared by members: 

       These societies sell goods to the members on a nominal profit to cover up 

administrative costs. Non-members are charged at market prices. The surplus earned by 

the society is distributed among the members on the basis of their purchases. 

7. Check on other business: 

       All other forms of business are started with a profit motive but co-operatives are 

started with service motive. Other enterprises will have to lower their prices when co-

operatives are providing these goods at lower prices. 
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Disadvantages: 

1. Lack of capital: 

     The co-operatives are started by economically weaker sections of the society. The 

shares are generally of lower denominations so that more and more persons may 

associate with the societies. They cannot undertake production of goods for want of 

funds. So the society may suffers from lack of capital. 

2. Lack of unity among members: 

      The members are drawn from difficult sections of the society. The members do not 

understand the working of the societies, so they start suspecting each other. It leads to 

lapse the unity among members. 

3. Cash trading: 

      The cash trading business has both advantages and disadvantages. The members of 

societies are generally from poor sections of the society. These persons need credit 

facility. But the society cannot provide the credit facility to them because  they are 

producing the goods at lower prices. 

4. Political interference: 

      The societies are generally under the regulations of the government. Every 

government tries to send their party members to these societies. So political 

interference has adversely affected co-operative movement in India. 

Kinds of co-operative society: 

1. Consumer co-operatives: 

     ¢ƘŜ ŎƻƴǎǳƳŜǊǎΩ Ŏƻ-operative societies are started to help lower and middle class 

people. The members contribute capital in the shape of share money. The members 

elect the office bearers and executive members. The commission and profit of 

middlemen are eliminated in the process. The surplus earned from the business are 

ŘƛǎǘǊƛōǳǘŜŘ ŀƳƻƴƎ ƳŜƳōŜǊǎ ƛƴ ǘƘŜ ǎƘŀǇŜ ƻŦ ōƻƴǳǎΦ Lƴ LƴŘƛŀΣ ŎƻƴǎǳƳŜǊǎΩ Ŏƻ-operatives 

started under the control of government. The co-operative stores, as they are called, are 

working both in urban and rural areas. 

2. Producers co-operative: 

     These societies are established for the benefit of small producers. The purpose is to 

improve economic conditions of small producers by giving them necessary facilities. 

These societies are of two types: 

¶ The production of goods is undertaken by the members either in their house or at a 

common place. The members are treated as employees of the society and are paid 

wages for their services. The society sells these goods in the market. These co-

operatives are called as Production Co-operatives. 

¶ These co-operatives are started to help members in getting various industrial 

inputs at reasonable prices. The co-operatives make bulk purchases of raw 

materials from suppliers and supply them to members. The societies also arrange 
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machinery and equipment for their members. So, these societies are called as 

Industrial Service Co-operatives. 

3. Marketing co-operative: 

      The marketing co-operatives are associations of producers for selling their products 

at remunerative prices. These societies also provide services like grading, warehousing, 

transportation, insurance and financing etc. The goods are sold when the market is 

favourable. The proceeds of sales are shared among members according to their 

contributions. The marketing societies also collect marketing information and supply it 

to the producers for their benefit. 

4. Housing co-operative: 

     The low and middle income group people are not able to construct their own houses 

for want of money. Housing co-operative societies help people to own their houses. 

These societies are not popular because the instinct to own a house is not satisfied. The 

societies also arrange loans for their members from financial institutions and 

government agencies. This type of societies are very popular in most of the states in 

India. The constructed houses are handed over to the members who pay the price in 

easy installments spread over a longer period. These societies are popular among poor 

families. In addition to housing co-operatives, many government agencies like State 

Housing Boards help economically weaker society in owning their houses and pay the 

price in easy installments. 

5. Credit co-operative: 

    The credit co-operatives are be formed to give financial help to small farmers and 

other poor sections of the society. The credit co-operative societies may be 

distinguished as follows: 

¶ The rural credit co-operatives can be formed with at least 10 members. These 

societies get loans from State Co-operative Banks. These societies provide only 

short term loans. The rate of interest charged is low. The loans are recovered 

from the members after every six months or one year and the loans from the 

co-ƻǇŜǊŀǘƛǾŜ ōŀƴƪǎ ŀǊŜ ǊŜǘǳǊƴŜŘΦ ¢ƘŜ ƻōƧŜŎǘ ƻŦ ǘƘŜǎŜ ǎƻŎƛŜǘƛŜǎ ƛǎ άōŜǘǘŜǊ ŦŀǊƳƛƴƎ 

ŀƴŘ ōŜǘǘŜǊ ƭƛǾƛƴƎέ. 

¶ The urban co-operative credit societies are run on Schulze-Delitz model. The 

idea of these societies is to help small traders, workers, artisans and other 

middle class people. The liability of members is limited only to the extent of 

shares held by them. 

6. Co-operative framing societies: 

     Co-operative farming societies are voluntary associations of farmers formed to reap 

the benefits of large scale farming on scientific lines. Small farmers will not be able to 

use improved technology for want of resources and small holdings. The farming co-

operatives may be of the following types: 
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a. Co-operative better farming societies: 

    These societies are formed to improve methods of farming and to arrange 

facilities connected with the use of machinery, harvesting of crops and marketing of 

the products. The members cultivate their lands independently. The society 

provides only services. 

b. Co-operative joint farming societies: 

     The land of members is pooled in these societies. The members are paid wages 

for their work on the land. The produce is sold by the society and profits are divided 

according to wages earned by members. 

c. Tenant farming societies: 

      These societies are formed to help tenants. The society also arranges various 

inputs like seeds, fertilizers, etc. Financial help too is arranged for the members. The 

members pay rent for the use of land, the produce belongs to the tenants and not 

to the society. 

d. Collective farming societies: 

       The land is owned by the society and members work collectively on the land. No 

member has ownership right of the land. The members are paid daily wages for 

their labour. The land ownership in these societies is collective. 

Differences: 

1. Business, profession and employment: 

S.No Basis Business Profession Employment 

1 Nature of work It involves production and 
exchange of goods and 
services 

Providing specialised  personal 
service. 

Performing the work assigned 
by the employer 

2 Qualifications No specific qualifications are 
required 

Specialised qualifications 
prescribed for the profession 
will be required. 

Qualifications are linked to the 
nature of work to be undertaken 

3 Establishment Legal formalities, if required 
will be performed 

Membership of a professional 
body is needed 

Appointment will be sufficient 
to take up the job 

4 Investment Investments are needed as 
per the nature and scale of 
operations 

Some investments are needed 
to set up office 

No investment is required 

5 Reward Profit is the reward for 
business 

Professional fee is charged 
from the clients for service 

Salary or wages is the reward for 
service 

6 Risk It is faced by lots of risk. Risk is limited There is no risk 

7 Code of conduct It may follow the code of 
conduct devised by business 
or trade associations 

Following of code of conduct 
of professional body is 
essential 

Only rules and regulations 
related to the job are followed 

8 Motive Profit earning is the motive Service of society and earning 
of income or fees is the 
motive 

Earning of salary to wage is the 
motive. 
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2. Trade, industry and commerce: 

S.No Basis Trade Commerce Industry 

1 Meaning It is related to the purchase 
and sale of goods 

It deals with all those activities 
which deal with taking of 
goods from producers to 
consumers 

All those activities which deal 
with the conversion of raw 
materials into finished goods are 
covered in industry 

2 Capital The requirements of capital 
are more in trade as 
compared to commerce 

Commerce requires less 
capital 

Capital needs are high for 
industry because it requires 
purchase of huge raw materials 
and investments of goods in 
process 

3 Scope Trade deals only with 
purchase and sale of goods 

Commerce includes trading 
and other servicing activities 

Industry deals with those goods 
which relate to primary, 
manufacturing, processing etc. 

4 Risk It involves a greater amount 
of risk of fall in prices or 
change in demand 

The risk involved in commerce 
is comparatively less. 

Industry involves greater 
amount of risk as compared to 
any other activity. 

 

3. Sole-trade business and partnership: 

S.No Basis Partnership Sole-trade 

1 Membership Partnership is owned by two or more 
persons known as partners. 

Sole-trade business is owned and controlled by 
only one person. If a second person joins then it 
becomes a partnership 

2 Agreement To continue partnership, an agreement is 
required is required in the form of 
partnership deed. The agreement among 
partners may be express or implied 

A sole-trader does not require any formality to 
start the concern. There is no need of agreement 
in this business 

3 Registration A partnership concern needs registration to 
get certain advantages of registration. 
Though registration is not compulsory but 
non-registration bars it from taking legal 
remedies 

No registration of a sole-trade business is 
required except under Shops and Establishment 
Act 

4 Management All partners have equal rights and all of 
them can participate in the management. 
They can bind the business by their acts. 

This business is controlled by one person only. His 
order is a law and he is the final authority in the 
concern 

5 Risk  The business risk is shared by all the 
partners in proportion of their shares 

The whole risk is shared by the sole-trader 

6 Capital All the partners contribute towards capital 
of the firm. The partners pool their 
resources to run the business efficiently. 
Every partners should bring the capital 

Only the resources of one person are used in the 
business. He may suffer from shortage of capital 
because the resources of one person will 
generally be limited 

7 Secrecy The secrets of the business are in the 
knowledge of al the partners; so there is a 
fear of leaking them out 

There is a complete secrecy in the business 
because the owner does not share the secrets 
with anybody else. 

8 Uncertainty  The life of partnership is more certain than 
that of sole-trade business. The change of 

This business is linked to the fate of the 
proprietor. In case of death or with any other 
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partners does not necessarily close down 
the business 

reason the business is bound to close down. So, 
the existence of this business uncertain 

 

4. Partnership and joint stock company: 

S.No Basis Partnership Joint stock company 

1 Governing status A partnership concern is governed by the 
Partnership act, 1932 

Joint stock company is governed by the 
Companies Act,1956. 

2 Legal status Firm and partners are not separate; no 
separate entity; uncertain life 

A company has separate legal entity. It ha s a 
common seal and can enter into contracts by 
affixing its seal. 

3 Liability Unlimited joint and several liability of 
partners. 

The liability of members are limited to the 
value of the shares. 

4 Authority  Right to share management, common and 
ownership and management. Mutual 
agency ς implied authority 

Ownership and management are separate. A 
shareholder has no implied authority to bind 
the company. 

5 Transfer of shares Ordinarily no right of transfer of share by 
partner- limited rights of transferee. 

A shareholder can sell his shares whenever he 
feels so. There is no binding on the transfer of 
shares of a company. 

6 Number of 
members 

A partnership can be started by at least 
two persons. The maximum number is ten 
in case of a banking and insurance 
business and it is twenty for any other 
business. 

There must be at least two persons for starting 
a private company and maximum is fifty. At 
least seven persons are required to start a 
public company and maximum is unlimited. 

7 Continuity A partnership concern is dissolved on the 
death or insolvency of a partner. 

The continuity of a company is not affected by 
the death or insolvency of a member. The 
members may go on changing but the company 
will not be affected. 

8 Registration The registration of partnership concern is 
not compulsory. There are certain 
privileges given to the registered firm 
which are denied to unregistered ones. 

The registration of a company is compulsory. 
There are two stages in registering public 
company, the first is incorporation, and the 
second is commencement of business. 

9 Legal formalities  A partnership is not under statutory 
obligation for the compliance of any rules 
and regulations. There is no compulsion to 
maintain certain books and get the 
audited and to publish them. 

A company is required to maintain prescribed 
books and have a periodical audit. Some 
information has to be supplied periodically to 
the registrar of companies. 

10 Dissolution/winding 
up 

A partnership concern can be dissolved 
easily. No legal formalities are required for 
winding up a partnership firm. 

A company is wound up only through court. If 
the court is satisfied that there is reasonable 
ground for winding up the company only then it 
is to be wound up. A proper procedure is also 
to be followed 
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Private company and Public company: 

S.No Basis Private company Public company 

1 Number of members To constitute a private company two 
members are a must. The number of 
members cannot exceed fifty. 

A public company can be started by seven 
persons and there is no maximum limit for 
members. 

2 Commencement of 
business 

The business can be started after getting 
the certificate of incorporation 

The business can be started only after getting 
the certificate of commencement of business. 
This certificate is issued only when minimum 
number of shares have been subscribed by the 
public. 

3 Transfers of shares The transfer of shares is generally 
restricted by the articles. There cannot be 
any appeal to the central government 
against disallowing the transfer of shares. 

Transfer of shares is freely allowed, though 
some procedure for transfer has to be 
followed. 

4 Issue of prospectus A private company cannot issue a 
prospectus giving public invitation for 
purchase of its shares. No public notice for 
the sale of shares or debentures can be 
issued. 

A public company must issue a prospectus or a 
statement in lieu of prospectus for inviting 
public for the purchase of its shares and 
debentures. 

5 Statutory meetings A private company is not required to all a 
statutory meeting and to submit statutory 
report to the Registrar of Companies. 

A statutory meeting must be held within a 
prescribed period. A statutory report is also 
submitted to the Registrar of Companies. 

6 Quorum for meeting The quorum for a meeting of a private 
company is zero. 

Five members constitute the quorum. 

7 Number of directors A minimum of two directors must be 
there. The company can increase the 
number of directors with the prior 
permission of the Central Government. 

A minimum of three directors must be there 
and the names and addresses of directors must 
be intimated to the Registrar of Companies 
along with the memorandum of association. 

8 Filing of documents A private company need not send the list 
of directors, their consent, etc. to the 
Registrar of Companies. 

The list of directors, their consent and a 
contract with them must be sent to the 
Registrar of Companies. 

9 Use of the word 
Ψ[ƛƳƛǘŜŘΩ 

Lƴ ŎŀǎŜ ƻŦ ǇǊƛǾŀǘŜ ŎƻƳǇŀƴȅΣ ǘƘŜ ǿƻǊŘ ΨtǾǘΦ 
[ƛƳƛǘŜŘΩ Ƴǳǎǘ ōŜ ǳǎŜŘ ŀǘ ǘƘŜ ŜƴŘ ƻŦ ǘƘŜ 
name of the company. 

hƴƭȅ ǘƘŜ ǿƻǊŘ Ψ[ƛƳƛǘŜŘΩ ƛǎ ǳǎŜŘ ǿƛǘƘ ǘƘŜ ƴŀƳŜ 
of a public company. 

 

Memorandum of Association and Articles of Association: 

S.No Basis Memorandum of Association Articles of Association 

1 Scope The memorandum is a sort of constitution 
of the company. The company works in 
the framework given in the memorandum 

The articles contain bye-laws for the day-to-day 
working of the company. Articles are framed in 
the orbit of the memorandum of association. 

2 Necessity The memorandum is a must for getting a 
company registered. 

Public companies may not have their own 
articles, but can adopt Table A of Schedule I as 
its articles. Private companies, companies 
limited by guarantee and unlimited companies 
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must have their own articles. 

3 Provisions The memorandum cannot contain 
anything contrary to Companies Act. 

The articles of association are subordinate to 
the memorandum and Companies Act and 
cannot contain anything contrary to both. 

4 Limitation A company cannot do anything beyond 
the scope of the memorandum. Any act 
beyond its scope done will be void. 

Anything done beyond the scope of the articles 
will not be void and it can be ratified by passing 
a special resolution. 

5 Relationship It regulates the relationship between 
company and the members of the public. 

It defines relationship between company and 
the members and among members themselves. 

6 Alteration Memorandum can be altered only under 
special circumstances and involves many 
formalities. 

Alternation of articles is not difficult. It can be 
altered by passing special resolution. 
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Unit ς II 

Size of a unit 

        The size of a unit presents many problems. What does it actually imply? What is its 

relationship with efficiency? What will be its repercussions on society? All these questions need 

to be studied before deciding about the size of a business unit. The size of  a business unit refers 

to the scale of its operations. Whether the scale of production should be small, medium or large 

depends mostly upon the availability of finances, managerial ability, marketing possibilities, and 

efficiency expectancy. A particular size of a unit may be more efficient than other sizes. If all the 

firms in the industry arraign that size then the whole industry attains a given level of efficiency. 

An entrepreneur has a careful consideration for all factors which affect his efficiency and 

profitability and adjust the available resources for the scale of production according to the 

business situations. While discussing the size of a unit there is a confusion about the usage of 

concepts such as plant, firm or industry. These concepts are explained below: 

Plant: 

        It means an establishment for the production of goods or provision of services. A plant may 

be mean a factory, a mill, an establishment or a retail shop. This means a place where actual 

production is done or a service is provided. It includes machinery, equipment and workers 

employed therein. 

Firm: 

        A firm is essentially a unit of ownership, control and administration. A firm is wider term as 

compared to a plant. It not only includes technical units i.e. plant but also includes units of 

finances, marketing, management and enterprise. A firm may own one or more plants. If a firm 

owns one plant then it is associated with the term plant. A firm may own plants producing same 

thing or producing different products. 

Industry: 

        The term industry refers to the aggregation of firms in the same line of production. The 

firms may use the raw material or may produce the same products, even if the raw materials 

used are different. So, the word industry includes all the firms engaged in the production of 

similar products. 

Measures of size 

         The business units are of different sizes. The size of units depends upon the nature of 

products and methods and equipments used for production. Different industries may have 
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different sizes. It is very difficult to measure an exact size of a unit because of lack of standard 

measures. All standards are only approximations. Moreover, standards may differ from industry 

to industry. But still the following measures are commonly used: 

1. Amount of capital invested: 

    The amount of capital invested is used as a measure for the size of a firm. The 

difficulty arises in calculating the amount of capital invested. A concern may have less 

capital on the surface but in fact the investments may be more. This may be due to 

undisclosed accommodation from financial institutions, etc. moreover, the capital 

requirements of various units may be different. So, the capital is not reliable method to 

analyse or measure the size of a unit. 

2. Volume of output: 

        The number of goods produced by a unit may also be used as a measure for the 

size. This is possible only if firms are engaged in producing similar products. If the 

commodities produced are different, then this criterion cannot be used.  

3. Value of output: 

         In industries where quantity of output is not comparable because of variety of 

goods, the value of products can be suitably used. The value of output in rupees is 

calculated and then a comparison is made. This method is reliable as compared to many 

other methods. But a problem may arise when the  price fluctuations are frequent. 

4. Size of the assets: 

        Under this method, the total investments are represented by the assets of the unit 

are considered. It gives a clear picture of the total investments in the unit. In this 

method the assets are valued on the book value figures and not on current values. In an 

inflationary situation, a firm established recently will have higher value of assets as 

compared to old firms. All the assets are taken together without classifying them into 

fixed and current assets. 

5. Employment: 

          The total number of workers employed in a firm is considered under this criterion. 

This criterion suffers from the following limitations: 

I. Capital intensive units may employ lesser number of workers as 

compared to labour intensive units. 

II. The growth in investments and the number of employees may not be 

proportionately related. 

6. Production capacity: 

            Under this measure, the total installed production capacity as presented in terms 

of plant and machinery is considered for comparison. It may be noted here that the 

production capacity and volume of production are not directly related. Two firms with 

equal production capacity may differ in volume of production when one has idle 

capacity or the other using full capacity. 
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7. Amount of raw materials consumed: 

           The annual consumption of raw materials by a firm can also be used as a standard 

for measuring its size. The method can be used where same type of raw materials are 

used by different firms and the products to be produced are also similar. 

8. Amount of power used: 

            Total power consumed may also be used for measuring the size. This method is 

used on the presumption that more the consumption of power, the more the output of 

goods. 

9. Complexity of management: 

         Peter F. Drucker uses complexity of top management as a measuring rod for the 

size.  According to him, the more the complexity in top management, the larger the 

scale of operations and the lesser the complexity, the smaller will be operations. It is 

very difficult to measure the complexity of top management. 

Factors determine the size of a unit 
      While selecting  the scale of operations a large number of factors are taken into 

consideration. An entrepreneur should not decide the size of a unit arbitrarily. He has to 

base his decision on certain economic and non-economic factors. The following factors 

affect the size of a unit. 

1. Nature and demand for the product: 

    If the product is durable in nature and can be transported to distant places easily, 

the production will be possible on large scale. The type of demand for the products 

is also an important  consideration. Based on the demand the production is made by 

the firms. 

2. Financial requirements: 

       The nature of an industry may be such that large sums of money are required. 

Then size of a unit will be large. If a concerns needs small amount of capital, then 

tendency will be to keep the unit small 

  Eg: the industries like iron and steel has wanted large investments to produce the 

products in large quantity. 

3. Laws of returns: 

        The laws of increasing and decreasing returns also affect the size of a business 

unit. If the law of increasing returns is applicable to an industry, then increase in 

production will reduce the cost of production. If the law of decreasing returns is 

applicable, then increase in production will mean higher cost of production. 

4. Cost of transport: 

         When raw materials are brought from a far off place and finished products are 

also to be carried to distant places, the cost of transport will be heavy. It will 

increase the cost of production. The firm will not be able to compete in the market. 
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The raw materials should be procured locally and production should also be for local 

markets. 

5. Market: 

        If market of a firm is limited, the production should be on a small scale. When 

the  market for the production is national or international, production should be on 

a large scale basis. 

6. Entrepreneurial ability: 

         Entrepreneurial capabilities also determine to a large extent the size of a unit. 

With the expansion of a unit, the tasks of organisation and co-ordination become 

difficult and complicated. If the entrepreneur is not able to handle the work well, it 

leads to inefficiency and increases the cost of production. 

7. Government regulations: 

       The rules and regulations of the government also influence the decision about 

size. If the investments are to go beyond a certain limit then permission of the 

government is necessary. Large scale units have the government rules because it 

has large scale operations ahs to be made but small scale units are free from the 

government. So, excessive government regulations can have a dampening effect on 

the growth of units. 

Optimum size 

        The main aim of every enterprise is to earn more and more profits. To achieve the 

objective, the entrepreneur tries to use all productive resources economically. The idea is 

reduce cost of production. The firm is expanded to such an extent where output is maximum 

and cost of production is minimum. The point at which average cost is minimum is called 

optimum point. The optimum point is an ideal size of a unit. Every  entrepreneur  tries to reach 

this point. Once a unit reaches the optimum point, it will try to stick at that point. The optimum 

point is different for different industries. Moreover, the optimum size goes on changing with the 

change in technology and managerial methods. 

Definition: 

    According to 9Φ!ΦDΦ wƻōƛƴǎƻƴΣ ά .ȅ ǘƘŜ ƻǇǘƛƳǳƳ ǎƛȊŜ ǿŜ Ƴǳǎǘ ƳŜŀƴ ǘƘŀǘ ŦƛǊƳ ǿƘƛŎƘΣ ƛƴ 

existing conditions of technique and organising ability, has the lowest average cost of 

production per unit, when all those costs which must be covered in the long-Ǌǳƴ ŀǊŜ ƛƴŎƭǳŘŜŘΦέ 

!ŎŎƻǊŘƛƴƎ ǘƻ !Φ .ŜŀŎŜƳΣ άLƴ ŀƴ ƛŘŜŀƭ ǿƻǊƭŘΣ ŀƭƭ ŦƛǊƳǎ ǎƘƻǳƭŘ ŜȄǇŀƴŘ ǳƴǘƛƭ ǘƘŜȅ ŀǊŜ ǇǊƻŘǳŎƛƴƎ 

ǘƘŜǎŜ ƻǳǘǇǳǘǎ ǿƘƛŎƘ ǘƘŜȅ ǇǊƻŘǳŎŜ ŀǘ ŀ ƭƻǿŜǊ ŀǾŜǊŀƎŜ Ŏƻǎǘ ǘƘŀƴ ŀƴȅ ƻǘƘŜǊ ƻǳǘǇǳǘΦέ 
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Characteristics: 

1. Minimum average cost: 

     The average cost per unit should be minimum. The average cost can be calculated by 

dividing the aggregate cost by total output in units. Sometimes the firm may earn huge 

profits but it may not achieve optimum size. The profitability is affected by many factors 

like selling price, nature of demand and market situations, etc. 

2. Short term and long term costs included: 

       While calculating average cost per unit, all costs whether short-term or long-term 

should be included. It means that fixed expenses of a firm including depreciation, 

interest etc. should also be included. 

3. Technical and managerial factors: 

       The optimum size is considered at the existing managerial and technical factors. If 

there is an improvement in technology or in managerial methods, the optimum size may 

also go up. The optimum size of different industries will be dependent upon marketing 

and technical and financial conditions. 

4. Efficient use of various factors: 

      The minimum cost can be attained only when all types of wastages are eliminated. 

All factors of production are used to their maximum possible extent and there is no 

other way to use them economically and more efficiently. 

Diagrammatical representation: 
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                   In the above diagram on X-axis we denote is a size of a unit on Y-axis is Average cost 

per unit. In this diagram if the size of a unit is OS2 and the average cost per unit is OC2 the 

ƻǇǘƛƳǳƳ Ǉƻƛƴǘ ƻŦ ǘƘƛǎ Ψ!нΩΦ .ǳǘ ǘƘŜ ŦƛǊƳ ƛǎ ǊŜŘǳŎŜŘ ǘƘŜ ŀǾŜǊŀƎŜ Ŏƻǎǘ ŦǊƻƳ h/н ǘƻ h/м ǘƘŜƴ ǘƘŜ 

size of a unit incǊŜŀǎŜŘ ŦǊƻƳ h{н ǘƻ  h{м ŀƴŘ ǘƘŜ ƻǇǘƛƳǳƳ Ǉƻƛƴǘ ƻŦ ǘƘƛǎ ƛǎ Ψ!ΩΦ LŦ ǘƘŜ ŦƛǊƳ ƛǎ 

reduced the average cost from OC1 to OC then the size of a unit increased from OS1 to OS and 

ǘƘŜ ƻǇǘƛƳǳƳ Ǉƻƛƴǘ ƻŦ ǘƘƛǎ ƛǎ Ψ!мΩΦ  IŜƴŎŜΣ ǘƘŜ ƻǇǘƛƳǳƳ Ǉƻƛƴǘ ƻŦ ǘƘŜ ŦƛǊƳ ƛǎ ! ōŜŎŀǳǎŜ it is 

constant and it is safe point to the firm. 

Assumptions: 

            There are two important assumptions in discussing the optimum size of a unit. 

¶ There should be perfect competition in the market. The prices are determined by the 

forces of demand and supply. 

¶ It is presumed that a sufficient market exists which will absorb the whole production 

of the optimum firm. It implies that the firm will not be lowering its prices to sell its 

products in the market. 

Criticism: 

¶ The conditions of perfect competition hardly exist. It is also not possible to measure the 

degree of competition at a given time. 

¶ The optimum size of a firm is unrelated to perfect competition in the market. The firm 

always tries to attain optimum size whether there is a perfect competition or not. 

Optimum size is related to efficient use of factors of production. 

¶ It is difficult to describe optimum size in different industries. Optimum size is, in fact, a 

relative term. It depends upon various factors by the different industries. 

Factors determining the optimum size 

1. Technical factors: 

       The technique of production largely affects the size of a unit. Technical factors 

operate in favour of an increasing size. The full advantage of technology improvements 

in the scale of operations should be large. The full capacity of the unit should be utilised  

and it  will enable the reduction of cost. There is alimit to realize technical economies. 

Beyond a certain point increase in production will not bring in economies. The optimum 

use of technical factors can be achieved through two processes. They are: 

¶ Division of labour: 

     Division of labour means dividing the work into different fragments or elements. 

Each person is assigned a job according to his specialisation. The persons continue to 

perfrom the same job repeatedly. It helps him to know his job well and his 
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production will go up. The increase in production when all persons are performing 

their work fastly it will reduce the cost of production. 

¶ Integration of processes: 

      Integration of processes means combining of various stages in production 

through the use of large machines. The tasks performed by different small machines 

and manual operations are combined and performed with the help of large 

machines. It helps to save expenses and accelerate production. 

2. Managerial factors: 

      Managerial economies are possible in case of a large firm. The success of a firm 

depends upon the organising capability of the top management. With the introduction 

of large-scale production, complexities of management have increased. The expansion 

of production is necessary to distribute the managerial cost among large units. 

Managerial economies can be achieved through two processes: 

¶ Division  of labour: 

      As in case of technical forces, division of labour is done managerial jobs too. 

Business activities are divided into different functions such as production, finance, 

marketing, accounting, record-keeping, personnel etc. The services of experts are 

used to manage different functions. The division of managerial work will bring in 

more efficiency. The increase in production will reduce managerial cost per unit. 

¶ Process of integration: 

       The managerial economy can be achieved through the process of integration. 

The use of typewriters, calculators, dictating machines, accounting machines etc. 

have reduced the managerial costs. The purchase of these appliances is a costly 

affair. The small firms may not purchase these appliances into their business but the 

large firms may introduce these appliances and increase their production and 

reduce the managerial costs. 

3. Financial factors: 

          The size of business unit is directly influenced by the availability of finances. The 

finances are required firstly for establishing a unit and then for expanding it.  Firstly, the 

funds are collected from the personal sources of owners. Secondly, they are arranged 

through financial institutions. The size of a unit is influenced by the cost of raising funds 

i.e., rate of interest. Commercial banks  and other financial institutions are hesitant to 

extend them loans for lack of securities and profitability. Joint stock companies, on the 

other hand, can raise large finances through issue of shares and debentures. First of all, 

various financial requirements should be estimated. Then finances should be raised 

according to the needs of different periods. The funds should be put to a maximum use. 

4. Marketing factors: 

           The extent of market influences the scale of production and also raise certain 

marketing problems. Certain marketing economies are available if the scale of 

purchasing and sale is higher. The purchaser of large quantities will enjoy favourable 
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terms  and conditions. The prices will be low and cash discounts will be available. 

Moreover, a large firm can afford to use the  services of marketing experts. The selling 

operations are complicated in the present day competing world. A number of persons 

are required to deal with sales operations. The goods should be sold quickly by incurring 

lower selling costs. A selling organisation  will have to be created to co-ordinate sales 

activities. The marketing factors too, like other factors, encourage large scale 

production. The large the size of the unit, the more will be the economies in marketing 

costs. 

5. Factors of risk and fluctuations: 

           The frequent changes in demand should be considered while planning the size of 

a firm. There are always fluctuations in demand.  The fluctuation in demand may be 

both for a short period and a long period. The size of a unit should be such that it should 

be able to adjust its production according to the market requirements. The changes in 

demand may be of four types. They are: 

¶ Permanent changes: 

        The demand for a product may undergo a permanent change. This may happen 

due to change in fashion, tastes, technology of methods of production. It involves re-

organisation of the whole system. A smaller unit may be able to re-organise its 

production more quickly and at a lesser disadvantage as compared to a big unit. 

¶ Cyclical changes: 

         These changes occur due to depression or boom. During depression production 

is more than demand. A unit will have to be sold at a loss to stay in the business. On 

the other hand, big concerns will be able to withstand this situation and will survive 

during depression but smaller units will stay in depression for a long time. 

¶ Seasonal changes: 

       These changes are due to changes in seasons and are of a short duration. Some 

commodities maybe in more demand during a particular season and their demand 

will decline when the season is over. The unit should take up the production of a 

number of goods required during different seasons so that production may be 

subjected according to the demand. 

¶ Erratic changes: 

       Sometimes, the change in demand is not caused by a specific reason. The 

demand for a product may go up because of a shift in population at a particular 

place. Besides the production of goods with irregular demand, the concern should 

also produce goods with stable demand. The factors of risk and fluctuations favour a 

small size because the adjustments can be easily made and re-organisation will be 

less costly. 
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Economies of large scale organisation 

                   Before industrial revolution, the size of the units tended to be small industrial 

revolution enabled the replacement of man by machine. The installation of mechanical 

production devices requires more funds. The need for more finances gave birth to joint stock 

companies. Moreover, large-scale concerns enjoy certain economies in production, marketing, 

finances and management. These factors encourage the growth of large scale business. There is 

a relationship between the size of a unit and its efficiency. The preference for large-scale units 

has emanated from the following factors: 

1. Economies in production: 

¶ Bulk purchase of raw materials: 

    A large-scale concern requires large quantities of raw materials. A customer making bulk 

purchases can acquire goods at wholesale prices. He will also be able to earn trade discounts. 

Moreover, the supplier may allow certain credit period also. All those will reduce the cost of 

production. 

¶ Savings in freight: 

     The goods are purchased by truck loads; wagon loads or ship-loads. The transport companies 

charge the same amount of freight even if the quality is less. So, large-scale units are able to 

make purchase of such quantities as will enable saving in freight. 

¶ Use of improved technology: 

       The use of latest technology is a must to stay in a competitive world. Every time there is a 

new invention involving change in production methods. Moreover, the use of new machines will 

mean discarding of old ones. It will involve huge losses. Only a bigger concern can afford to 

recognise its production process. 

¶ Division of labour: 

      Division of labour involves dividing work into different categories. Every person is given a job 

according to his specialisation and aptitude. It will increase the rate of production. The increase 

in production will reduce per unit cost of overhead expenses. 

¶ Spending on research: 

      A businessman should try to improve his methods of production. The use of improved 

technology will enable the increase in production. This is possible only if some research is 

carried on. Only a large concern can afford to spend money on research work. 

¶ Utilisation of by-products: 

       A large concern can devise ways to use by products by setting up separate plants. Generally, 

the by-product is sold at a cheaper price or as a scrap. If the concerns can utilise the scrap to 

manufacture another product, it will be as profitable as the main product. 
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¶ Acquiring of patents: 
       A large concern can afford to acquire patent rights of new inventions. It can have a lead over 
other concerns in bringing new products into the market. A concern introducing new products 
first will benefit more than those entering the market at a later stage. 
 

2. Economies in selling: 

¶ Economy in selling expenses: 

       A large firm sells goods in large quantities enabling economies in selling expenses. The same 

sales organisation  will be sufficient to handle more goods. Moreover, there can be economy in 

freight also if goods are supplied free of freight. All these factors will be helpful in reducing 

selling cost. 

¶ Advertisements: 

      Large number of advertisements are required to introduce new products. They are necessary 

for retaining the old clientele also. Advertisements are very costly these days. A bigger concern 

will definitely be in an advantageous position in advertising its products and will be able to 

attract more consumers for its goods. 

¶ Economy in sales efforts: 

       It a large concern deals with a number of products, no separate sales organisation will be 

required. The same sales personnel will deal with all the products of the concern. 

¶ Earn more goodwill: 

       A large concern can give prompt service to the concerns and can maintain proper quality of 

goods. It helps the concern to earn goodwill in the market. 

 

3. Economies in financing: 

¶ Services of management specialists: 

     A large concern can u se the services of experts of managing its affairs. It can employ 

specialists to manage different departments. It will bring efficiency into the management. The  

employing of experts is a costly affair.  

¶ Use of mechanical appliances: 

      A large firm can purchase mechanical appliances for office work. The appliances like 

calculators, dictating machines, computers, etc. will bring efficiency and economy in office work 

and they will also provide better services. All these appliances involve a lot of money and small 

scale concerns will not afford costly appliances. 

¶ Helpful in expansion and diversification: 

      A properly organised business finds no difficulty in expanding its operations. The same 

organisation will be sufficient after expansion and diversification. The decentralisation  and 

delegation of authority will be useful for managing the concern. The managerial cost per unit 

will go down. 

 

 




