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FORMS OF BUSINESS ORGANISATION 

Limitations of JOINT STOCK COMPANY 

The major limitations of a company form of organisation are as follows: 

(i) Complexity in formation: The formation of a company requires greater time, effort and 

extensive knowledge of legal requirements and the procedures involved. As compared to sole 

proprietorship and partnership form of organisations, formation of a company is more complex.  

(ii) Lack of secrecy: The Companies Act requires each public company to provide from time-to-

time a lot of information to the office of the registrar of companies. Such information is available 

to the general public also. It is, therefore, difficult to maintain complete secrecy about the 

operations of company.  

(iii) Impersonal work environment: Separation of ownership and management leads to 

situations in which there is lack of effort as well as personal involvement on the part of the 

officers of a company. The large size of a company further makes it difficult for the owners and 

top management to maintain personal contact with the employees, customers and creditors.  

(iv) Numerous regulations: The functioning of a company is subject to many legal provisions and 

compulsions. A company is burdened with numerous restrictions in respect of aspects including 

audit, voting, filing of reports and preparation of documents, and is required to obtain various 

certificates from different agencies, viz., registrar, SEBI, etc. This reduces the freedom of 

operations of a company and takes away a lot of time, effort and money. 

(v) Delay in decision making: Companies are democratically managed through the Board of 

Directors which is followed by the top management, middle management and lower level 

management. Communication as well as approval of various proposals may cause delays not 

only in taking decisions but also in acting upon them. 

(vi) Oligarchic management: In theory, a company is a democratic institution wherein the Board 

of Directors are representatives of the shareholders who are the owners. In practice, however, 

in most large sized organisations having a multitude of shareholders; the owners have minimal 

influence in terms of controlling or running the business. It is so because the shareholders are 

spread all over the country and a very small percentage attend the general meetings. The Board 



of Directors as such enjoy considerable freedom in exercising their power which they sometimes 

use even contrary to the interests of the shareholders. Dissatisfied shareholders in such a 

situation have no option but to sell their shares and exit the company. As the directors virtually 

enjoy the rights to take all major decisions, it leads to rule by a few. 

(vii) Conflict in interests: There may be conflict of interest amongst various stakeholders of a 

company. The employees, for example, may be interested in higher salaries, consumers desire 

higher quality products at lower prices, and the shareholders want higher returns in the form of 

dividends and increase in the intrinsic value of their shares. These demands pose problems in 

managing the company as it often becomes difficult to satisfy such diverse interests. 

 

 

 



 


