
 

PARTNERSHIP 

 

According to Section 4 of Indian Partnership Act, 1932, “Partnership is the relation between 

persons who have agreed to share the profits of a business carried on by all or any one of them 

acting for all.” 

The persons who form a partnership are individually called ‘partners’ and collectively ‘firm’. 

The name under which the business is conducted is called the ‘firm name’. 

The essential characteristics of partnership are: 

1. Contractual Relationship: 

The partnership results only from a contract between a certain number of persons called partners. 

According to Partnership Act, “The relation of partnership arises from contract and not from 

status.” An oral contract is sufficient but it is always better to draft a deed of partnership 

specifying the terms and conditions and the rights, duties and obligations of partnership. Minors, 

insolvents, lunatics, and other persons incompetent to enter into a valid contract cannot enter into 

a partnership agreement. 

1. Existence of an agreement: 

Partnership is the outcome of an agreement between two or more persons to carry on business. 

This agreement may be oral or in writing. The Partnership Act, 1932 (Section 5) clearly states 

that “the relation of partnership arises from contract and not from status.” 

2. Existence of business: 

Partnership is formed to carry on a business. As stated earlier, the Partnership Act, 1932 [Section 

2 (6)] states that a “Business” includes every trade, occupation, and profession. Business, of 

course, must be lawful. 

3. Sharing of profits: 



The purpose of partnership should be to earn profits and to share it. In the absence of any 

agreement, the partner should share profits (and losses as well) in equal proportions. 

4. Agency relationship: 

The partnership business may be carried on by all or any of them acting for all. Thus, the law of 

partnership is a branch of the law of Agency. To the outside public, each partner is a principal, 

while to the other partners he is an agent. It must, however, be noted that a partner must function 

within the limits of authority conferred on him. 

5. Membership: 

The minimum number of persons required to constitute a partnership is two. The Act, however, 

does not mention the upper limit. For this a recourse has to be taken to the Companies Act, 1956 

[Section 11 (1) & (2)]. It states that the maximum number of persons is ten, in case of a banking 

business and twenty, in case of any other business. 

6. Nature of liability: 

The nature of liability of partners is the same as in case of sole proprietorship. The liability of 

partners is both individual and collective. The creditors have a right to recover the firm’s debts 

from the private property of one or all partners, where firm’s assets are insufficient. 

7. Fusion of ownership and control: 

In the eyes of law, the identity of partners is not different from the identity of partnership firm. 

As such, the right of management and control vests with the owners (i.e., partners). 

8. Non-transferability of interest: 

No partner can assign or transfer his partnership share to any other person so as to make him a 

partner in the business without the consent of all other partners. 

9. Registration of firm: 



Registration of a partnership firm is not compulsory under the Act. The only document or even 

an oral agreement among partners required is the ‘partnership deed’ to bring the partnership into 

existence. 

Advantages of Partnership: 

1. Easy Formation: 

Like sole proprietorship, partnership form of organisation can be formed without legal 

formalities. No formal documents are required to be prepared as required in the case of joint 

stock companies. An agreement which may be oral or written is sufficient to enter into 

partnership form of organisation. Even the registration of partnership is not compulsory. 

2. Large Resources: 

The partnership form of organisation enjoys large resources than a sole proprietorship so that the 

scale of operation can be enlarged to get the benefit of large-scale economies. More partners can 

be taken into partnership if capital needs are large. The partnership firms can also arrange money 

from the outside sources. 

3. Flexibility: 

The business is, abundantly mobile, flexible, and elastic being free from legal restriction on its 

activities. The partners can introduce any change they consider desirable to meet the changed 

circumstances. 

4. Sharing of Risk: 

Any loss sustained by the firm will be borne by all the partners equally with the benefit that the 

burden borne by each partner will be much less whereas the sole proprietor has to bear the entire 

loss of the business. 

5. Maintenance of Secrecy: 

The partners of partnership firm can keep the business to themselves. In the case of a company, 

nothing is secret. A partnership firm is not expected to get its accounts audited and published as 

is necessary for a joint stock company. This is the distinctive advantage partnership enjoys over 

the joint stock company. 

 

 



6. Prompt Decisions: 

The partners of partnership firm exercise joint responsibility and meet frequently. This enables 

them to take decisions promptly, which is conducive to taking advantage of sudden 

opportunities. 

7. Protection of Minority Interests: 

The minority interest is, effectively protected by law. In partnership concern all important 

decisions are taken with the consent of all partners. In policy matters, all partners must agree, 

and even in ordinary affairs of routine nature a dissatisfied partner may withdraw and dissolve 

the firm. The law gives right to each partner to be consulted and heard. 

8. Easy Dissolution: 

Dissolution of the partnership concern is very easy. The partnership can be dissolved on the 

death, lunacy or insolvency of a partner. There are no legal formalities involved in the 

dissolution. If the partnership is ‘at will’ then any partner can get the partnership firm dissolved 

by giving notice to other partners. 

Disadvantages of Partnership: 

1. Lack of Harmony/ managerial disputes 

There is always likelihood of lack of harmony amongst the partners. Difference of opinion very 

often results in disharmony and lack of management, when differences arise, each partner tries to 

blame the other partner about his dishonest dealings and working against the interest of the firm. 

This is bound to result in disruption and ultimate dissolution of the firm. 

2. Limited Resources: 

The limit that more than twenty cannot be member of partnership form of business organisation, 

limits the amount of capital that can be raised. Actually, in order to secure harmony amongst the 

members of the firm, the number has to be kept much smaller than allowed by the law. This 

further limits the resources with the result that the large scale business cannot be run by 

partnership form of organisation. 

3. Instability: 

The partnership form of organisation may come to an abrupt end on the death, lunacy or 

insolvency of the partner. The partnership may also be closed if a single partner expresses his 

desire to dissolve the partnership or to get it dissolved by the order of court on account of 



wrongful act of one or more other partners. The lack of trust among the partners may lead to 

dissolution of the firm. 

4. Restriction on Transfer of Interest: 

In partnership, no partner can transfer his interest to the third party. If he wants to do so, he will 

have to seek the consent of all the other partners. This restricts the liquidity of his investment. In 

case of a company, any shareholder can transfer his shares to the third party without the consent 

of other shareholders. 

5.Unlimited Liability 

Generally, the members of a partnership are exposed to unlimited liability for the acts of the 

partnership as a whole. This means that if the business as a whole becomes indebted and 

insolvent, the partners' personal assets might be exposed to cover the debts. 

The different kinds of Partners that are found in Partnership Firms are as 

follows: 

1. Active partner: 

A person who takes active interest in the conduct and management of the business of the firm is 

known as active or managing partner. He carries on business on behalf of the other partners. If he 

wants to retire, he has to give a public notice of his retirement; otherwise he will continue to be 

liable for the acts of the firm.An active partner is one who takes active part in the day-to-day 

working of the business. He may act in different capacities such as manager, organiser, adviser 

and controller of all the affairs of the firm. He may also be called a working partner. 

(ii) Sleeping or Dormant Partner: 

A sleeping partner is one who contributes capital, shares profits and contributes to the losses of 

the business but does not take part in the working of the concern. A person may have money to 

invest but they may not be able to devote time for the business: such a person may become a 

sleeping partner. Sleeping partner is liable for the liabilities of the business like other partners. 

He cannot bind the business, i.e., firm, to third parties, by his acts. He is not known to the public 

as a partner; so he may be called as a ‘secret partner’. 



(iii) Nominal Partner: 

A nominal partner is one who lends his name to the firm. He does not contribute any capital nor 

does he shares profits of the business. He is known as a partner to the third parties. On the 

strength of his name, the business may get more credit in the market or may promote its sales. A 

nominal partner is liable to those third parties who give credit to the firm on the assumption of 

that person being a partner in the firm. 

(iv) Partner in Profit: 

A person may become a partner for sharing the profit only. He contributes capital and is also 

liable to third parties like other partners. He is not allowed to take part in the management of the 

business. Such partners are associated for their money and goodwill. 

(v) Partner by Estoppel or Holding Out: 

When a person is not a partner but poses himself as a partner, either by words or in writing or by 

his acts, he is called a partner by estoppel or by holding out. A partner by estoppel or by holding 

out shall be liable to outsiders who deal with the firm on the presumption of that person being a 

partner in the business even though he is not a partner and does not contribute anything to the 

business. 

(vi) Secret Partner: 

The position of a secret partner lies between active and sleeping partner. His membership of the 

firm is kept secret from outsiders. His liability is unlimited and he is liable for the losses of the 

business. He can take part in the working of the business. 

(vii) Minor as a Partner: 

A minor is a person who has not yet attained the age of majority. A minor cannot enter into a 

contract according to the Indian Contract Act because a contract by a minor is void ab initio. 

However, a minor may be admitted to the benefits of an existing partnership with the consent of 



all partners. The minor is not personally liable for liabilities of the firm, but his share in the 

partnership property and profits of the firm will be liable for debts of the firm. 

A minor has the following rights and liabilities under the Partnership Act: 

(a) A minor has a right to such share of property and of profits of the firm as may be agreed upon 

by all the partners. 

(b) A minor may inspect the accounts of the firm or take note of the accounts. 

(c) The personal property of the minor is not liable for the debts of the firm. But his share in 

property of the firm and profits is liable for the debts and obligations of the firm. 

(d) So long as a minor remains a partner he cannot file a suit against other partners for the 

accounts or for the payment of his share in the property or profits of the firm. He can do this only 

when he wants to severe his relations with the partnership firm. 

(e) At any time within 6 months of his attaining majority (i.e., completing 18 years of age) the 

minor may give public notice of the fact that he has decided to become or not to become a 

partner in the firm. In case he does not give any such notice within six months, it shall be 

presumed that he has opted to become a partner. 

(f) In case minor decides to become a partner, he will be personally liable to third parties for all 

acts of the firm, since he was admitted to the benefits of the firm. 

(g) If a minor decides not to become a partner, his rights and liabilities continue to be those of a 

minor up to the date on which he gives public notice. His share will not be liable for any acts of 

the firm done after the date of the notice. 

 

 



Co-operative Society 

 

1. Voluntary membership: 

This is the first cardinal principle of co-operation. A person who has a common interest and is 

prepared to be abide by the rules of the society has the right to join the society as and when he 

wishes to do so, continue in it as long as he likes, and leave it at his will. On leaving the society, 

shares are not transferable to other persons, although they are automatically transmitted to heirs 

on the death of a member. 

2. Open membership: 

Apart from being voluntary in nature, the membership of a cooperative society is open to all 

irrespective of race, colour, creed, caste, or sex. Within that particular group, no distinction can 

be made on the basis of race, colour, creed, caste, or sex. For example, a housing society of 

teachers of a particular school or university may be formed and non-teachers may be denied 

membership in it. Also, unlike the practice of a company organisation, the subscription list of the 

society is not closed after a fixed period. 

4. Liability of members: 

Like company organisation, a co-operative society may be organised on the basis of either 

limited or unlimited liability. The limited liability societies, of course, are more popular. In the 

case of limited liability societies, the word ‘limited’ must be used as part of the society’s name. 

2. Equal Voting Rights- A cooperative society is based on the principle of “one man one 

vote”. A member has only one vote irrespective of the number of share(s) held by him. Thus, a 

co-operative society runs on democratic principles. 



3. Separate Legal Entity- A cooperative society is required to be registered under the Co-

operative Societies Act. Registration provides it a separate legal entity. Its existence is quite 

different from its members. 

4. Service Motive- A cooperative society is based on the service motive of its members. Its 

main objective is to provide service to the members and not to maximize profits. Earning profits 

is the most important objective of other forms of business organization. It is not so in the case of 

co-operatives. 

5. Distribution of Surplus- Members are paid dividend and bonus out of the profits of the 

co-operative society. The bonus is given according to the volume of business transacted by each 

member with the co-operative society. 

6. State Control- Cooperative societies are subjected to regulation and control by the 

government. In India a cooperative society can be registered under the Cooperative Societies 

Act, 1912 or the State Co-operative Societies Act. 

7. Elimination of Middlemen- The main object of the cooperative societies is to eliminate 

middlemen and to establish direct contact between members and customers. This ensures 

availability of goods at fair prices and minimizes unhealthy competition. 

8. Registration: 

Registered co-operative gets an independent status and can own its assets, enter into contracts 

can sue and be sued. Registration procedure is simple and not time consuming. 

 

Advantages of co-operative society: 

1. Voluntary association 

The membership of a cooperative society is open to all. Any person with common interest can 

become a member. The membership fee is kept low so that everyone would be able to join and 

benefit from cooperative societies. At the same time, any member who wants to leave the society 

is free to do so. There are no entry or exit barriers 

. 
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2. Ease of formation 

Cooperatives can be formed much easily when compared to a company. Any 10 members who 

have attained majority can join together for forming a cooperative society by observing simple 

legal formalities. 

3. Democracy 

A co-operative society is run on the principle of ‘one man one vote‘. It implies that all members 

have equal rights in managing the affairs of the enterprise. Members with money power cannot 

dominate the management by buying majority shares. 

 

4. Equitable distribution of surplus 

The surplus generated by the cooperative societies is distributed in an equitable manner among 

members. Therefore all the members of the cooperative society are benefited. Further the society 

is also benefited because a sum not exceeding 10 per cent of the surplus can be utilized for 

promoting the welfare of the locality in which the cooperative is located. 

5. Limited liability 

The liability of the members in a cooperative society is limited to the extent of their capital 

contribution. They cannot be personally held liable for the debts of the society. 

6. Stable existence 

A cooperative society enjoys separate legal entity which is distinct from its members. Therefore 

its continuance is in no way affected by the death, insanity or insolvency of its members. It 

enjoys perpetual existence. 

7. Each for all and all for each 

Co-operative societies are formed on the basis of self help and mutual help. Therefore members 

contribute their efforts to promote their common welfare. 

 

 



8. Greater identity of interests 

It operates in a limited geographical area and there is greater identity of interest among members. 

Members would be interacting with each other. They can cooperate and manage the activities of 

the society in a more effective manner. 

9. Government support 

The government with a view to promote the growth of cooperative societies extends all support 

to them. It provides loans at cheap interest rates, provides subsidies etc. 

10. Elimination of middlemen 

Cooperatives societies can deal directly with the producers and with the ultimate consumers. 

Therefore they are not dependent on middlemen and can save the profits enjoyed by the 

middlemen. 

11. Low taxes 

To promote the co-operative movement and also because of the fact that it is a non-profit 

enterprise, government provides various exemptions and tax concessions. 

12. Rural credit 

Co-operative societies have contributed significantly in freeing villagers from money lenders. 

Earlier, money lenders used to charge high rates of interest and the earnings of the villagers were 

spent on payment on interest alone. 

Co-operatives provide loans at cheaper interest rates and have benefited the rural community. 

After the establishment of co-operatives, the rural people were able to come out of the grip of 

money lenders. 

13. Role in agricultural progress 

Co-operative societies have aided the government’s efforts to increase agricultural production. 

They have improved the life of the people in rural areas. They serve as a link between the 

government and agriculturists. High yielding seeds, fertilizers, etc. are distributed by the 

government through the cooperatives. 
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TYPES OF COOPERATIVE SOCIETIES IN INDIA 

Based on the nature of activities performed, co-operatives can be categorized as: 

a. Consumers’ Co-operative Societies. 

b. Producers’ Co-operative Societies. 

c. Marketing Co-operatives. 

d. Housing Co-operatives. 

e. Co-operative Credit Societies. 

f. Co-operative Farming Societies. 

 

1. Consumers’ Cooperative Societies: They are the oldest form of cooperatives. They are 

formed for the benefit of consumers who wish to get household goods at reasonable prices. 

These societies make bulk purchases of goods from producers directly or from wholesalers at 

wholesale rates and sell the goods to members. Sometimes the goods are also sold to non-

members. The prices charged from non-members would be higher when compared to the prices 

charged from members. 

Since purchases are made directly from the producers or wholesalers in bulk quantities, the cost 

of purchases is less and they are able to pass on this benefit to members in the form of lower 

prices. They ensure steady supply of goods to members. The difference between the sale price 

and purchase price represents the surplus earned. The surplus is distributed among the members 

in the form of bonus. 

The first consumer co-operative was set up in 1903 in Madras province. Currently there are 

around 9,000 consumer co-operatives in the country. There are Primary societies at the local 

level, Central or wholesale societies at the district level, State Consumer Co-operative Federation 

at the State level and National Co-operative Consumer Federation at the National level. 

2. Producers Co-operatives: They are formed by small producers who plan to obtain inputs 

(raw materials, components, tools and equipment) and to sell their output (finished goods) 

by direct distribution and without any involvement of middlemen. They are also called as 

industrial co-operatives. Goods are produced to meet the requirements of members. Goods can 

also be sold to outsiders at a profit. Certain portion of the profits earned is spent for the welfare 

of the community and the balance is distributed among members. 

3. Marketing Co-operatives: They are voluntary associations of producers formed with the 

objective of ensuring a steady market for the output of members. Marketing Co-operatives are 

especially suitable for marketing of agricultural products. 

They seek to protect producers from being exploited by the middlemen. The output of the 

members is pooled together, the products are processed (e.g. crushing of oil seeds, ginning and 

pressing of cotton etc.) graded and sold at the best possible price. The members are assured of 

correct weight and measurement and fair prices for their produce. The sale proceeds are 
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distributed among the members according to their contribution to the pool. They also provide 

credit, storage facilities, information about market price, demand and supply etc. 

4. Housing Co-operatives: Housing co-operatives are formed by those who are interested in 

acquiring residential property. They undertake activities relating to purchase of land, obtaining 

governmental approvals, development of the site, construction of houses or flats and allotment of 

houses/flats to its members. Since housing co-operatives construct many flats or buildings they 

are able to purchase building materials at cheaper rates. The Stamp duty to be paid when 

property is purchased from a co-operative society is waived off. Therefore members are 

benefited by the lower cost of property. 

5. Co-operative Credit Societies: The objective of forming cooperative credit societies is to 

provide loans to members at reasonable rates of interest and to develop the habit of thrift among 

members. They accept deposits from members and provide loans to members at reasonable rates 

of interest. The formalities are much simpler when compared to availing of a bank loan. The co-

operative credit societies are of two types. They are: 

a. Agricultural credit societies and 

b. Non agricultural.credit societies. 

 

Agricultural credit societies are formed in villages and provide loans to agriculturists and rural 

artisans. Non agricultural credit societies are formed in urban areas and provide loans to people 

living in urban or semi-urban areas. 

Co-operative credit societies in India operate in a three tier structure. At the lowest tier are the 

Primary Agricultural Co-operative Credit Societies which are organized at the village level. At 

the second tier are the Central Co-operative Banks organized at the district level. At the 

uppermost tier are the Sate Co-operative banks organized at the State level. From July 

1982, NABARD has been designated as the apex institution for policy making, planning and 

operations in the field of agriculture credit 

. 

6. Co-operative farming societies: 

 

They are formed by small farmers with the objective of maximizing agricultural output. It is 

especially suitable for developing countries like India where land is highly fragmented. High 

fragmentation of land leads to low output, and lack of resources to implement modern methods 

of cultivation. In the case of co-operative farming societies, land holdings of members are 

consolidated, modern methods of cultivation adopted and good quality of seeds and fertilizers are 

used. Since the purchase of seeds and fertilizers and hiring of equipment is done in a centralized 

manner, the costs are lower. The benefits of collective farming such as lower cost of inputs, 

implementation of modern methods of cultivation etc leads to higher productivity and profits 

which is shared by all the members. 
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Key Differences Between Sole Proprietorship and Partnership 

The following are the major differences between sole 
proprietorship and general partnership: 

1. When the business is owned and managed by a single person 
exclusively, it is known as the sole proprietorship. The partnership is the 
business form in which the business is carried on by two or more 
persons and they share profits and losses mutually. 

2. Indian Partnership Act 1932 governs the Partnership whereas there is 
no specific statute for Sole Proprietorship. 

3. he owner of sole proprietorship business is known as the proprietor, 
while the partners are the members and legal owners of the partnership 
firm. 

4. The registration of sole proprietorship business is not necessary, but it is 
at the discretion of the partners that whether they want to register their 
firm or not. 

5. In Sole Proprietorship the minimum and maximum limit of owners are 
one. Conversely, in Partnership, there should be at least two partners, 
and it can exceed up to 100 partners. 

6. In Sole Proprietorship the liability is borne by the proprietor only. In 
contrast to, Partnership where the liability is shared between partners. 

7. As there is only one owner, the quick decisions can be taken which is not 
in the case of a partnership because the mutual decision is taken after 
discussing with all the partners. 

8. There is always an uncertainty regarding the term of the sole 
proprietorship as it can end up anytime if the owner dies or if he became 
incompetent to run a business. On the other hand, Partnership can be 
dissolved at any time, if one of the two partners retires or dies or became 
insolvent, but if there are more than two partners, it can continue at the 
discretion of the remaining partners. 

9. In sole proprietorship business, secrecy is maintained, as the secrets are 
not open to any person other than the proprietor. On the contrary, in 
partnership, business, business secrets are maintained to every partner. 

10. The scope of raising finance is high in partnership as compared to sole 
proprietorship business. 



JOINT STOCK COMPANY 

What is a joint stock company? What are their characteristic 

features? 

 

A Joint Stock Company is a voluntary association of persons to carry on the business. It 

is an association of persons who contribute money which is called capital for some 

common purpose. These persons are members of the company. The proportion of 

capital to which each member is entitled is his share and every member holding such 

share is called shareholders and the capital of the company is known as share capital. 

The Companies Act 1956 defines a joint stock company as an artificial person created 

by law, having separate legal entity from its owner with perpetual succession and a 

common seal. Shareholders of Joint Stock Company have limited liability i.e liability 

limited by guarantee or shares. Shares of such company are easily transferable. From 

the above definition the following characteristics of a Joint Stock Company can be easily 

identified: 

 

1. Artificial Person : A Joint Stock Company is an artificial person as it does not 

possess any physical attributes of a natural person and it is created by law. Thus it has 

a legal entity separate from its members. 

 

2. Separate legal Entity : Being an artificial person a company has its own legal entity 

separate from its members. It can own assets or property, enter into contracts, sue or 

can be sued by anyone in the court of law. Its shareholders can not be held liable for 

any conduct of the company. 

 

 

3. Perpetual Existence : A company once formed continues to exist as long as it is 

fulfilling all the conditions prescribed by the law. Its existence is not affected by the 

death, insolvency or retirement of its members. 

 

4. Limited liability of shareholders : Shareholders of a joint stock company are only 

liable to the extent of shares they hold in a company not more than that. Their liability is 

limited by guarantee or shares held by them. 

 

5. Common Seal : Being an artificial person a joint stock company cannot sign any 

documents thus this common seal is the company’s representative while dealing with 

the outsiders. Any document having common seal and the signature of the officer is 

binding on the company. 



 

 

6. Transferability of Shares : Members of a joint stock company are free to 

transfer their shares to     anyone. 

 

 

7. Capital : A joint stock company can raise large amount of capital by issuing its 

shares. 

 

8. Management : A joint stock company has a democratic management which is 

managed by the elected representatives of shareholders, known as directors of the 

company. 

 

9. Membership : To form a private limited company minimum number of members 

prescribed in the companies Act is 2 and the maximum number is 50. But in the case of 

public limited company the minimum limit is 7 and no limit on maximum number of 

members. 

 

10. Formation : Generally a company is formed with the initiative of group of members 

who are also known as promoters but it comes into existence after completing all the 

formalities prescribed in Companies Act 1956. 

 

Following are the advantages of Joint Stock Company: 

 

 

1. Limited Liability : Liability of members of Joint Stock Company is limited to the 

extent of shares held by them. Hence shareholders assets will not be on stake. This 

feature attracts large number of investors to invest in the company. 

 

2. Perpetual Existence : A company is an artificial legal person created by law which 

has its own independent legal status. Its existence is not affected by the death or 

insolvency of its members. 

 

 

3. Large Scale Operation : The capacity of the corporate organizations to raise the 

funds is comparatively high which provide capital for large scale operations. Hence 

opens the scope for expansion. 

 

 



4. Transferability of Shares : In a joint stock company it is easy to transfer shares to 

anyone. But the same is not permitted to private limited company. 

 

 

5. Raising of Funds : It is easy to raise a large amount of funds as the number of 

persons contributing to the capital are more. 

 

 

6. Social Benefit : It offers employment to a large number of people. It facilitates 

promotion of various ancillary industries. It also donates money for education, 

community service. 

 

 

7. Research and Development : It invests a lot of money on research and 

development for improved production process, improving quality of product, designing 

and innovating new products etc. 

 

Disadvantages of Joint Stock Company: 

 

 

1. Formation is not easy : To act as a legal entity a company has to fulfill various legal 

and procedural formalities making it a complicated process. 

 

 

2. Double Taxation : This is the biggest disadvantage which the company faces. 

Firstly, company needs to pay tax for the earned profits and again the shareholders are 

taxed for the earned income. 

 

 

3. Control by Board of Directors : After electing directors of the company which 

manage the business for the company the shareholders become ignorant of their 

responsibilities. This may be due to lack of interest and lack of proper and timely 

information. 

 

4. Excessive Government Control : A company has to comply with provisions of 

several acts, non-compliance of which can cause a company heavy penalty. This 

affects the smooth functioning of a company. 

 

 

5. Delay in Policy Decisions : All the legal and procedural formalities which are 



required to fulfill before making policies of the company delay the policy decisions. 

 

6. Speculation and Manipulation: As the shares of a joint stock company are easily 

transferable thus the shares are purchased and sold in the stock exchanges on the 

value or price of a share based on the expected dividend and the reputation of the 

company. 
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