
Why finance matters

 A start-up can’t survive without sufficient finance

 There are various sources of finance available for new 
businesses

 However, many start-ups struggle to raise finance until the 
business is established

 Finance provided from the personal sources of the 
entrepreneur is very important

Dr.Nidhi 2



 How much finance is required?

 When and how long the finance is needed for?

 What security(if any) has to be provided?

 Whether the entrepreneur is prepared to give up some 
control(ownership) of the start-up in return for investment?
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Internal Finance

 Cash from Sale

 Retained Profit

 Personal Saving

External Finance

 Bank Loan

 Venture Capital

 Credit Card

 Trade credit

 Issue of Shares and 
Debentures

 Commercial Paper

 Discounting of bill of 
Exchange

 Merchant Banking

 Public deposit
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 The founding entrepreneur may decide to invest in the share 
capital of a company founded for the purpose of forming the 
start-up

 This is a common method of financing a start-up

 The founder provides all the share capital of the company 
retaining 100% control over the business

Dr.Nidhi 5



 A start-up company can also raise finance by selling shares to 
external investors

 In return for there investment shareholders gain a share of the 
ownership of the company
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 According to sec 2 (68) of Companies Act, 2013 a private 
company cannot make invitation to public to subscribe it's 
shares.

 Money is raised by Private Companies in three ways:

1. Private Placement

2. Bonus issue

3. Right issue
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Equity Shareholders

 Equity shareholders are the owners of a company and initially 
provide the equity capital to start the business

 Equity share holders enjoy voting right in the company
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 Preference Shares

Preference share holders has the preference to get fixed rate 
of interest of profit for their shares

Preference share holders will have preferential rights compare 
to equity shareholders ,preferential rights in terms of payment 
of dividend and in terms of repayment of capital at the time of 
winding of the company
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 Companies have power to raise finance by issue of debentures

 The rate of interest payable on debentures is fixed at the time 
of issue and the debentures have a charge on the property or 
assets of the company, which provide the necessary security

 The company is liable to pay interest even if there are no profits

 Long term Finance 

 Debenture holders do not carry any voting right
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 Banks can provide long-term and short-term finance as per 
requirements of customers
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 Rate of interest either fixed or variable

 Timing and amount of repayments are fixed in advance

 Start-up provide some security for the loan

 Good for financing investment in production capacity(e.g. 
buildings, equipment)

Dr.Nidhi 12



 Mostly used by start-ups and small businesses

 A flexible source of finance, in the Bank Overdrafts are 
excellent for helping a business handle seasonal fluctuations in 
cash flow or when the business runs into short-term cash flow 
problems(e. a major customer fails to pay on time)
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 Venture capital financing is a type of funding by venture 
capital. It is private equity capital that can be provided at 
various stages or funding rounds.

 High Risk

 Lack of Liquidity

 Long term horizon

 Equity participation and capital gains

 Venture capital investments are made in innovative projects

 Suppliers of venture capital participate in the management of 
the company

Dr.Nidhi 14



 Seed Money:Low level financing needed to prove a new 
idea

 Start-up: Early stage firms that need funding for expenses 
associated with marketing and product development

 Firs-Round: Early sales and manufacturing funds

 Second-Round: Working capital or early stage companies 
that are selling product, but not yet turning a profit

 Third-Round: Mezzanine financing, this is expansion 
money for a newly profitable company

 Fourth-Round: Bridge financing, it is intended to finance 
the “going public process:
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 Amount owed to suppliers for goods supplied on credit and not 
yet paid for delayed payment means that the business retains 
cash longer

 Have to be careful not to damage firm’s credit reputation and 
rating

 Some firms deliberately delay payment to creditors in order to 
enhance their cash flow-a short sighted policy and raises 
ethical issues
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 This is an instrument to raise short-term finance

 This is used when goods are sold on credit

 Companies can discount bill of exchange with commercial 
bank on payment of certain fee 

 This instrument is mostly used in international trade/business
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 Intellectual property refers to any patents, copyrights or trade 
secrets held by the entrepreneur

 These are treated as an important asset to the entrepreneur

 It must be protected from Un-authorized use
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 Patents on inventions

 Trademarks on Branding Devices

 Copyrights on Music, Videos, Patterns, Forms of Expression

 Trade Secrets for Methods/Formulas with Economic Value
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 Since all business is regulated by law the entrepreneur needs 
to be aware of any regulations that may affect his/her new 
venture. At different stages of start-ups , the entrepreneur will 
need legal advice

 Entrepreneur should carefully evaluate the lawyer needs 
before hiring one
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 Lawyers are like many other professionals who are specialized 
in specific areas of the law

 The entrepreneur does not usually have the expertise or know-
how to handle possible risk associated with may difficult laws 
and regulations. A competent attorney is in a better position to 
understand all possible circumstances and outcomes related to 
any legal action

Dr.Nidhi 21



 Lawyer may work on a retainer basis(stated amount per month 
or year) and provides office and consulting time. This gives the 
opportunity to the entrepreneur to call an attorney as the need 
arises without incurring highly hourly visit fees.

 Lawyer may be hired for one time fee e.g. a patent attorney 
may be hired as a specialist to help the entrepreneur obtain a 
patent. Once the patent is obtained, this lawyer would not be 
needed, except any issues regarding patent.
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 A good working relationship with a lawyer. Eases some of the 
risk in starting a new business

 Give the entrepreneur necessary confidence

 Entrepreneur can offer the lawyer stock in exchange for 
services
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 A patent is a contract between the government and an inventor. 
In exchange for disclosure of the invention, the government 
grants the inventor exclusively regarding the invention for a 
specified amount of time

 At the end of this time, the government publishes the invention 
and it becomes part of the public domain, which will help in 
generating new ideas and even the development of an better 
product that could replace the original
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1. Utility Patents

It grants the owner protection from anyone else, making, using 
and selling the identified invention e.g. film developing, 
machines such as photocopier, composition of matter such 
as chemical compound

A utility patent has a term of 20 years

Examples: Fiber optics, Computer Hardware
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2. Design Patents:

Covers new, original, ornamental and unobvious designs for 
articles of manufacture, a design patent reflects the appearance 
of an object. These patents are granted for a term of 14 years.

Example: The look of an Athletic Shoe, a Bicycle Helmet, The 
Star Wars Characters
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3. Plant Patents:

These are issued under the same provisions as utility patents and 

are for new varieties of plants. These patents represent a 

limit area of interest, and thus very few of these types of patents 
are issued

Example: Hybrid Tea Roses, Silver Queen Corn, Better Boy 
Tomatoes are all types of plant patents
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 The patent application must contain a complete history and 
description of the invention as well as claims for its usefulness. 
The actual form can be downloaded from the patent and 
trademark office website. There are three main section in the 
application
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 Introduction

This section should contain the background and advantages of 
the invention and the nature of problems that it overcomes. It 
should clearly states how the invention differs from existing 
offerings.
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 Description of invention

The application should contain a brief description of the 
drawings that accompany it. A detailed description of the 
invention, which may include materials, engineering 
specification and so on.
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 Claims

 Serve to specify what the entrepreneur is trying to patent. 
Essential parts of the invention should be described in broad 
terms. Claims must not be too general either that they hide the 
invention uniqueness and advantage
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 The growth of internet use and software development has given 
rise to business method patents. Firms use these patents to 
assault competitors and subsequently provide income from 
royalties or licensing fees. Concerns have evolved regarding 
these patents.

 E.g. Amazon.com owns a business method patent for the single 
clicking feature used by a buyer on its website to order 
products

 Pricelines.com claims that it holds a patent related to its service 
where a buyer can submit a price bit for a particular service
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 Not all start-ups will have a product or concept that is 
patentable. In this case the entrepreneurs should understand 
the competitive environment to ascertain any advantages that 
may exist or to identify a unique positioning strategy. 
Maintaining the differential advantage may be a challenge but 
represents an important means of achieving long-term success
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 A distinguishing word, name or symbol used to identify a 
product. Trademarks, unlike Patents, can be renewed FORVER 
as long as they are being used in business

 The trade mark is given an initial 10 year registration with ten 
year renewable terms. In the 5th to 6th year the registrant is 
required to file an affidavit with the PTO indicating that the 
mark is currently in commercial use otherwise the registration 
will be cancelled.
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 Coined Marks: There is no relation between the mark and the 
goods of services and afford the possibility of expansion to a 
wide range of products. e.g. Mercedes, Kodak

 Arbitrary Mark: is the one that has another meaning in our 
language and is applied to a product or service. E.g apple 
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 Suggestive Mark: is used to suggests certain features, 
Qualities, ingredients, or Characteristics of a product or 
service. E.g. Clean and Clean, Fair & Lovely, Skin

 Descriptive Mark: with a dictionary meaning which is used in 
connection with products or services directly related to that 
meaning. E.g Ruberoid as applied to roofing materials that 
contain rubber
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Filing of the trademark registration must meet four 
requirements:

 Completion of the written form

 A drawing of the mark

 Five specimens showing actual use of the mark

 The fee
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 Initial determination of suitability takes 3 months. Any 
objections by the entrepreneur must be raise within six months, 
or application is considered abandoned

 Once accepted, the trademark is published in the “trade official 
gazette” to allow any party 30 days to oppose or request an 
extension to oppose. If no opposition is filed, the registration is 
issued and the entire procedure usually takes 13 months
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 Right given to prevent others form printing, copying or 
publishing any original works of authorship. Such as Books, 
Scripts, Articles, Poems, Songs, Sculptures, Data and Music

 The protection in a copyright doesn’t protect the idea itself, it 
allows someone else to use the idea or concept in a different 
manner

 The copyright law has become especially relevant because of 
the tremendous growth of the use of internet, especially to 
download music, literary work, picture arts etc. although 
software copyright law was added in 1980, issues surrounding 
access to material on the internet have led to major legal 
battles for the entertainment industry
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 Contractual agreement giving rights to others to use 
intellectual property in return for fee

 Licensing is an arrangement between two parties, where one 
party has proprietary rights over some information, process or 
technology protected by a patent, trademark or copyright

 The arrangement required the license to pay some specified 
sum to the holder of the proprietary rights(licensor) in return 
for permission to copy the patent, trademark or copyright
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 Patent license agreements

Specify how the license would have access to the patent. The 
license may either just market a product or manufacture and 
sell also .e.g. telecommunication, food franchises etc.

 Copyright  license agreements

Involve rights to use or copy books, software, music, 
photographs, plays etc. e.g. Indian Idol, even celebrities can 
license the right to use their image in a product etc.
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 Trademark license agreements

Involves a franchising agreement. The entrepreneur operates a 
business using the trade mark and agrees to pay a fixed sum 
for use of the trademark, pay amount on sales volume and buy 
supplies from the franchiser e.g. shell, Pepsi, Coca Cola 
bottlers etc.

Dr.Nidhi 42



Before entering into a licensing agreement, the 
entrepreneur should ask the following Questions:

 Will the customers recognize licensed property?

 How well does the licensed property complement my 
products or services?

 How much experience do I have with the licensed property?

 What is the long-term outlook for the licensed property?

 What kind of protection does the licensing agreement 
provide?

 What commitment do I have in terms of payment of royalties, 

 Sales quotas, and so on?

 Are renewal options possible and under what terms?
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 Provides protection against others revealing or disclosing 
information that could be damaging to business

 Trade secrets have a life as long as the idea or process remains 
a secret

 It is not covered by any federal law but is recognized under a 
governing body of common laws in each state

 Employees may be asked to sign a confidential information 
agreement

 Entrepreneur needs to take proper precautions

 Legal action is possible only after the secret has been revealed
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 It is a form of licensing

 A franchise is the agreement between two legally independent 
parties which gives:

 A person or group of people(franchisee) the right to market a 
product or service using the trademark or trade name of 
another business(Franchisor)

 The franchisee the right to market a product or service using 
the operating methods of the franchisor

 The franchisee the obligation to pay the franchisor fees for 
these rights

 The franchisor the obligation to provide rights and support to 
franchisees
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 Production distribution Franchise

 Business format Franchise

 Management Franchise
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 Product distribution franchise

This model is very much like a supplier-dealer relationship

The franchisee merely sells the franchisor’s products

However, this type of franchise will also include some form of 
integration of the business activities
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 Business format franchise

The integration of the business is more complete

The franchisee not only distributes the franchisor’s products 
and services under the franchisor’s trade mark, but also 
implements the franchisor’s format and procedure of 
conducting the business
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 Management Franchise

In this model, the franchisor also gives managerial assistance 
for the franchisee for conducting the business other than 
operational, financial and technical support
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Advantages

 Probability of success proven line of business Pre-qualification 
of franchisee

 Training Franchisor-provided

 Financial assistance Franchisor assistance

 Operating benefits Franchisor-aided
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Limitations

 Franchise costs initial franchise fee, investment costs, Royalty 
payments, Advertising costs

 Restrictions on Business operations

 Loss of independence
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Franchisee relationship regulated by contract which usually 
covers:

 Initial fee

 Royalty fee/Management fee

 Capital required from franchisee

 Territory/Area of operation

 Duration of license and renewal

 Termination
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Organisational
structure

Organisational structure defines how activities such as task 

allocation, coordination, and supervision are directed toward 

the achievement of organizational aims.

https://en.wikipedia.org/wiki/Task_allocation


Steps in organisation structure

1 Identification and Division of work

2 Departmentalization

3 Assignment of Duties

4 Establishing Reporting Relationships



Types of organizational structure

• Line organisation structure 

• Functional organisation structure 

• Line and Staff Organisation structure 

• Committee Organisation structure 

• Matrix organisation Structure  

• Team organsiation structure

• Boundary less organsiation structure 



Line organizational structure 

• Merits: 

• Simplicity 

• Discipline 

• Prompt Decisions

• Orderly Communication 

• Easy Supervision & Economical

• Demerits:

• Lack of Specialisation

• Absence of Conceptual Thinking 

• Autocratic Approach

• Problems of coordination



Functional organisation structure 

• Merits:

• High Specialisation

• Clarity in functioning 

• No duplication Satisfactions

• Control and Coordinate

• Demerits: 

• Calls for more coordination 

• Clear line of authority 

• Slow decision making



Line and Staff Organisation structure 

• ADVANTAGES:-

• It adds functional specialists to the pure 

line organisation and thus aims at 

combining the merits of the two. 

• It brings expert knowledge to bear upon 

management. Functional specialists 

provide expert advice to the 

management on wide-ranging matters.

• It provides for better placement and 

utilization of personnel and leads to more 

skill development

• DEMERITS:-

• The line and staff relationship often lead to 

many frictions and Jealousies.

• Line mangers may depend too much on 

staff experts and thus lose much of their 

judgment and initiatives.

• The staff experts may remain ineffective 

because they do not get the authority to 

implement their recommendation.



Matrix organisation Structure 

• Merits:-

• It offers operational freedom & 

flexibility 

• It focuses on end results. 

• It maintenance professional 

Identity. 

• It holds an employee responsible 

for management of resources

• Demerits:-

• It calls for greater degree of 

coordination, It violates unity of 

command.

• Difficult to define authority & 

responsibility. 

• Employee may be de motivated. 



Team organsiation structure

• A structure in which the entire organization is made up of work groups or teams is known as “team 
structure”.

• Team structures are both permanent and temporary in nature as situation demands.

• ‘We report to each other’ is the main feature of team structure.

• It leads to boundary less organisation in a borderless world. 

• In team structures, we find cross-functional teams meant for improving lateral relations, solving problem, 
completing special projects and accomplishing routine tasks.

• A cross-functional team comprises members from different functional departments such as marketing, 
finance, HR, production etc. 

• Here employees are more involved and empowered because of reduced barriers among functional areas



Boundary less organsiation structure 

• It may be defined as an organisation structure that can avoid all the barriers.

• Boundary less organisation allows free flow of ideas/information / resources 

throughout the organisation and into others.

• At the name indicates, a boundary less organization eliminates internal boundaries 

among subsystems and external boundaries with external environment.

• It is a combination of team and network structures with the addition of temporariness.

• The key features of boundary less organization include knowledge-sharing, absence 

of hierarchy and bureaucracy.

• Creativity, quality, timeliness, increase in speed and flexibility are the benefits the 

boundary less organization yields



Importance of organizational structure

• Clarity in Working Relationships

• Benefits of Specialisation

• Effective Administration & Governance

• Development of Personnel



Why Write a Business Plan? 

 A Business Plan helps you evaluate the feasibility of a new business idea in 

an objective, critical, and unemotional way. 

• Marketing – Is there a market? How much can you sell? 

• Management – Does the management team have the skill? 

• Financial – Can the business make a profit? 
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Basic Business Plan Outline

 Cover Sheet: Business Name, Address, Phone Number, Principals

 Executive Summary or Statement of Purpose 

 Table of Contents

Section One: The Business 

Description of Business 

B. Products/Services

C. Market Analysis 

D. Marketing Plan 

E. Location 

F. Competition 

G. Management
Entrepreneurship Reference Material_Dr.Nidhi
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H. Personnel

I. Application and Effect of Loan or Investment

Section Two: Financial Data 

A.Projected Financial Statements Income Statements Cash Flow 

Statements Balance Sheets Assumptions to Projected Financial 

Statements  

B. Sources and Uses of Funds 

Section Three: Supporting Documents

Historical financial statements, tax returns, resumes, reference 

letters, personal financial statements, facilities diagrams, letters of 

intent, purchase orders, contracts, et
Entrepreneurship Reference Material_Dr.Nidhi
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Steps in Financial Projections 

Estimate fixed 
asset 

requirements 
for the first year. 

Estimate any 
start-up or one-
time expenses.

Define each 
“unit” of your 

product or 
service and 
estimate the 
selling price 

and direct cost 
per unit.

Estimate sales 
by month for at 
least one year.
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Continued….

Estimate 
monthly Cost 
of Sales and 
Gross Profit 

based on the 
percentages 

of sales 
calculated.

Estimate 
and itemize 

fixed 
expenses by 
month for at 

least one 
year. 

Describe the 
amount of 
inventory (if 

any) 
required to 
support the 

sales 
forecast.  

Describe 
your credit, 
sales, and 
collections 

policies.

Describe 
how fast you 

must pay 
your vendors 
for any items 

you will 
purchase. 
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Designing Financial Plan
The financial plan is critical to the success of your 

business plan  especially if it is for the purpose of getting 

a bank loan. The Cash Flow Forecast is arguably the 

most important part of the plan, but each of the other 

documents is important from a planning perspective. 

There are three sections in a financial plan:

· The Starting Balance Sheet. 

· The Pro-Forma (or Forecast) Income Statement.

· The Cash Flow Forecast.



Importance of Financial Planning:

1. It Facilitates Collection of Optimum Funds:

2. It Helps in Fixing the Most Appropriate Capital 

Structure

3. Helps in Investing Finance in Right Projects

4. Helps in Operational Activities

5. Base for Financial Control

6. Helps in Proper Utilisation of Finance

7. Helps in Avoiding Business Shocks and Surprises

9. Helps in Coordination

10. It Links Present with Future



Purpose of the financial plan

•It indicates the capital need of the 

business

•It helps to identify the allocation of 

resources

•It calculates the requirement of seed 

money you put up, and

•How much finance is required?



Financial plan for new business

Estimates Starting Costs 

 Estimate Current Assets 

 Estimate Capital Assets 

 Estimate Start-up Expenses 

Starting Balance Sheet 

 Total Assets 

 Planned Investment (Equity) 

 Planned Loans (Liabilities) 

 Balance Sheet Formula : Assets = Liabilities + Equity



Income Statement

• Estimate Start-up Expenses  

• Forecast Revenue

• Forecast Cost of Goods 

• Forecast Overhead Expenses 

• Revenue - Expenses = Net Profit



Estimate Cash Flow 

• Estimate Monthly Sales 

• Adjust Monthly Sales for AR 

• Account for loans & investments 

• Calculate Total Receipts 

• Estimate Monthly Purchase 

• Adjust for AP 

• Estimate Monthly Overheads 

• Estimate Loan Repayment 

• Forward Start-up Costs 

• Calcululate Total Receipts 

• Estimate Monthly Purchase 

• Adjust for AP  

• Estimate Monthly Overheads 

• Estimate Loan Repayment 

• Forward Start-up Costs 

• Calculate Disbursements 

• Starting Balance + Receipts - Disbursement = Ending Balance



Understanding the profitability

Profitability is measured with income and expenses. Income 

is money generated from the activities of the business.

The primary analytical approaches

• Net Profit Margin
Net profit margin measures the profitability of your business. The formula is:

Net profit margin = (net income / net sales) * 100 (We multiply by 100 to 

make the result a percentage)

• Gross Profit Margin
Gross profit margin measures the cost of production. The formula is:

Gross profit margin = (gross profit / net sales) * 100.



• Operating Margin
Operating margin = (operating profit / net sales) 
* 100

• Return on Assets
Return on assets = (net income / total assets) * 
100



Factors that Determine Profitability of an Entity

• Main Objective of the Entity

• Management’s Role

• Overhead costs

• Product Pricing

• Demand of Product

• Level of Competition

• Internal Controls

• Advertising / Brand Awareness



Importance of profitability

• Ability to borrow money
• Funds growth
• Builds working capital
• Grows market value of business
• Essential for survival
• Measures the effectiveness of management
• Attracts investors
• Hire better employees

• Builds cash



 Explain the concept of business organization

 State the meaning and characteristics of Sole Proprietorship,
Partnership, Joint Hindu Family Business and Cooperative Societies

 Identify the merits and limitations of these forms of business
organization

 Describe the suitability of these forms of business organization

 Explain the steps in the formation of these business organization
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 Business organizations may be owned and managed by 

◦ A single individual or 
◦ A group of individuals who may form a partnership firm or
◦ A joint stock company. 

 Such arrangement of ownership and management is termed as a form of 

business organization. 

 The term "business organization" refers to how a business is structured.
◦ It refers to a commercial or industrial enterprise and the people who 
constitute it.
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 A business organization usually takes the following forms in India
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 The term ‘sole’ means single and
‘proprietorship’ means
‘ownership’.

 So, only one person is the owner
of the business organization.

 This means, that a form of business
organisation in which a single
individual owns and manages the
business, takes the profits and
bears the losses, is known as
sole proprietorship form of
business organisation.
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 Definition of Sole Proprietorship

◦ J.L. Hanson: “A type of business unit where one person is solely
responsible for providing the capital and bearing the risk of the
enterprise, and for the management of the business.”

Thus, ‘Sole Proprietorship’ from of business organisation refers to a 
business enterprise exclusively owned, managed and controlled by a 

single person with all authority, responsibility and risk.
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CHARACTERISTICS OF SOLE PROPRIETORSHIP

 No Separation of Ownership and Management

 Single Ownership

 Less Legal Formalities

 No Separate Entity

 No Sharing of Profit and Loss

 Unlimited Liability

 One-man Control
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 Single Ownership:
◦ The sole proprietorship form of business organisation has a single owner who
himself/herself starts the business by bringing together all the resources.

 No Separation of Ownership and Management:
◦ The owner himself/herself manages the business as per his/her own skill and intelligence.
There is no separation of ownership and management as is the case with company form of
business organisation.

 Less Legal Formalities:
◦ The formation and operation of a sole proprietorship form of business organisation
does not involve any legal formalities. Thus, its formation is quite easy and simple.

◦

 No Separate Entity:
◦ The business unit does not have an entity separate from the owner. The
businessman and the business enterprise are one and the same, and the businessman
is responsible for everything that happens in his business unit.
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 No Sharing of Profit and Loss:
◦ The sole proprietor enjoys the profits alone. At the same time, the entire loss is also
borne by him. No other person is there to share the profits and losses of the business.
He alone bears the risks and reaps the profits.

 Unlimited Liability:
◦ The liability of the sole proprietor is unlimited. In case of loss, if his business assets are
not enough to pay the business liabilities, his personal property can also be utilized to pay
off the liabilities of the business.

 One-man Control:
◦ The controlling power of the sole proprietorship business always remains with the owner.
He/she runs the business as per his/her own will.
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Advantages Disadvantages

Easy to Form and Wind Up: No legal formalities are

required

Limited Resources

Quick Decision and Prompt Action: due to nobody

interferes in the affairs of the sole proprietary

organisation

Lack of Continuity

Direct Motivation: the entire profit of the business

goes to the owner

Unlimited Liability: if anything happens in the 

business. Your personal assets are at risk

Flexibility in Operation: the expansion or curtailment

of business activities does not require many formalities

as in the case of other forms of business organisation.

Not Suitable for Large Scale Operations

Maintenance of Business Secrets: He is not required

to disclose any information to others unless and until he

himself so decides. He is also not bound to publish his

business accounts.

Limited Managerial Expertise

Personal Touch It is limited in raising funds and the owner 
might have to acquire consumer loans
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 Sole proprietorship is suitable where

◦ The market is limited,

◦ localized and the customers give importance to personal attention.

◦ It is also considered suitable where the capital requirement is small and risk
involved is limited.

◦ It is also considered suitable for the production of goods and services which
involve manual skill e.g., handicrafts, filigree work, jewelry, tailoring,
haircutting etc.
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 Partnership’ is an association of two or more persons who pool their

financial and managerial resources and agree to carry on a business,

and share its profit.

◦ The persons who form a partnership are individually known as partners and collectively
a firm or partnership firm.

 Partnership Deed contains the terms and conditions for starting and

continuing the partnership firm.

◦ It is always better to insist on a written agreement in order to avoid future litigation
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 Indian Partnership Act, 1932 which defines partnership as “:

 “The relation between persons who have agreed to share the profits
of the business carried on by all or any of them acting for all”.
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CHARACTERISTICS OF PARTNERSHIP:

 Two or More Persons

 Contractual Relationship

 Sharing profits of business

 Existence of Lawful Business

 Principal Agent Relationship

 Unlimited Liabilities

 Voluntary Registration
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 Two or More Persons:
◦ To form a partnership firm atleast two persons are required. The maximum limit on the number of persons

is ten for banking business and 20 for other businesses. If the number exceeds the above limit, the
partnership becomes illegal and the relationship among them cannot be called partnership.

 Contractual Relationship:
◦ Partnership is created by an agreement among the persons who have agreed to join hands. Such persons

must be competent to contract. Thus, minors, lunatics and insolvent persons are not eligible to become the
partners. However, a minor can be admitted to the benefits of partnership firm i.e., he can have share in
the profits without any obligation for losses.

 Sharing Profits and Business:
◦ There must be an agreement among the partners to share the profits and losses of the business of the

partnership firm. If two or more persons share the income of jointly owned property, it is not regarded as
partnership.

 Existence of Lawful Business:
◦ The business of which the persons have agreed to share the profit must be lawful. Any agreement to

indulge in smuggling, black marketing etc. cannot be called partnership business in the eyes of law.
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 Principal Agent Relationship:
◦ There must be an agency relationship between the partners. Every partner is the principal as well as
the agent of the firm. When a partner deals with other parties he/she acts as an agent of other
partners, and at the same time the other partners become the principal.

 Unlimited Liability:
◦ The partners of the firm have unlimited liability. They are jointly as well as individually liable for the
debts and obligations of the firms. If the assets of the firm are insufficient to meet the firm’s
liabilities, the personal properties of the partners can also be utilised for this purpose. However, the
liability of a minor partner is limited to the extent of his share in the profits.

 Voluntary Registration:
◦ The registration of partnership firm is not compulsory. But an unregistered firm suffers from some
limitations which makes it virtually compulsory to be registered. Following are the limitations of an
unregistered firm.
 (i) The firm cannot sue outsiders, although the outsiders can sue it.
 (ii) In case of any dispute among the partners, it is not possible to settle the dispute through court of law
 (iii) The firm cannot claim adjustments for amount payable to, or receivable from, any other parties
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Advantages
 Easy to Form:
◦ A partnership can be formed easily without many legal formalities. Since it is not compulsory to get the

firm registered, a simple agreement, either in oral, writing or implied is sufficient to create a partnership
firm.

 Availability of Larger Resources:
◦ Since two or more partners join hands to start partnership firm it may be possible to pool more resources

as compared to sole proprietorship form of business organisation.

 Better Decisions:
◦ In partnership firm each partner has a right to take part in the management of the business. All major

decisions are taken in consultation with and with the consent of all partners. Thus, collective wisdom
prevails and there is less scope for reckless and hasty decisions.

 Flexibility:
◦ The partnership firm is a flexible organisation. At any time the partners can decide to change the size or

nature of business or area of its operation after taking the necessary consent of all the partners.

 Sharing of Risks:
◦ The losses of the firm are shared by all the partners equally or as per the agreed ratio.
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Advantages
 Keen Interest:
◦ Since partners share the profit and bear the losses, they take keen interest in the affairs of the business.

 Benefits of Specialization:
◦ All partners actively participate in the business as per their specialization and knowledge. In a partnership

firm providing legal consultancy to people, one partner may deal with civil cases, one in criminal cases,
another in labour cases and so on as per their area of specialization. Similarly two or more doctors of
different specialization may start a clinic in partnership.

 Protection of Interest:
◦ In partnership form of business organisation, the rights of each partner and his/her interests are fully

protected. If a partner is dissatisfied with any decision, he can ask for dissolution of the firm or can
withdraw from the partnership.

 Secrecy:
◦ Business secrets of the firm are only known to the partners. It is not required to disclose any information

to the outsiders. It is also not mandatory to publish the annual accounts of the firm.
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 We have already learnt that persons having different ability, skill or
expertise can join hands to form a partnership firm to carry on the
business.

 Business activities like construction, providing legal services, medical
services etc. can be successfully run under this form of business
organisation.

 It is also considered suitable where capital requirement is of a medium
size.
◦ Thus, business like a wholesale trade, professional services, mercantile
houses and small manufacturing units can be successfully run by partnership
firms.
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The following steps are to be taken in order to form a partnership firm:

 Minimum two members are required to form a partnership.
◦ The maximum limit is ten in banking and 20 in other businesses.

 Select the like-minded persons keeping in view the nature and objectives of the business.

 There must be an agreement among the partners to carry on the business and share. The profits and
losses. This agreement must preferably be in writing and duly signed by the all the partners. The
agreement, i.e., the partnership deed must contain the following:
◦ Name of the firm
◦ Nature of the business
◦ Names and addresses of partners
◦ Location of business
◦ Duration of partnership, if decided
◦ Amount of capital to be contributed by each partner
◦ Profit and loss sharing ratio
◦ Duties, powers and obligations of partners.
◦ Salaries and withdrawals of the partners
◦ Preparation of accounts and their auditing.
◦ Procedure for dissolution of the firm etc.
◦ Procedure for settlement of disputes
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 The partners should get their firm registered with the Registrar of Firms of the
concerned state. Although registration is not compulsory, but to avoid the
consequences of non registration, it is advisable to get it registered when it is
setup or at any time during its existence. The procedure for registration of a
firm is as follows.

◦ The firm will have to apply to the Registrar of Firms of the concerned state in
the prescribed form.

◦ The duly filled in form must be signed by all the partners.

◦ The filled in form along with prescribed registration fee must be deposited in the
office of the Registrar of Firms.

◦ The Registrar will scrutinize the application, and if he is satisfied that all
formalities relating to registration have been duly complied with, he will put the
name of the firm in his register and issue the Certificate of Registration.
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 The Joint Hindu Family (JHF) business is a form of business

organisation run by Hindu Undivided Family (HUF)

◦ where the family members of three successive generations own the
business jointly.

◦ The head of the family known as Karta manages the business.

◦ The other members are called co-parceners and all of them have
equal ownership right over the properties of the business
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Characteristics:

 Formation

 Legal Status

 Membership

 Profit Sharing

 Management

 Liability

 Continuity
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 Formation:
◦ In JHF business there must be at least two members in the family, and family should have
some ancestral property. It is not created by an agreement but by operation of law.

 Legal Status:
◦ The JHF business is a jointly owned business. It is governed by the Hindu Succession Act
1956.

 Membership:
◦ In JHF business outsiders are not allowed to become the coparcener. Only the members
of undivided family acquire co-parcenership rights by birth.

 Profit Sharing:
◦ All coparceners have equal share in the profits of the business.
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 Management:
◦ The business is managed by the senior most member of the family known as Karta.
Other members do not have the right to participate in the management. The Karta has
the authority to manage the business as per his own will and his ways of managing
cannot be questioned. If the coparceners are not satisfied, the only remedy is to get
the HUF status of the family dissolved by mutual agreement.

 Liability:
◦ The liability of coparceners is limited to the extent of their share in the business. But the
Karta has an unlimited liability. His personal property can also be utilised to meet the business
liability.

 Continuity:
◦ Death of any coparceners does not affect the continuity of business. Even on the death of the
Karta, it continues to exist as the eldest of the coparceners takes position of Karta. However,
JHF business can be dissolved either through mutual agreement or by partition suit in the
court.
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 Assured Shares in Profits:
◦ Every coparcener is assured of an equal share in the profits irrespective of his
participation in the running of the business. This safeguards the interest of minor, sick,
physically and mentally challenged coparceners.

 Quick Decision:
◦ The Karta enjoys full freedom in managing the business. It enables him to take quick
decisions without any interference.

 Sharing of Knowledge and Experience:
◦ A JHF business provides opportunity for the young members of the family to get the
benefits of knowledge and experience of the elder members. It also helps in inculcating
virtues like discipline, self-sacrifice, tolerance etc
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 Limited Liability of Members:
◦ The liability of the coparceners except the Karta is limited to the extent of his share in the business.

This enables the members to run the business freely just by following the instructions or direction of
the Karta.

 Unlimited Liability of the Karta:
◦ Because of the unlimited liability of the Karta, his personal properties are at stake in case the business

fails to pay the creditors. This clause of JHF business makes the Karta to manage business most
carefully and efficiently.

 Continued Existence:
◦ The death or insolvency of any member does not affect the continuity of the business. So it can

continue for a long period of time.

 Tax Benefits:
◦ HUF is regarded as an independent assessee for tax purposes. The share of coparceners is not to be

included in their individual income for tax purposes.
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 Limited Resources:
◦ JHF business has generally limited financial and managerial resource. Therefore, it is
not considered suitable for large business.

 Lack of Motivation:
◦ The coparceners get equal share in the profits of the business irrespective of their
participation. So generally they are not motivated to put in their best.

 Scope for Misuse of Power:
◦ Since the Karta has absolute freedom to manage the business, there is scope for him
to misuse it for his personal gains. Moreover, he may have his own limitations.

 Instability:
◦ The continuity of JHF business is always under threat. A small rift within the family
may lead to seeking partition
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 A joint stock company is a voluntary association of people who 
contribute money to carry on business.

 CHARACTERISTICS :

◦ It is considered as a separate legal entity •
◦
◦ It comes into formation after all formalities under the Indian
Companies Act 1956 are completed •

◦ Management and ownership is completely separate •

◦ Capital is raised through shares which are transferable
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 The Indian Companies Act, 1956. The Act defines

◦ “ a company as an artificial person created by law, having a separate legal
entity, with perpetual succession and a common seal”.

 It is a voluntary association of persons who generally contribute capital to
carry on a particular type of business:

◦ which is established by law and can be dissolved only by law.
◦ Persons who contribute capital become members of the company.
◦ This form of business has a legal existence separate from its members,
which means even if its members die, the company remains in existence.
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 Legal formation
◦ No single individual or a group of individuals can start a business and call it a joint stock

company. A joint stock company comes into existence only when it has been registered after
completion of all formalities required by the Indian Companies Act, 1956.

 Artificial person
◦ Just like an individual, who takes birth, grows, enters into relationships and dies, a joint stock
company takes birth, grows, enters into relationships and dies. However, it is called an
artificial person as its birth, existence and death are regulated by law and it does not possess
physical attributes like that of a normal person.

 Separate legal entity
◦ Being an artificial person, a joint stock company has its own separate existence independent of
its members. It means that a joint stock company can own property, enter into contracts and
conduct any lawful business in its own name. It can sue and can be sued by others in the court
of law. The shareholders are not the owners of the property owned by the company. Also, the
shareholders cannot be held responsible for the acts of the company
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 Common seal
◦ A joint stock company has a seal, which is used while dealing with others or entering into contracts with outsiders. It

is called a common seal as it can be used by any officer at any level of the organisation working on behalf of the
company. Any document, on which the company's seal is put and is duly signed by any official of the company, become
binding on the company.

◦ For example, a purchase manager may enter into a contract for buying raw materials from a supplier. Once the
contract paper is sealed and signed by the purchase manager, it becomes valid. The purchase manager may leave the
company thereafter or may be removed from the job or may have taken a wrong decision, yet for all purposes the
contract is valid till a new contract is made or the existing contract expires.

 Perpetual existence
◦ A joint stock company continues to exist as long as it fulfils the requirements of law. It is not affected by the death,

lunacy, insolvency or retirement of any of its members. For example, in case of a private limited company having four
members, if all of them die in an accident the company will not be closed. It will continue to exist. The shares of the
company will be transferred to the legal heirs of the deceased members

 Limited liability
◦ In a joint stock company, the liability of a member is limited to the extent of the value of shares held by him. While

repaying debts,
◦ for example, if a person owns 1000 shares of Rs. 10 each, then he is liable only upto Rs 10,000 towards payment of

debts. That is, even if there is liquidation of the company, the personal property of the shareholder can not be
attached and he will lose only his shares worth Rs. 10,000.
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Disadvantages

• It is subject to double taxation. (Corporation
and shareholder earnings are taxed.)

• It can be costly to form.
There are more administrative duties.

• This entity type is required by law to have
annual meetings, notify stockholders of the
meeting and keep minutes of meetings.

• C-corps pay corporate taxes at a different

time than other forms of business.

Advantages

• It is limited liability.

• In regards to transfer of ownership,
shareholders can sell their shares.

• Capital is easier to raise through the
sale of stock.

• The company pays fringe benefits.

• There are tax benefits.
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Private 

Company 

Public 

Company 
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 Closely held by a few people •

 Minimum 2 and maximum 50 shareholders •



 Stocks cannot be traded on exchanges and private equity cannot be raised •

 Less regulations as compared to Public Companies
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 Stocks are held by a large number of people

 Minimum 7 shareholders and no limit for maximum

 Can be listed on stock exchange and can go public

 Have to follow many laws with regards to the board
composition and AGM.
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Basis Private limited companies Public Limited Companies 

Membership Minimum - 02 

Maximum - 50

Minimum - 07 

Maximum - no restriction

Identification Use a suffix “Private Limited” after 

its name

Use a suffix “Limited” after its 

name

Transferability of shares Restricted Free

Capital required Not less than Rs. 1 lakh Not less than Rs. 5 lakh

Raising of funds Can not give open invitation to the 

public to subscribe the shares

Can raise as much money as 

required from public
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 In these companies the Government (either state or central

government or both) holds a majority share capital i.e., not less than

51%.

◦ However, companies having less than 51% share holding by the
government can also be called Government companies provided control
and management lies with the government.

◦ Examples of government companies are: Mahanagar Telephone Nigam
Limited, Bharat Heavy Electricals Limited.
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 A company having business operations in India and registered under

the Indian Companies
◦ Act, 1956 is called Indian Company. An Indian company may be
formed as a public limited, private limited or government company

 A foreign company is a company formed and registered outside

India having business operations in India.
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 Capital requirements

 Degree of control and management

 Degree of risk and liability

 Nature of business activity

 Scale of operations



 Stability of business

 Flexibility of administration

 Division of profit

 Costs, procedure, and government 
regulation

46Dr.Nidhi


