
TODAY’S LEARNER!                        KVMHSS                                TOMORROW’S LEADER!! 

 

K. PUSHPARASU, M.Com., M.Phil., B.Ed.,                              COMMERCE Page 1 
P.G.T.IN COMMERCE                             KVMHSS                        KVMHSS 

K V MATRIC HIGHER SECONDARY SCHOOL 

                           Creativity * Prosperity*Originality  
    546, SATHY MAIN ROAD, KURUMBAPALAYAM, COIMBATORE – 641 107. 

 

1) Define Partnership. 

Partnership is “ The relation between persons who have agreed to share the profits of a business 

carried on by all or any of them acting for all”. 

      -   Section 4 of Indian Partnership Act of 1932. 

2) What is the minimum and maximum number of members in the partnership firm? 

 Partnership is the relationship between two or more persons.  

 So, there must be more than one person.  

 The maximum number of partners has been limited to 10 in the case of banking business  

and 20 in the case of other business. 

3) What is the relationship that exits among partners? 

 The relation that exists between the partners in a partnership is said to be contractual and not 

natural relation arising out of mutual love and affection.  

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

from status”.  

 Only persons legally capable of making an agreement can become partners. Lunatics, insolvents 

cannot become a partner. 

4) Who is a dormant partner? 

 The partners who merely contribute capital and do not take active interest in the conduct of the 

business of the firm are called sleeping or dormant or financing partners. 

5) What is limited partnership? 

 A partnership in which the liability of the partner is limited is called limited partnership.  

 The Law does not permit the formation of a limited partnership in India. But in Europe and 

U.S.A. limited partnership is allowed. 

  A limited partnership firm must have at least one partner whose liability is unlimited.  

 The liability of remaining partners is limited.  

 Thus limited partnership consists of two types of partners, general partner and limited partner. 

6) What is a partnership deed? 

 A partnership firm can be formed through an agreement among two or more persons.  

 In India this agreement may be oral or in writing. 

  But it is desirable to have it in writing to avoid any misunderstanding among the partners in 

future. 

 All the terms and conditions of partnership are included in the agreement.  

 The partnership agreement is also known as Partnership Deed or Articles of Partnership. 

7) Define implied authority of a partner. 

 An implied authority is a right vested with a partner to be used in emergency situations to protect 

 the interest of the firm.  

 Where there is no partnership agreement or where the agreement is silent, “the act of a partner 

which is done to carry on, in the usual way, business of the kind carried on by the firm, binds the 

firm”.[sec.19(1)]. The authority of a partner to bind the firm is called “implied authority”.  

8) What is joint and several liabilities? 

 The liability of partners is joint and several.  

 The creditors of partnership firm can claim their dues from the private assets of all the partners 

taken together or they can take action against the private properties of any one of the partners to 

get back their dues. 

9) Who is a minor? Can a minor become a partner? 

 A minor is a person who has not completed 18 years of age, where a guardian is appointed by a 

court, and his age of majority extends to 21 years.  
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 Legally, a minor cannot become a partner because he is incapable of entering into a contract.  

 He may, however, be admitted to the benefits of partnership with the consent of all partners. 

 

10) Explain the position of minor in the partnership firm. 

MINOR : 

 A minor is a person who has not completed 18 years of age, where a guardian is appointed by a 

court, his age of majority extends to 21 years. 

  Legally, a minor cannot become a partner because he is incapable of entering into a contract.  

 He may, however, be admitted to the benefits of partnership with the consent of all partners. 

The position of a minor partner may be studied under the following two heads. 

 Position before attaining majority 

 He has a right to share the property and profits of the firm as may have been agreed upon. 

 He has a right to have access to and inspect and take a copy of  the accounts of the firm. 

 His liability is confined only to the extent of his share in the profits and property of the firm.  

Over and above his capital, he is neither personally liable nor his private properties is liable. 

 Position after attaining majority 

 On attaining majority the minor partner has to decide within six months by giving notice whether 

he shall continue in the firm or not. 

  If he decides to continue as partner, he becomes liable to the firm from the date, on which he 

was admitted as minor partner.  

 If he decides not to continue as partner, he is not liable for the debts of the firm after the date of 

notice. 

11) Explain the procedure for registration of a partnership firm 

  REGISTRATION OF FIRM 

 Registration of a partnership firm in India is not compulsory. 

 It is only optional. Indian Partnership Act, 1932, provides that if the partners so desire, they 

may register their firms with the registrar of firms of the state.  

 The procedure for registration is explained below. 

 Procedure for Registration 

  A partnership firm can be registered at any time by filing a statement in the prescribed form. 

 The form should be duly signed by all the partners. 

  It should be sent to the registrar of firms along with the prescribed fee.  

 The statement should contain the following particulars. 

 Name of the firm 

 Principal place of its business 

  Name and address of each partner 

 Date of admission of each partner 

 Date of commencement of business of the firm 

 Duration of the firm 

 On receipt of the statement and the fees, the registrar makes an entry in the register of firms. 

  A certificate is issued by the registrar which is known as Certificate of Registration.  

 The firm is considered to be registered when the entry is made. 

  Any change in the above particulars must be communicated to the registrar of firms within a 

reasonable period of time so that necessary alteration may be made in the register of firms.  

 This register is open for inspection on payment of a nominal fee. 

12) What are the drawbacks of non-registration of partnership firm?. 

Registration of partnership is only optional in India. But if a firm is not registered, it has to face 

the following drawbacks. 

 A partner of an unregistered firm cannot file any case against the firm or against any other 

partner, including an ex-partner for enforcing his contractual rights under the partnership 

agreement or under the Act. 
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 An un-registered firm cannot file any suit against third parties in any civil court for recovering 

the money due. 

 Any third party can take legal action against the business or the partners. 

 The firm cannot take legal action against its partners. 

 An unregistered firm cannot enforce its claims against third parties for recovering a sum 

exceeding rupees one hundred. 

 A partner cannot sue for dissolving the firm or realising the property of the dissolved firm or for 

the settlement of accounts on dissolution. 

 The firm forfeits its rights in restricting the outsiders from using the trademarks and copyrights 

of the firm. 

13) What are the contents of partnership deed? 

 A partnership firm can be formed through an agreement among two or more persons.  

 In India this agreement may be oral or in writing.  

 But it is desirable to have it in writing to avoid any misunderstanding among the partners in 

future.  

 All the terms and conditions of partnership are included in the agreement.  

 The partnership agreement is also known as Partnership Deed or Articles of Partnership. 

 Contents of Partnership Deed 

A partnership deed will usually provide for the following matters. 

 Name of the firm. 

 Date of agreement and principal place of business. 

 Names and addresses of all the partners. 

 Nature of business proposed to be carried on by the firm. 

 Duration of the partnership, if any. 

 Amount of capital contributed by each partner. 

 Amount of withdrawal of each partner 

  Profit sharing ratio. 

 Salary payable to active partner or partners. 

 Interest on capital and interest on drawings. 

 Procedure for admission or retirement of partners. 

 Manner of dissolving the firm and the mode of settlement of accounts on such dissolution. 

 Maintenance of books of accounts and their audit. 

 Interest to be allowed on partner’s loans and advances to the firm. 

 Mode of valuation of goodwill on admission, retirement or death of a partner. 

 Procedure for settlement of disputes among partners by arbitration. 

The contents of a partnership deed can be altered only with the consent of all the partners. 

14) Describe the various kinds of partners. 

 

KINDS OF PARTNERS 

 

Managerial Interest  Profit Sharing   Status    Behaviour 

 

 

Active   Sleeping    Partner By  Partner By   Secret 

Partner  Partner    Estoppels  Holding Out     Partner 

(Or)   (Or) 

Working  Dormant 

Partner  Partner 

 

 

Nominal  Partner     Minor  Sub  

Partner   in profit only     Partner  Partner  
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 Active Partner 

 A partner who takes active part in the management of the partnership firm is known as active or 

working or managing or general partner.  

 His liability is unlimited. 

 Sleeping Partner or Dormant Partner 

 The partners who merely contribute capital and do not take active interest in the conduct of the 

business of the firm are called sleeping or dormant or financing partners. 

 

 Nominal or Ostensible Partner 

 He is a partner who neither contributes capital nor takes any part in the management of the firm.  

 He lends his name to be used as partner in the business to increase the reputation of the firm.  

 They are not eligible for a share in the profit. 

  They are also liable to the creditors for the debts of the firm. 

 Partners in Profit Only 

 A person who shares the profit of a firm but does not share the loss, is called “partner in profit only”. 

 Usually he has no voice in the management of the firm. But his liability to third parties is unlimited . 

 Partner by Estoppel : 

 A person may not be really a partner in the business. 

  But by his behaviour he makes outsiders believe that he is a partner in the business.  

 Then, he is liable to such outsiders who advance money to the firm or enter into a contract under 

such false belief. 

  Such a person is known as “partner by estoppel”. He cannot later on deny that he is not a partner. 

 Partner by Holding out 

 When a person who is not really a partner in a business, is described as a partner to others, then he 

must at once deny it when he comes to know about it.  

 If he keeps quiet, then he is liable to other persons who do business with that partnership believing 

that he is also a partner.  

 Such a person is called partner by holding out. 

 Sub-Partner 

 When a person makes an arrangement with a partner to share his profit, he is known as a sub-partner. 

 Such a sub-partner has no rights against the firm, as he is not liable for the debts of the firm. 

 Minor as a Partner 

 A minor is a person who has not completed 18 years of age, where a guardian is appointed by a 

court, and his age of majority extends to 21 years. Legally, a minor cannot become a partner because 

he is incapable of entering into a contract. 

15) Explain the basic features of partnership : 

FEATURES OF PARTNERSHIP 

The following are the main features of partnership firm. 

 Agreement 

 A partnership is created by an agreement. 

  The agreement may be oral or in writing. 

 It is better to put it in writing to avoid misunderstanding in future. 

 Multiplicity of Person 

 Partnership is the relationship between two or more persons. 

 So, there must be more than one person.  

 The maximum number of partners has been limited to 10 in the case of banking business and 20 in 

the case of other business 

 Contractual Relation 

 The relation that exists between the partners in a partnership is said to be contractual and not natural 

relation arising out of mutual love and affection.  
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 According to Indian Partnership Act, “the relation of partnership arises from contract and not from 

status”. 

  Only persons legally capable of making an agreement can become partners. Lunatics, insolvents 

cannot become a partner. 

 Lawful Business 

 Partnership is formed to do a business. Business means any trade or occupation or profession. [E.g., 

Partnership of chartered accountants, partnership of lawyers, general stores etc.,]  

 The business must be legal i.e., not against any law in force in the country. 

 A partnership to smuggle goods from one country to another is illegal. 

 Sharing of Profits 

 The profit or loss of partnership is shared by the partners in the ratio as given in the agreement. 

 Normally profit or loss is shared according to the capital contribution of partners.  

 But sometimes the partners may agree that a particular partner need not share any loss.  

 If there is no agreement regarding sharing of profit or loss, all the partners share equally. 

 Agency Relationship 

 There must be agent and principal relationship between the partners.  

 Every partner is a proprietor as well as an agent of the firm.  

 The business of the firm may be carried on by all or any of them acting for all. 

  Partnership is, therefore, described as an extension of the ‘Principle of Agency’. 

 Unlimited Liability 

 The liability of partners is unlimited. Each and every partner has unlimited liability for business 

debts. 

 If the assets of partnership are not sufficient to repay all the business debts in full, the private assets 

of all the partners can be used to settle the debts.  

 Therefore, a partner’s liability for business debts is not limited to his contributed capital.  

 But the unlimited liability of a partner is also joint and several. 

 Joint and Several Liability 

 The liability of partners is joint and several. The creditors of partnership firm can claim their dues 

from the private assets of all the partners taken together or they can take action against the private 

properties of any one of the partners to get back their dues 

 No Separate Legal Entity 

 A partnership firm has no separate legal entity.  

 The firm and the partners are one and the same.  

 A collective name of partners is known as “firm”.  

 No firm can exists without partners.  

 The rights and liabilities of the partners are the rights and liabilities of the firm.  

 Management and control of the firm vests with the partners who are also the owners. 

 Implied Agency 

 Each and every partner is considered to be an agent of the business. 

 Unless otherwise agreed, all the partners are entitled to take part in the management of the business. 

 Every partner as an agent can bind the firm by his acts done in good faith and on behalf of the firm. 

 This is known as the implied authority of partnership. 

 Utmost Good Faith 

 The basis of partnership business is good faith and mutual trust among the partners.  

 Each and every partner should act honestly and faithfully in the conduct of business.  

 They must render true account and complete information regarding the conduct of the business.  

 No partner can make any secret profit. Distrust and suspicion among the partners may lead to the 

failure of firms. 

 Non-Transferability of Interest 

 No partner can transfer his interest or sell his share to any other person without the consent of all 

other partners.  
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 This is based on the principle that a partner, being an agent himself, cannot further delegate his 

authority unilaterally to others. 

 Registration 

 In India the registration of partnership firm is not compulsory. 

 It is only optional. If it is registered, it can enjoy certain advantages. 

 A firm can be registered at any time. 

 

16) What are the advantages and disadvantages of partnership firm? 

ADVANTAGES 

The following are the advantages of partnership form of organisation. 

 Easy Formation. 

 A partnership firm is very easy to form.  

 No formal documents are required to be prepared as necessary in the case of joint stock company. 

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

 Registration not compulsory A partnership firm is relieved of registration because registration is 

not compulsory.  

 It is left to the discretion of the partners. 

 Larger Financial Resources 

 As a number of partners contribute to the capital of the firm, 

 it is possible to collect larger financial resources than the sole proprietorship. 

 Creditworthiness of the firm is also higher because every partner is personally and jointly liable for 

the debts of the business.  

 Larger resources give greater scope for the expansion of business. 

 Greater Managerial Talent 

 The partners may be assigned duties according to their talent. 

 Different functional departments may be managed and controlled by different partners.  

 The talent and experience of partners will help to increase the efficiency of the business resulting in 

more profit. 

 More Credit Standing 

 The partners may have sufficient contacts in the market. 

 They can offer more guarantees to the financial institutions to obtain loans.  

 The liability of partners being unlimited, they will be able to raise more finance.  

 As compared to sole trading business, partnership concern has more credit worthiness. 

 Quicker and Better Business Decisions 

 In partnership, there are many partners. Every partner has the right to be consulted. 

  Hence business problems can be thoroughly discussed and the best decisions can be arrived. 

  “Two or more persons are better than one”.  

 Partners meet often and take decisions promptly.  

 Thus it avoids taking hasty business decisions. 

 Sharing of Risk 

 The risk in a business is shared by more persons.  

 The burden of every partner will be much less as compared to the burden of sole trader.  

 Further, the business expansion will not be hampered for fear of risk. 

 Relationship between Reward and Work 

 The partners work hard to earn more profits.  

 There is a direct relationship between hard work and reward.  

 The more they work, the more will be the reward. 

 Protection of Minority Interests 

 All important matters connected with the business are decided only by unanimous agreement of all 

the partners. 

  So the majority of partners cannot disregard the interest of the minority partners.  

 Thus minority interest is well protected. 
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 Flexibility 

 By mutual consent the partners can change the nature of business easily as they like. 

  So business can always be responsive to changing needs. 

  Its price policy, capital, profit sharing ratio etc. can be changed easily. 

 Close Supervision 

 Wastages can be avoided as the partners themselves look after the business.  

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

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

experts are paid higher salaries. 

 Easy Dissolution 

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

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

partners. 

 No legal formality is required at the time of dissolution. 

 Better Human and Public Relations  

 Presence of more number of partners help to develop personal touch with the employees, 

customers, government and the public.  

 Cordial relations with the public help to enhance the goodwill of the firm. 

 DISADVANTAGES 

 The following are the disadvantages of partnership 

 Unlimited Liability 

 Every partner is jointly and severally liable for the entire debts of the firm.  

 A partner has to suffer not only for his mistakes but also for the lapses and dishonesty of other 

partners. 

 Unlimited liability discourages many people from becoming a partner in the firm. 

 Limited Resources 

 The resources of partnership firm is limited.  

 The borrowing capacity of the partners is also limited.  

 Therefore, partnership form of business is not suitable for undertaking business involving huge 

investment of capital. 

 Danger of Implied Agency 

 The acts of partners legally bind the business and every other partner in the normal course of 

business.  

 A dishonest or inefficient partner may bring loss to others by his actions.  

 An innocent partner may be required to loose his personal assets for the mistake on the part of other 

partners. 

 Distrust 

 The distrust among partners is the main cause for the dissolution of partnership firms. 

  It is difficult to maintain harmony among partners because they may have different opinions and 

may not agree unanimously on certain matters.  

 Lack of confidence may 

 lead to misunderstanding and quarrels and it will result in dissolution of the firm. 

 Limitation on Transfer of Share 

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

 If a partner wants to withdraw his share, it is not possible without the consent of other partners. 

This 

 makes investment in a partnership firm non-liquid, fixed and less 

 attractive. 

 Lack of Continuityolution of partnership 

 A partnership comes to an end with the retirement, incapacity, insolvency and death of a partner. 

Even a single partner, if he is dissatisfied with the business, can dissolve the partnership.  

 The lack of trust among partners can also lead to dissolution. 
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17) Explain the rights and duties of partners. 

RIGHTS, DUTIES AND LIABILITIES OF PARTNERS 

Generally, the rights, duties and liabilities of partners are laid down in the partnership deed. In 

case the partnership deed does not specify the rights and duties, the provisions of Partnership , Act 1932 

will apply. The Act lays down the following rights and duties of a partner. 

 RIGHTS OF PARTNERS 

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

 Every partner has a right to express opinion on any matter related to the firm. 

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

 Every partner has a right to inspect and take copy of books of account and records of the firm. 

  Every partner has the right to an equal share in the profits of the firm unless otherwise agreed by 

the partners. 

 Every partner has the right to receive interest on loans and advances at the rate of 6% per annum. 

 Every partner has the right to be indemnified for the expenses incurred and losses sustained by him 

in the ordinary conduct of the firm’s business. 

  Every partner has an equal right to use the assets of the firm for its business. 

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

  Every partner has a right to retire from the firm. 

 DUTIES OF PARTNERS 

The duties of partners can be classified into 

1.Absolute duties and 2.Qualified duties. 

 ABSOLUTE DUTIES 

Absolute duties are fixed by law which cannot be violated by partners agreement.  

These duties are applicable to all partnership. 

 Every partner must act diligently and honestly in the discharge of his duties to the maximum 

advantage of all partners. 

 Every partner must act in a loyal and faithful manner towards each other. 

 Every partner must act within the scope of the authority entrusted to him. 

 Every partner is bound to share the losses of the firm equally unless otherwise agreed. 

 Every partner must indemnify the firm against loss sustained due to his willful negligence in the 

ordinary course of business. 

 No partner can transfer or assign his interest in the firm to others without the consent of other 

partners. 

  Every partner must maintain and render true and correct accounts relating to the firm’s business. 

 No partner can engage himself in a business which is likely to compete with the business of the firm. 

 Every partner should use the firm’s property only for the firm’s business and interest. 

 No partner can make any secret profit by way of commission on purchases or sales effected on 

behalf of the firm. 

 QUALIFIED DUTIES 

Qualified duties given in the Act can be modified by an agreement of partners entered into. 

 LIABILITIES OF PARTNERS. 

 Every partner is liable for the debts of the firm to an unlimited extent, jointly and severally. 

 A retiring partner is liable for all the debts incurred before his retirement 

 An incoming partner is liable only for the debts incurred by the firm after his admission into the 

partnership. 

 In case of deceased partner, his legal representatives are liable only for the debts incurred by the firm 

before his death. 

  In the case of minor partner, he is not personally liable for the debts of the firm. Only his share in 

the profits and assets of the partnership is liable for the debts of the firm. 

 Every partner is liable to make good the loss that the firm or other partners suffer as a result of his 

negligence 
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18) What are the 

circumstances under which a partnership firm is dissolved? 

The various circumstances leading to dissolution of partnership firm can be summarised by taking the 

first letters used in the term “DISSOLUTION”. 

D - Death of partner 

I - Incapacity of a partner 

S - Stipulated period of partnership completed in the case of particular partnership 

S - Serious misconduct of a partner 

O - Object is completed (Particular partnership) 

L - Lunacy of a partner 

U - Unavoidable continuous loss 

T - Transfer of interest of the firm 

I - Insolvency of a partner 

O - Objectionable unlawful objectives 

N - Notice of dissolution by a partner. 

The Partnership firm may be dissolved in any one of the following ways. 

Dissolution of Firm 

 

 

Dissolution without the         Dissolution by court. 

order of  Court ( sec 40 to 43 )         ( sec 44 ) 

 

 

 

Dissolution by      Compulsory          On the happening of            Dissolution by 

Agreement (sec 40)    Dissolution (sec 41)     certain contingencies (sec 42)                        notice (sec 

43) 

 

   

Insolvency of partners    Illegal business 

 

 

Death of a partner  Expiry of term   Completion of work  Adjudication of a partner 

     as insolvent 

 

 

Partner   Permanent  Breach of  Misconduct  Transfer of    Continuous            Just and 

Insanity  incapacity  agreement   of partner     share       loss      equitable ground  

 Dissolution by Agreement (Sec.40) 

 A partnership is created and dissolved by an agreement. 

 A firm may be dissolved by an agreement either with the consent of all partners or in accordance 

with the contract among the partners. 

 Compulsory dissolution (Sec 41) 
 A firm is compulsorily dissolved either by the agreement of all the partners or on the insolvency of 

all the partners except one.  

 It may also be dissolved on the happening of an event which makes the object of the firm unlawful. 

Example, the passing of Prohibition Act, declaration of war with another country. 

 Dissolution on the happening of certain contingencies (Sec 42) 

 A partnership may be dissolved on the happening of the following   contingencies 

a) Death of a partner. 

b) Expiry of the time, if partnership is for a fixed period. 
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c) Completion of the venture for which the firm was formed. 

d) Adjudication of a partner as an insolvent. 

  

 Dissolution by notice of partnership-at-will (Sec 43) 

 Where the partnership is at will, the firm may be dissolved by any partner by giving a notice in 

writing to all the other partners of his intention to dissolve the firm. 

 Dissolution through Court (Sec.44) 

 Any partner may bring a suit in a court of law to get the partnership dissolved on any of the 

following grounds. 

 Partner’s Insanity 

If any partner becomes insane, the court may order dissolution. 

 Permanent Incapacity 
When a partner becomes permanently incapable of doing business the court may order dissolution. 

  Persistent Breach of Agreement  
If a partner persistently violates the agreement and the other 

partner finds it impossible to do business in partnership with him, then the other partner can move 

for dissolution. 

 Misconduct of a Partner 
If any partner is guilty of misconduct (misuse of money) then any partner can file a suit for 

dissolution of the firm. 

 Transfer of Share 
When a partner transfers his share in the business to a third party without the consent of other   

partners, then the other partners can move the court for dissolution. 

 Continuous Loss 
When the business of the firm cannot be carried on except at a loss, the court order for dissolution. 

 Just and equitable grounds 
       When the court feels that it is just and equitable, it may order for dissolution of the firm. 

 E.g., if A and B are partners but do not speak to each other, the court may order for dissolution. 

 

   ****************************************************************** 

“Don’t take rest after your first victory 
because if you fail in second, more lips are  
Waiting to say that your first victory was 
just luck.”  

- A.P.J Abdul Kalam  
ADDRESS : 
K.PUSHPARASU  M.Com., M.Phil., B.Ed.., 
K V MATRIC.HR.SEC. SCHOOL, 
546,SATHY MAIN ROAD, 
KURUMBAPALAYAM,  
S.S.KULAM (PO), 
COIMBATORE – 641 107.  
MOBILE : 93857- 63859.  99766- 83539. 
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K V MATRIC HIGHER SECONDARY SCHOOL 

                           Creativity * Prosperity*Originality  
    546, SATHY MAIN ROAD, KURUMBAPALAYAM, COIMBATORE – 641 107. 

2 – SOLE TRADER 

1) State the various kinds of non-corporate enterprises. 

 A non-corporate form, the enterprise and its owners are considered as having the same entity. 

 Owners can have direct control over business. 

 sole proprietorship  or   

 partnership  or  

 Joint Hindu family business. 

2) What is a sole proprietorship business? 

 A sole trader ship is the oldest form of business organisation. 

 It is easy and simple to organise.  

 Sole proprietorship is a form of organisation in which an individual invests the entire capital, uses 

his own skill and is solely responsible for the result of his business. 

 It is also known as individual proprietorship or one-man business. 

  The person who contributes capital and manages the business is called as sole trader or sole 

proprietor. 

3) Define “sole trader”. 

 “The sole proprietorship is a form of organisation in which an individual introduces his own 

capital, uses his own skill and intelligence, and is entirely responsible for the results of its 

operations”. 

 -  P.K. Ghosh and Y.K. Bhushan 

4) What is unlimited liability? 
 The liability of the proprietor for the debts of the business is unlimited.  

 The creditors have the right to recover their dues even from the personal property of the proprietor 

in case the business assets are not sufficient to pay their debts. 

5) What is the suitable business for Sole proprietorship business? 
 Where small amount of capital is required, 

E.g.,  Sweet shops, Bakery shops, Petty shops, etc, 

 Where quick decisions are very important, 

E.g., Share-brokers, Doctors, etc. 

 Where limited risk is involved, 

E.g., Automobile repair shops, Small retail stores, etc. 

 Where personal attention to individual tastes and fashions of customers is required, 

E.g., Beauty parlours, tailoring shops, etc. 

 Where the demand is local, seasonal or temporary, 

E.g., Retail trade, Laundry, Fruit sellers, etc. 

6) Explain the main characteristics (or) features of sole trading form of organisation. 

FEATURES 

The salient features of a sole trading concern are as follows. 

 One-man Ownership and Control 

 A sole trading concern is owned by an individual.  

 The proprietor is the sole owner and master of the business.  

 He independently manages and controls the business without the interference of any other person. 

 Capital Contribution 
 In sole trader ship, the capital is employed by the owner himself from his personal resources.  

 He may also borrow capital from his friends, relatives and financial institutions. 

 Unlimited Liability 
 The liability of the proprietor for the debts of the business is unlimited.  

 The creditors have the right to recover their dues even from the personal property of the proprietor 

in case the business assets are not sufficient to pay their debts. 
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   Enjoyment of Entire Profit 
 The sole trader is entitled to enjoy all profits of the business. 

 Since he is the only person who invested money, he need not share the profit with anybody else.  

 At the same time, he himself should bear the entire loss.  

 So it is said that he owns all and risks all. 

 No Separate Legal Entity 
 The sole trader and the business are one and the same.  

 A sole trading concern has no legal entity separate from its owner. 

 The sole trader owns the assets and owes the liabilities of the concern. 

 No Special Legislation 
 Sole trader ship is not governed by any special legislation. 

 A partnership firm is governed by the Indian Partnership Act. (1932) 

 A joint stock company is governed by the Indian Companies Act (1956) 

 a co-operative society by the Co-operative Societies Act.(1912) 

  But sole trader business is not governed by any Act. 

 Registration 
 A sole trader business need not be registered with any authority as that of partnership and 

companies. 

  Any person who has money can start the sole trader business.  

 He is to obtain a licence from the local authority like municipality or panchayat. 

 Duration 
 The life of sole trader business depends upon the life of the sole trader.  

 If he dies or becomes incapable of doing business or if he has no legal heir, the business comes to 

an end. 

 Simplicity 
 It is simple to commence and simple to close a sole trader business.  

 It requires lesser efforts and it is free from complicated legal formalities. 

 Local business 
 Most of the sole trading business confine only to a particular place such as a street, a block or a 

village.  

 A few sole trading businesses may cover a large area through a network of a branches. 

 Self Employment 
 A sole trader uses his own labour to conduct the business. 

 He may employ a few paid servant or use the services of his family members for running the 

business. 

 Small Capital 
 A sole trader business can be commenced with a small amount of capital whereas a partnership 

firm or a company require large capital. 

7) Discuss the merits and demerits of sole trading form of business. 

MERITS 
 The advantages of a sole trading concern are as follows. 

 Easy Formation 
 Sole proprietorship is the only form of organisation where no legal formalities is required.  

 No agreement is required and registration of the firm is not essential.  

 Anybody willing to start a sole-trading concern can do so immediately and without much legal 

formalities. 

 Direct Motivation 
 The entire profit of the business goes to the sole trader. 

 Nobody can claim a share in the profit. It motivates him to expand his business activities. 

 Flexibility 
 It is a highly flexible type of organization.  

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

 In case a change in operation is required, it is possible without involving much expenditure.  
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 The proprietor can adapt and adjust the activities of the business to the changing trends and market 

conditions because the sole trader is the sole owner of his business. 

 Retention of Business Secrets 
 The maintenance of utmost secrecy is of vital importance for the success of a business.  

 A sole trader can maintain business secrets. 

 Being the sole proprietor, he is not expected to share his trade secrets with anybody else. 

  In this form of organisation, there is also no need to disclose accounts or any other material facts 

to the public. 

 Quick Decision 
 The sole proprietor is his own boss and need not consult others while making any decision.  

 He exercises exclusive control over the affairs of the business.  

 Therefore, he can take quick decision and implement them without any delay. 

 Higher reward 
 The fear of loss acts as a stimulant for hard work. Besides, it makes him very cautious in his 

approach.  

 Hard work and cautious approach bring him more reward and improves efficiency and economy 

of the business. 

 Effective Control 
 In this form of organisation, the business can be controlled effectively because business activites 

are planned and executed by a single man.  

 Since all the decisions relating to purchase and sale are taken by the sole trader, he can effectively 

control the business if there is any deviation from the original plan. 

 Increase in Sales 
 A sole trader has direct relationship with the customers.  

 Direct contact with the customers will enable the proprietor to know the nature of their tastes, 

likes and dislikes.  

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

 It will boost his sales besides enhancing the reputation of the firm. 

 Smooth running of Business 
 Since the sole trading concern is a small business the Sole trader appoints only a few employees 

who are personally known to him.  

 So he can understand their problems easily and able to solve them to their satisfaction.  

 The absence of friction with the employees paves the way for the smooth running of the business. 

 Inexpensive management 
 The sole trader is the owner, manager and controller of the business. 

  He does not appoint specialists for various functions. 

 He personally supervises various activities and can avoid wastage in the business. 

  In this way managerial expenses are reduced to a large extent. 

 Higher Credit Rating 
 The liability of a sole trader is unlimited.  

 Since, apart from his business assets, even his private properties are also available for satisfying 

the claims of creditors.  

 Hence, creditors may give more loans because they can get back the loan from the personal 

properties of sole traders.  

 Thus high credit rating helps sole trader to borrow more funds from suppliers and banks. 

 Self-Employment 
 Sole proprietorship provides self employment opportunity to many persons with small resources.  

 It offers a way of life for securing the means of livelihood to those who do not want to serve under 

others. 

 It makes people self-dependent by providing self employment. 

 Development of Personality 
 Sole proprietorship facilitates the development of personal qualities like self-reliance, initiative 

and independent judgment. 
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 Equal Distribution of Economic Wealth 
 Sole proprietorship provides an equal opportunity to every one for self development.  

 It promotes decentralisation of business and helps to avoid concentration of economic wealth in a 

few hands. 

 Easy dissolution  
 A sole trading concern is very easy to dissolve.  

 Whenever a sole trader wants to close his business, he can do so without undergoing any legal 

formality. 

 Better co-ordination 
 As the size of the business is small with limited resources, the sole trader can effectively co-

ordinate the activities of the business. 

DEMERITS 

 Limited capital 

 The resources of a sole proprietor are limited.  

 He depends only on his personal resources and his borrowing capacity.  

 The borrowing capacity depends on his assets and credit worthiness. 

  It is obvious that financial resources of a single person will be insufficient for business expansion. 

Limitation of finance is a major handicap for sole-trader business.  

 Therefore, the size of the firm remains small. 

 Limited Managerial Ability 

 The managerial ability of a sole trader is limited because a person may not be an expert in each 

and every field of business such as purchasing, selling, accounting etc.  

 The sole proprietor may not be able to use the service of experts for want of resources.  

 The limited managerial capacity may hinder the growth of the business. 

 Unlimited Liability 

 The unlimited liability of a sole proprietor may affect his enthusiasm and restrict introducing 

novel ideas in business. 

 Short Life 

 Anything which affects the personal life of a sole trader affects his business also. Prolonged 

illness or death of the sole trader brings the affairs of his business to a stand- still. 

  If his children are interested and efficient to run the business, the sole trader business can be 

continued. Otherwise it will be closed.  

 The closure of a business will cause inconvenience to the consumers and may also result in 

social loss. 

 Hasty Decisions 

 Decisions arrived at, after deep deliberations and discussions are sure to be better than that of a 

decision taken by one man. 

  It is rightly said two heads are always better than one.  

 The chances of wrong decision-making are quite high in a sole trader business. 

 This is because of the fact that the sole trader takes all decision of the business himself without 

any assistance.  

 This may lead to wrong decisions.  

 The hasty decisions may result in loss and affect the sole trader. 

 Lack of Specialisation 
 The sole trader has to undertake all the work relating to business himself such as buying, 

selling, accounting, financing, advertising etc.  

 He is a jack of all trades but master of none.  

 It would be difficult to avail the services of experts in his business because of small resources. 

 So, the benefits of division of labour cannot be reaped and specialisation cannot be achieved in 

this type of business. 

 Uneconomic Size 

 Because of limited capital and skill, the sole traders have to work on a small scale basis. 

  Thus he is deprived of economies of large scale operation. 
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 Lack of Consultation 

 He has no one else to consult before taking any important decisions except his family 

members. 

 This may result in heavy loss if his decisions go wrong. 

 Uncertainty 

 The life of the sole trader business is uncertain and unstable. 

 The life of business depends upon the changes in taste and preferences of customers and 

changes in fashion, and technology. 

 If sole trader fails to cope up with the latest development he will land in trouble. 

 Risk of Entire Loss 

 As the sole trader is the sole owner of the business, he has to bear all losses of his business. 

8) Explain the role of sole trading concern in the society. 

MEANING OF SOLE TRADER : 

 It is easy and simple to organise.  

 Sole proprietorship is a form of organisation in which an individual invests the entire capital, uses 

his own skill and is solely responsible for the result of his business. 

 It is also known as individual proprietorship or one-man business. 

  The person who contributes capital and manages the business is called as sole trader or sole 

proprietor. 

DEFINITION OF SOLE TRADER: 

 “The sole proprietorship is a form of organisation in which an individual introduces his own 

capital, uses his own skill and intelligence, and is entirely responsible for the results of its 

operations”.        -  P.K. Ghosh and Y.K. Bhushan 

 ROLE OF SOLE PROPRIETORSHIP IN THE SOCIETY 

Consumers are the kings. They decide the success of a business. Their needs, desires, 

expectations are to be satisfied by the businessmen. Sole proprietorship occupies a pivotal role in 

satisfying the multifarious needs of consumers regarding goods and services. 

 The day to day requirements of the consumers such as food items, cloth, stationeries, 

laundries, provisions, books and newspapers, medicines etc., are supplied by the sole trader form of 

organisation.  

The sole traders who supply these goods are respected by the society. Thus the sole traders 

have a responsibility to promote the welfare of the society. Sole proprietorship has its own areas of 

activity and continues to exist in spite of the development of bigger organisations.  

This form of organisation has a social desirability also. It provides valuable services to the 

society. Its social necessity arises due to the following ways. 

 Solution to unemployment problem 

 Sole trader business organisation gives large employment opportunities to the less educated 

and uneducated persons and helps to reduce the unemployment problem in the society. 

 Provides Investment Avenues: 

 Sole trader organisation provides a chance for small investors who has small amount of capital 

to utilise their savings in the productive line. 

 Provision of goods at low price: 

 Goods are sold by sole traders at a price lesser than the maximum retail price ( MRP ) 

mentioned on the packages of the goods.  

 This is possible due to inexpensive management. 

 Helps small producers: 

 Most of the goods sold by sole traders are procured locally from local producers.  

 Thus small local producers are benefited by the sole traders.  

 Supply of Quality goods: 
 Sole traders sell goods of high quality nowadays to maintain their reputation. 

  They even accept return of defective goods.  

 This ensures enhancing the welfare of the public. 
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 Philanthropic Activities: 

 Sole traders form small trading organisation among themselves and undertake a number of 

social welfare activities such as conducting eye camps, maintaining parks, provision of 

barricades on the roads, supplying furniture’s to schools etc. 

 Equal Distribution of Income and Wealth: 

 Equal distribution of income and wealth is ensured as there are more entry of sole proprietors 

in trading activities. 

 Helpful to consumers: 

 The sole traders supply the goods to the consumers at their door steps.  

 So the time and energy of the consumers are saved. 

9) One man control is the best in the world provided that one man is big enough to take care of 

everything” - Discuss... 

William R. Basset has said that one-man control is the best in the world only when the business 

is small indeed, to allow one actually to know and supervise everything in the business. 

Following are some of the points in favour of one man control 

 Easy and quick formation. 

 Direct control. 

 Efforts and reward are linked. 

 Retaining business secrets. 

  Close touch with the consumers. 

 Enjoying all profits. 

  Inexpensive management. 

  No legal restrictions. 

 Direct contact with the employees. 

 Social desirability. 

 Easy and quick formation. 

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

 No agreement is required and registration of the firm is not essential.  

 Anybody willing to start a sole-trading concern can do so immediately and without much legal 

formalities. 

 Limitations of one-man control 

Though there are many advantages of one-man control, still it suffers from many drawbacks. One man 

is unable to manage all the affairs by himself. Basset says “The danger is always present that he thinks, 

he knows which really he does not know”. Following are some points unfavourable for one-man 

control. 

1. Limited capital. 

2. Limited managerial ability. 

3. Unlimited liability. 

4. Absence of large scale business operation. 

5. Risky decisions. 

6. Uncertainty. 

In conclusion, one-man control is the best from the point of view of profitability and efficiency, 

provided that one man is able to manage everything efficiently. 

 

“Knowledge   is   power.  Information 

is liberating.    Education  is the  premise  of 

progress,  in every society,  in every family” 

 

  Kofi Annan. 
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K V MATRIC HIGHER SECONDARY SCHOOL 

                           Creativity * Prosperity*Originality  
    546, SATHY MAIN ROAD, KURUMBAPALAYAM, COIMBATORE – 641 107. 

1 - ORGANISATION  

1) Define organization.  
“Organisation is a harmonious adjustment of specialised parts for the accomplishment of 
some common purpose or purposes”.  

- Lewis H. Haney, 

“A business is an enterprise which makes, distributes or provides an article or service which 

other members of the community need and are able and willing to pay for it”.” 

- Urwick and Hunt. 

2) Who is a KARTA?  
 The head of the joint Hindu family is known as KARTA.  
 A Joint Hindu Family comprises of father, mother, sons, daughters, Grandsons and 

granddaughters.  
 They hold the property jointly.  
 They do the business under the control of the head of the family.  
 The members are called coparceners. 

3)  What do you understand by co-operation?  
 A co-operative society is a voluntary association of persons.  
 Persons hailing from the same locality voluntarily join together to achieve a common 

economic objective. 
 In a co-operative society all the members are equal 
 “One man one vote” is the most important principle 
 The society is managed on democratic principles. 
 Service is primary and profit is secondary 

4)  What is Public corporation?  
 This is established under a specific statute passed in the parliament.  
 It is known as a statutory corporation because it is created by statute.  
 The statute defines its objectives, powers and functions.  
 It is an autonomous body fully financed by the government. 
 The main object of the corporation is to serve the public. 

Eg.  

  RBI 
 LIC. 

5)  State the meaning of Board organization.  
 In this organisation management is carried on by a government nominated independent 

board. 
  It has its own rules and regulations. 

Eg.  
 Tamil Nadu Electricity Board,  
 Tamil Nadu Housing Board,  
 TamilNadu Water and Drainage Board.  

6) What is scalar principle? 
 Line of authority must proceed from the highest executive to the worker at the bottom level 

through a downward flow. 
  This is known as ‘chain of command’.  
 The superior has a direct authority over his immediate subordinate.  
 He is responsible for efficient performance of the work entrusted. 
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7) Write notes on Unity of Objectives: 
 The term objective means a goal to be achieved. 
 The organisation structure depends upon the objectives of the enterprise. 
 Therefore the objectives of an enterprise must be clearly fixed. 
 Every part of the organisation should be designed to facilitate the accomplishment 

of common objectives. 
8) What is mean by Co-Ordination? 

 The various activities of undertaking should be co-ordinated to secure the desired 
results.  

 The different departments may have to function frequently in close consultation 
with other departments in a departmental store.  

 The purchase department and sales department activities must be well coordinated 
to increase profit. 

9) What is sole trading business? 
 Any business unit which is owned and controlled by a single individual is known as 

a sole trading concern.  
 The person who manages it, is called a sole trader.  
 It is also named sole proprietorship business or single entrepreneurship or 

individual proprietorship. 
  It is stated to be the oldest of all the forms of business enterprises. 
 He alone enjoys all profits and bears all losses in business. He is the founder as well 

as the controller of the business. 
  The sole trading concern is run on the principle “All is he and he is all in all”. 
 No legal formalities are required to start a business.  

10) Explain the term ‘Partnership’ 

“Partnership is “the relation between persons who have agreed to share the profits of a business 

carried on by all or any of them acting for all”.  

- Section 4 of Indian Partnership Act of 1932, 

 The partnership is formed as a result of an agreement between two or more persons. 
The minimum number is two and the maximum number is 10 in banking and 20 in the 
case of nonbanking business.  

 Partnership should not carry on any unlawful or illegal business. 
 Partners may share profit or loss in an agreed proportion. 
 If there is no agreement, partners share profit or loss equally 

 
11) Examples of Multinational Companies 

 Unilever Limited    - British company 
 Union Carbide    - American company 
 International Business Machine  - American company 
 Philips     - Dutch Company 
 Coca Cola Corporation   - American company 

12) Write notes on Delegation of Authority: 
 Delegation means the entrustment of part of the work or some duties to the 

subordinates. 
  Superior has to entrust some of his duties to his immediate subordinate. 
 The subordinates should be granted necessary powers and rights.  
 He becomes accountable to his superior.  
 Delegation creates obligation on the part of the subordinate. 
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13) Write notes on Span of Control: 

 No executive in the organisation should be required to supervise more subordinates 
than he can effectively manage. 

 An executive should be asked to supervise a reasonable number of subordinates 
14) Meaning of business organisation. 

 Literally speaking, business means “State of being busy” throughout. 
 In economic sense, the word business means work efforts and acts of people which are 

connected with the production of wealth. 
  Functionally, “those human activities which involve production or purchase of goods with the 

object of selling them at a profit.” are called business. 
15) What are the objects of business organisation:  

The objects of business organisation are 

 Profit motive 

 Service motive 

 To get the economies of large scale production 

 To achieve in time and efforts 

 Harmonious relations with employees 

PART – C ( 8 Marks) 

16) Write short notes on Joint Hindu family business. 
 India is unique in the system of Joint Hindu Families.  
 A Joint Hindu Family comprises of father, mother, sons, daughters, grandsons and 

granddaughters.  
 They hold the property jointly. 
  They do the business under the control of the head of the family. 
 The head of the family is known as ‘KARTA’.  
 The members are called coparceners 
  These families have been engaged in occupations like agriculture, handicrafts, small 

industries etc.  
 These business units are known as Joint Hindu family business.  
 This system is found only in India. 
 The system of Joint Hindu family came into existence by the operation of Hindu law 
 Their membership is conferred upon the members by virtue of their birth in the family. 
  It is regulated by the provisions of Hindu Law. 
 According to Hindu Law, a Hindu can inherit the property from three generations. 
 According to Hindu Succession Act, 1956, a coparcener will have a share in the 

coparcenaries property after the death of the coparcener.  
 Since 1985, female members of the family are also eligible to get a share in the property 

of the family.  
 No Act has defined the term Joint Hindu family. However, a Jurist, while pronouncing a 

judgment in a case, held the view that, “A joint Hindu family is a family which has the 
same place of worship, share the same food and share the same property of the family”. 

 They have two law  
  ‘MITAKSHARA’ Law only the male members in the family get the right of 

inheritance by birth. It is applied throughout India except Assam and 
West Bengal. 

 ‘DAYABHAGA’ Law, the right of property devolve son the coparceners by 
succession and not by birth  

 Now system is declining. 
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17) Explain any two types of individualistic institutions 
 INDIVIDUALISTIC INSTITUTIONS  

 Sole Trader  

 Joint Hindu Family  

 Partnership  

 Joint Stock company  

 Co-operatives 

  Multinational companies 

Any two Explanation : 

 Sole Trading Business :   
 Any business unit which is owned and controlled by a single individual is known as a sole 

trading concern.  
 The person, who manages it, is called a sole trader.  
 It is also named sole proprietorship business or single entrepreneurship or individual 

proprietorship. 
  It is stated to be the oldest of all the forms of business enterprises. 
 He alone enjoys all profits and bears all losses in business.  
 He is the founder as well as the controller of the business. 
  The sole trading concern is run on the principle “All is he and he is all in all”. 
 No legal formalities are required to start a business.  

 Joint Hindu Family  : 
 India is unique in the system of Joint Hindu Families.  
 A Joint Hindu Family comprises of father, mother, sons, daughters, grandsons and 

granddaughters.  
 They hold the property jointly. 
 They do the business under the control of the head of the family. 
 The head of the family is known as ‘KARTA’.  
 The members are called coparceners 
 These families have been engaged in occupations like agriculture, handicrafts, small 

industries etc.  
 These business units are known as Joint Hindu family business.  
 This system is found only in India. 

18) On what reasons study of organisation is important? 
 Definition: 

   “Organisation is a harmonious adjustment of specialised parts for the accomplishment        
of  some common purpose or purposes”.    - Lewis H. Haney, 

 Meaning:  

       The word organisation has originated from the word ‘organism’ which means any system with 
parts dependent upon each other. 

 Organisation means finding out the objectives, grouping the activities aimed at their 
achievement, assigning them for performance and coordinating them, are the features of an 
organisation.  

 The study of organisation is important for the following reasons. 
a) Organisation pervade all the important phases of human life.  

o A man is born in organisation (hospitals and clinics).  
o He is educated in an organisation (Schools, Colleges and universities).       
o He works in an organisation (office, factories and business). 

b) Knowledge of organisation helps the manager to work effectively. 

c) Organisation satisfies and sometimes frustrates, if it is not well organised. 
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19) Does partnership remove all the defects of sole proprietorship?  

 Partnership does not remove all the defects of sole proprietorship because  

 Unlimited Liability  

 Every partner is jointly and severally liable for the entire debts of the firm.  

 A partner has to suffer not only for his mistakes but also for the lapses and dishonesty 
of other partners. 

 Unlimited liability discourages many people from becoming a partner in the firm.  

 Lack of Continuity  

 Dissolution of partnership A partnership comes to an end with the retirement, 
incapacity, insolvency and death of a partner.  

 Even a single partner, if he is dissatisfied with the business, can dissolve the 
partnership.  

 The lack of trust among partners can also lead to dissolution 

 Limited Resources :  

 The resources and borrowing capacity of sole proprietorship and partnership firms are 
limited 

********************************************************************************************************* 

20)PRINCIPLES OF ORGANISATION 

 The following principles are helpful in developing a sound and efficient organisation to achieve 
the objectives of the business successfully. 

 Unity of Objectives: 
 The term objective means a goal to be achieved. 
 The organisation structure depends upon the objectives of the enterprise. 
 Therefore the objectives of an enterprise must be clearly fixed. 
 Every part of the organisation should be designed to facilitate the accomplishment of 

common objectives. 
 Division of Work: 

 The total work should be divided.  
 This is known as departmentation.  
 All the activities must be planned.  
 This gives an idea of the total workload of the enterprise. Effective organisation must 

promote specialisation. 
 Span of Control: 

 No executive in the organisation should be required to supervise more subordinates than 
he can effectively manage. 

 An executive should be asked to supervise a reasonable number of subordinates.  
 Scalar Principle: 

 Line of authority must proceed from the highest executive to the worker at the bottom 
level through a downward flow.  

 This is known as ‘chain of command’. 
 The superior has a direct authority over his immediate subordinate.  
 He is responsible for efficient performance of the work entrusted. 

 Unity of Command: 
 Each individual should receive orders from only one boss. 
 A person cannot serve under two masters 
 He is accountable to his immediate superior.  
 Dual subordination should be avoided. It creates disorder and confusion and leads to 

indiscipline. 
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 Functional Definition: 
 The authority and responsibility of every individual should be clearly defined.  
 The relationship between different jobs should be clearly specified. 

 Unity of Direction: 
 There must be one head and one plan for a group of activities directing towards the same 

objectives.  
 This is necessary to ensure completion of tasks and co-ordination of activities. 

 Co-Ordination: 
 The various activities of undertaking should be co-ordinated to secure the desired results. 
 The different departments may have to function frequently in close consultation with other 

departments in a departmental store.  
 The purchase department and sales department activities must be well coordinated to 

increase profit. 
 Delegation of Authority: 

 Delegation means the entrustment of part of the work or some duties to the subordinates. 
Superior has to entrust some of his duties to his immediate subordinate.  

 The subordinates should be granted necessary powers and rights.  
 He becomes accountable to his superior.  
 Delegation creates obligation on the part of the subordinate. 

 The Principle of Responsibility: 
 The superior should be held responsible for the acts of his subordinates.  
 He cannot escape from the responsibility.  
 He is accountable to his higher authorities. 

 Flexibility: 
 The organization should be flexible.  
 It should be adaptable to changing circumstances.  
 There should be scope for expansion without disrupting the basic design. 

 Efficiency: 
 Efficiency should be the watchword of the organisation.  
 The organisation structure should enable the enterprise to function efficiently and accomplish 

its objective with the lowest possible cost. 
 Personal Ability: 

 As people constitute an organisation there is need for proper selection, placement and training 
of staff.  

 The organisation must ensure optimum use of human resources and encourage development 
programmes. 

 Simplicity: 
 Another principle of organisation is that it should be simple.  
 Too many levels of authority for example, complicate communication channels and by causing 

confusion and friction makes achievement of co-ordination impossible. 

 

******************************************************************************************************** 
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21) Describe the various types of business organisation.   
BUSINESS ORGANISATION 
A Business organisation can be classified in two types, via,. Individualistic Institutions and 
Government  Institutions.  
 The following chart exhibits the various types of business organisation 

TYPES OF BUSINESS ORGANISATION 
 

  ____________________________________________________________________ 
 
 

 INDIVIDUALISTIC INSTITUTIONS     GOVERNMENT INSTITUTIONS 
     
 
*   Sole Trader       * Departmental Undertaking 
*   Joint Hindu Family     * Public Corporation 
*   Partnership        * Government Company 
*  Joint Stock company      * Board organization 
*  Co-operatives 
* Multinational companies 
 

 Sole Trading Business :   
 Any business unit which is owned and controlled by a single individual is known as a sole 

trading concern.  
 The person, who manages it, is called a sole trader.  
 It is also named sole proprietorship business or single entrepreneurship or individual 

proprietorship. 
  It is stated to be the oldest of all the forms of business enterprises. 
 The sole trading concern is run on the principle “All is he and he is all in all”. 

 Joint Hindu Family  : 
 India is unique in the system of Joint Hindu Families.  
 A Joint Hindu Family comprises of father, mother, sons, daughters, grandsons and 

granddaughters.  
 They hold the property jointly. 
 They do the business under the control of the head of the family. 
 The head of the family is known as ‘KARTA’.  
 The members are called coparceners 

 Partnership: 
 Partnership is “the relation between persons who have agreed to share the profits of a business 

carried on by all or any of them acting for all”.  

-Section 4 of Indian Partnership Act of 1932 
 The partnership is formed as a result of an agreement between two or more persons. The 

minimum number is two and the maximum number is 10 in banking and 20 in the case of 
nonbanking business.  

 Partnership should not carry on any unlawful or illegal business. 
 Partners may share profit or loss in an agreed proportion. 
 If there is no agreement, partners share profit or loss equally 
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 Joint Stock company: 

 A company is defined as, “an incorporated association which is an artificial person created by 
law having a common seal and perpetual succession”. 

 A company is an association of many persons.  
 The capital of the company is divided into small units called a share.  
 Anyone who holds or buys a share in a company is called a shareholder. 
 Shareholders are the members of the company.  
 A company is called a joint stock company as the capital is contributed by a large number of investors. 

 Co-operatives: 
 A co-operative society is a voluntary association of persons.  
 Persons hailing from the same locality voluntarily join together to achieve a common economic 

objective. 
 In a co-operative society all the members are equal 
 “One man one vote” is the most important principle 
 The society is managed on democratic principles. 
 Service is primary and profit is secondary 

 Multinational Companies (MNC’s): 
 The term “multinational” consists of two different words, ‘multi’ and ‘national.’ 
 The prefix ‘multi’ means ‘many’, while the word ‘national’ refers to nations or countries.  
 Therefore, a multinational company may be defined as a company that operates in several 

countries 
 multinational corporation is also known as a transnational corporation, namely, ‘Global giant’, 

or ‘World enterprise’ or ‘international enterprise’ 
 In simple words, a multinational company is a company carrying on business in two or more 

countries  
 Examples of Multinational Companies 

 Unilever Limited    - British company 
 Union Carbide    - American company 
 International Business Machine  - American company 
 Philips     - Dutch Company 
 Coca Cola Corporation   - American company 

 Departmental Undertaking 
 This is considered as a department attached to the ministry of a government.  
 Its administration is in the hands of the chief administrative officer of the ministry.  
 Here the department is a part of the government.  
 This is the oldest form of organisation of state enterprise.  
 It may be run either by central government or by the state government. 

 Examples 
  Railways, 
  B.S.N.L.,(telephones)  
  Broadcastings like Doodharsan. 

 Public corporation 
 This is established under a specific statute passed in the parliament.  
 It is known as a statutory corporation because it is created by statute.  
 The statute defines its objectives, powers and functions.  
 It is an autonomous body fully financed by the government. 
 The main object of the corporation is to serve the public. 

Eg.  

 RBI 
 LIC 
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 Government Company: 

 Government Company is also established under the Companies Act of 1956.  
 It is a company in which not less than51% of paid up share capital is held by the central 

government or by one or more state governments or jointly by the central and state 
governments. 

 In India the Government Companies also subscribe share capital of the Private Company and 
sometimes it is known as mixed ownership company 

 It is managed by a Board of Directors nominated by the government and other shareholders. 
  Its employees are not Government servants. 
Ex. 

 SAIL,  
 BHEL. 

 Board Organisation: 
 In this organisation management is carried on by a government nominated independent 

Board. 
  It has its own rules and regulations. 

Ex. 
 Tamil Nadu Electricity Board,  
 Tamil Nadu Housing Board, 

********************************************************************************************************* 
22) What do you understand by multinational companies and explain its features. 

 Multinational company : 
 The term “multinational” consists of two different words, ‘multi’ and ‘national.’ The prefix 

‘multi’ means ‘many’, while the word ‘national’ refers to nations or countries.  
 Therefore, a multinational company may be defined as a company that operates in several 

countries Such a company has factories, branches and in more than one country. 
 Define of Multinational Companies: 

 Multinational Corporations, a multinational corporation is a corporation which operates, in 
addition to the country in which it is incorporated, in one or more other countries. 

- United Nations Commission 
 A multinational company is a company carrying on business in two or more countries. 

- In simple words 
  “A multinational corporation owns and manages business in two or more countries” 

- Neil H .Jocoby 
 Other Names : 

 A multinational corporation is also known as a transnational corporation, namely, ‘Global 
giant’, or ‘World enterprise’ or ‘international enterprise’.   

 All forms of business organisation that transcend political frontiers may be called as 
multinational firms.  

 Features of Multinational Companies : 
 A multinational company is operated in more than one country simultaneously. 
 It is generally very large in size. 
 Its purpose is to reduce transport costs and to make use of raw materials, labour, capital 

and market of foreign countries. 
 Functioning of Multinational Companies: 

 Multinational Companies in the world : 
 There are 500 to 700 MNCs operating in the world today, half of them are U.S 

multinationals and the rest are based outside United States.  
 The multinationals based in the USA have the largest share of foreign direct investment, 

followed by the U.K, Germany, Japan, Switzerland, France and Canada.  
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 Multinational Companies underdeveloped countries: 

 In underdeveloped countries the investment and employment created by the MNC shave 
been chiefly concentrated in about a dozen nations, namely ,Brazil, Mexico, Hong Kong, 
Philippines, Singapore and South Korea.  

 Study of International Labour Organisation(ILO): 
 According to the study of International Labour Organisation(ILO) Latin America accounts 

for about 60% of the MNC employment in developing countries, followed by Asia 30% and 
Africa 10%. 

 Foreign investment: 
 Foreign investment has moved to a limited number of developing countries which offer 

political stability and a convenient economic environment, including tax incentives, large 
markets, cheap labour and easy access to oil and other natural resources. 

 Examples of Multinational Companies: 
 Unilever Limited 

 It is a British company that has subsidiaries and branches in several countries.  
 It established a subsidiary company called Hindustan Lever Limited in India. 

 Union Carbide 
 It is an American company, which has plants and subsidiaries in several countries 

including India. 
 International Business Machine (IBM) 

 It is an American company having branches in several countries. 
 Philips 

 It is a Dutch Company having a subsidiary company called Philips India (Now Pieco 
Electricals Co) in India. 

 Coca Cola Corporation 
 It is an American company manufacturing and selling soft drinks in several countries. 

 Multinational Companies in future : 
 According to Peter Drucker, there is a good feature for MNCs in the coming years. Govt. 

policy is also favourable towards multinationals. 
  On account of the economic reforms made by the Government MNCs are going to be 

benefited. Inviting foreign capital, automatic clearance will help the MNC’s to grow and 
develop in India. 

 
 
********************************************************************************************************* 
 

“The business is coming to realise that, education is to business what fertiliser is to farming” 
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12th. Std COMMERCE
 IMPORTANT 2 and 3 Mark Question.

1 Define : organisation

2 what is mean by Public Corporation

3 what is mean by KARATA

4 what is mean by Board Organisation

5 What is scalar principle?

6 Give the example of Multinational Company

7 Define Sole Trader 

8 What are the Non - Corporate Enterprise?

9 What is mean by Unlimited liability?

10 Define : Partnership

11 What are the minimum and maximum number of member in partnership firm

12 What is dormant partner ?

13 What is limited Partnership?

14 Define : Implied Authority of partner .

15 What is joint and Several liability?

16 Who is minor? Minor became a partner ?

17 Bring out the difference between dissolution of partnership and dissolution of partnership firm 

18 Define : Private limited company.

19 what dobyou mean by Government company

20 Define Debenture 

21 What is limited liability 

22 What is mean by foreign Company 

23 What is proxy 

24 What is an agenda

25 What is minutes? 

26 What usual business done in Annual General meeting ?

27 Who is an alternative director ? 

28 What is special Resolution 

29 What is mean by Poll

30 What is under writing?

31 What is prospectus?

32 What is minimum subscription ? 

33 Define Stock Exchange 

34 What is listing

35 What are the advantage of listing ?

36 What is the different between speculation and Gambling?

37 What SI SEBI?

38 What is BOLT?
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39 What are the achievements of BOLT?

40 Define : Co - operation

41 Who are Rochdale pioneers ? 

42 What is mean by One man One vote 

43 What is significance of self Help and Mutual Help?

44 Give the example of Co-operative society

45 Define Co-Operative Socity

46 Define : State Enterprises 

47 Why departmental organisation is suitable for defence industries?

48 How can we establish state enterprise?

49 What is mean by Distribution of surplus

50 What is mean by Nationalisation?

51 Write the short Notes of Join HINDU FAMILY

52 Write the short Notes of Join HINDU FAMILY

53 Explain any Three type of individualistic institutions

54 Explain position of minor in the partnership firm

55 What are the drawbacks of Non - Registration of partnership

56 What are the contents of partnership firm

57 Describe the any 3 kinds of partners

58 What is memorandum of Association? What are it's contents 

59 State the contents of Articles of Association.

60 What are the essential conditions of forfeiture of shares 

61 What are the conditions for issuing shares at a discount 

62 Write a note on Irregular allotment

63 How are directors appointed in a public limited company 

64 State the difference between Manager and Managing Director

65 Write notes on Annual General Meeting 

66 What are the requisites of a valid meeting 

67 Difference between Investors and Speculators 

68 Explain the different kinds of speculators.

69 Explain BOLT works and Strength of BOLT

70 What are the Steps involved in forming a co- operative society

71 State the meaning of Super Market and Explain its features 

72 What are the difference between Public and Private Sector

73 Explain the Principles of Organizations

74 Explain Types of business organization

75 Explain the Multinational Companies and explain its features and example 

76 What are the features of sole trader (any 5)
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77 What are the Advantage of sole trader (Any 5)

78 Difference Between sole trader and Partnership (Any 5)

79 Difference Between  Partnership and Joint stock company (Any 5)

80 Difference Between Shares and Debentures (Any 5)

81 Difference Between Private limited company and Public limited Company (Any 5)

82 Difference Between Company and Co-operative Society (Any 5)

83 Explain any 5 features of cooperative society 

85 Explain what are the benefits of stock Exchange

86 Explain dissolution of partnership firm

87 What are the advantage of partnership firm (Any 5)

88 What are the characteristics of partnership firm (Any5)

89 What are the Objectives, Functions of SEBI, 

90 What are the privileges of Private limited company
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