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FORMS OF BUSINESS ORGANISATION 

 JOINT STOCK COMPANY 

A company is an association of persons formed for carrying out business activities and has a 

legal status independent of its members. A company can be described as an artificial person 

having a separate legal entity, perpetual succession and a common seal. The company form of 

organisation is governed by The Companies Act, 2013. As per section 2(20) of Act 2013, a 

company means company incorporated under this Act or any other previous company law. 

The shareholders are the owners of the company while the Board of Directors is the chief 

managing body elected by the shareholders. Usually, the owners exercise an indirect control 

over the business. The capital of the company is divided into smaller parts called ‘shares’ which 

can be transferred freely from one shareholder to another person (except in a private company). 

Features 

The definition of a joint stock company highlights the following features of a company. 

(i) Artificial person: A company is a creation of law and exists independent of its members. Like 

natural persons, a company can own property, incur debts, borrow money, enter into contracts, 

sue and be sued but unlike them it cannot breathe, eat, run, talk and so on. It is, therefore, 

called an artificial person. 

(ii) Separate legal entity: From the day of its incorporation, a company acquires an identity, 

distinct from its members. Its assets and liabilities are separate from those of its owners. The 

law does not recognise the business and owners to be one and the same. 

(iii) Formation: The formation of a company is a time consuming, expensive and complicated 

process. It involves the preparation of several documents and compliance with several legal 

requirements before it can start functioning. Incorporation of companies is compulsory under 

The Companies Act2013 or any of the previous company law, as state earlier. Such companies 

which are incorporated under companies Act 1956 or any company law shall be included in the 

list of companies. 



(iv) Perpetual succession: A company being a creation of the law, can be brought to an end only 

by law. It will only cease to exist when a specific procedure for its closure, called winding up, is 

completed. Members may come and members may go, but the company continues to exist. 

(v) Control: The management and control of the affairs of the company is undertaken by the 

Board of Directors, which appoints the top management officials for running the business. The 

directors hold a position of immense significance as they are directly accountable to the 

shareholders for the working of the company. The shareholders, however, do not have the right 

to be involved in the day-to-day running of the business. 

(vi) Liability: The liability of the members is limited to the extent of the capital contributed by 

them in a company. The creditors can use only the assets of the company to settle their claims 

since it is the company and not the members that owes the debt. The members can be asked to 

contribute to the loss only to the extent of the unpaid amount of share held by them. Suppose 

Akshay is a shareholder in a company holding 2,000 shares of Rs.10 each on which he has already 

paid Rs. 7 per share. His liability in the event of losses or company’s failure to pay debts can be 

only up to Rs. 6,000 — the unpaid amount of his share capital (Rs. 3 per share on 2,000 shares 

held in the company). Beyond this, he is not liable to pay anything towards the debts or losses 

of the company. 

(vii) Common seal: A company may or may not have a common seal. If a company has a common 

seal, it must be affixed to the documents such as agreements of a company. If a company does 

not have a common seal then the person signing the document should be authorised by a 

board’s resolutions. 

(viii) Risk bearing: The risk of losses in a company is borne by all the share holders. This is unlike 

the case of sole proprietorship or partnership firm where one or few persons respectively bear 

the losses. In the face of financial difficulties, all shareholders in a company have to contribute 

to the debts to the extent of their shares in the company’s capital. The risk of loss thus gets 

spread over a large number of shareholders. 

Merits 

The company form of organisation offers a multitude of advantages, some of which are 

discussed below. 

(i) Limited liability: The shareholders are liable to the extent of the amount unpaid on the shares 

held by them. Also, only the assets of the company can be used to settle the debts, leaving the 

owner’s personal property free from any charge. This reduces the degree of risk borne by an 

investor. 

(ii) Transfer of interest: The ease of transfer of ownership adds to the advantage of investing in 

a company as the share of a public limited company can be sold in the market and as such can 



be easily converted into cash in case the need arises. This avoids blockage of investment and 

presents the company as a favourable avenue for investment purposes. 

(iii) Perpetual existence: Existence of a company is not affected by the death, retirement, 

resignation, insolvency or insanity of its members as it has a separate entity from its members. 

A company will continue to exist even if all the members die. It can be liquidated only as per the 

provisions of the Companies Act, 2013. 

(iv) Scope for expansion: As compared to the sole proprietorship 

and partnership forms of organisation, a company has large financial resources. Further, capital 

can be attracted from the public as well as through loans from banks and financial institutions. 

Thus there is greater scope for expansion. The investors are inclined to invest in shares because 

of the limited liability, transferable ownership and possibility of high returns in a company. 

(v) Professional management: A company can afford to pay higher salaries to specialists and 

professionals. It can, therefore, employ people who are experts in their area of specialisations. 

The scale of operations in a company leads to division of work. Each department deals with a 

particular activity and is headed by an expert. This leads to balanced decision making as well as 

greater efficiency in the company’s operations. 


