Business Enterprises of Different Types

Choosing the right business structure is crucial for entrepreneurs. The type of business structure
you select impacts everything from legal obligations and liability to tax responsibilities and ease of
operations.

In this chapter, you will delve into the various types of business structure options in India, exploring
their characteristics, advantages and limitations to help you make an informed choice in this
regard.

The range of business structures available in India meet diverse entrepreneurial needs, each with
its own regulatory framework, tax implications, and management style. The choice of structure
influences your liability, ease of raising capital, control over business decisions, and regulatory
obligations etc. Understanding the advantages and limitations of each option is essential to
establish a sustainable and legally compliant business.

Learning Outcomes

At the end of this lecture, the students will be able to recognise:
O What is an enterprise?
O What are its different types?
O What are their characteristics, advantages and limitations?

O What are the key factors for choosing a business structure?
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Enterprise

In everyday language, an enterprise is a business organization, may be small, medium, large or
complex. It can be used to describe everything from a small start-up to a multinational corporation.

In other words, an enterprise represents any organized effort — especially in business — that involves
planning, risk, and purpose, often with the goal of profit or positive impact.

In simple words, an enterprise is:
e A planned activity or project,
e Usually done to earn money or solve a problem,
e Often a business or company,
e Started with a goal and purpose,
e Connected to people who take risks to build something new (entrepreneurs).

It can be viewed as

A systematic purposeful activity: An enterprise is not something random — it's organized and
intentional. It involves clear goals, planning, and execution. For example, launching a new product line
is an enterprise because it's done with a purpose.

A new plan, project, business, etc.: The word often refers to something new and ambitious, like a start-
up company, a social initiative, or a construction project.

A place for any industrial and commercial activity: An enterprise can also refer to the physical location
or organization where business activities happen — like a factory, office, or store.

Commonly another word for a for-profit business: It's commonly used as a synonym for a human
activity that aims to make a profit. However, non-profit organisations are also enterprises.

Most often associated with entrepreneurial ventures: Enterprise is strongly linked with
entrepreneurship — the spirit of taking initiative, innovating, and building something valuable.

Enterprise vs Industry vs Factory

Whereas an Enterprise refers to a business or organisation, Industry refers to a basic business category
(i.e. a collection of enterprises dealing in same/similar products).

Factory or a Manufacturing plant (or simply a plant) is a building or space with all the resources for
manufacturing products.

Example: Nestle is an Enterprise. Nestle is an example of a Food Processing Industry. Nestle has
factories at many places in India. Its nearest factory (also called plant) is at Moga. Other examples of
enterprises in food processing industry are Parle, Mrs. Bector, ITC etc.

Enterprise:
A broad term for any business or organization.
Can be any size, from a sole proprietorship to a multinational corporation.
Can be for-profit or non-profit.
Examples: A small bakery, a tech company like Apple, or a non-profit like the Red Cross.
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Industry:
A group of businesses (a basic business category) that produce/deals-with similar goods or
services.
Represents a specific sector of the economy.
Examples: The automotive industry, the software industry, the healthcare industry.
Industries can be further categorized (e.g., primary, secondary, tertiary) based on the type of
economic activity.

Factory:
A specific physical location where production or manufacturing occurs.
Can be part of a larger enterprise or industry.
Examples: A car manufacturing plant, a clothing factory, a food processing plant.
Often involves machinery, technology, and labor to transform raw materials into finished
products.

Forms of Enterprise

Forms/Types Influencing Factors
* Sole Proprietorship * Nature of Business
e Partnership Firm * Scale of Operation
e Limited Liability Partnership * Degree of Control desired by the Owner
*  Private Limited Company *  Amount of capital required
*  Public Limited Company * Degree of Risks and Liabilities
*  One Person Company * Tax Implications

* Cooperative Society

* Joint Hindu Family Business

Sole Proprietorship

A sole proprietorship is the simplest business structure, where a single person owns, manages, and
controls the business. It is the most common and the oldest form of enterprise.

Advantages of Sole Proprietorship

e Easy to Set Up: Minimal paperwork and fewer legal formalities make it quick and inexpensive
to start. There are no compulsory agreements and registrations required. However, business
licenses may be required, depending upon the type of commodity.

e Full Control: The owner has complete control over decision-making and management and
therefore this form of enterprise has the advantage of quick decisions and flexibility of
operations.

e Confidentiality of Business: Because only one person is doing everything, he/she can maintain
the complete confidentiality of the business.

e Tax Benefits: Income is taxed as personal income, often resulting in lower tax rates.
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Limitations of Sole Proprietorship
e Unlimited Liability: The owner is personally liable for all debts and liabilities, risking personal
assets.
e Limited Capital: Capital is limited to the owner’s personal funds, making it challenging to
expand.
e Continuity Risks: The business ceases if the owner passes away or becomes incapacitated. So,
it has an uncertain life.

It is suitable for businesses require moderate risk and small amount of investment. Examples: Bakery,
Tailoring etc.

Examples of a sole proprietorship are a local grocery store, a bakery, a tailoring shop or a
freelance consultant. All these are businesses owned and run by one individual, where there is no
legal distinction between the owner and the business, and the owner is responsible for all profits
and debts.

Partnership Firm

A partnership firm is owned, managed and controlled by two or more people who agree to share the
business’s profits and liabilities. Profit sharing is on a pre-decided ratio and roles predefined in the
agreement they make. It has the obligation that no partner can transfer his interest in the firm to
anyone without the unanimous consent of all partners

The Indian Partnership Act, 1932, governs the registration and regulation of partnership firms in India.
While registration is not mandatory, it is advisable as it provides legal recognition and benefits to the
firm. To register a partnership firm, an application (Form 1) needs to be filed with the Registrar of
Firms of the state where the firm is located, along with the prescribed fees. Registered firms are
considered legally existing, and unregistered firms face certain limitations in enforcing legal rights.

Advantages of Partnership Firm

e Easy Formation: Requires a partnership deed, but less complex than forming a corporation.
Even the partnership deed and registration are not obligatory by law.

e More Capital: Partners can pool resources, increasing capital availability.

e Shared Responsibility: Workload and responsibilities are divided among partners. It can
result into better decisions and more judicious use of available managerial abilities.

Limitations of Partnership Firm
e Unlimited Liability: Partners are personally liable for the business’s debts.
e Disagreements: Conflicts between partners can lead to decision-making challenges.
e Limited Growth Potentials: Expanding a partnership firm can be challenging due to capital
and resource limitations.
e Continuity Risks: The partnership ends and the business ceases if a partner passes away or
becomes incapacitated. So, it has an uncertain life.

Examples are small scale industries jointly run by partners, professional firms like law firms or CAs,
small service concerns etc. Suitable for medium scale businesses involving limited capital.

Private Limited Company
A Private Limited Company (Pvt. Ltd.) is a popular business structure for small to medium-sized
businesses in India, offering limited liability of its members and is recognised as a separate legal
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identity. It is a voluntary association of minimum 2 and maximum 200 members. Profit sharing is on a
pre-decided ratio and roles of members are predefined.

It is obligatory to register and the word Private Limited (Pvt. Ltd.) is added after the name. Private
limited companies in India are registered under the Companies Act, 2013 (replacing the Indian
Companies Act, 1956 that allowed maximum members 50). This Act, along with the Companies
Incorporation Rules, 2014, outlines the regulations and procedures for forming and operating a private
limited company. As per Section 2 of the Companies Act 2013, the definition of a Private Limited
Company includes the following key points:

It restricts the shareholders from freely transferring shares allotted among them.

Except for a one-person-company (OPC), it limits the number of members from 2 to 200.
It must have at least 2 directors with a maximum limit of 15.

It prohibits any invitation to the public to subscribe for any securities of the company.

P wnNe

Easy operations as exempted from many regulations and restrictions applicable to public limited
company. It is preferred by those who wish to take limited liability but desire to keep control over the
business within a limited circle with relatively high confidentiality.

Advantages of Private Limited Company

e Limited Liability: Shareholders are not personally liable for the company’s debts. Their
liability is limited to their shareholding.

e Separate Legal Identity: The company can own property, enter into contracts, and sue or be
sued independently of its shareholders. It continues to exist as a separate legal entity even if
all members die, or it becomes insolvent, until it is formally dissolved by resolution.

e Unlimited Life: A private limited company enjoys perpetual succession, meaning it has an
unlimited life and continues to exist regardless of changes in ownership or the death or
departure of shareholders.

e Ease of Raising Capital: Private companies can raise funds by issuing shares to private
investors.

Limitations of Private Limited Company

e Regulatory Compliance: Requires adherence to stringent regulatory and reporting
requirements.

e Limited Number of Shareholders: Private companies are restricted to a maximum of 200
shareholders.

e Higher Operational Costs: Setting up and maintaining a private limited company can be
more expensive due to registration and compliance costs.

e Restrictions on Transferability of shares

For more details, refer the following link:
https://www.bajajfinserv.in/private-limited-company-

explained#:~:text=A%20private%20limited%20company%2C%20also,under%20the%20Companies%
20Act%202013.

Examples: Following are some examples of well-known private limited companies in India:
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‘ Name H Field || Remarks

Started as a private limited company in
1981; later became a public company,

Infosys Private Limited

(originally Infosys IT Services &

Consultants Pvt. Ltd.) Consulting now a global IT leader.
One of India’s largest online
Flipkart Private Limited E-commerce marketplaces; acquired by Walmart in
2018.
OYO Hotels and Homes Pvt. |[Hospitality &  |[Major budget hotel aggregator; operates in
Ltd. Travel multiple countries.
Reliance Retail Ventures Pvt. . Part O.f Rehancp Industrlgs; 1arge§t retailer
Ltd Retail in India, spanning groceries, fashion, and
) electronics.
, . India’s most prominent online education
BYJU’S (Think & Learn EdTech platform; known for its aggressive global

Pvt. Ltd.) expansion.

Key player in India’s digital payments
revolution; provides UPI, wallets, and
financial services.

Paytm Payments Services Fintech &
Pvt. Ltd. Payments

Messaging &  ||Once a popular messaging app; pivoted to

Hike Pvt. Ltd. Tech new technologies like Hike Rush Gaming.

Saa$ (Software Chennai-based startup offering customer

Freshworks Pvt. Ltd. . engagement software; listed on NASDAQ
as a Service) .
in 2021.
. . India’s leading online grocery delivery
BigBasket Pvt. Ltd. Online Grocery platform: acquired by Tata Group.
. Started as a private limited company for
Zomato Media Pvt. Ltd. gcoggglellvery restaurant discovery; later went public in

2021.

Public Limited Company

A Public Limited Company (PLC) is a large business structure, typically used by organizations that seek
to raise capital by selling its shares from the public through stock exchanges. It is a voluntary
association of people whose shares are freely traded in the stock market. It has a complete
disconnection of ownership from management. The decision making power is with Board of Directors.
Unlike private companies, public limited companies are governed by stricter regulatory and reporting
standards.

In India, the law governing public limited companies is primarily outlined in the Companies Act of
2013. The public company requires minimum 7 members to begin, and there is no limit on the
maximum number of members /shareholders. According to the Companies Act, a public limited
company must appoint at least three directors, with no upper limit on the number. The board of
directors plays a crucial role in governing the company's management and strategic decision-making.

Public limited companies are broadly categorised into two distinct types:

Listed Company: This type of public limited company has its shares actively listed and available for
trading on one or more stock exchanges. This accessibility allows the public and various financial
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entities to buy and sell the company's shares, providing greater liquidity and exposure to a diverse
pool of investors.

Unlisted Company: Unlike its listed counterparts, an unlisted public limited company does not have its
shares traded on any stock exchange. As a result, its shares are not as easily transferable, and the
company does not experience the same level of public scrutiny or regulatory requirements as a listed
company. This category of public limited company may appeal to businesses seeking to benefit from
a broader base of shareholders while avoiding the complexities of full public trading.

Advantages of Public Limited Company

e Easier Access to Capital and Unlimited Capital Potential: These companies can raise
substantial capital by issuing shares to the public which provides a major boost in capital and
makes it easier to fund expansion projects.

e Unlimited Life: It has a continuous existence as a separate entity.

e Limited Liability: Shareholders’ liability is limited to the amount they invested (to the face
value of the shares).

e Separate Legal Entity: The company operates independently of its shareholders.

e Members can sell or transfer shares freely without informing or knowing the view of other
shareholders or providing notice to the company

Limitations of Public Limited Company

e Stringent Compliance Requirements: Public companies face high regulatory standards,
including disclosure of financial information.

e Higher Setup Costs: Costs of registration and ongoing compliance are higher.

e Less Control for Founders: Public shareholders may influence company decisions, limiting
founders’ control.

Examples:

Here’s a table of well-known public limited companies in India (i.c., companies whose
shares are publicly traded on stock exchanges like NSE & BSE):

‘ Name || Field || Remarks

India’s largest company by market
Conglomerate capitalization; businesses span petrochemicals,
telecom (Jio), retail, and energy.

Reliance Industries
Ltd. (RIL)

Tata Consultancy India’s largest IT services company; part of the

IT Services

Services (TCS) Ltd. Tata Group; global leader in software solutions.
Infosys Ltd. IT Serv1.ces & Qne of Fhe top .I'l: firms glo‘pally; known for
Consulting pioneering India’s outsourcing model.
Banking & One of India’s largest private banks; strong

HDFC Bank Ltd. Financial Services |presence in retail and corporate banking.

ICICI Bank Ltd. Bgnkmg & . Leadmg private §§ct0r bank; diversified into

Financial Services |[insurance, securities, and asset management.
State Bank of India |Banking & India’s largest public sector bank; extensive
(SBI) Financial Services ||domestic and international presence.
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‘ Name || Field || Remarks ‘

Larsen & Toubro Engineering & Major player in infrastructure, construction, and
Ltd. (L&T) Construction engineering services; also in IT and defense.
FMCG & Diversified group spanning cigarettes, FMCG,
ITC Ltd. . o C
Conglomerate hotels, packaging, and agribusiness.

One of India’s largest telecom operators;

Bharti Airtel Ltd.  |[Telecom . : .
operates in multiple countries.

Adani Enterprises |[Infrastructure & |[Flagship of Adani Group; diversified into ports,
Ltd. Energy energy, airports, and mining.

Limited Liability Partnership (LLP)

An LLP combines the benefits of both a partnership firm and a limited liability structure. It protects
partners from personal liability like a company and has flexibility of a partnership.

In India, Limited Liability Partnerships (LLPs) are governed by the Limited Liability Partnership Act,
2008. This act outlines the provisions for the formation, regulation, and operation of LLPs. The limited
Liability Partnership Act, 2008 defines LLP as “A corporate business vehicle that enables professional
expertise and entrepreneurial initiative to combine and operate in flexible, innovative and efficient
manner, providing benefits of limited liability while allowing its members the flexibility for organising
their internal structure as a partnership”.

Minimum 2 members (at least one has to be resident of India and at least two as designated partners),
associated to carry a lawful business with a view to earn profit, need to subscribe their names to an
incorporation document and fill the same with the registrar, to form a LLP that has a perpetual
succession. The duties and obligations of the designated partners; regulations regarding the
agreement; regulations regarding mergers and amalgamations; regulations regarding conversion of
other forms of businesses into an LLP are as per LLP act 2008.

It is useful for small and medium enterprises in general and for service sector (involving professionals)
in particular.

Advantages of LLP

e Limited Liability: Partners’ personal assets are protected from the business’s liabilities. No
liability of any partner on account of independent or unofficial actions of other partners.

e Separate Legal Entity: The LLP is considered a separate legal entity, distinct from its
partners.

e Flexible Management: Partners have the freedom to decide management roles and
responsibilities.

Limitations of LLP

e Higher Setup Costs: Setting up an LLP is more complex and costly than a regular partnership.

e Compliance Requirements: LLPs must adhere to reporting and regulatory requirements,
including annual filings.

e Limited Fundraising Options: Raising funds through equity is challenging for LLPs, as they
cannot issue shares.
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Examples:

Here’s a table with 4 well-known Limited Liability Partnerships (LLPs) in India:

Name H Field H Remarks
McKinsey & Company India  |Management Global consulting giant operating in
LLP Consulting India through an LLP structure.

One of the “Big Four” professional
services firms; operates in India as an
LLP.

Ernst & Young LLP (EY India |Audit, Tax &
LLP) Advisory

Another “Big Four” firm; chose LLP

Audit, Consulting | 1 e for flexibility and liability

KPMG India Services LLP

& Advisory protection.
PwC India LLP Audit & Big Four firm; operates in I.ndla under
) Professional LLP model for tax and advisory
(PricewaterhouseCoopers) . .
Services services.

Healthcare & Part of Apollo Hospitals Group;

Apollo Healthco LLP . operates India’s largest pharmacy chain
Retail Pharmacy under LLP structure.

Fortis Health Management Healthcare ﬁ?&?:;efoglitgf ;gﬁaH:riléﬁfzfé

(India) LLLP Management p p &

health services.

One Person Company (OPC)

An OPC allows a single entrepreneur to operate a business with the advantages of a private limited
company while maintaining control.

In India, One Person Companies (OPCs) are governed by the Companies Act, 2013. Specifically, OPCs
are defined and regulated under Section 2(62) of this Act. The act also outlines specific provisions for
the formation and operation of OPCs, including requirements for a single member and director, and
the appointment of a nominee.

Advantages of One Person Company

e Limited Liability: The owner’s personal assets are protected from business liabilities.

e Complete Control: One individual owns and manages the company, with no shareholders to
answer to.

e Separate Legal Entity: The company has its own legal identity, separate from the owner.

Limitations of One Person Company

e Single Ownership Limitation: Only one shareholder is allowed, limiting capital and growth
potential.

e Higher Setup and Compliance Costs: OPCs are subject to compliance requirements similar to
private limited companies.
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e Conversion Requirement: If turnover exceeds certain limits, the OPC must convert to a
private limited company.

Examples:

Name H Field H Remarks (with place)
Arjun Prasad OPC Pvt. Logistics / Registered in Bengaluru; example of gig-
Ltd. Delivery Services |economy entrepreneur using OPC model.
Bharat Natyam Dance . Based in Chennai; founded by a classical
Academy OPC Pvt. Ltd. Arts & Education dance teacher to formalize training.
Green India Building Sustainable Based in Hyderabad; focuses on eco-
Systems OPC Pvt. Ltd. Construction friendly building materials.
TechnoVision IT Solutions ||Information Headquartered in Pune; provides IT
OPC Pvt. Ltd. Technology services and software solutions.

Cooperative Society

A co-operative society is a voluntary association of individuals having common needs who join
hands for the achievement of common economic interest. Its aim is to serve the interest of the
poorer sections of society through the principle of self-help and mutual help. The main objective is
to provide support to the members.

Nobody joins a cooperative society to earn profit. People come forward as a group, pool their
individual resources, utilise them in the best possible manner, and derive some common benefit
out of it.

A Co-operative Society can be formed as per the provisions of the Co-operative Societies Act,
1912. At least ten persons above of 18 years, having the capacity to enter into a contract with
common economic objectives, like farming, weaving, consuming, etc. can form a Co-operative
Society. Cooperative Societies Act is a Central Act. However, ‘Cooperative Societies’ is a State
Subject (Entry 32 of List Il of Seventh Schedule to Constitution, i.e. State List). Though the Act is
still in force, it has been specifically repealed in almost all the States and those States have their
own Cooperative Societies Act. Thus, practically, the Central Act is mainly of academic interest
and as per preamble to the Act, the Act is to facilitate formation of cooperative societies for the
promotion of thrift and self-help among agriculturists, artisans and persons of limited means. The
Multi-State Co-operative Societies Act, 2002, for instance, regulates multistate societies.

Characteristics:

¢ Open membership: The membership of a Co-operative Society is open to all those who have
a common interest. A minimum of ten members are required to form a cooperative society.
The Co-operative Societies Act do not specify the maximum number of members for any co-
operative society. However, after the formation of the society, the member may specify the
maximum number of members.

e Voluntary Association: Members join the co-operative society voluntarily, that is, by choice.
A member can join the society as and when he likes, continue for as long as he likes, and
leave the society at will.

e State control: To protect the interest of members, co-operative societies are placed under
state control through registration. While getting registered, a society has to submit details about
the members and the business it is to undertake. It has to maintain books of accounts, which
are to be audited by government auditors.

e Sources of Finance: In a co-operative society capital is contributed by all the members.
However, it can easily raise loans and secure grants from government after its registration.
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Democratic Management: Co-operative societies are managed on democratic lines. The
society is managed by a group known as “Board of Directors”. The members of the board of
directors are the elected representatives of the society. Each member has a single vote,
irrespective of the number of shares held. For example, in a village credit society the small
farmer having one share has equal voting right as that of a landlord having 20 shares.
Service motive: Co-operatives are not formed to maximise profit like other forms of business
organisation. The main purpose of a Co-operative Society is to provide service to its members.
For example, in a Consumer Cooperative Store, goods are sold to its members at a reasonable
price by retaining a small margin of profit. It also provides better quality goods to its members
and the general public.

Separate Legal Entity: A Co-operative Society is registered under the Co-operative Societies
Act. After registration a society becomes a separate legal entity, with limited liability of its
members. Death, insolvency or lunacy of a member does not affect the existence of a society.
It can enter into agreements with others and can purchase or sell properties in its own name.
Distribution of Surplus: Every co-operative society in addition to providing services to its
members also generates some profit while conducting business. Profits are not earned at the
cost of its members. Profit generated is distributed to its members not on the basis of the
shares held by the members (like the company form of business), but on the basis of members’
participation in the business of the society. For example, in a consumer co-operative store only
a small part of the profit is distributed to members as dividend on their shares; a major part of
the profit is paid as purchase bonus to members on the basis of goods purchased by each
member from the society.

Self-help through mutual cooperation: Co-operative Societies thrive on the principle of
mutual help. They are the organisations of financially weaker sections of society. Co-operative
Societies convert the weakness of members into strength by adopting the principle of self-help
through mutual co-operation. It is only by working jointly on the principle of “Each for all and all
for each”, the members can fight exploitation and secure a place in society.

Members have right to leave the co-operative and pull out their capital at any time, after giving
a notice. He/she cannot transfer share but can only return the share to the society.

Advantages of Cooperative Society

All the above characteristics of a cooperative society are their advantages in itself. However some
distinct advantages are reproduced as follows:

Easy Formation: Formation of a co-operative society is very easy compared to a joint stock
company. Any ten adults can voluntarily form an association and get it registered with the
Registrar of Co-operative Societies.

Open Membership: Persons having common interest can form a co-operative society. Any
competent person can become a member at any time he/she likes and can leave the society
at will.

Democratic Control: A co-operative society is controlled in a democratic manner. The
members cast their vote to elect their representatives to form a committee that looks after the
day-to-day administration. This committee is accountable to all the members of the society.
Limited Liability: The liability of members of a co-operative society is limited to the extent of
capital contributed by them. Unlike sole proprietors and partners the personal properties of
members of the co-operative societies are free from any kind of risk because of business
liabilities.

Elimination of Middlemen’s Profit: Through co-operatives the members or consumers
control their own supplies and thus, middlemen’s profit is eliminated.

State Assistance: Both Central and State governments provide all kinds of help to the
societies. Such help may be provided in the form of capital contribution, loans at low rates of
interest, exemption in tax, subsidies in repayment of loans, etc.

Stable Life: A co-operative society has a fairly stable life and it continues to exist for a long
period of time. lts existence is not affected by the death, insolvency, lunacy or resignation of
any of its members.
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e Social Objectives: Cooperative societies are often focused on improving members’ economic

and social well-being.

Limitations of Cooperative Society

e Limited Capital: Raising large amounts of capital is challenging due to the limited investment

ability of members.

e Conflict of Interest: Decision-making may be delayed if members prioritize personal interests

over collective goals.

¢ Complex Regulatory Requirements: Cooperatives must adhere to regulations and reporting
standards, which can be cumbersome.

Examples:
Name Field Remarks

Amul (Gujarat

Cooperative Milk Dairy & Food Headquartered in Anand, Gujarat; India’s largest

Marketing Federation ||Products dairy cooperative and global brand.

Ltd.)

IFFCO (Indian Farmers Fertili & Based in New Delhi; one of the world’s biggest

ertilizers

Fertiliser Cooperative . fertilizer cooperatives, owned by 36,000+ member
Agriculture .

Ltd.) cooperatives.

KRIBHCO (Krishak

K ( . Fertilizers & Headquartered in Noida, Uttar Pradesh; major

Bharati Cooperative . . .

Chemicals fertilizer cooperative.

Ltd.)

Indian Coffee House
(Coffee Workers’
Cooperatives)

Hospitality & Food

Cooperative-run coffee house chain across India;
notable hubs in Kolkata, Delhi, Kerala.

Shri Mahila Griha
Udyog Lijjat Papad

Food Processing &
Women
Empowerment

Based in Mumbai, Maharashtra; women’s
cooperative famous for papads, khakras, and
spices. Started by 7 women with 280, now
employing over 40,000 women across India

Pratibha Mahila
Sahakari Bank

Cooperative Banking

Based in Pune, Maharashtra; women-led
cooperative bank empowering local communities.

Joint Hindu Family Business

A Joint Hindu Family (JHF) business, also known as a Hindu Undivided Family (HUF), is a
traditional business structure, unique to India where ownership and management are in the hands
of the family, with the eldest male member typically acting as the Karta or manager. This form of
business organization offers tax benefits, stability, and potential for continued existence, but also
faces limitations in capital, managerial skills, and potential for conflict.

Key Features of a HUF/JHF Business:
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Ownership: The property and business are jointly owned by the Karta and coparceners
(members of the family).

Management: The Karta has full control over the business, but can seek advice from other
family members.

Liability: The liability of coparceners is limited to their share in the business, while the Karta
has unlimited liability.

Continuity: The business can continue even if the Karta passes away, as the next eldest
member takes over as Karta.

Formation: It is easy to form, requiring a minimum of two male members and ancestral
property.

With the death of a member or birth of a new member, the re-division of shares takes place.
Hindu Law defines the rights and liabilities of coparceners. The Hindu Succession Act has
entitled a female relative of a deceased member or a male relative of such a female member
for a share on behalf of the related member at the time of his/her death.

Advantages of Joint Hindu Family Business

Tax Benefits: HUFs enjoy tax exemptions and lower tax rates on their income.

Stability: The family structure provides a sense of stability and continuity in the business. The
business remains within the family, preserving legacy.

Loyalty and Cooperation: Family members often have a strong sense of loyalty and
cooperation, leading to better teamwork.

Ease of Formation: It is relatively easy to establish a HUF business without extensive legal
requirements.

Continuity: The business can continue through generations, as the next eldest member
assumes the role of Karta.

Authority of Karta: The Karta has control over decision-making, simplifying management.
Limited Liability for Members: Members have limited liability, while the Karta has full
responsibility.

Limitations of Joint Hindu Family Business

Limited Resources: HUFs may face limitations in accessing capital and expanding their
businesses. Their financial resources are limited to family capital, making expansion difficult.
Limited Managerial Skills: The Karta may not always be the most qualified leader, potentially
impacting business decisions.

Potential for Conflict: The Karta's dominant position can lead to disagreements or conflicts
with other family members. Family disputes may affect business operations.

Unlimited Liability of Karta: The Karta bears the burden of unlimited liability, which may make
them hesitant to take risks.

Limited Scope for Expansion: The limited capital and potential for internal conflicts can
hinder the growth and expansion of the business,

No Separate Legal Entity: The business is not a distinct entity, exposing the Karta to unlimited
liability.

Examples:

Name Field Remarks (with place of operation)
Shiv Shakti Jewelry & Gold Based in Jaipur, Rajasthan; managed by the Karta with
Jewellers (HUF) Trading family members as co-owners.
Bansal Steel & Steel & Metal Headquartered in Nagpur, Maharashtra; a traditional
Traders (HUF) Trading family trading house under HUF.
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Name

Field

Remarks (with place of operation)

(HUF)

Mehta Textiles

Textiles & Fabric
Trading

Based in Surat, Gujarat; ancestral textile trading
business run jointly under HUF.

(HUF)

Chopra Real Estate

Real Estate
Development

Operates in Delhi NCR; family-owned ancestral property
business, managed by Karta.

(HUF)

Rathi Agro Products

Agro & Grain
Trading

Headquartered in Ludhiana, Punjab; joint family
operation in wholesale agro products.

Key Factors to Consider When Choosing a Business Structure

When deciding on a business structure, consider the following factors:

e Liability Exposure: Determine your risk tolerance and the level of personal liability you're

willing to assume.
e Capital Requirements: Some structures, like public companies, are more suited for

businesses with large capital needs.

¢ Control and Management: Assess how much control you want over the business and your
ability to share decision-making.

¢ Compliance Burden: Each structure has unique compliance requirements—select a structure
that aligns with your resources and compliance capacity.

o Tax Implications: Different structures are taxed differently, impacting your profit margins.
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