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Mr. X is planning to start a mobile based and web based business. In selection of suitable form of a
business organization, 'degree of control and management' plays a significant role. Explain how this
factor affects the choice of form of organization.

Degree of Control and Management: The degree of control and management that an entrepreneur
desires to have over business affects the choice of form of organization.

In sole proprietorship and OPC: ownership, management, and control are completely fused, and
therefore, an entrepreneur has complete control over his business.

In partnership: management and control of business is jointly shared by the partners and their
specific rights, duties and responsibilities would be documented through incorporating various
clauses in this regard in the partnership deed. They have equal voice in the management of
partnership business except where they agree to divide among themselves the business
responsibilities in a different manner. Even then, they are legally accountable to each other.

In a company: However, there is divergence between ownership and management, the
management and control of the company business is entrusted to the Board, who are generally
the elected representatives of shareholders.

Thus, a person wishing to have complete and direct control of business prefers proprietary
organization rather than partnership or company. If he is prepared to share it with others, he will
choose partnership. But, if the activities are large, professional managers are required to handle
the day-to-day affairs and there is need for corporate structure and management, he will prefer
the company form of organization.

Requirement of capital affects the choice of business organization. Comment? [June 20019]

Definition: Refers to the amount of money a business needs to start, run, or grow its operations.

Heavy Investment: Enterprises requiring heavy investment (e.g., iron and steel plants, large-scale
infrastructure projects) should be organized as companies.

They can be set up as public companies and, in some cases, as listed companies to raise funds from
the public and be listed on stock exchanges.

Small Investment: Enterprises requiring small investment (e.g,, retail businesses, personal service
enterprises) can be best organized as sole proprietorships or partnerships.

In sole proprietorship, the owner may raise additional capital by borrowing, by purchasing on
credit, and by investing additional amounts himself. Banks and suppliers, however, will look
closely at the proprietor's individual financial resources before sanctioning any loans or advances.

Ease of Fundraising: Partnerships can often raise funds with greater ease, as the resources and
credit of all partners are combined.

Attracting Capital: Companies are usually best able to attract capital due to limited liability for
investors, transparent operations, public domain presence, and easily transferable ownership.



