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Company Meaning, Legal Definition,
Features, Types, and Benefits

A company is just a group of people who come together to conduct business. They then register this
entity under the law and follow some rules for running it. Thus, the company becomes a separate legal
body, anyhow, from the people initiating it; it can possess property, make contracts, and go to court by
itself.If anyone wants to have an idea about company meaning, he must understand that a company is
an artificial person created by law.It has its own rights and duties. It can take decisions through its
board of directors. It can also earn profit and pay taxes. Many people form companies to do business in
an organized way. A company gives safety to owners because their personal property stays safe if the
company faces a loss.

Company Meaning and Legal Definition

Understanding the legal definition of a company is the first step to understanding its meaning and
structure. A company, in legal terms, refers to a voluntary association of persons who come together to
carry out a business for profit. This association is registered under the Companies Act and is treated as
a separate legal entity.

According to Section 2(20) of the Companies Act, 2013,

“‘Company” means a company incorporated under this Act or under any previous company
law.

Key Legal Features

e Incorporated Association: A company is formed only after it is registered. Until then, it does not
legally exist. Incorporation gives the company recognition in the eyes of the law and begins its
official life.

o Artificial Person: A company does not have a body like a human, but the law treats it as a
person. It can enter into agreements, own property, and face legal action. It acts through its
directors and managers.

e Separate Legal Entity: Once formed, the company becomes different from its members. It owns
its assets and is responsible for its liabilities. Members or shareholders are not personally
responsible for the company’s debts.

e Perpetual Succession: A company does not come to an end when members leave, die, or sell
their shares. It continues to operate until it is legally dissolved, which gives it long-term
operational stability.

These legal features make companies trusted and preferred structures for conducting business
activities.
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Company

A legal entity formed by a group

of individuals to engage in and

operate a business-commerical
or industrial-enterprise.

Features of a Company

A company has several unigue characteristics that make it different from other forms of business such
as partnership or sole proprietorship. These features help in defining the nature and operational scope
of a company.

Major Features

e Limited Liability: This feature protects the personal assets of shareholders. They are only liable
up to the value of their unpaid shares, which reduces their financial risk in case of business loss
or legal claims.

o Transferability of Shares: Especially in public limited companies, shares can be bought and sold
freely. This provides liquidity and makes it easier to exit or join ownership without affecting the
company.

o Professional Management: Companies appoint directors and officers who run operations
efficiently. Shareholders do not directly manage the business, which ensures better decision-
making through experienced professionals.

e Common Seal (Optional Today): Earlier, every company had a seal to sign official documents.
Now it is not compulsory, but when used, it signifies approval by the company’s board and
represents its authority.

e Access to Large Capital: Companies can raise money by issuing shares or debentures. Public
companies can attract investors through the stock exchange, allowing them to fund growth and
expansion easily.

These characteristics show why companies are chosen for medium to large-scale business operations.
They make the company structure more flexible, protected, and scalable.

Types of Companies

Companies can be formed for different purposes, with different ownership structures and regulations.
The Companies Act provides several categories to suit the needs of different business models and
goals.

Classification of Companies
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Private Limited Company: Owned by a small group, it restricts share transfer and cannot invite
the public to buy shares. It is ideal for startups and family businesses due to fewer compliance
rules.

o Public Limited Company: This type can offer shares to the general public and must follow strict
regulations. It suits large businesses looking to raise big capital through the stock market.

e One Person Company (OPC): Formed by a single individual, this structure allows solo
entrepreneurs to enjoy benefits of corporate structure with limited liability.

e Government Company: The government holds at least 51% of the shares in such companies.
They work in areas like energy, transport, and infrastructure, ensuring national interest.

e Section 8 Company: These are nonprofit organizations established to promote charity,
education, arts, or social welfare. They cannot distribute profits to members.

¢ Holding and Subsidiary Companies: A holding company owns controlling interest in one or more
other companies (subsidiaries) to manage operations more efficiently.

Each type follows different rules, offers different levels of freedom, and serves different business goals.
Understanding them is essential to grasp full company meaning.

Advantages of Forming a Company

Many individuals and groups choose the company form of business due to its wide range of benefits.
These benefits are not just legal but also financial and operational in nature.

Key Benefits
e Legal Protection: The company structure provides limited liability protection, keeping the

personal assets of shareholders safe from business losses.

e Access to Capital: Companies can raise funds by issuing shares or debentures. Public
companies can attract investment from the stock market, increasing growth opportunities.

e Business Continuity: Because a company enjoys perpetual succession, it continues despite the
exit or death of any member. This allows long-term planning and stability.

o Better Management: Companies appoint directors and officers based on expertise. This
professional management improves efficiency and decision-making.
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o Improved Credibility: Registered companies are seen as more trustworthy. They find it easier to
get loans, form partnerships, and build brand value.

These benefits help businesses grow safely and professionally, making companies a top choice among
serious business planners.

Disadvantages of a Company

Despite its many advantages, forming and operating a company also comes with some drawbacks.
Knowing these helps in making a better decision before starting a business.

Main Drawbacks

e Legal Formalities: The process of registering a company involves paperwork, legal fees, and
time. Complying with laws after incorporation also adds to the burden.

o Disclosure Requirements: Companies must disclose their financial status to the public and the
government, which reduces privacy in business matters.

o Higher Costs: Running a company involves administrative costs like audits, tax filings, and
compliance reporting, which may not suit small businesses.

e Slower Decision Process: Major decisions often require approval from the board of directors or
shareholders, which delays urgent actions.

e Double Taxation: In some cases, the company pays tax on profits and then shareholders pay
tax again on dividends received.

While companies offer protection and structure, these challenges need good planning and proper
handling to avoid future issues.

Company Meaning FAQs

Q1. What is the meaning of a company?

A company is a legal entity formed by a group of people to carry out a business or commercial activity.
It has its own identity separate from its owners and can own assets, enter contracts, and take legal
action in its name.

Q2. What is the legal definition of a company under Indian law?
As per the Companies Act, 2013, a company is a legal person formed and registered under the Act. It
includes a company limited by shares, limited by guarantee, or unlimited liability company.
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Q3. What are the main features of a company?
Key features include separate legal entity, limited liability, perpetual succession, capacity to sue and be
sued, common seal (optional), and ability to enter contracts independently.

Q4. How does a company differ from a partnership?
A company is a separate legal entity, but a partnership is not. In a company, liability is limited, while in
a partnership, partners usually have unlimited liability. Companies follow more strict legal procedures.

Q5. What types of companies are there in India?

Types include private limited companies, public limited companies, one person companies (OPC),
government companies, Section 8 companies (non-profits), and holding and subsidiary companies.
Q6. What are the advantages of forming a company?

Forming a company offers benefits like legal protection to owners, easy capital raising, perpetual
existence, improved business credibility, and access to professional management.
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