L esson 8

Joint Stock Company

You must have heard about Reliance Industries Limited (RIL), Tata Iron and Steel
Company Limited (TISCO), Steel Authority of IndiaLimited (SAIL), Maruti Udyog
Limited (MUL), etc. Haveyou ever thought who ownsthem? What isthe volume of
financial transactions of these companies?If you think about it, you will find that these
organisationsarequitelargein sizeandtheir activitiesare spread al over thecountry. Thus,
itisnot possiblefor these organi sationsto be formed as sole proprietorship or partnership
form of business. Then, how arethey formed and managed? Actually, they areadifferent
form of business organi sation and require much more capital and manpower than sole
proprietorship and partnership form of business organisation. Let usnow learn about this
form of businessorganisationindetail.

8.1 Objectives

After studying thislesson, you will beableto:

define Joint Stock Company ;

state the characteristicsof Joint Stock Company;

identify thedifferent typesof Joint Stock Company;

discussthe advantages and limitations of Joint Stock Company;

suggest the suitability of Joint Stock Company asaform of Businessorganisation;
explainthe meaning and features of aMultinational Company; and

enumeratetheadvantagesand limitationsof Multinational Company.

8.2 M eaning of Joint Stock Company

Inapartnership firmweknow that the number of partners cannot exceed 20. Sothereisa
limit to the contribution of capital. Secondly, evenif the partnerscould contributealarge
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amount of capital, they would hesitateto do so considering therisk involved in businessand
their unlimited liability. Mainly to take care of these two problems, acompany form of
busi ness organisation cameinto existence.

A company form of business orgnisation is known as a Joint Stock Company. Itisa
voluntary association of personswho generally contribute capital to carry onaparticular
type of business, which isestablished by law and can be dissolved only by law. Persons
who contribute capital become membersof thecompany. Thisform of businesshasalegal
existence separate from itsmembers, which meansevenif itsmembersdie, the company
remainsin existence. Thisform of business organisationsgenerally requireshuge capital
investment, whichiscontributed by itsmembers. Thetota capital of ajoint stock company
iscalled share capital and it isdivided into anumber of unitscalled shares. Thus, every
member has some sharesin the busi ness depending upon the amount of capital contributed
by him. Hence, membersarea so called shareholders.

The companiesinIndiaaregoverned by thelndian CompaniesAct, 1956. The Act defines
acompany asan artificial person created by law, having aseparatelegal entity, with per-
petual successionand acommon sedl.
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8.3 Characteristicsof Joint Stock Company

You arenow familiar with the concept of company asaform of businessorganisation. Let us
now study itscharacteristics.

i. Legal formation

No singleindividual or agroup of individuals can start abusinessand call it ajoint stock
company. A joint stock company comesinto existence only when it has been registered
after completion of al formalitiesrequired by the Indian CompaniesAct, 1956.
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ii. Artificial person

Just likeanindividual, who takes birth, grows, entersinto relationshipsand dies, ajoint
stock company takeshbirth, grows, entersinto relationshipsand dies. However, itiscaled
an artificial person asitsbirth, existence and death are regulated by law and it does not
possessphysica attributeslikethat of anormal person.

iii. Separatelegal entity

Beinganartificid person, ajoint stock company hasits own separate existenceindependent
of itsmembers. It meansthat ajoint stock company can own property, enter into contracts
and conduct any lawful businessinitsown name. 1t can sueand can besued by othersinthe
court of law. The shareholdersare not the ownersof the property owned by the company.
Also, the shareholders cannot be held responsiblefor the acts of the company

iv. Common seal

A joint stock company hasaseal, which isused while dealing with othersor entering into
contractswithoutsiders. Itiscalled acommon seal asit can be used by any officer at any
level of the organisation working on behalf of the company. Any document, onwhichthe
company'ssed isput andisduly signed by any officia of the company, becomebindingon
the company. For example, apurchase manager may enter into acontract for buying raw
materialsfrom asupplier. Oncethe contract paper issealed and signed by the purchase
manager, it becomesvalid. The purchase manager may leave the company thereafter or
may beremoved from thejob or may havetaken awrong decision, yet for al purposesthe
contract isvalidtill anew contract ismade or the existing contract expires.

v. Perpetual existence

A joint stock company continuesto exist aslong asit fulfilstherequirementsof law. Itisnot
affected by the death, lunacy, insolvency or retirement of any of itsmembers. For example,
incaseof aprivatelimited company having four members, if dl of them dieinan accident the
company will not be closed. It will continueto exist. The sharesof thecompany will be
transferred to thelega heirsof the deceased members.

vi. Limitedliability

Inajoint stock company, theliability of amember islimited to the extent of the value of
sharesheld by him. Whilerepaying debts, for example, if aperson owns 1000 sharesof Rs.
10 each, then heisliable only upto Rs 10,000 towards payment of debts. That is, evenif
thereisliquidation of the company, the personal property of the shareholder can not be
attached and hewill lose only hissharesworth Rs. 10,000.

vii. Democr atic management

Joint stock compani es have democratic management and control. That is, eventhough the
shareholdersare ownersof the company, all of them cannot participatein the management
of thecompany. Normally, the shareholders el ect representativesfrom among themselves
known as’ Directors to managethe affairsof thecompany.
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Intext Questions 8.1

Given below are some statements about characteristics of joint stock company. Someare
right and somearewrong. Identify thewrong statementsand strikethem out:

() Nolega formality isrequiredtoform ajoint stock company.
(i) A joint stock company dieswith the death of itssharehol ders.
(i) Theshareholdersof ajoint stock company havelimited ligblity

(iv) A joint stock company can own property onitsown name.
(v) Ajoint stock company ismanaged by the el ected representatives of shareholders.

8.4 Types of Companies

Wefind avariety of companiesin our county. Theformations, liability, management and
ownership of all companiesdiffer from each other. Let usclassify the different types of
companieson thebasisof their ownership and nationaity. Accordingly, we havethreetype
of companies- Private Limited, Public Limited and Government companieson the basis of
ownership and two types of companies- Indian and Foreign, onthebasisof nationality.

Onthebasisof Ownership Onthebasisof Nationdity
I.  PrivateLimited i. Indian

ii.  PublicLimited li. Foreign

jii.  Government

Now let uslearn more about them:
PrivateL imited Company

These companiescan beformed by at least two individua shaving minimum paid-up capitdl
of not lessthan Rupeesonelakh. Asper the CompaniesAct, 1956 thetotal membership of
these companies cannot exceed 50. The sharesallotted to itsmembersare also not freely
transferabl e between them. These companiesare not alowed to raise money from the pub-
licthrough openinvitation. They arerequiredtouse” Private Limited” after their names. The
examplesof such companiesare Combined Marketing ServicesPrivate Limited, Indian
Publishersand Digtributors Private Limited, Oricom SystemsPrivate Limited, etc.

PublicLimited Company

A minimum of seven membersarerequired to form apublic limited company. It must have
minimum paid—up capital of Rs5lakhs. Thereisno restriction on maximum number of
members. Thesharesdllotted to themembersarefredy transferable. These companiescan
raisefundsfrom general public through open invitations by sellingits sharesor accepting
fixed deposits. These companiesarerequiredtowriteeither ‘ publiclimited’ or ‘limited’
after their names. Examples of such companiesare Hyunda MotorsindiaLimited, Steel
Authority of IndiaLimited, Jhandu PharmaceuticalsLimited etc.
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Difference between Private Limited and Public Limited Companies:

Basis Private Limited Company Public Limited Company

Membership Minimum- 02 Minimum- 07
Maximum - 50 Maximum - norestriction

| dentification Use asuffix “Private Limited” | Useasuffix“Limited” afterits
afteritsname name

Transferability of | Redtricted Free

shares

Capita required Not lessthan Rs. 1 lakh Not lessthan Rs. 5lakh

Raising of funds Cannot giveopeninvitationtothe | Canraiseasmuch money as
public to subscribethe shares required from public

Government Company

In these compani esthe Government (either state or central government or both) holdsa
majority share capita i.e., not lessthan 51%. However, companieshaving lessthan 51%
share holding by the government can a so be called Government compani es provided con-
trol and management lieswith the government. Examplesof government companiesare:
Mahanagar TelephoneNigam Limited, Bharat Heavy ElectricalsLimited.

I ndian Company

A company having businessoperationsin Indiaand registered under the Indian Companies
Act, 1956 iscalled Indian Company. An Indian company may beformed asapubliclim-
ited, privatelimited or government company.

Foreign Company

A foreign company isacompany formed and registered outside | ndiahaving businessop-
erationsinindia

Intext Questions 8.2

Fill intheblankswith suitablewords:

() Thereshould beatleast membersinaPubliclimited company.
(i) Transfer of share freely from one member to another is not possible in case of
company.

(i) Minimum amount of capital required to start a public limited company is Rs

(iv) Mahanagar TelephoneNigam Limitedis company.
(v) A foreigncompany isformed India
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You havejust read about the different types of companies. Now we shal discussabout the
advantagesand limitation of company form of business organisation.

8.5 Advantages of Joint Stock Company

You must be keen to know why we should form acompany for carrying out business?
Obvioudy, thisisbecausethere are many advantageswhich the company form of business
organisation enjoysover other formsof businessorganisation. Let usread about those
advantages.

Themain advantages of Joint Stock Company are-

() Largefinancial resources. A joint stock company isableto collect alargeamount
of capita through small contributionsfrom alarge number of people. Inpubliclimited
company shares can be offered to the general publictoraise capital. They canaso
accept depositsfrom the public and issue debenturesto raisefunds.

(i)  Limited Liability: Incaseof acompany, theliability of itsmembersislimitedtothe
extent of thevalue of sharesheld by them. Private property of memberscannot be
attached for debts of the company. Thisadvantage attracts many peopleto invest
their savingsin the company and it encouragesthe ownersto take morerisk.

(iif)  Professional management: Management of acompany isvestedin the hands of
directors, who are €l ected democratically by the membersor shareholders. These
directorsasagroup known as Board of Directors( or ssmply Board) managethe
affairsof the company and are accountableto al the members. So memberselect
capable personshaving sound financial, legal and businessknowledgeto theboard
so that they can manage the company efficiently.

(iv) Large-scaleproduction: Duetotheavailability of largefinancial resourcesand
technical expertiseitispossblefor the companiesto havelarge-scaleproduction. It
enablesthe company to produce moreefficiently and at lower cost.

(v)  Contributiontosociety: A joint stock company offersemployment to alarge num-
ber of people. It facilitatespromotion of variousancillary industries, trade and aux-
iliariestotrade. Sometimesit also donates money towards education, health and
community services.

(vi) Research and Development: Only in company form of businessit ispossibleto
invest alot of money on research and devel opment for improved processes of pro-
duction, new design, better quality products, etc. It asotakescareof training and
development of itsemployees.

8.6 Limitationsof Joint Stock Company

In spite of many advantages of the company form of businessorganisation, it also suffers
fromsomelimitations. Let usnotethelimitations of Joint Stock Companies.

(i) Difficult toform: Theformation or registration of joint stock company involvesa
complicated procedure. A number of legal documents and formalities haveto be
completed before a company can start its business. It requires the services of
specialistssuch as Chartered Accountants, Company Secretaries, etc. Therefore,
cost of formation of acompany isvery high.
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(i) Excessive government control: Joint stock companies are regulated by
government through Companies Act and other economic legidations. Particularly,
public limited companies are required to adhere to various legal formalities as
provided in the Companies Act and other legid ations. Non-compliance with these
invitesheavy penaty. Thisaffectsthe smooth functioning of the companies.

(iii) Delay in policy decisions: Generally policy decisions are taken at the Board
meetings of the company. Further the company hasto fulfill certain procedural
formalities. These proceduresaretime consuming and therefore, may delay action
onthedecisions.

(iv) Concentration of economic power and wealth in few hands: A joint stock
company isalarge-scal e business organisation having hugeresources. Thisgivesa
lot of economic and other power to the personswho manage the company. Any
misuse of such power creates unhealthy conditions in the society, e.g., having
monopoly over aparticular businessor industry or product; exploitation of workers,
consumersand investors.

8.7 Suitability of Joint Stock Company

A joint stock company form of business organisation isfound to be suitable where the
volume of businessislargeand hugefinancial resourcesare needed. Sincemembersof a
joint stock company havelimitedliability itispossibleto raisecapital fromthepublicwithout
much difficulty. Thisform of organisationisalso suitablefor businesseswhichinvolve heavy
risks. Again, for bus nessactivitieswhich require public support and confidence, joint stock
form is preferred as it has a separate legal status. Certain types of businesses, like
production of pharmaceutical's, machine manufacturing, information technology, iron and
steel, dluminum, fertilisers, cement, etc., aregenerally organised in theform of joint stock

company.

Intext Questions 8.3

()  Theliability of membersof ajoint stock company islimited to the extent of the

@) A Joint Stock Company form of business organisation takesmore to
take policy decisions.

@iy A joint stock company form of businessorganisationis managed by
(iv) Thecost of formation of acompany isvery .
(v) Companies Act and other economic legislations are passed to regulate the

8.8 Multinational Companies

You havelearnt that we have two types of companies, on the basis of nationality, oneis
Indian company and the other isForeign company. But have you ever thought, why are
foreign companiescomingto Indiaor what arethey doinginour country? Actualy they are
coming to Indiato produce goodsand servicesand/or to sell their products. Similarly Indian
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companiesare a so extending their business operations acrossthe boundaries of our coun-
try. Thisiscalled globalisation, which means extension of economic activitiesacrossthe
boundaries of acountry in search of worldwide markets. Inyour day-to-day lifeyou might
beusing different goodsand servicesof Indian aswell asforeign origin. Theforeign goods
are either imported in our country or sometimes these goods are also produced in our
country. Dueto globalisation the entireworld has become one big market. Big companies
arecoming out of their home countriesin search of better marketsfor their products. Inthe
next section you will find detail sabout these big companies.

Meaning of Multinational Companies

Simply speaking, amulti-national company isonewhich isregistered asacompany inone
country but carrieson businessinanumber of other countriesby setting up factories, branches
or subsidiary units. Such acompany may produce goodsor arrange servicesin oneor more
countriesand sell thesein the same or other countries. You might have heard about many
Multinational Companies(MNCs) running businessinIndia, likePhilips, Semens, Hyundal,
CocaCola, Nestle, Sony, McDonad's, Citi Bank, Good Year, etc.

L et usread the general featuresof multinational companies.
Featuresof Multinational Companies
Multinational Companiesgeneraly havethefollowing features:

(i)  Internationa Operations. Multinational Companiesgeneraly have production, mar-
keting and other facilitiesin severa countries.

(i) Largesize: Thevolumeof sales, the profitsearned, and aso theva ue of assetsheld
by amultinational companiesaregenerally very large.

(i)  Centraised Control: Thebranchesand subsidiary unitsof an MNC operatingindif-
ferent countries are controlled from the headquarters of the company inthe home
country, which lay down broad policiesto be pursued.

Advantagesof M ultinational Companies

TheMultinational Companiesenjoy severa advantagesby way of huge earningsdueto
large-scale production and distribution activities across national borders. Besides, thehost
countriesinwhich the Multinational Companies operate a so derive anumber of advan-
tages. Theseare-

(1)  Investment of Foreign capital: Direct investment of capital by multinational compa-
nies hel ps under-devel oped countriesto speed up their economic devel opment.

(i)  Generationof employment: Expangonof industrid and trading activitiesby multina-
tional companiesleadsto creation of employment opportunitiesand raising the stan-
dard of livingin host countries.

(i)  Useof advanced technology: With substantial resources multinational companiesun-
dertake Research and Devel opment activitieswhich contributeto improved methods
and processes of production and thus, increase the quality of products. Gradually,
other countriesalso acquirethese technologies.

(iv)  Growthof ancillary units: Suppliersof materialsand servicesand ancillary industries
often grow in host countriesasaresult of the operation of multinational companies.




Joint Stock Company

)

(Vi)

Increasein exports and inflow of foreign exchange: Goods produced in the host
countriesare sometimesexported by multinational companies. Foreign exchangethus
earned contributesto theforeign exchange reserves of host countries.

Healthy competition: Efficient production of quality goods by multinational compa-
nies prompt the domestic producerstoimprovether performancein order to survive
inthemarket.

Limitationsof Multinational Companies

The advantages discussed above are no doubt beneficial to host countries. But thereare
severd limitationsof multinational companies, which weshould takenote of:

Least concernfor prioritiesof host countries: Multinational Companiesgeneraly in-
vest capita inthemost profitableindustriesand do not takeinto account thepriorities
of developing basicindustriesand servicesin backward regionsof the host country.

Adverse effect on domestic enterprises. Dueto large-scal e operation and techno-
logicd skills, multinational companiesare often ableto dominatethe marketsin host
countries and tend to acquire monopoly power. Thus, many local enterprisesare
compelledto closedown.

Changeintradition: Consumer goods, which areintroduced by multinationa compa:
niesinthe host countries, do not generally conformtothelocal cultural norms. Thus,
consumption habits of people asregardsfood and dresstend to change away from
their own culturd heritage.

Intext Questions 8.4

Given bel ow are some statements about M ultinational Company. Statewhich of themare
advantagesof Multinationa Company?

0)

(i)
(ii)

i)
)

Multinational companies speed up the economic development of the under-devel -
oped countries.

Multinational Companieshelpto earnforeign exchangefor thehost countries.

Domestic producersimprovetheir performance because of Multinational Compa-
nies.

Generaly Multinationa Companiesinvest money in profitableindustries.
Multinational Companies sometimesdominatethe marketsof the host countries.

8.9 What You HaveL earnt

A Joint stock company isan artificial person created by law, having separatelegal
entity, with perpetual succession and acommon seal. The companiesaregoverned
by the Indian CompaniesAct, 1956.

Characteristicsof Joint Stock Company
() Legdformation
(i) Artificid person
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(i) Separatelegal entity

(iv) Commonsed

(v) Perpetua existence

(vi) Limitedligbility of members
(vii) Democratic Management

Typesof companies-
Onthebasisof ownship - Privatelimited Companies
- Publiclimited Companies
- Government Companies
Onthebasisof nationdity - Indian Companies
- Foreign Companies
Advantagesof Joint Stock Company

(i) Avalability of largefinancid resources

@ii) Limitedliability of members

(i) Benefitsof professona management

(iv) Large-scaleproduction of goodsand services
(v) Beneficid for thesociety

(vi) Emphasison Research and Devel opment
Limitationsof Joint Stock Company-

(i) Difficulttoform

(i) Excessvegovernment control

(i) Deayinpolicy decisons

(iv) Concentration of economic power and wealthinfew hands.

A company whichisregistered in onecountry but carrieson businessoperationsina
number of other countries by setting up factories, branchesor subsidiary unitsis
caled Multinationa Company.

Featuresof Multinational companies-
() Internationa operation

(i) Largesize and

(i) Centralised control

Advantagesof Multinational Company-
(i)  Investment of foreign capita

(i) Generationof employment

(i) Useof advanced technology.
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(iv) Growthof ancillary units
(v) Increaseinexportsandinflow of foreign exchange
(vi) Hedthy competitioninthemarket.

Limitationsof Multinational Company-

() Leastconcernfor prioritiesof host countries
(i) Adverseeffect on domestic enterprises

(i) Changeintraditionand culture

8.10 Terminal Exercise

1)
2)
3
4)
5
6)
7)
8)
9
10)

11)
12)
13)
14)
15)
16)
17)

What ismeant by Joint Stock Company?

State the minimum and maximum number of membersof privatelimited company.
Why are the membersof the company called shareholders?

State the meaning of Multinational Company.

Describeany four characteristics of Joint Stock Company.

Explanthedifferent typesof companiesonthe basisof ownership.

Statethe different typesof Joint Stock Company.

Classfy Joint Stock Companieson thebasisof nationadlity.

Distinguish between Indian Company and Foreign Company.

What arethefeaturesof Private Limited Company?How doesif differ from Public
Limited Company.

Distinguish between Private Limited Company and Public Limited Company.

What benefitsdo we derivefromjoint stock company form of businessorganisation.
Enumeratethe advantages of Joint stock company.

Statethelimitations of Joint Stock Company.

What arethe advantages of Multinational company? Explainany four.
Explainthefeaturesof Multinational Company.

Describethelimitationsof Multinationa Company.

8.11 Key to I ntext Questions

8.1 Wrong i,ii
8.2 (i) Seven; (ii) Privatelimited; (iii) 5 lakh; (iv) Government; (v) Outside

8.3 (i) valueof sharesheld by them; (ii) time; (iii) Board of Directors; (iv) high; (v)
companies.
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8.4 Advantage |, i, i
(Activity For You )

Callect any 10itemsof daily use (Packed items) and list the names of the companies manu-
facturing thoseitems. Classify those companiesas public and privatelimited companies.
Which of them are Multinational Companies?




