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Section-A

 1 Marks Questions

Ans. 1.  (D) Debentures  

 Explanation: Debentures are part of borrowed 
capital and creates charge on the assets of the 
company.

Ans. 2.  (B) Trade credit

 Explanation: Trade credit  is the credit 
extended by  one trader to another for  the 
purchase of goods  and services. Trade credit 
facilitates  the purchase of supplies  without 
immediate  payment.

Ans. 3.  (A) Company

 Explanation: In a company the owners are 
shareholders and management is done by the 
Board of Directors elected by the Shareholders.

Ans. 4.  (B) Option

 Explanation: On maturity of the  bill, the  
payment is  received by the bank from the 
drawee as bank has already made advance 
payment to drawer on account of the bill 
discounted.

Ans. 5.  (B) Option is correct.

 Explanation: The partners share amongst 
themselves the responsibility of decision 
making and control of day to day activities. 
Decisions are generally taken with mutual 
consent.

Ans. 6.  (D) More Funds 

 Explanation: A company  form of Organization 
can issue shares to raise capital.

Ans. 7.  (D) Prompt decision making.

 Explanation: In company form of organization 
the day to day business decisions are taken by 
the management who are separate from the 
owners (Share holders).

Ans. 8.  (B) 

 Explanation: There is no ceiling on the 
maximum number of members in a private 
company. A  private company can have a 
maximum of 200 members, subject to certain 
conditions.

Ans. 9.  (B) Limited Liability of members

 Explanation: As there is a paper trail in formal 
communication, it is more reliable than other 
forms of communication.

Ans. 10.  (B) 200

 Explanation: Private company can have a 
maximum of 200 members, subject to certain 
conditions.

Section-B

 2 Marks Questions

 Ans. 11. The preference  shares are so called as the 
Preference shareholders enjoy a preferential 
position over equity shareholders in two ways: 

 (i)   Receiving  a fixed rate of dividend,  out of the 
net profits of the  company, before any dividend 
is declared for equity shareholders. 



 (ii)   Receiving their capital  after  the  claims  of the 
company’s  creditors have been settled but before 
settling the claims of the equity shareholders, at 
the time of liquidation. 

 Ans. 12. Sole proprietorship is suitable where the market 
is limited, localised and the customers give 

importance to personal attention. It is also 
considered suitable where the capital requirement 
is small and risk involved  is limited. It is also 
considered suitable for  the production  of goods  
and services which involve manual  skill  e.g.,  
handicrafts,  filigree  work, jewellery, tailoring, 
haircutting, etc.

Section-C

 4 Marks Questions

 Ans. 13. Peer-to-Peer (P2P)  lending is a fast-growing 
way for businesses  to raise loan finance without 
having to use the traditional banking sector. P2P 
lending involves raising a loan from a group  of 
individuals or institutions  and is a very flexible 
source of borrowing, with the minimum loan 
amount. 

    Peer-to-Peer (P2P) lending  is a method of debt 
financing that enables individuals  to borrow  
and lend money without the use of an official 
financial institution as an intermediary. Peer-to-
peer lending removes the middleman from the 
process, but it also involves more time, effort and 
risk than the general brick-and-mortar lending 
scenarios.

 Ans. 14. Features of Partnership form of business 
organization:

  (i)  Two  or More Persons:  To form a partnership 
firm, at least  two persons are required. The 
maximum  limit on the  number of persons is 
50. If the number exceeds  the above limit, the 
partnership becomes illegal and the relationship 
among  them cannot be called partnership.

  (ii)   Contractual  Relationship: Partnership is created 
by an agreement among the persons who have 
agreed to join  hands. Such  persons must be 
competent to contract. Thus, minors, lunatics and 
insolvent persons are not eligible to become the 
partners. However, a minor  can be  admitted  
to  the  benefits  of partnership  firm i.e.,  he  can  
have  share  in the  profits  without any obligation 
for losses. 

 (iii)   Sharing Profits and Business: There must be 
an  agreement  among the  partners  to share 
the profits and losses  of the business  of the 
partnership  firm. If  two  or more persons  share 
the income of jointly owned property, it is not 
regarded as partnership. 

 (iv)  Principal Agent Relationship: There must be 
an agency  relationship between  the partners. 
Every  partner is the principal  as well as the 
agent  of the  firm. When a partner deals  with 
other parties  he/she  acts  as  an agent  of other 
partners  acting  on their  behalf  and  binding 
them  by his actions, and at  the  same  time  the 
other partners become the principal.

Section-D

 8 Marks Questions

 Ans. 15. A private company means a company which: 
 (a) restricts the right of members to transfer its 

shares; 
 (b) has a minimum of 2 and a maximum of 200 

members, excluding the present and past 
employees; 

 (c) does not invite public to subscribe to its securities 
  The following are some of the privileges of a 

private limited company as against a public 
limited company: 

 1. A private company can be formed by only two 
members whereas seven people are needed to 
form a public company. 

 2. There is no need to issue a prospectus as public is 
not invited to subscribe to the shares of a private 
company. 

 3. Allotment of shares can be done without 
receiving the minimum subscription. 

 4. A private limited company can start business as 
soon as it receives the certificate of incorporation.

 5. A private company needs to have only two 
directors as against the minimum of three 
directors in the case of a public company. 
However the maximum number of directors for 
both types of companies is fifteen.

  6. A private company is not required to keep an 
index of members while the same is necessary in 
the case of a public company
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