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PREFACE

THE factory system of production has developed in the course of
time from the workroom of the craftsman. In the good old days of
long ago, the craftsman who had become a master after having
served his apprenticeship, set up a workshop. With the assistance
of a small amount of capital, he took a few journeymen into his
employment, and by the skilful use of his tools he made the products
of his trade which, as a rule, he sold in the narrow circle of his
fellow citizens—working mostly for orders. Since those days, con-
ditions have greatly changed. The place of the modest workroom
has been taken by the great factory installation with its extensive
workrooms ; large power motors set in motion the machinery
which has taken the place of tools. Instead of a master with a

journeymen and apprentices, there is now required a well-
organized army of workers, who are directed by the manager and
his assistants with as much circumspection as an army is directed
by its officers. The materials necessary for the work are brought
in shiploads from all parts of the earth. A workman no longer
makes the entire product, but merely serves a machine which
manufactures the article. As the worker performs only one opera-
tion in the whole process of manufacture he has in a sense become
a part of the machinery. The output of the products is so great
that it can no longer be sold in one area of a town or country, but
it must be distributed over all countries of the earth with all the
art of commercial skill and acumen.

Instead of the modest means which were at the disposal of the
small craftsman for the equipment and working of his business,
millions of pounds are now invested in industry, furnished either
by the large capitalists or by numerous shareholders from all classes
of the population. Although it was agriculture which formerly
employed the majority of the inhabitants of the country, to-day the
majority of European States have been converted into industrial
countries in which nearly one-half of the population are engaged
in the factory system of production. Thus, the factory entre-
preneur is dependent upon the world market both for the purchase
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of his raw materials and also for the sale of his products. In the
world market, however, competition determines the price, and those
who are unftble to cope with this competitive struggle are ruthlessly
eliminated. The factory entrepreneur must close his establishment
if he cannot offer his products as cheaply and in equally good
quality as his foreign competitors. Hence, he is compelled to reduce
the cost of production to a minimum. This end may be attained
by—

1. The purchase of raw materials at the cheapest and most
advantageous prices.

2. The fullest utilization and employment of these raw materials.

3. Continuous improvement in the processes of production and
the perfection of all machinery.

4, The reduction of the cost of hand and machine labour.

5. The organization of a commercially trained sales department.

6. The understanding and proper manipulation of market
conditions.

For the satisfaction of all these requirements, the manufacturer
must be supported by an efficient technical and commercial
organization, and must have the harmonious co-operation of all
the factors of production.

With the object of furthering the realization of these ends, an
attempt has been made in the following pages to present a brief
but systematic survey of the organization of a modern manufac-
turing concern, and it is hoped that the book will be found useful
by all those who are preparing for the various examinations in
Commerce and Business Economics, to students of Accountancy,
and also to those who are actively engaged in industry.

In conclusion I should like to take this opportunity of thanking
Messrs. Kenrick & Jefferson, Ltd., for permitting me to reproduce
the diagram inset facing page 8, and also to express my indebted-
ness to the Editor and to Mr. Noel Branton for the assistance which
they have accorded me throughout the preparation of the MS.

W. A. STEWART JONES.

CARDIFF,
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ECONOMICS OF THE
MANUFACTURING
BUSINESS

CHAPTER 1

INTRODUCTION

THE aim of the manufacturing undertaking, like that of every
other enterprise engaged in industry, is to assist in transforming
the resources of nature so as to render them suitable for the satis-
faction of human wants. It achieves this end by working up raw
and partly-finished materials into finished articles, producing a
change in these materials in order to increase their values. In order
to effect this transformation in the most efficient and satisfactory
manner, the manufacturing undertaking draws freely upon the
results of modern science and invention. The time for haphazard,
rule-of-thumb methods has gone, and certain knowledge of the
inner workings of manufacturing processes must take the place of
vague speculations if success is to crown the work of the under-
taking. Having thus assured himself of the technical perfection of
his product, the manufacturer must press into his service the
resources of modern commerce in order to distribute his goods
amongst the consumers on terms most advantageous to himself,
so that he may reap the benefit of his industry.

The manufacturing business employs, to a varying extent, three
great factors in production—land, labour, and capital—but the
success of the undertaking depends in no small measurc upon the
skill with which they are co-ordinated by what is sometimes known
as the fourth factor—organization. A very superficial knowledge
of the inner workings of a manufacturing concern, which is one of
the most complex units in the economic system, will reveal the
tremendous difficulties which confront the factor of organization.
It must ensure that an adequate, but not excessive, supply of raw

1



2 ECONOMICS OF THE MANUFACTURING BUSINESS

material is always available to meet the requirements of produc-
tion ; it must so regulate the activities of the various manufac-
turing departments that all are employed to their full capacity,
and at the same time an even flow of production is maintained
throughout the plant ; finally, it must develop a sales organization
which is capable of disposing of the output of the factory in the
shortest possible time and on the most favourable terms. Through-
out all these operations the organization factor must contrive to
combine the other three factors in such proportions that the manu-
facturing operations result in the maximum output of the highest
possible quality, and at the same time ensure that the cost of
production is kept at a minimum,

EYOLUTION OF MANUFACTURING TECHNIQUE. It has been said
that man is essentially a tool-using animal, and it is certain that
his efforts in this direction stretch back beyond the limits of
recorded history. In the earliest stages of his evolution, man would
probably select such natural objects as came to hand as being
suitable for a given purpose. Before he had progressed very far,
he realized that some things did not wholly conform to the required
pattern but nevertheless could be made to do so by subjecting them
to a process of modification. By the utilization of such rude appli-
ances as came to hand, primitive man was enabled to add to the
utility of natural objects. The artificial tool now made its appear-
ance, and there arose a need for tools which would help to fashion
more tools—a hammer-stone to chip a flint knife, a flint knife to
carve a wooden club, and so on. Later on, when the flint worker
found that by virtue of his special skill his wares were of a superior
type and were sought after, and also found that he could devote
his whole energy to this task and still make a living by bartering
his products, we see the dawn, not only of specialization, but also
of the manufacturing undertaking.

So long as man could subject his raw materials to only simple
mechanical processes as chipping and grinding, his manufacturing
activities were of necessity limited. When, however, he discovered
that by the application of heat, not only the physical properties
but also the chemical properties of certain minerals were in some
cases changed, he made a big advance, and laid the foundations of
the science of metallurgy. He gained an empirical knowledge of
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the elementary properties of some of the commoner metals, how to
blend them in alloys, to cast them in moulds, and to work upon
them to fashion for himself better tools, thus widening the scope of
his activities. At this point, however, his advance appeared to
receive a check for a considerable period. While he continued to
make minor advances and increase his perfection in such processes
as he knew, manufacturing activities held a very subordinate posi-
tion in his economic life. The basic principles of the science of
mechanics were known, and the laws governing the operation of
such simple contrivances as the lever, the inclined plane, the screw,
and the pulley were understood, but were applied only in the
construction of machines of a very rudimentary nature.

It was not until the latter half of the eighteenth century, when a
combination of changes collectively known as the Industrial
Revolution began to take effect, that the manufacturing concern,
as we know it to-day, took its origin. One of the most fundamental
changes was in connection with power. This is essential to the
manufacturer’s business, and had hitherto been furnished either by
man himself or by animals and applied to his primitive machines.
When he fashioned contrivances which were driven entirely by
mechanical power—whether water or steam—he made an advance
of the first importance leading to tremendous developments. Fur-
nished with a new source of power, provided with new materials
and methods for the construction of his machines, and learning the
advantages of precision and standardization in manufacture, the
stage was set for an enormous expansion in industrial activity.

EVOLUTION OF MANUFACTURING ORGANIZATION. The changes in
manufacturing technique outlined above were accompanied by
changes in the organization of the business. The methods which
might be employed in an eighteenth century concern employing
fifty workers obviously could not meet the requirements of a great
organization of the present day employing five thousand hands of
all grades of skill. Side by side with the development of the tech-
nique of manufacture a scheme of organization had to be evolved
to meet the new requirements. The beginnings of manufacture are
to be found in the early handicraft system. Here, the small crafts-
man is engaged in the performance of all the operations of produc-
tion. As a single individual, he undertakes the purchase of raw
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materials, the working up of these raw materials into a finished
article, and, finally, sells the article to the consumer. A locksmith,
for instance, who has invented a practical tool, will set to work to
make this article by buying the raw materials, work them up, and
then sell the finished article. This stage of development is illus-
trated by the first diagram on page 5.

If the work of the locksmith proves a success, he will soon want
some assistance. He will, therefore, engage a journeyman lock-
smith and, perhaps, a tinker. The craftsman will confine himself
more and more to the supervision of these assistants. He will attend
to the buying of the raw materials and the sale of the goods, and,
in addition, he will attend to the accounts which are necessary
in any business. The second diagram on page § shows this stage
of development.

Should the turnover of the craftsman increase still more, he may
decide to install machinery. Hitherto he has used only hand tools,
and with the introduction of machinery he expects to increase his
output. The machines lead to the engagement of further work-
men, such as planers and stampers, as well as an increase in the
number of locksmiths and tinkers. The time has now arrived when
the craftsman can no longer attend to the supervision of the work-
shop or to the buying and selling. He thercfore engages a foreman
for the workshop, and a clerk for the buying and selling, reserving
to himself only the general management. The duty of the foreman
is to see that the work in the workshop is properly executed, and
to ensure that tools and materials are received at the right time
by the workers. The business of the craftsman may now be described
as a small manufacturing undertaking and is illustrated by the
diagrams on page 7.

The master-craftsman does not wish to remain at this stage, but
strives steadily to increase his output and his profit. He endeavours
to achieve this end by improving his products, and by turning out
the original article in a variety of shapes and sizes so that it may
be used for many purposes. In order to increase the turnover
he advertises, sends out circulars and engages travellers. The
increased turnover entails a corresponding extension of the work-
shop, the employment of more workmen, and the acquisition of
new machinery. To do this may be beyond his means, and he may
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6 ECONOMICS OF THE MANUFACTURING BUSINESS

invite a number of other persons with whom he is acquainted to
join with him in providing the necessary capital. They may form
either a private or a public company in order to carry on the busi-
ness, since this form of legal constitution is usually considered the
best for a large-scale undertaking. In a big concern of this type,
it becomes advisable to group together the various kinds of labour
and machinery, and instead of one foreman, to employ several of
them. Finally, he decides to appoint a Technical Manager for the
purpose of controlling the whole of the manufacturing processes.
The scheme of organization for such a large manufacturing business
is illustrated by the diagram facing page 8.

CO-OPERATION AND CO-ORDINATION WITHIN THE UNDERTAKING.
Under the modern system of organization we see the business
divided up into a number of departments, each of which has a
definite function to perform. The duty of those responsible for
the organization in respect of these departments is of a two-fold
nature. They must so order the routine of each department that
it is enabled to discharge its functions with the maximum of effici-
ency, and at the same time see that its external relations with the
other departments are so ordered that all work together in harmony
with a common aim—the advancement of the welfare of the business
as a whole. In the course of this book we shall endeavour to obtain
an insight into the internal working of each department, and at
the same time obtain the wider view by seeing how the activities
of the departments are co-ordinated and controlled by those
responsible for the administration and management.

The manufacturing business may be divided into a technical
and a commercial section. On the one hand we see manufacturing
processes in operation which require a high degree of skill and
specialized technical knowledge for their control, while on the other
hand we find a commercial organization of the greatest complexity.
If the undertaking is to have any hope of success there must be a
high degree of co-operation between these factors, for neither can
stand alone. Unless the commercial man can rely on a product of
a certain technical standard in quantities sufficient to meet his
needs, he cannot hope that his marketing operations will meet with
permanent success. The technical man must remember that the
production of the product is but the first stage and must be followed
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8 ECONOMICS OF THE MANUFACTURING BUSINESS

by the equally vital step of finding a market, There are those who
say that the first aim of the undertaking is service, and that con-
sideration of profit is a secondary matter. This may be so, yet we
are safe in saying that unless a profit is made, the undertaking
must ultimately pass out of existence and make way for its more
successful competitors. If the commercial and the technical man
work together in close co-operation, striving to understand and
assist in solying the numerous problems which confront both of
them, then the undertaking may well achieve both aims—earn a
material reward in the shape of profits and benefit the community
by efficient service.

TEST PAPER I

1. What is the aim of the manufacturing undertaking ? How does
it achieve this aim ?

2. What are the factors of production employed in a manufacturing
concern ?

3. Enumerate some of the chief difficulties which confront the
organizer of a manufacturing business.

4. Draw the diagrams on page 5 and say what you know of the
activities of the small craftsman.,

5. Trace the various stages through which the system of manufacture
has passed from the business of the craftsman to the modern large-scale
undertaking.

8. Copy the diagrams on page 7 and explain their meaning,

7. ‘* If the undertaking is to have any hope of success there must be
a high degree of co-operation between the manufacturing and the
commercial processes.” Expand and elucidate this statement,



CHAPTER II

THE ESTABLISHMENT OF THE UNDERTAKING

SINCE the motive for the establishment of a manufacturing under-
taking is the expectation of profit, the primary cause of the estab-
lishment will always be something which has awakened this hope
in the founder. It may be either a special advantage in connection
with production or an advantage appertaining to the sale.

In the case of those concerns which are in the hands of one
particular person (e.g. sole trading concerns and partnerships), the
advantages of production may consist in a subjective quality or
gift. Frequently, and especially in small-scale manufacture, the
guiding motive is to be found in the training of the entrepreneur
and the accidental circumstances which, through the influence of
his parents, have drawn him into this or that particular trade.

Large-scale undertakings are called into existence where there
are either particular advantages of production or where the con-
ditions of sale favour the existence of the undertaking. The very
first task of the founder is to recognize these advantages and to
form a correct estimate of their exploitation. It cannot be denied
that manufacturers at the present day do not fail to seize any
opportunity of making a profit, but suffer rather from the tendency
to over-estimate the advantages which present themselves. The
over-estimation of the advantages of production is usually attri-
butable to technical mistakes; on the other hand, the over-
estimation of the prospects of sale arises from mistaken economic
calculations.

Where there are sound reasons for the establishment of a manu-
facturing undertaking, the next step is to draw up preliminary
estimates to show to what extent these reasons are justified.

THE SCHEME OF PROMOTION. The foundation of every business
must be preceded by a scheme of promotion which provides the
entrepreneur with a basis for estimating the probable success of the
undertaking. In the promotion of large-scale undertakings, especi-
ally of those which require a large amount of fixed capital, it is
necessary to estimate the probable results on the basis of the actual

9
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10 ECONOMICS OF THF MANUFACTURING BUSINESS

conditions. Hence, details of the whole undertaking would be
drawn up showing the amount of capital required, the extent and
results of the working, the probable output, the selling prices, and
the anticipated profit. These calculations of the probable success
of the undertaking are prepared in the form of estimates from which
may be deduced predictions as to the future.

The entrepreneur must realize not only at the beginning of his
undertaking but also during its continuance, what amount of capital
is necessary and available from time to time. The ascertainment
of the amount of capital required calls for knowledge not only of
the nature of capital and the forms which it assumes in the under-
taking, but also of any peculiar local conditions, the state of the
labour market, and the conditions of demand and supply. With a
knowledge of such data the need for capital may be calculated
either for a particular season of the year or for a definite trading
period.

In the case of a new undertaking the amount of capital required
for the first year must cover the cost of the initial outlay, including
interest on and depreciation of the fixed assets, and also a sufficient
amount of circulating capital where this cannot be raised from the
sale of the products.

In this connection it must be considered whether there are firm
orders for the first year or whether it will be necessary to work for
stock. In either case, during this period it may become necessary
to increase the scale of the business on account of new orders or
growth in demand ; on the other hand it may have to be greatly
reduced owing to a rise in the cost of production. These prelim-
inary estimates of the working results of an undertaking as a whole
are probable figures which may only approximate to actual facts.
The nearer these estimates approach reality, the smaller is the risk,
although the competition encountered by the undertaking will tend
to be greater.

There are several reasons to account for the disparity between
the preliminary estimates and the actual results. In the first place
the preliminary estimates are always based upon current average
prices of raw materials and upon the average rate of wages. The
prevailing average prices, however, based upon statistics and some-
times arrived at by very superficial guesses may lead one astray.
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For the success of a business it is essential that one should know
approximately the stocks of raw materials and finished goods which
may come into the market. The manufacturer continues to produce
so long as the prices of the products are good, and he imagines he
knows the number and capacity of his competitors fairly precisely,
but all at once when the prices have reached a still higher figure,
he discovers that other competitors—attracted by the high prices—
have entered the field and that his former competitors manifest
an unexpected capacity of output. Finally, in the face of these
facts, prices remain stationary or may even decline. In addition,
there may be a fluctuation in the demand especially in view of the
increasing prices. This is more likely to be felt in articles of luxury,
but in the case of necessaries it may not be felt to the same extent.
From these remarks it will be seen that a preliminary estimate
rarely tallies with the results of actual working. The estimate
will approximate most closely to actual facts where it is possible
to form an exact measurement of the costs of production and
distribution.

Since a preliminary estimate may be drawn up in connection
with the foundation of a new undertaking or in connection
with the management of a going concern, it is possible to
distinguish—

1. Estimates for the establishment of a business.

2. Estimates for the carrying on of a business.

Every estimate includes the figures of income and expenditure
which may be expected during a certain period. Where the income
1s of a simple nature, we may dispense with the preliminary estimate
and content ourselves with an estimate of costs. In large-scale
undertakings, however, especially where the promotion or manage-
ment of the business involves a large amount of responsibility, it
is necessary to prepare a precise estimate of the probable income
and expenditure.

CONTENTS OF THE PRELIMINARY ESTIMATE OR SCHEME OF
PROMOTION. In the preparation of the preliminary estimate for a
large-scale manufacturing concern, the income may be grouped
under the following headings—

1. The proprietors’ own capital.

2. Increase of capital by means of credit.
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3. Income from the sale of products.

4. Miscellaneous receipts, such as the sale of or lease of land,
interest on loans, and dividends on securities.

An examination of the balance sheet on page 13 will show that
the capital of the business is not necessarily identical with the
capital owned by the firm. It will also show (on the assets side) the
way in which the capital is employed.

In the case of expenditure, the following particulars have to be
taken into consideration—

1. Fixed Capital. (a) Promotion expenses and the cost of pro-
curing the initial capital.

(6) The purchase of the land, the site, and sometimes the water-
power.

(¢) The erection of installations for the proper utilization of the
water-power.

(d) Factory and other buildings.

(¢) Heating and lighting installations.

(f) The purchase and installation of motors (steam and water
turbines).

(¢) The machinery necessary for the production of a given out-
put of goods, together with the cost of its erection.

(h) Freight and general expenses incurred during the period of
erection.

(%) Cost of starting the works and other unforeseen expenses.

(7) Interest on capital during the period of construction.

2. Czrculatmg Capital. For the purpose of ascertaining this
figure, it is necessary to estimate the probable working expenses for
one year. Where the working capital can be turned over once only
during that period—i.e. if a year elapses from the date of the pur-
chase of the raw material till the moment when the product is
paid for—the working capital is the same as the working costs for
one year. On the other hand, if it is expected to turn over the
capital twice, the working capital for one year is equal to one-half
of the annual working expenses. Unless unforeseen expenditurée
arises, the working capital may be somewhat smaller since a por-
tion only of the working expenses have to be paid at the very
beginning of the year, whilst another portion is payable as it falls

due (e.g. wages).
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14 ECONOMICS OF THE MANUFACTURING BUSINESS

3. Working Expenses. (a) Interest on the fixed and circulating
capital.

(8) Depreciation (say, 1 per cent on land, about 2 per cent on
buildings, and about 5 per cent on machinery and equipment).

(¢) Purchase of raw materials of various kinds for a given output.
From this must be deducted certain amounts for the sale of waste
materials.

(@) Expenses of administration, office salaries and wages of
superintendence, fire insurance, maintenance and upkeep of the
machinery and buildings, travelling expenses, rates and taxes,
packing materials, carriage, cartage, etc.

(¢) Wages for a given number of male, female, and juvenile
workers.

(f) 5 per cent selling commission on the value of the total output,
where this cannot be sold direct.

4. Gross and Net Profits. (a) Calculation of the probable output
from the estimated number of workers, machinery, and equip-
ment, on the basis of 300 working days at, say, eight hours per day.
Ascertainment of the average value.

() Deduction of the aforementioned working expenses, leaving
the net profit as the result.

5. Apportionment of the Anticipated Net Profit. The determina-
tion of the portion of net profit which should be used for the repay-
ment of loans, the amount to be carried to reserve funds, and the
sum available for distribution amongst the shareholders or pro-
prietors.

Finally, the dates should be fixed for the payment of the expenses
incurred in the installation of the works and the amounts due for
repayment of capital and interest. If it is not intended to com-
plete immediately the whole of the works installation, but to begin
production with only a portion of it, the expenses for the uncom-
pleted portion may be met out of the proceeds from the sale of
goods. Where the erection of the installation is spread over a long
period, the interest on the borrowed capital should be met out of
capital. Hence, the need for hastening the completion.

TEST PAPER 1I

1. What are the chief reasons for the establishment of manufacturing
undertakings ?
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2. Where sound reasons have been established for the flotation of a
manufacturing undertaking, what is the next step to be taken by the
promoter ? °

3. What is meant by a scheme of promotion ? Of what chief items
does it consist ?

4. What points should be taken into consideration in calculating the
amount of capital required in a manufacturing business ?

5. Why do the preliminary estimates of the probable success of a
manufacturing undertaking frequently fail to coincide with the actual
results ?

6. Under what main headings may the income of a large-scale
manufacturing concern be grouped ?

7. Copy the balance sheet on page 13 and bring out clearly the
chief forms of capital indicated therein.

8. Write notes on the following: fixed capital ; circulating capital ;
working expenses ; gross and net profit.



CHAPTER II1
ForMS OF UNDERTAKINGS

As a rule the responsibility for the conduct of a manufacturing
undertaking rests upon the proprietor, whether it be owned by an
individual or by a number of individuals. In the case of an under-
taking owned by a single individual, the profit or loss will revert
to this person. Although in these days the company form of under-
taking is frequently met with, the sole trading concern is the
original form of constitution. Whether it be an advantage or a
disadvantage to depart from this original form and to select the
company form depends upon the personal qualities of the entre-
preneurs and their available capital, as well as upon the nature of
the undertaking. It is not every entrepreneur who fits into a com-
pany undertaking, or every undertaking that is suitable for this
form of management.

Since every form of economic combination demands the sacrifice
of a certain amount of independence, and subordination to the
regulations of the concern or to the terms of a contract, persons of
great independence are not suitable for the company form of
organization, or, at any rate, only when they find particularly
suitable partners. Such independent persons prefer to enjoy com-
plete responsibility, for only in this full responsibility do they find
scope for the display of their energies. On the other hand, therc
are many persons who prefer not to have full responsibility, and who
are well suited to some form of company organization, or who
cannot even get on without partners because they lack the neces-
sary initiative. Even the most capable and independent entre-
preneur must submit to the articles of partnership if he lacks
capital with which to start an undertaking or has insufficient to
start it on a proper scale.

There are undertakings which are not suitable for the company
form of organization. This company form must, therefore, adapt
itself to the object of the undertaking. Manufacturing concerns
which, in the purchase of raw materials and in the sale of their
-products, must be able to adapt themselves to the quickly changing

16
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market conditions can thrive only under very elastic management,
and under those forms of company organization which are also
suitable to a trading concern. Those forms of company, however,
which have a complicated and ponderous administration are suit-
able only for undertakings whose business takes a very regular
course. Thus, we may divide manufacturing undertakings into the
fol'owing main forms—

Forms
of
Underiaking:
Sole Companies
Traders
[ ] I |

Partnerships Private Public Companies

. Limited Limited regulated

Companies Companies byAQeci:,l

cts o

Parliament

KINDS OF UNDERTAKINGS. If we group the forms of under-
takings according to the degree of responsibility, frecedom, risk to
capital, and chance of profit, we have the following classification—

1. The Sole Trading Concern.

2. Partnership.

3. Private Limited Company.

4. Public Limited Company.

5. Regulated Concern.

The Sole Trading Concern. Unless the law prescribes otherwise,
any one may open a manufacturing business. There are, however,
certain legal restrictions in regard to both commodities and the
qualifications of persons who propose to carry on a business. For
trade in certain goods, such as poisons or alcoholic liquor, a licence
must be obtained, and approval is also required for the sale of
drugs. It is also important to bear in mind that contracts entered
into by a person under 21 years of age are not usually binding.
A widow can, of course, carry on a business as a sole trader ; and
now a married woman is capable of entering into contracts and
rendering herself liable thereon to the extent of her separate property,
and she may sue and be sucd in all respects as if she were unmarried.
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The legal capacity to carry on a business is not of itself sufficient
to ensure success. A person who desires to enter into business as
a manufacturer must be provided with sufficient fixed and working
capital. In view of the easy way in which credit may be obtained
in these days, many an employee holding a good position is tempted
to start a business of his own on borrowed capital. The risk borne
by the creditor, however, has frequently to be met by the payment
of excessively high rates of interest, and this handicaps the business
in its competition with others in the same line, as well as prevents
the realization of a satisfactory rate of profit. A person who cannot
start a business without credit will do well to find security in order
to avoid the otherwise onerous conditions which might be imposed
upon him by the lender.

Parinership. As defined by the Partnership Act, 1890, a partner-
ship is the relation which subsists between a number of persons
carrying on a business in common with a view to profit. It does
not include companies which are registered under the Companies
Acts, or incorporated by another Act. Persons who have entered
into partnership are known as a firm, and their name is the firm
name. No partnership may consist of more than twenty members,
or, in the case of a bank, of more than ten members, unless it is
registered as a company. If a partnership consists of more than ten
or twenty persons as the case may be, it will constitute an illegal
association. Hence, the members would not be able to enforce any
claim for debts owing to them, but members would be liable to a
creditor who dealt with them without notice of its illegal character.

In an ordinary partnership it is desirable that the terms arranged
between the partners should be drawn up in the form of a deed
known as the Articles of Partnership. These articles ought always
to provide when the partnership is to begin and for how long it is
to continue, because if no fixed term has been agreed upon it is a
parinership at will only, with the result that any partner may
terminate it at any moment on giving notice to all other partners
of his intention to do so. The Articles of Partnership should also
provide for—

1. The proportions in which the capital is to be contributed by
the partners, and the proportions in which they are to be entitled
to it when contributed.
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2. The allowance of interest on capital and on advances respec-
tively.

3. The division of profits and losses and the drawing up of the
necessary accounts.

Since the passing of the Limited Partnership Act, 1907, a fim
may now consist of one or more general partners, and one or more
limited partners. A limited partner can subscribe a fixed sum of
capital in the business and be liable only for that amount, provided
he takes no active part in the management of the business The
general partner or partners are liable for all debts and have no
limitation of liability.

Private Limited Company. The registration of a business as a
private company affords facilities to the testator whose capital is
sunk in his own business to divide his estate among his relatives
without disturbing the financial arrangements of the undertaking,
and at the same time limiting the liability of those to whom the
business is left. According to the Companies (Consolidation) Act,
1908, as modified by the Companies Act, 1913, a private company
is one which by its Articles of Association—

1. Restricts the right to transfer its shares ;

2. Limits the number of its members exclusive of those who are
or have been in the service of the company to fifty ; and

3. Prohibits any invitation to the public to subscribe for shares
or debentures of the company.

These are three essentials, and the fact that the company does
not issue an invitation to the public is not sufficient to constitute
it a private company, but there must be specific provisions in the
Articles of Association which preclude it from doing so.

Public Limited Company. A company under the Companies
(Consolidation) Act, 1908, is an assbciation of a number of members,
the whole constituting one single person distinct from its members.
Modern trade needs a large capital, which in the case of ordinary
partnership could be obtained only by the combination of such
a large number of partners as to interfere with the efficiency of
management. Partnership is a combination of several persons, each
one being the agent of the other and liable for all debts incurred
in the business. Each partner has the right to take part in the
management ; shares are not freely transferable, and the firm is
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not a separate legal person. In the Public Limited Company share-
holders are not one another’s agents. They have no right to inter-
fere in the business which is carried on by the officers, usually called
directors. Shares are freely transferable, and the liability of each
member is limited.

The essential difference between an incorporated company and
a partnership should be very carefully noted. A partnership s
merely the aggregate of its individual members, whereas a company
is a body corporate or a corporation which, in point of law, is a
person just as much as an individual, although to distinguish it
from a natural person it is called an artificial or juristic person ;
that is to say, although a company has no physical existence, yet
in contemplation of law it is in itself an entity separate and distinct
from the members or shareholders who are interested in it.

In order to effect the registration of a company, the Memoran-
dum of Association and Articles of Association, duly executed,
together with the statutory declaration by the solicitor engaged
in the formation of the company, or by a person named in the
Articles as a director or secretary of the company, that the require-
ments of the Companies Acts have been complied with, must be
lodged with the Registrar of Companies. The Registrar, on pay-
ment of the prescribed registration fee and stamp duties, files and
retains the original Memorandum and Articles of Association,
enters the name of the new company on the register, and issues a
certificate of incorporation, which will be conclusive evidence that
all the requirements of the Acts have been complied with and that
the association is a company authorized to be registered under the
Acts. The effect of registration is that the subscribers to the
Memorandum of Association, together with such other persons as
may be from time to time members of the company, become a
body corporate by the name contained in the Memorandum, capable
forthwith of exercising all the functions of an incorporated company
and having perpetual succession and a common seal with power to
hold land. .

Regulated Companies. A company can be incorporated in only
two other ways—either by Royal Charter, or in pursuance of an Act
of Parliament. A company which is formed in the nature of a public
utility company requiring special rights and privileges, e.g. a
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railway or canal company, is generally formed by a special Act of
Parliament. Such public concerns usually consist of undertakings
of great national importance; which require large amounts of
capital, yet may fail to attract private enterprise on an adequate
scale because of the necessity of limiting profits or for some other
reason ; where unavoidable conditions of monopoly would render
unregulated private enterprise dangerous; or where the private
shareholder has ceased to perform a useful function. These charac-
teristics are not only explanations, but justifications of public
ownership or of regulation in the appropriate conditions. It follows
that there is a necessary and important place for the public concern
in the economic system. The problem is to evolve an efficient
business organization for such concerns, to find room for various
types intermediate between the public and the sole trading concern,
and to define in the right way the field of operation appropriate to
each type.
TEST PAPER III

1. What forms do skill and energy take in practice ? Is it always
advisable for a person to invest his skill and energy in his own business ?

2. What kinds of concerns are best managed by sole traders ? When
is it beneficial to convert a sole trading concern into a partnership ?

3. What disadvantages accompany the partnership form of organiza-
tion ?

4. Partnership capital is liable to disturbance by the death of a

er. How does the private company form of organization help to

remedy this defect in partnership ?

5. What is the general character of a partnership business ? What

must be the relations between the members of a successful partnership ?

6. What are the essential characteristics of a private limited
company ?

7. What is the position of the limited partnership as compared with
other forms of organization ?

8. Why has a public limited company an advantage over a partner-
ship in regard to continuity of management ?

9. State the chief advantages of the company forms of constitution.
Which form do you consider best suited for an ordinary manufacturing
concern ?

10. What are the chief points to be considered in deciding upon the
form of constitution of a new manufacturing undertaking ?



CHAPTER IV
ORGANIZATION AND MANAGEMENT

THE organization and management of an undertaking is deter-
mined principally by its size and legal constitution. With regard
to the latter, we have already seen that there are sole tfading con-
cerns, partnerships, and limited companies. There are certain
relationships between the size and the legal form of an undertaking.
Small undertakings are mostly sole trading concerns, and more
rarely, ordinary or limited partnerships. Medium-sized under-
takings are either sole trading concerns or partnerships, and more
rarely, limited companies. Large-scale undertakings are usually
public or private companies and sometimes partnerships, but
rarely sole trading concerns.

As a rule, the sole trading concern is managed directly by the
owner. If the business has assumed a large extent, some of the
more important employees may be admitted into the management,
for example, the chief clerk or the cashier. It sometimes happens
in the case of large sole trading concerns that the owner abstains
from active participation in the management and entrusts it to
several persons who form a kind of board of management similar to
that of a limited company. Partnerships are generally managed
by the individual partners with unlimited liability, or at least by
one of them, possibly with the assistance of some paid managers,
who very often perform the function of checking the power of the
managing partner in the interests of the other partners.

MANAGEMENT OF LARGE-SCALE UNDERTAKINGS. In large-scale
undertakings there has developed a complete separation of owner-
ship and management under the system of limited companies.
Here, the sharcholders are confronted by the board of directors.
This systematic organization of the constitu