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COMPANY FORM OF BUSINESS
ORGANISATION

You must be aware that during the second five-year plan period five steel plants were
established in India’s underdeveloped areas to give a boost to the industrialization of
the country. Do you know who owns these steel plants? It is the Government of India.
It has set up a Joint Stock Company known as Steel Authority of India Limited (SAIL)
for this purpose. You must have also heard the names of State Bank of India (SBI),
National Thermal Power Corporation (NTPC), Grasim Industries Limited (GIL),
Reliance Industries Limited (RIL) and Tata Steel Limited. These are all big business
units and organised in the form of Joint Stock Companies. In this lesson we shall learn
in detail about the Joint Stock Companys; its merits and limitations; and also discuss the
factors that influence the choice of form of business organisation.

“‘
@ OBJECTIVES

After studying this lesson, you will be able to:

e explain the meaning and characteristics of Joint Stock Companys;

e identify different types of Joint Stock Companies;

e differentiate between Public Company and Private Company;

e  explain the merits and limitations of Joint Stock Company and its suitability;

e identify the factors influencing the choice of an appropriate form of business
organisation;

e  distinguish between Joint Stock Company and Partnership; Joint Stock Company
and Cooperatives; and

e explain the concept of Multinational Corporation and identify its merits and
limitations.
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6.1 JOINT STOCK COMPANY

In the previous lesson, you learnt in detail about four different forms of business
organisation viz., Sole Proprietorship, Partnership, Joint Hindu Family Business, and
Cooperative Society. You know that these forms are considered suitable for small and
medium sized business. So if you want to set up a cement plant that requires a massive
investment of crores of rupees, then what will you do?

You may think of forming a partnership firm for setting up the cement plant. But if you
recall the limitations of Partnership form of business organisation, then definitely you
will say- ‘no’. Partnership may not be the suitable option for the business where huge
capital investment is required. You know that there is a restriction on the membership
of partnership, so it may not be possible to arrange the required amount of capital to
set up a cement plant. Even if the people are capable of arranging the funds, nobody
wants to take risk due to unlimited liability of partners. In such a situation company
form of business organisation or Joint Stock Company may be the obvious choice
whereby we can arrange large amount of capital easily from the members.

A Joint Stock Company or simply a company is a voluntary association of persons
generally formed for undertaking some big business activity. It is established by law
and can be dissolved by law. The company has a separate legal existence so that even
if its members die, the company remains in existence. Its members contribute money
for some common purpose. The money so contributed constitutes the capital of the
company. The capital of the company is divided into small units called shares. Since
members invest their money by purchasing the shares of the company, they are known
as shareholders and the capital of the company is known as share capital.

In India, the joint stock companies are governed by the Companies Act, 1956. According
to the Act, a company means ‘a company formed and registered under this Act or an
existing company’. An existing company means a company formed and registered under
any of the previous Companies Acts. This definition is not exhaustive enough to reveal
the basic features of the company. However, based on the definition given in the previous
Companies Act and various judicial decisions, it can be defined as ‘an artificial person
created by law, having a separate legal entity, with a perpetual succession’.

6.2 CHARACTERISTICS OF JOINT STOCK COMPANY

You are now familiar with the concept of a company. Let us now study its characteristics.

(a) Artificial Person : A joint stock company is an artificial person in the sense that
itis created by law and does not possess physical attributes of a natural person. It
cannot eat or walk, smile or marry, read or write. However, it has a legal status
like a natural person.
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(b)

(c)

@

(e)

®
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(h)
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Formation : The formation of a joint stock company is time consuming and it
involves preparation of several documents and compliance of several legal
requirements before it starts its operation. A company comes into existence only
when it is registered under the Indian Companies Act. We shall learn in detail
about the formation of joint stock company in the next lesson.

Separate Legal Entity : Being an artificial person, a company exists independent
of its members. It can make contracts, purchase and sell things, employ people
and conduct any lawful business in its own name. It can sue and can be sued in the
court of law. A shareholder cannot be held responsible for the acts of the company.

Common Seal : Since a company has no physical existence, it must act through
its Board of Directors. But all contracts entered by them shall have to be under
the common seal of the company. This common seal is the official signature of the
company. Any document with the common seal and duly signed by an officer of
the company is binding on the company.

Perpetual Existence : The company enjoys continuous existence. Death, lunacy,
insolvency or retirement of the members does not affect the life of the company. It
goes on forever. Since it is created by law, it can only be dissolved by law.

Limited Liability of Members : The company form of business is able to attract
large number of people to invest their money in shares because it offers them the
facility of limited risk and liability. The liability of a member is limited to the extent
of the amount of shares he holds. In other words, a shareholder can be held liable
only to the extent of the face value of the shares he holds, and if he has already
paid it, which is normally the case, he cannot be asked to pay any further amount.
For example, if ‘A’ holds one share of Rs. 100 and has paid Rs. 75 on that share,
his liability would be limited only upto Rs. 25.

Transferability of Shares : The members of the company (Public company)
are free to transfer the shares held by them to others as and when they like. They
do not need the consent of other shareholders to transfer their shares.

Membership : To form a joint stock company, a minimum of two members are
required in case it is private limited company and seven members in case of public
limited company. The maximum limit is fifty in case of private limited company.
There is no maximum limit of membership for a public limited company.

Democratic Management : You know that people of different categories and
areas contribute towards the capital of a company. So, it is not possible for them
to look after the day-to-day management of the company. They may take part in
deciding the general policies of the company but the day-to-day affairs of the
company are managed by their elected representatives, called Directors.
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INTEXT QUESTIONS 6.1

1.  Ifall the members of a joint stock company die in a road accident, then the company
will be closed down. Do you agree with this statement? Give reasons in support
of your answer.

2. Name the following in reference to a joint stock company.
(a) The smallest unit into which the capital of company is divided.
(b) The Actthat governs the joint stock companies in India.

(c) The sum total of the money contributed by the members of a joint stock
company.

(d) The official signature of a joint stock company.

(e) The elected representatives of the members who manage the day to day
affairs of the joint stock company.

6.3 TYPES OF JOINT STOCK COMPANIES

We have a large variety of companies in our country, which differ in respect of their
mode of incorporation, jurisdiction of functioning, nationality and limit on membership.
Of these, the most important ones are those based on limits on membership, namely,
(1) Private Company, and (2) Public Company. Let us learn more about these two

types.

(1) Private Company

Under the Companies Act, 1956, by ‘Private Company’ we mean a company, which
has the following features —

(a) Itcannot have more than 50 members. Employees of the company are not included
inthis.

(b) Itcannotinvite the public to purchase its shares and debentures through open
invitation.

(c) Itrestricts the rights of the members to sell or transfer their shares.

(d) Itmusthave a minimum paid up share capital of One lakh rupees.

The private companies have to follow all these conditions noted above. It is compulsory
for these companies to write “Private Limited’ after their names. The ownership of
these companies is confined only to well-known selected persons. It requires minimum
of two persons to start a private limited company. Usually, whenever partnership firms
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are in need of more money to expand their business, they convert themselves into
private Companies. It may be noted that private companies are exempted from various
regulations of the Companies Act. Infact they combine the advantages of both the
company and the partnership form of business organisation.

(2) Public Company

For starting a business on a large scale, one needs a huge capital, which, even fifty
members of a private company cannot provide. In such a situation, a public company
is suitable. A public company means a company, which is not a private company. A
public company must have the following features.

(a) Itcaninvite the public to subscribe to its shares and debentures by open invitation.

(b) A minimum of seven members is required to establish a public company. There is
no limit on the maximum number of its members.

(¢) Thereisno restriction on the transfer of shares i.e., the shareholders are free to
sell their shares to the public.

(d) The public company must have a minimum paid up capital of five lakhs rupees.

A public company must write public limited or simply limited after its name. Reliance
Industries Limited, Bajaj Auto Limited, Hindustan lever Limited, Steel Authority of
India Limited are examples of public companies.

In addition to the type of companies discussed above you must have come across
many other types of companies like: Government company, Statutory company,
Chartered company, Foreign company, Indian company, Multinational corporation,
Holding company, and Subsidiary company.

Let us have a brief idea about all these.

(a) Government Company : Any company in which at least 51% of the paid up
capital is held by the Government is known as government company. Example:
Indian Telephone Industry (ITI), Bharat Heavy Electronics Limited (BHEL) etc.

(b) Statutory Company : A company created by a special Act of Parliament or state
legislature is termed as statutory company. Example: Life Insurance Corporation
of India (LIC), Securities Exchange Board of India (SEBI) etc.

(¢) Chartered Company : A company created under a special charter granted by
the king or queen of England. Example- East India Company.

(d) Foreign Company : A company which is incorporated in a country outside India
and having business operation is India, is known as Foreign company. Example-
Citi Bank, G.E. Capital, Honda Motors etc.
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(e) Indian/Domestic Company : A company registered in India as per the Indian
Companies Act is known as Indian/domestic company. Example- Associated
Cement Company (ACC), Tata Iron and Steel Company (TISCO) etc.

(f) Multinational Corporation (Company) : Acompany which is registered in one
country but carries on business in a number of other countries. We shall discuss in
details about multinational corporations in the last section of this lesson.

(g) Holding and Subsidiary Company : If a company controls another company,
the controlling company is termed as ‘Holding Company’ and the company so
controlled is called a ‘subsidiary company’.

A company may become a subsidiary company of another in the following
circumstances:-

(i)  When more than 50% of the nominal value of its equity share capital is under the
control of another company.

(i) When another company has control over the appointment of its Board of Directors.

@ii) Whenitis subsidiary of acompany which itself is a subsidiary of another company.
For example- Company ‘B’ is a subsidiary of company ‘A” and company ‘C’ isa
subsidiary of Company ‘B’. Then company C becomes subsidiary of Company A.

6.4 DISTINCTION BETWEEN A PRIVATE COMPANY AND

A PUBLIC COMPANY

Having learnt the meaning of a private company and a public company, you should
now be able to distinguish between the two. The following are some of the main points
of distinction between a private company and a public company.

Basis of distinction Private Company Public Company

1. | Minimum number of A minimum of two members | A minimum of seven members is

members is required for a private required for a public company
company.
2. | Maximum number The maximum number of There is no limit on maximum
of members members in a private number of members in
company is 50. public company
3. | Minimum paid up A private company must It must have a minimum paid up
capital have a minimum paid up capital of Rs. Five lakh.

capital of Rs. One lakh.

4. | Identification A private company must A public company must suffix
suffix ‘Private Limited’ to ‘Limited’ to its name.
its name.
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5. | Transfer of Shares

The shareholders of
a private limited company
cannot transfer their shares

The shareholders of a public
company can freely sell their
shares to others.

6. | Invitation to the publid
to purchase shares
and debentures

A private limited company
cannot give open invitation
to the public to subscribe to

A public company can invite the
public to purchase its shares and
debentures through the issue of

its shares and debentures. | prospectus.

Commencement of A private limited company | A public limited company cannot

business can start its business start its business immediately

immediately upon its after its incorporation. It has to

incorporation obtain a certificate for starting or

commencing its business.

V°1
\®_((INTEXT QUESTIONS 6.2

1.

‘X" Company controls more than 50% of the nominal value of ‘Y’ Company’s
equity share capital. Hence ‘X’ Company is termed as holding company. State
the other circumstances when a company can become a holding company.

Below are given certain characteristics of Joint stock company. Identify the
characteristics of public limited company and private limited company from these
statements and put tick mark in the circle of the boxes given after the statements.

(a) There can be maximum of 50 members.

(b) It can be started with minimum of seven members.
(c) Its minimum paid up capital is five lakh rupees.

(d) The shareholders cannot transfer its share.

(e) Itcaninvite the public to subscribe to its share.
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Private Limited Company
(a) (b)

O O

© (d) ()

O O O

Complete the following incomplete words by taking clues from the statements
given for each. Every blank represents one letter only. First one has been done for

you.

(@ P____L___ (PUBLIC)

Public Limited Company
(a) (b)

O O

© (d) (e)

O O O

(b) F_R____

__NCompany
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(¢ ST____ UT____ YCompany (d) ___ LD __ NG Company
e) M_L___ N__ _ 1I0__ALCompany
® G____E__N__ENTCompany

Clues

(a) A Company which requires minimum of seven members.

(b) A company which is incorporated outside India.

(c) Acompany created by a special Act of Parliament.

(d) Acompany that holds more than 50% share capital of another company.
(e) Acompany which carries on business in more than one country.

(f) A company in which atleast 51% paid up capital is held by the Government.

(a)

(b)

(c)

d

(e)

6.5 MERITS OF JOINT STOCK COMPANY

A company form of business organisation is very popular for undertaking big business.
It has the following merits -

Large Resources : A joint stock company can raise large financial resources
because of its large number of members and it can raise funds through debentures,
public deposits, loans from financial institutions without much difficulty.

Limited Liability : In a joint stock company the liability of its members is limited
to the extent of shares held by them. This attracts a large number of small investors
to invest in the company. It helps the company to raise huge capital. Because of
limited liability, a company is also able to take larger risks. This helps in making
investment decisions easily.

Continuity of Existence : A company is an artificial person created by law and
possesses independent legal status. It is not affected by the death, insolvency etc.
of its members. Thus, it has a perpetual existence.

Benefits of Large-scale Operation : The joint stock company is the only form
of business organisation which can provide capital for large-scale operations. It
results in large-scale production consequently leading to increase in efficiency and
reduction in the cost of operation. It further opens the scope for expansion.

Liquidity : The transferability of shares acts as an added incentive to investors as
the shares of a public company can be traded easily in the stock exchange. The
public can buy shares when they have money to invest and convert shares into
cash when they need money.
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(h)

Professional Management : Companies, because of the complex nature of
their activities and large volume of business, require professional managers at
every level of organisation. Because of the size of their business and the financial
strength they can afford to appoint such managers. This leads to efficiency in
management of their affairs.

Research and Development : A company generally invests a lot of money on
research and development for improved processes of production, designing and
innovating new products, improving quality of product, new ways of training to its
staff, etc.

Tax Benefits : Although the companies are required to pay tax at a high rate, in
effect their tax burden is low as they enjoy many tax exemptions under Income
Tax Act.

6.6 LIMITATIONS OF JOINT STOCK COMPANY

Inspite of several merits of a joint stock company as discussed above, this form of
business organisation also suffers from many limitations. The important limitations are
given below:

(a)

(b)

(c)

d

(e)

Difficult to Form : The formation of a company involves compliance with a
number of legal formalities under the companies Act and compliance with several
other rules and regulations framed by the government from time to time.

Control by a Group : Theoretically a company is supposed to be managed by
trained and experienced Directors. But practically this is not so in many cases.
Most of the companies are managed by the Directors belonging to the same family.
Since most of the shareholders are widely dispersed, they have indifferent attitude
towards the management of the company. The shareholders holding majority of
the shares take all decisions on behalf of the company. Thus, the democratic
virtues of a company do not really exist in practice.

Excessive Government Control : A company is expected to comply with the
provisions of several Acts. Non-compliance with these, invites heavy penalty.
This affects the smooth functioning of the companies.

Delay in Decision Making : A company has to fulfill certain procedural formalities
before making certain decisions, as they require the approval of the Board of
Directors and /or the General Body of shareholders. Such formalities are time
consuming and therefore, some important decisions may be delayed.

Lack of Secrecy : It is difficult to maintain secrecy in many matters as they may
require approval of board of directors and/or general body whose proceedings
are usually open to public.
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(f) Social abuses : A joint stock company is a large-scale business organisation
having huge resources. This provides a lot of power to them. Any misuse of such
power creates unhealthy conditions in the society e.g. having monopoly of a
particular business, industry or product; influencing politicians and government in
getting their work done; exploiting workers, consumers and investors, etc.

-

V°1
\®_ ((INTEXT QUESTIONS 6.3

1. Mr. Mohit has invested Rs. 2 lakh in shares of a public limited company. After one
year he noticed that the company does not perform well, and the market value of
its shares is going down. He thinks, if this situation continues, he will lose his Rs. 2
lakh rupees and if required his house will be sold out to discharge his liabilities of
the company. Is he thinking in the right direction. Give reason in support of you
answer.

N

Below are given certain statement. Put ‘M’ in the box given at the end of the
sentence, if it is the merit and ‘L if it is limitation of joint stock company.

(a) The liability of the members of joint stock company is limited.

(b) The shares of the public limited company can be traded easily in the stock
exchange.

(¢c) Anumber of legal formalities have to be complied with in the formation
of joint stock company.

(d) The shareholders holding majority of shares take all decisions of the
company.

(e) A company can spend a lot of money on research and development for
improved process of production, designing and innovating new products.

6.7 SUITABILITY OF JOINT STOCK COMPANY

A joint stock company is suitable where the volume of business is large, the area of
operation is widespread, the risk involved is high and there is a need for huge financial
resources and manpower. It is also preferred when there is need for professional
management in its operations. In certain businesses like banking and insurance, joint
stock company form is the most suitable. Now-a-days, it is a preferred form for most
areas of business because of the preference for operating on large scale.

6.8 CHOOSING THE RIGHT FORM OF ORGANISATION

You have already learnt about different forms of business ownership, i.e., Sole
Proprietorship, Partnership, Joint Hindu Family Business, Company and Cooperative
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Society. You must have noticed that no particular form of business organisation can
meet all kinds of our requirements. Some may require more financial and managerial
resources while others involve large risk. That is the reason why we find different forms
of business organisations prevailing in our economy. So while selecting a form of business
organisation, we analyse different factors and try to choose the most suitable form
according to our financial and managerial capabilities. We will now study those factors
which may help us in selecting the right form of business organisation.

()

(b)

©

C)

(e)

Ease of formation : A sole trader can commence and withdraw from business at
any time at his own option. In partnership, mutual trust and faith is very much
required. Company requires many legal formalities for its formation. Sole
proprietorship is therefore the easiest to form.

Availability of Large Resources : One-man business is the best in the world if
the owner has enough resources and ability to manage. This statement shows that
a single person is unable to undertake big business mainly because of limited
resources and managerial ability. In partnership also the financial resources of
partners are limited. Therefore, only a company can raise enough capital and hire
expert knowledge required for the management of a big business.

Liability or Risk : We know that liability of members is unlimited both in sole
proprietorship and partnership and limited in case of a company and cooperative
societies. Since members hesitate to undertake big risk, they prefer to investin a
company.

Stability : Stability is essential for the success of any business. The existence of a
company and cooperative society does not depend on the health and wealth of its
members. Sole proprietorship and partnership forms are dissolved but company
form of an organisation continues irrespective of the death or insolvency of any of
its members.

Flexibility : Anideal form of business must have flexibility in operations. Decisions
must be taken quickly and implemented promptly for its functioning. Any rigidity
in its functioning will not be beneficial for the survival and growth of a business.

A company enjoys better flexibility whenever more finances are required. It can
raise more capital and include more members whenever needed. In a partnership,
the number of members at any time cannot exceed 20. In sole proprietorship
there is only one owner and availability of finances is also limited.

But flexibility in operations is maximum in sole proprietorship. He does not require
approval of other members as in partnership or compliance with the provisions of
the Act as in a company. Hence, the change in the nature of business or its operations
is easiest in the case of sole proprietorship.

BUSINESSTUDIES

i

KVR

MODULE - 2

Business Organisations

Notes

151



KVR

MODULE - 2

Business Organisations

orm of Business Organisation

(f) Secrecy : Sole trader is the master of his entire business. He does not need to
share his secrets with any one. Partnership is organised on the basis of mutual
agency and therefore all the partners have the right to know everything about the
business. A company is required to file a number of documents and publish its
annual reports. Therefore secrecy is the least in case of a company.

(g) Extent of State Control : While it is not possible altogether to avoid compliance
with governmental regulations the entrepreneur will always like to choose that
form of business organisation which has minimum government interference. A
company has to fulfill many legal formalities before it can commence its business.
Even after the formation, it has to comply with various legal provisions. In sole
proprietorship and partnership, the government control is comparatively less.

Notes

Following table presents a summary and comparisons of different characteristics of
sole proprietorship, partnership and company.

Characteristics Most advantageous form | Least advantageous
Jform

(i)  Availability of finances. Company Sole proprietorship

@) Cost of organising and dissolving. Sole proprietorship Company

(@iii) Ease of organising and dissolving. Sole proprietorship Company

(iv) Ease of transferring or withdrawing | Company Partnership
ownership.

(v) Efficiency in management. Company Sole Proprietorship

(vi) Freedom to operate in any state. Sole proprietorship Company

(vil) Government controls and restrictions. | Sole proprietorship Company

(viii) Length of life. Company Sole Proprietorship

@) Simplicity of operations. Sole proprietorship Company

V°1
\® (| INTEXT QUESTIONS 6.4

1. AlJoint Stock Company is suitable where the volume of business is large, the area
of operation is widespread and the risk involved is high. What are other conditions
under which Joint Stock Company is more suitable. Write any two such conditions.

2. There are a number of factors that determine the choice of a particular form of
business organization. Name the form of organization i.e., either sole proprietorship
or joint stock company which may be preferred keeping in mind the following
factors:

(a) Itcanraise huge capital and hire expert knowledge to manage a big business.
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(b) Maximum secrecy can be maintained.

(c) The government controls is very little.

KVR

(d) Death or insolvency of a member does not affect the existence.

(e) Flexibility in operations is maximum.

6.9 DIFFERENCES BETWEEN VARIOUS FORMS OF

BUSINESS ORGANISATION

We have learnt about the various forms of business organisation. If we analyse their

characteristics we find that each one is different from the other. Let us try to distinguish
between some of these forms of business organisation.

Difference between Partnership and Joint Stock Company

Basis Partnership Joint Stock Company
1. Formation It is easy to form as It requires many legal formalities
registration is not to be completed before the
compulsory. company comes into existence.
2. Operation Governed by the Indian | Governed by the Companies

Partnership Act, 1932.

Act, 1956.

3. Membership Minimum is two, In case of Private Company
maximumis 10 in minimum is 2, maximum is 50;
banking business and in case of Public company
20 in other business. minimum is 7 and there is no

maximum limit.

4. Legal Status No separate legal entity. | Separate legal entity from that

of its members.

5. Liability Joint and several to Limited to the face value of shares
an unlimited extent. held.

6. Management All or any one Board of Directors
on behalf of all partners isauthorised to manage.
are entitled to manage.

7. Transfer of Consent of all partners Shares are freely transferable.

Shares is required.

8. Existence Dissolves with the Perpetual existence; unaffected
death, retirement or by death, retirement, insolvency
insanity of a partner. etc. of the shareholders.
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. Finance

Relatively limited scope
for raising finance.

Vast and unlimited scope
for raising finance.

Difference between Joint Stock Company and Co-operative Society

Notes

Basis Joint Stock Company | Co-operative Society
. Formation Comes into existence Comes into existence when
when registered with registered with the Registrar
the Registrar of of Co-operative Societies.
Companies.
. Membership Members can be from Members are mostly from
the whole country or from | a particular locality or a
any other country of the | region. The minimum
world. Minimum number | membershipis 10 and
of members for a Private | maximum is not fixed.
company is 2 and fora
Public company itis 7.
The maximum membership
for the former is 50 and
for the latter is not fixed.
. Purpose Usually run abusiness to | To render services to its
earn profit. members in particular and to
the society in general.
. Operation Governed by the Governed by the Co-operative
Companies Act, 1956 Societies Act, 1912, Multi-state
Cooperative Societies Act 2002
and State Co-operative Societies
Acts.
. Management Managed by Board Managed by a Managing
of Directors, electedby | Committee elected
the shareholders. by members on the basis
Each shareholder of one member, one-vote.
has as many votes as the
number of share holders.
. Transfer of Shares are freely transfer- | Shares are not easily
Interest able and passed on to the | transferable, but can be
legal heirs (exceptin passed on to legal heirs or
case of private company). | reverted back to the society

at the Member’s discretion.
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7. Liability Liability of its membersis | Liability of its members is
limited to the value of limited but the
shares held. society may opt for

unlimited liability.
8. Payment The rate of dividend is A fixed rate of dividend is
of Dividend decided by the company | payable to its members

every year and it may as per the provisions of the
vary. Cooperative Societies Act.

6.10 MULTINATIONAL CORPORATION

In our day-to-day life we use different goods of Indian as well as foreign origin. The
foreign goods are either imported to our country or these goods are produced in our
country by the foreign companies. You must be thinking why foreign companies are
coming to our country. Actually they came to India to produce goods and services and/
or to sell their products. Similarly, Indian Companies are also extending their business
operations across the boundaries of our country. This is called globalization, which
means extension of economic activities across the boundaries of a country in search of
world wide market.

6.10.1 Meaning and Features of Multinational Corporation

Simply speaking, a multinational corporation (also termed as multinational companies)
is one which is registered as a company in one country but carries on business in a
number of other countries by setting up factories, branches or subsidiary units. Such a
company may produce goods or arrange services in one or more countries and sell
these in the same or other countries. You might have heard about many Multinational
Corporations (MNCs) running business in India, Hyundai Motor Company, Coca Cola
Company, Sony Corporation, McDonald’s Corporation, Citi Bank, etc.

All these corporations generally have production, marketing and other facilities in several
countries. Their volume of sales, profits earned, and also the value of assets held by
them are generally very large. They have set up their branches and subsidiary units in
our country and also in other countries. They are controlled from the headquarters of
these companies in the home country, which lay down broad policies to be pursued.

Features of Global Enterprises (MNCs)
The main features of the multinational company are the following :

1. Centralised Management : A multinational company has its headquarter in the
home country. It expands its business in other countries by opening branches and
subsidiary companies in other countries. The management of the business being
carried out in other countries is in the hands of the head office. All the branches
and subsidiaries have to work according to the policies laid down by the head
office.
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Worldwide Spread of Business : The business of the multinational company is
spread in many countries. This company fully exploits the local conditions prevailing
in the host countries. This includes the availability of cheap labour and the use of
raw material.

Better Quality Products : A multinational company has to compete on the world
level, it has, therefore, to pay special attention to the quality of its products.

Large Size : A multinational company has huge assets. The value of the assets of
IBM is approximately 8 billion dollars. Similarly, another company ITT has 800
branches in 70 countries.

Access to International Market : A multinational company easily establishes
its identity in the international market because of its many products, good quality,
research on a large scale, good marketing facilities, etc.

Special Attention to Advertisement : A multinational company pays special
attention to advertisement. That is the secret of its success.

6.10.2 Advantages of Multinational Corporation

The Multinational Corporations enjoy several advantages by way of huge earnings due
to large-scale production and distribution activities across national borders. Besides,
the host countries in which the Multinational Corporations operate also derive a number
of advantages. These are:

Investment of Foreign Capital : Direct investment of capital by multinational
corporation helps under-developed countries to speed up their economic
development.

Generation of Employment : Expansion of industrial and trading activities by
multinational corporation leads to creation of employment opportunities and raising
the standard of living in host countries.

Use of Advanced Technology : With substantial resources multinational
corporation undertake Research and Development activities which contribute to
improved methods and processes of production and thus, increase the quality of
products. Gradually, other countries also acquire these technologies.

Growth of Ancillary Units : Suppliers of materials and services and ancillary
industries often grow in host countries as a result of the operation of multinational
corporation.

Increase in Exports and Inflow of Foreign Exchange : Goods produced in
the host countries are sometimes exported by multinational corporation. Foreign
exchange thus earned contributes to the foreign exchange reserves of host countries.
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(f) Healthy Competition : Efficient production of quality goods by multinational
corporations prompt the domestic producers to improve their performance in
order to survive in the market.

6.10.3 Limitations of Multinational Corporation

The advantages discussed above are no doubt beneficial to host countries. But there
are several limitations of multinational corporation, which we should take note of:

(a) Least Concern for Priorities of Host Countries : Multinational corporations
generally invest capital in the most profitable industries and do not take into account
the priorities of developing basic industries and services in backward regions of the
host country.

(b) Adverse Effect on Domestic Enterprises : Due to large-scale operation and
technological skills, multinational corporations are often able to dominate the markets
in host countries and tend to acquire monopoly power. Thus, many local enterprises
are compelled to close down.

(¢) Change in Culture : Consumer goods, which are introduced by multinational
corporations in the host countries, do not generally conform to the local cultural
norms. Thus, consumption habits of people as regards food and dress tend to
change away from their own cultural heritage.

6.10.4 Joint Ventures

Joint venture is a form of business, where two or more independent firms contribute
capital and participate in business operations, these two organisations may be private
or government organisations or a foreign company. In joint venture, business concerns
join together for a specified purpose. It facilitates pooling funds, technical knowhow &
managerial skills. The rewards and risks will be shared by the concerns in joint venture.
e.g. Maruti Ltd. of India and Suzuki Ltd. of Japan joined hands to form Maruti Suzuki
India Ltd. which is a joint venture concern.

Features of Joint Venture

1. Access to advanced Technology : When two or more companies join together,
there can be access to latest techniques of production. This will lead to cost
reduction and improvement in quality and increased production.

2. Optimum Use of Capital : Joint Venture helps in the optimum utilisation of capital.
There will be least wastage of capital and other resources.

3. Pooling of Resources and Expertise : The resources of two or more companies
can be effectively pooled by forming a joint venture. This helps in large scale
production and can avail economies of large scale production.
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4. Innovation : It the highly competitive market, the ideas and technology of two
enterprises will help to innovative new ideas and products.

5. Sharing of Risk and Reward : The enterprises which join hands to form joint
venture will share the reward in the form of increased profit. The partners in joint
venture have to share the risk that may occur in business.

6.10.5 Public Private Partnership (PPP)

Public Private Partnership means partnership between public sector and private sector
in financing, designing and developing infrastructural facilities. In a PPP, the private
sector may contribute money, expertise and technical knowhow. Infrastructures like
power, transport, education, healthcare, waste management etc are maintained through
PPPs.

Features of Public Private Partnership

1. PPP projects are for the benefit of public.

2. Government remains actively involved throughout the life of a PPP project.
3. PPPs are mainly used in government projects of higher priority.
4

In a PPP project, the funds, expertise and experience of both the private and
public sectors are combined.

5. InaPPP project, the degree of responsibility and the level of risk are shared
between private and public sector.

Merits of Public Private Partnership
1. PPPs approach helps in faster implementation of projects.

2. Ithelpsin higher quality services as there is a combined expertise of public and
private sector.

3. Ithelps toreduce costs due to efficient management practices.
4. InPPPstherisk is divided between the government and the private sector.

5. In PPPs, the funds are invested both by the public and the private sector. So
government is relieved of the botheration to borrow money.

6. The government is accountable for the cost and quality of public services.
Demerits of Public Private Partnership

1. Private sector aims at profit maximisation, but such an approach may not be
desirable for public works.

2. Thereis possibility of leakage of important secrets of the country.
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3. Sometimes there may be delays in the completion of crucial projects because of
the conflicts between the government and the private firm.

INTEXT QUESTIONS 6.5

1. State the general features of Multinational Corporation.

2. Following points distinguish a joint stock company, partnership and cooperative
society from each other. Joint the points with the relevant form of business
organization given in the circle by drawing arrows.

(a) Thedifferent forms of business organization being governed by different Acts
passed in the year —

(1) 1932 (i1) 1956 (ii1) 1912

Joint Stock

Partnership
Company
(b) Minimum number of members required to form:
12 (i) 7 (ii1) 10
Public Ltd. Partnership
Company
(¢) Maximum number of members:
(1) 50 (i1) 20 (iii1) No limit
Partnership

(d) Management

(i)Managedby an  (ii) Managed by one  (iii) Managed by elected
Elected committee or more members board of directors

Joint Stock
Company

Cooperative

. Partnership
Society
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Multiple Choice Questions.

L

A form of business organisation that has been set up jointly by two different
business firms is known as:

a) Sole proprietorship b) Joint venture
c¢) Co-operative society d) Public company

Name of the organisation set up as a result of the partnership between public
sector and private sector is

a) Sole proprietorship b) Public company

c) Public Private Partnership d) Co-operative society

160

WHAT YOU HAVE LEARNT

A joint stock company is an artificial person, having a separate legal entity, with a
perpetual succession.

Characteristics of joint stock company:

M Itis anartificial person

»  Its formation involves a lot of legal procedures and it is time consuming.
» Ithas aseparate legal entity

» Ithas an official signature known as common seal

» Ithas perpetual existence

»|  The lability of its members is limited

»  The members are free to transfer their shares

» Joint stock company is managed in a democratic way
Types of company

" Private company

»  Public company

»  Government company

M Statutory company

»  Chartered company

»  Foreign company
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» Indian company

»  Multinational corporation (company)
»  Holding company
»  Subsidiary company

e  Merits of joint stock company: A joint stock company can arrange large resources.
Its members enjoy the benefits of limited liability. It has perpetual existence. The
benefits of large scale business operation can only be derived from this form of Notes
organization. Its shares are easily transferable. It derives the benefit of professional
management in its operation.

e  Limitations of joint stock company: The formation of a joint stock company involves
compliance with a number of legal formalities. It suffers from the limitations of
excessive government control. Itis very difficult to maintain secrecy in the business.
All important decisions require the approval of Board of Directors or General
body of the shareholders. So it takes more time in taking certain decisions. The
joint stock companies are practically managed by a specific group of people. The
shareholders who are scattered all over the country, generally do not take keen
interest in each and every matter of their company.

e  Suitability of joint stock company: A joint stock company is suitable where volume
of business is large, area of operation is widespread, risk involved is high and
there is a need for huge financial return and manpower.

e  Choosing the right form of organisation: The following factors may be considered
while choosing a suitable form of business organization: (a) Ease of formation; (b)
Availability of resources; (c) Liability or risk; (d) Stability; (e) Flexibility; (f) Secrecy;
(g) Extent of state control

e  Multinational corporation: A business unit that is registered as a company in one
country but carries on its business in a number of other countries by setting up
factories, branches and subsidiary units is called a multinational corporation.

e  Merits of Multinational corporation : (a) Investment of foreign capital; (b)
Generation of employment; (c) Use of advanced technology; (d) Growth of ancillary
units; (e) Increase in exports and inflow of foreign exchange; (f) Healthy competition
with domestic companies

e  Limitations of multinational corporations : (a) Least concern for priorities of host
countries; (b) Adverse effect on domestic enterprises; (¢c) Change in culture of the
people.

e  Ajoint venture is an enterprise set up jointly by two or more business concerns. It
helps in pooling the funds, technical knowhow and managerial skills.
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Access to advanced technology, proper use of capital, pooling of resources,
expertise, innovation and sharing of risk and reward are the features of joint venture
type of enterprise.

A PPP is a partnership between a private sector enterprise and a public sector
enterprise.

Active government involvement, pooling of funds, expertise and experience, sharing
of risk and responsibility etc. are the features of PPP form of enterprise.

Faster implementation, high quality services, sharing of risk, accountability of the
government are the merits of PPP.

Demerits of PPP form of enterprise — leakage of important secrets of the country,
conflicts between government and private enterprise.

KEY TERMS

Artificial person Indian company Share

Chartered company Multinational corporation Share capital
Common seal Perpetual existence Shareholder
Foreign company Private company Statutory company
Government company Public company Subsidiary company
Holding company Separate legal entity

TERMINAL EXERCISE

Very Short Answer Type Questions
1.

In joint stock company what is meant by the term ‘share’?
State the meaning of the term ‘Company’ as per the Companies Act 1956.
What is meant by multinational corporation?

State the difference between a public company and a private company as far as
the commencement of business is concerned.

How do you identify a public company and a private company just by seeing their
names?

What is meant by Public Private Partnership?

Name a form of organisation that is formed by combined efforts of two or more
independent firms?
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Short Answer Type Questions

8.
9.

10.

I1.
12.
13.
14.

State how the company is as artificial person.
Enumerate the features of a public company.

Distinguish between private company and public company on the basis of members
and paid up capital.

State the suitability of joint stock company form of business organisation.
What conditions are required to be fulfilled by a private company?
What is meant by a joint venture?

List any three merits of Public Private Partnership.

Long Answer Type Questions

15.

16.
17.

18.
19.

20.
21.
22.

23.

Explain, why the joint stock company form of business organisation is advisable
to undertake huge and risky projects.

Describe any five characteristics of joint stock company.

You were running your business in partnership, but now you have formed a joint
stock company. What difference did you notice in respect of

(a) legalstatus,

(b) liability, and

(c) finance

Explain any five advantages of multinational corporation for the host country.

State any five factors required to be considered while choosing the right form of
business organisation.

Discuss briefly the features of Joint Venture.
Explain the merits and demerits of Public Private Partnerships.

You are appearing as a condidate in an interview in a Public Ltd. Co. One
of the members of the interview board asks you the difference between a
Public Company and a Private Company. Express your views to satisfy
the interview board with the help of any 5 points.

A news about a Joint venture of Indian Company and Japanese Company
made you to think about, what it is all about. You try to get some information
from your self learning materials & some from internet. Explain in brief
about your findings related to joint venture.
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ANSWERS TO INTEXT QUESTIONS

No, since the company has perpetual existence. It can continue working
with new members.

(a) Share (b) Companies Act 1956 (c) Share capital
(d) Common seal (e) Directors

(a) If the company has control over the appointment of the Board of
Directors of another company
(b) When its subsidiary company is the holding company of another company.

Private limited company (a) (d)
Public limited company (b) (c) (e)

(b) FOREIGN (c) STATUTORY (d) HOLDING
(e) MULTINATIONAL (f) GOVERNMENT

No. The liabilities of the shareholders is limited. Again, he has the option to
transfer or sell the shares to avoid further loss.

(@M (b)M (c)L (dL (eyM

(a) Need for professional management (b) Huge financial requirement
(c) More manpower requirement

(a) Joint stock company (b) Sole proprietorship
(c) Sole proprietorship (d) Joint stock company
(e) Sole proprietorship.

(a) International Operation  (b) Large size (c) Centralised control

(a) (i) 1932 —Partnership (i1) 1956 —Joint Stock company
(iii) 1912 — cooperative society

(b) (1) 2- Partnership (i1) 7 —Public limited company
(ii1) 10 — cooperative society

(¢) (1) 50—Private limited company (i1) 20 — Partnership
(ii1) No limit — Cooperative society

(d) (i) Managed by elected committee — Cooperative society
(i1) Managed by one or two members — Partnership
(ii1) Managed by elected board of directors — Joint stock

()b @i)c

164

BUSINESS STUDIES

)

Y/
VR



KVR

4/DO AND LEARN

1. Collect various information about atleast five multinational corporations and prepare
a chart as given below

Name of the company

Country where its head office is located

Other countries it has operations in

Goods and/or services it deals in

ROLE PLAY

1. Sudhir and Sushil are two friends and belong to the same village. They met after a
long time in a festival. Both of them used to be partners of a firm. But Sushil left the
firm five year back and joined a public limited company as a director.

The following conversation took place between them.
Sudhir :  Hello Sushil. How are you? How is your company going on?

Sushil :  Hi Sudhir. I am fine. Our company is also doing very good business.
This year our profit crossed five crore rupees.

Sudhir:  That’s good. But to earn such profit, your company must have invested
huge amount in its activities. Isn’tit? But from where did you get all this
money?

Sushil :  Actually ina public limited company, it is possible to collect large amount
of money because the number of members is large. Another thing, they
invest money without any risk because their liability is limited

Why don’t you convert you partnership business in to a joint stock company, atleast a
private limited company. (Sudhir was keen to know about the features, merits, limitations
and suitability of joint stock company. Sushil explained to him. The conversion between
both the friends was going on).

(Place yourself as Sudhir and one of your friends as Sushil. Enact these roles and make
your study interesting).

2. You are working as a manager in an Indian Company for the last few years. You
receive a call to join a Multinational Company, about which you informed to your
seniors. About which they discussed with you.

Chief Manager : Satish, why do you want to leave our company. You are holding
a good position and that too in a company of national level.

Satish : Sir, you are absolutely right, but I am getting an opportunity in
Multinational Company.

Continue the discussion of Satish with Chief Manager so as to convince him to join
MNC.
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