Forms of Business Organisation

Introduction A business enterprises is an organisation which is engaged in some business or
commercial activity. Every business enterprises is a separate and distinct unit of business.

Various forms of business organisation from which one can choose the right one include

« Sole Proprietorship

o Partnership

o Joint Stock Companies
o Co-operative Societies

Sole Proprietorship

The vast majority of small businesses start out as sole proprietorships. These firms are owned
by one person, usually the individual who has day-to-day responsibility for running the
business. Sole proprietorships own all the assets of the business and the profits generated by
it. They also assume complete responsibility for any of its liabilities or debts. In the eyes of
the law and the public, you are one in the same with the business.

Advantages

Easiest and least expensive form of ownership to organize.

Sole proprietors are in complete control, and within the parameters of the law, may make
decisions as they see fit.

Profits from the business flow-through directly to the owner’s personal tax return.

The business is easy to dissolve, if desired.

Disadvantages

Sole proprietors have unlimited liability and are legally responsible for all debts against the
business. Their business and personal assets are at risk.

May be at a disadvantage in raising funds and are often limited to using funds from personal
savings or consumer loans.

May have a hard time attracting high-caliber employees, or those that are motivated by the
opportunity to own a part of the business.

Some employee benefits such as owner’s medical insurance premiums are not directly
deductible from business income (only partially as an adjustment to income).



Partnership
Meaning of Partnership

A partnership is a kind of business where a formal agreement between two or more people is
made and agreed to be the co-owners, distribute responsibilities for running an organization
and share the income or losses that the business generates.

In India, all the aspects and functions of the partnership are administered under ‘The Indian

Partnership Act 1932°. This specific law explains that partnership is an association between

two or more individuals or parties who have accepted to share the profits generated from the
business under the supervision of all the members or behalf of other members.

Features of Partnership:

Following are the few features of a partnership:

1. Agreement between Partners: It is an association of two or more individuals, and a
partnership arises from an agreement or a contract. The agreement (accord) becomes the basis
of the association between the partners. Such an agreement is in the written form. An oral
agreement is even-handedly legitimate. In order to avoid controversies, it is always good, if the
partners have a copy of the written agreement.

2. Two or More Persons: In order to manifest a partnership, there should be at least two (2)
persons possessing a common goal. To put it in other words, the minimal number of partners
in an enterprise can be two (2). However, there is a constraint on their maximum number of
people.

3. Sharing of Profit: Another significant component of the partnership is, the accord between
partners has to share gains and losses of a trading concern. However, the definition held in the
Partnership Act elucidates — partnership as an association between people who have consented
to share the gains of a business, the sharing of loss is implicit. Hence, sharing of gains and
losses is vital.

4. Business Motive: It is important for a firm to carry some kind of business and should have
a profit gaining motive.

5. Mutual Business: The partners are the owners as well as the agent of their firm. Any act
performed by one partner can affect other partners and the firm. It can be concluded that this
point act as a test of partnership for all the partners.

6. Unlimited Liability: Every partner in a partnership has unlimited liability.

Advantages

Partnerships are relatively easy to establish; however time should be invested in developing
the partnership agreement.

With more than one owner, the ability to raise funds may be increased.

The profits from the business flow directly through to the partners’ personal tax return.
Prospective employees may be attracted to the business if given the incentive to become a
partner.

The business usually will benefit from partners who have complementary skills.



