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MainTypes of Business Organisation

1 Sole Proprietorship
Business ownedEeoperated bysingle
individual
simplest form of business with minimal
legal formalities

Merits Demerits

Selection of Business Organisation refers tochoosingthe Easy to establish Unlimited Liability

form of business structure sole Beneficiary ofprofit Perpetual succession

not possible

The choice depends upon several factors
namely 16 2 Partnership

Objective is to select best structure for
running and growing a business Businessjointly owned and operated by

two or more people sharing
profit losses and responsibility

Forms ofBusinessstructure Factors toconsider All the partners contribute

1 Sole Proprietorship 1NatureofBusinessActivity something like Moneygy Skills Orwork
2 Partnership 2scaleof operation

I Limffangability
PartnershipLLP 3Capital Requirement as a

4 ManagerialAbility Merits Demerits
5 HUF 5 DegreeofControl management Easy to establish Unlimited liability
6 Cooperative society 6DegreeofRiskreliability Perpetual succession Possibility of7 Association ofPersonAOP 7Stability of Business possible if deed conflicts
8 BodyofIndividual Bol s Flexibility ofAdministration permits
9 Trust 9 DivisionofProfit

10 Cost Procedure GoutRegulation 3 Limited Liability Partnership LLP
11 Tax Implication
12 Geographical Mobility Advance version of Partnership
13Transferability ofOwnership combines benefit of limited liability
14 Managerial Needs with the flexibility of partnership
15 Secrecy A separate legal entityregistered under

16 Independence LLP Act 2008

x x

Meults Demerits

Limited Liability PenaltyforNoncompliance
Lower Registrationcost can'traiseEquity
No compulsorgy Audit investment
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4 Company Factors To consider

A business entity formedby group of 1 Nature of Business operation
individuals to engage in commercial

activities Refers to type of business or service a
larger foam of business structure business provides such asTrading Manufacturing

Legal entity created under companies or service offering

Act2013
Includes various form smallTrading services sole proprectorship is

Private company Retail ShopMedicine predominant
Public Company OPC is alsogoodalternative
Oneperson company OPC

Slightly biggerscale Partnership suits business where

RealEstate solepoorrectorship is preferable

but with bigger scale
Merits Demerits LLPalsosuitsthe business where
Limited liability
Perpetual succession

9h madmen cost entrepreneur needsflexibilityofpartnership
Highly regulated with limited liability

Large scale companies are ideal for activities
like chain store multiple store

HUF superbazar etc

cooperative society From 2 scale of operation Sizeand Extent of business
Book activities considering factors

AOP like No of employees production volumeetc

BOI smallscale sole proprietorship orOPC issuitable

Trust Modest Scale Partnership LIP is preferrable

large scale Company form of businessorganisatio

is suitable

35m
Capital Requirement Amount of Money

required to start run
or grow its operations

Heavy Investment If enterprise requiring heavy
investment eg Ironsteel plant should
be organised as companies

They canbesetupas publiccompanies andin
somecasesaslistedcompanytoraisefundsfrompublic
and belisted onstockexchanges
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small Investment If an business call forsmall Partnership LLP Control and management is
investment can beorganised as sole jointly shamed by partners and
proprietorship or partnership their rights and obligation would be

documented through PartnershipDeed

Insoleproprietorshipownermayraiseadditionalcapitalbyborrowing All partnells haveequal voice inmanagement

by purchasing on credit and byinvesting additional amounts
Banks and supplierslook closely at proprector's individual company There is divergence bifurcation between ownership
financial resources before sanctioning any loan oradvances andmanagement management andcontrol of

company businas is entrusted handedover to
Ease of fundraising Partnership can raise fund board of directors

with greater ease in comparison

with sole properatorship as resources of Thusan individual wishing to have complete
08 direct control prefers a soleall partners get combined
properectorship OPC over partnership

Attracting capital companies are usually best
company If he is prepared to share

able to attract capital dueto it with others he will choose partnership
But if activities are large professionaltransparent operation public domain
managers are required to handle thepresence and easily transferrable ownership
daytoday affairs he will prefercompany

4 Managerial Ability Refers to skill and experience
mandated to run the business 6 Degree of Risk Liability Amount of financial

and their ability to Plan organise lead and personal responsibility a
and make decisions business owner has if thingsgowrong

soleproprietorship sole proprietor must haveall sole footoratorship owner is personally liable for
the acquisite expertise because all business debts to the extent

she may not allow professional of personal property unlimited liability

management

partnership Pitinally andjointly liable for debts
Partnership company work is divided among of partnership firm unlimitedliability

partner allowing specialisation

in specific areas OPC ILP company Liability of owners members
is limitedʰ

Degree of controlandManagement Degree of
f stability of Business Refers to how longandcontrol a business ownerwant to

exerciseover thebusiness securely a business cancontinue
to operate Perpetual succession

sole proprietorship OPC Enterpreneus has
complete control Ownership companies ILIPIOPC Most suitable due to perpetual
And management succession and separate legal entity

members may come and go butbusinesscontinues
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sole proprectorship Least stable as it dependsupon 111 Tax Implication Refers to how different business

individual structures affect the amount of
taxes a business must pay

8 Flexibility of Administration Refers tohow
easily the management and internal sole Proprietorship HOF Taxed based onextent of
operation of a business can adopt profit according to theslab
to changes

Partnership LLP company Taxed at FlatRate irrespective
soleproprietorship Partnership Most flexible allowingchanges of amount of profit

in administration with withminima
inconvenience and loss 12 Geographical Mobility Ability of business to

operate in different locations

Companies Rigid Structure lessflexible inadministration

9 Division of Profit Refers to how the money
109 market focus sole proprietorship Partnership

is suitable for local business
earned by business is

shared among its owners Partnermember wider market Reach A company or LLP is preferred

for businesses aiming to operate
sole Proprietorship Owner keep all profit butwith across India or Internationally

Unlimited personal liability

131Transferability of Ownership Refers to howeasily
Partnership Profits are shared among partners a business owner can

sell or transfer their

Company Profits are distributed as dividend based ownership stake

on shareholding with limited liability for
Shareholders Sole proprietorship No scope of transferability of

ownership

10J Cost Procedure and Government Regulation

Refers to cost of Registration of business Partnership LLP ownership can change if a
the procedure to legally setupthe partnerretires or dies
business and government regulations

Company OPC shares are freely transferrable
soleProprietorship Easiest Cheapest formto start

141 Managerial Needs Refers to requirement for
Partnership Simple andinexpensive to setupwith managing various department

minimal regulation based on size and scaleof business
Small Business one person can manage the business

Company Most complicated and regulated with especially if it caters to localneeds
high incorporation cost and sole proprietorship 10Pc is preferrable
cumbersome hard winding upprocess

Lange Business Require specialists to manage

different department making the
company form of organisation issuitable
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151 Secrecy Refers to the ability to keep operations
financial details and strategies confidential

Sole proprietorship Maximum Secrecy as onlyowner
has access to information

Company ILP secrecy decreases since details canbe
accessed through the MCAwebsite

Additionally companies must also disclose

information as per the companies Act
and SEBI Regulations

161 Independence Refers to freedom a businessowner

hasinmakingdecisionsandcontrolling theoperation

Sole Proprietorship Partnership minimal government
interferenceand complete controloverdecision

Company Government regulates and oversee the
operations and limit operations as

strict adherence to rules is required

Why startup prefers company form of Businessstructure

Ease of Funding Companies canraise outside financing
more easily attracting investors because

of transparent operationsapublic domain
presence

Limited Liability Shareholder's liabities are limited to
their investment providing financial

security in case anything goes wrong

Employee stock option Plan ESOP Companies canoffer
ESOPshelping to attract

and retain top talent
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