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WHAT IS A BUSINESS ORGANISATION?
An organisation can be defined as a social arrangement for the controlled performance of collective goals (Buchanan 
and Huczynski). The three key aspects of this definition are:

	(a)	 Collective Goals: Organisations are purpose-driven, defined by their goals. Examples:
●	 A school’s goal is to educate pupils, requiring an organisational structure focused on teaching and learning.
●	 A company’s goal may be profit-making, requiring structures for production, sales, and marketing.

	(b)	 Social Arrangements:
●	 Organisations enable individuals to work together toward common goals.
●	 Larger organisations typically have formal structures (e.g., hierarchies, departments).
●	 Example: A football team requires teamwork to achieve its objective of winning matches.

	 (c)	 Controlled Performance:
●	 Systems and procedures ensure goals are achieved.
●	 Example: A manufacturing company monitors production efficiency, while an accountancy training firm 

evaluates student progress and exam outcomes.

Collective 
Goal

Social 
Arrangements

Controlled 
Performance

Key Feature: Organisations transform inputs into outputs. Examples:
	� A manufacturing company converts raw materials into finished products for sale.
	� An accountancy training firm transforms students into qualified professionals.
	� A football team uses tactics and teamwork to score and win matches.

Input Process Output

Business Organisation1
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WHY DO WE NEED ORGANISATIONS?

	(a)	 Sharing Skills and Knowledge:
● Organisations enable collective learning and the performance of complex tasks.
● Example: In a hospital, doctors, nurses, and technicians work together, pooling knowledge to save lives.

	(b)	 Specialisation:
● Individuals focus on specific tasks, gaining expertise.
● Example: In a car manufacturing plant, engineers design vehicles, while assembly line workers specialise

in fitting parts.

	 (c)	 Pooling Resources:
● Organisations combine financial, human, and material resources to achieve synergy.
● Example: A charity pools donations and volunteers’ time to deliver aid efficiently.

COMMERCIAL VERSUS NOT-FOR-PROFIT ORGANISATIONS
(a)	Commercial Organisations

● Objective: Their primary aim is to maximise the wealth of their owners by generating profit.
● Forms of Commercial Organisations:
1.	 Sole Traders:

	� Owned and run by one person.
	� The owner is not legally separate from the business, meaning personal assets are at risk.
	� Example: A local bakery run by an individual.
	� Risk: If sued, the owner’s personal property can be claimed.

2.	 Partnerships:
	� Owned and run by two or more individuals.
	� Traditionally, partnerships have no separate legal identity, so partners are personally liable for debts.
	� Recent structures like Limited Liability Partnerships (LLPs) in the UK offer limited liability, where

liability is restricted to the partners’ investments.
	� Example: A law firm or accounting firm operating as a partnership.

3.	 Limited Liability Companies:
	� Companies are separate legal entities from their owners (shareholders).
	� Owners’ liability is limited to the amount they have invested.
	� Types of Limited Companies:

	� Private Limited Companies (Ltd):
	� Shares cannot be offered to the general public.
	� Typically smaller businesses, often family-run.
	� Example: A small IT firm with limited shareholders.

	� Public Limited Companies (plc):
	� Shares can be traded on the stock exchange, allowing for larger investments and growth.
	� Example: Reliance Industries plc or Tesco plc.

(b)	Not-for-Profit Organisations (NFPs or NPOs)

● Objective: Profit is not the main goal. Instead, they focus on satisfying societal needs or the needs of their
members.

● Examples of NFPs:
	� Government organisations (e.g., HM Revenue and Customs).
	� Charities (e.g., Oxfam, Red Cross, Doctors Without Borders).
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	� Schools: Many public or community schools focus on education rather than profit.
	� Hospitals: Public hospitals focus on patient care.
	� Clubs: Local recreational or sports clubs cater to members’ social or athletic needs.

●	 Objectives of NFPs:

	� Hospitals: Provide patient care and improve public health.
	� Charities: Support disaster relief, poverty alleviation, or medical aid (e.g., Red Cross).
	� Councils: Promote community welfare and services.
	� Government organisations: Implement national policies and maintain order (e.g., taxation, public 

welfare schemes).

PUBLIC VERSUS PRIVATE SECTOR ORGANISATIONS
(a)	Public Sector Organisations

●	 Controlled by: The government.
●	 Purpose: Provide basic services to the public, often essential services.
●	 Characteristics:

	� Not profit-driven.
	� Focus on accessibility and equity in services.
	� Funded by taxes and government budgets.

●	 Examples:

	� Police and Military: Ensure safety and security.
	� Public Transport: Railways or buses operated by the government (e.g., Indian Railways).
	� Education: Public schools provide free or subsidised education.
	� Healthcare: Public hospitals serve the poor or uninsured populations.

(b)	Private Sector Organisations
●	 Controlled by: Private individuals or groups.
●	 Purpose: Operate for profit, though some may be non-profit (e.g., private schools or charities).
●	 Characteristics:

	� Run independently of government.
	� Can cater to niche markets or specific societal needs.

●	 Examples:
	� Profit-oriented: Private companies like Apple, Tata Motors.
	� Non-profit-oriented: Private NGOs like Greenpeace or Doctors Without Borders.

(c)	Non-Governmental Organisations (NGOs)
●	 Objective: Promote political, social, or environmental change.
●	 Not-for-profit: These are independent of government control and do not aim for profit.
●	 Characteristics:

	� Operate globally or locally.
	� Funded through donations, grants, and sponsorships.

●	 Examples:
	� Red Cross: Disaster relief.
	� Greenpeace: Environmental conservation.
	� Amnesty International: Advocacy for human rights.
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CO-OPERATIVES
	� Definition:
● Organisations owned and democratically controlled by their members (those who use their goods or services).
● Each member has one vote, ensuring equality in decision-making.

	� Objective: Meet the needs of member-owners rather than maximizing profits.
	� Profit Sharing: Profits are distributed among members or reinvested into the organisation.
	� Types of Co-operatives:

1. Consumer Co-operatives:
	� Owned by consumers who buy goods or services.
	� Example: The Co-operative Group (UK).

2. Producer Co-operatives:
	� Owned by producers who collaborate for better market access.
	� Example: Amul Dairy (India).

3. Worker Co-operatives:
	� Owned and operated by workers who share profits and decision-making.
	� Example: Mondragon Corporation (Spain).

Important For Exams 

Feature Commercial Organisations Not-for-Profit 
Organisations

Non-Governmental 
Organisations (NGOs)

Primary Goal Profit generation for owners/
shareholders

Social, educational, or 
charitable goals

Social, environmental, or 
humanitarian goals

Ownership Privately owned or publicly 
traded companies

Owned by members, 
governed by a board

Owned by private individuals or 
groups,
independent of government

Funding Source Revenue from selling goods 
or services, investment capita

Government Donations, grants, 
membership fees, fundraising

Donations, grants, fundraising 
events, membership fees

SUMMARY
1. Commercial Organisations: Focus on profit generation. Examples include sole traders, partnerships, and companies

(Ltd, plc).
2. Not-for-Profit Organisations: Aim to fulfil societal or member needs. Examples include charities, schools, and

government agencies.
3. Public Sector: Government-controlled organisations like police, public transport, and healthcare.
4. Private Sector: Privately run businesses, both for-profit (e.g., Apple) and NGOs (e.g., Greenpeace).
5. Co-operatives: Democratically controlled organisations prioritising member welfare (e.g., Amul Dairy, The

Co-operative Group).

Sectors in which Organisations Operate
Organisations operate across various sectors based on their activities and markets. The primary sectors include:

	(a)	 Agriculture 
● Involves the production, processing, and packaging of foodstuffs.
● Example: Farming businesses producing crops and livestock.

	(b)	 Mining 
● Focuses on the extraction and processing of minerals and raw materials.
● Example: Coal mining companies or iron ore extraction firms.
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	 1.	 Which statement best reflects the concept of “collective goals” and synergy within an organization?
	 (a)	 Each team focuses on achieving its own targets, assuming that individual success automatically leads to 

organizational success.
	 (b)	 Synergy is achieved when different departments compete to deliver the best results independently.
	 (c)	 Collective goals ensure that departments and individuals work together, leveraging their strengths to achieve 

results greater than the sum of their individual efforts.
	 (d)	 Organizations prioritize the goals of key stakeholders, even if it comes at the expense of others.

	 2.	 Which of the following definitions most accurately defines specialization within an economic or 
organizational context?

	 (a)	 The division of labour wherein individuals or units focus on a limited scope of tasks, enhancing proficiency 
and efficiency through concentrated expertise.

	 (b)	 The dynamic redistribution of tasks among individuals to foster adaptability and reduce redundancy in 
operational processes.

	 (c)	 The strategic allocation of resources across broad organizational domains to maximize utility and minimize 
cost.

	 (d)	 The process by which organizations diversify their operational capabilities to ensure resilience across 
unpredictable market fluctuations.

	 3.	 Which of the following statements is/are true in the context of Sole Trader, Partnership, and Companies?
	 (a)	 The owner and business are the same legal entity, and the owner is entitled to all the profits.1
	 (b)	 In the case of a partnership, the business and owner are always separate.
	 (c)	 In the case of companies, owners have a direct claim on profits.
		  Options:
	 (a)	 1 only	 (b)	 1 and 2 only	 (c)	 2 and 3 only
	 (d)	 1 and 3 only	 (e)	 1, 2, and 3 only
	 4.	 Identify whether the given statement is True/False

Statement: Non-Profit Organizations (NPOs) do not have a profit objective at all.
	 (a)	 True			   (b)	 False
	 5.	 Which statement best differentiates efficiency, effectiveness, and economy in an organizational context?
	 (a)	 Efficiency is achieving goals with minimal resources, effectiveness is accomplishing desired outcomes, and 

the economy is reducing costs by compromising on quality.
	 (b)	 Efficiency focuses on minimizing waste, effectiveness ensures desired results are achieved, and economy 

involves obtaining resources at the best value while maintaining quality.
	 (c)	 Efficiency ensures maximum resource usage, effectiveness reduces costs, and the economy emphasizes 

timely procurement of resources.
	 (d)	 Efficiency is about increasing output regardless of quality, effectiveness focuses on process execution, and 

the economy reduces costs by eliminating non-essential processes.

The Business Organisation1
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	 14.	 Which of the following best describes the primary role of a social enterprise?
	 (a)	 To maximize profits for shareholders by competing in the open market.
	 (b)	 To focus primarily on social and environmental goals while reinvesting profits into the business.
	 (c)	 To function as a government-owned entity delivering public services.
	 (d)	 To operate entirely on donations and grants without generating revenue.

	 15.	 Which factor distinguishes a cooperative from other forms of business organizations?
	 (a)	 Decisions are made based on one-member, one-vote principle rather than capital contribution.
	 (b)	 Ownership is determined by the number of shares held by each investor.
	 (c)	 It is owned and managed exclusively by government authorities.
	 (d)	 It primarily seeks to generate profits for external investors.

	 16.	 What is a key advantage of a private limited company (Ltd) compared to a sole proprietorship?
	 (a)	 Unlimited liability ensures business debts are shared equally among all owners.
	 (b)	 It allows shares to be freely sold to the public for raising capital.
	 (c)	 Owners benefit from limited liability, reducing personal financial risk.
	 (d)	 The business must be operated by a single owner without external investment.
	 17.	 Which of the following is NOT a defining feature of a franchise?
	 (a)	 The franchisee pays an initial fee and ongoing royalties to the franchisor.
	 (b)	 The franchisor provides branding, operational guidelines, and marketing support.
	 (c)	 The franchisee has complete autonomy to modify branding and business operations.
	 (d)	 The business model allows expansion through third-party ownership under a common brand.

SOLUTION

	 1.	 (c) Rationale: Synergy occurs when teams collaborate effectively, combining their skills and resources to create 
outcomes that exceed what could be achieved individually. Collective goals align everyone in the organization 
toward a shared purpose, fostering this collaborative advantage.

	 2.	 (a) Rationale: Specialization is the process of focusing on a narrow set of tasks or skills to achieve higher 
efficiency and proficiency. Pitfall: Option (b) might look similar, but it is talking about flexibility, not 
specialization.

	 3.	 (a) Rationale: There are two primary forms of partnership: the general partnership, in which the owners and 
the business are considered one entity, and the limited liability partnership, where the partnership possesses a 
distinct legal identity. Statement 3 is incorrect because the decision to distribute profits lies at the discretion 
of the company.

	 4.	 (b) Rationale: Non-profit organizations (NPOs) do not seek to generate profits for owners or shareholders 
Nonetheless, they endeavor to produce surplus funds to support their missions and sustain their activities. 
While profit is not their primary objective, the availability of additional funds is critical for their growth and 
ongoing viability.

	 5.	 (b) Rationale: Efficiency is about doing things right and using resources optimally, while effectiveness focuses 
on outcome and economy emphasizes cost control.

	 6.	 (b) Rationale: A public sector company is owned and governed by the government.

	 7.	 (c) Rationale: Cooperatives prioritize member control, and funding typically comes from members themselves, 
not external investors. While this ensures democratic control and reduces exploitation, it may limit rapid 
expansion due to restricted access to capital.
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8.	 (b) Rationale: The cooperative structure emphasizes democratic decision-making, member ownership, and
profit-sharing based on contribution (not capital), aligning with the description. Pitfall: Partnerships generally
do not operate under a democratic system; rather, profits are distributed in proportion to the capital invested.

9.	 (b) Rationale: Public organizations can engage in commercial activities, such as providing goods or services
for profit, while still maintaining public funding and serving the public interest. Examples include State-Owned
Enterprises (SOEs) that generate income but remain under government ownership.

10. (b) Rationale: LLCs provide limited liability protection to their members, meaning their personal assets are
protected from the company’s debts. However, unlike corporations, LLCs generally avoid double taxation.
Instead, they are typically taxed only at the individual level, with profits flowing through to the members, who
report them on their personal tax returns. This is a key advantage over corporations, where profits are taxed at
both the corporate and individual levels (through dividends).

11. (a) Rationale: The division of labor refers to assigning specific tasks to individuals or groups to improve
efficiency and expertise. This specialization enhances productivity and reduces redundancy.

12. (b) Rationale: A Public Limited Company (PLC) can raise capital by selling shares on the stock exchange,
making it different from private companies, which have ownership restrictions.

13. (b) Rationale: A partnership agreement formally outlines the responsibilities, profit-sharing, and decision-
making structure, preventing disputes and ensuring clarity among partners.

14. (b) Rationale: Social enterprises prioritize social or environmental missions while reinvesting profits to further
their cause rather than distributing them to shareholders.

15. (a) Rationale: Cooperatives follow the principle of “one-member, one-vote,” ensuring democratic decision-
making, regardless of capital contribution.

16. (c) Rationale: Private limited companies (Ltd) provide limited liability, meaning owners’ personal assets are
protected from business debts, unlike sole proprietorships, where the owner has unlimited liability.

17. (c) Rationale: In a franchise, the franchisee must adhere to the franchisor’s branding and operational standards.
They do not have complete autonomy to modify business operations.
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