
 

MODULE 2: Choosing the Right Business Structure 
 

 

A business structure defines the legal identity of the business—whether the business and 
the owner are treated as the same person or as separate legal entities. This decision directly 
affects: 

• Legal liability of founders 
• Taxation and financial reporting 
• Compliance obligations 
• Ability to raise funds or onboard investors 
• Credibility with customers, banks, and regulators 
• Ease of scaling and exit 

Choosing an unsuitable structure may work in the short term, but it often becomes a major 
obstacle during growth, funding, or compliance audits. 

Why This Decision Is Important 

• Once chosen, changing the structure later is costly, time-consuming, and legally complex 
• Investors strongly prefer certain structures (e.g., companies over proprietorships) 
• Wrong structure can expose founders to personal liability 
• Compliance requirements vary significantly across structures 

Key Factors Considered While Choosing a Business Structure 

• Nature of business (service, product, tech, manufacturing) 
• Number of founders or partners 
• Risk and liability exposure 
• Funding and investment plans 



 
• Scalability and long-term vision 
• Regulatory and compliance capability 
• Tax efficiency 

In Simple Terms 

Choosing the right business structure is about aligning your legal foundation with your 
business vision. 

A well-chosen structure: 

• Supports growth 
• Attracts investors 
• Protects founders 
• Simplifies compliance 

A poorly chosen structure: 

• Creates legal risk 
• Blocks funding 
• Increases compliance burden 
• Limits scalability 

 

1. Proprietorship vs Partnership vs LLP vs Private Limited 

Choosing a business structure is not a formality—it decides risk, control, funding ability, 
compliance load, and survival. 
Each structure serves a different stage, mindset, and ambition. 

1 Sole Proprietorship 

(Single Owner, Maximum Control, Maximum Risk) 

What is it? 

A sole proprietorship is the simplest form of business where one individual owns, 
manages, and controls the business. 
There is no separate legal identity—the business and owner are legally the same. 

This structure is easy to start, but dangerous for growth-oriented startups. 

Key Characteristics 

• Single owner 
• No separate legal entity 
• Owner bears unlimited liability 
• Minimal compliance 



 
• Business ends with the owner’s death or incapacity 

Advantages 

• Easy and low-cost to start 
• Full control and decision-making power 
• Minimal legal compliance 
• Suitable for very small, local businesses 

Disadvantages (Critical for Startups) 

• Owner’s personal assets are at risk 
• No equity funding possible 
• Low credibility with investors and banks 
• Not scalable 
• Difficult to sell or transfer the business 

Best Suited For 

• Freelancers 
• Small traders 
• Consultants 
• Low-risk, local businesses 

Not recommended for startups planning funding or scale 

2 Partnership Firm 

(Shared Ownership, Shared Risk, Shared Problems) 

What is it? 

A partnership firm is formed when two or more people agree to carry on a business and 
share profits. 
Like proprietorship, it does not have a separate legal identity (except for limited 
recognition under the law). 

Trust is the foundation—but trust breaks under pressure. 

Key Characteristics 

• 2 or more partners 
• Governed by Partnership Deed 
• Unlimited liability for partners 
• Partners act as agents of each other 

Advantages 

• Easy formation 



 
• Shared capital and responsibility 
• Flexible operations 
• Minimal compliance 

Disadvantages (Startup Reality) 

• Unlimited liability of partners 
• One partner’s mistake binds all 
• Frequent disputes 
• Difficult to raise funds 
• Investors avoid partnership firms 
• Business continuity issues 

Best Suited For 

• Family businesses 
• Professional firms (CA, Law – traditional) 
• Small, low-risk ventures 

Weak structure for modern startups 

3️ Limited Liability Partnership (LLP) 

(Professional Structure with Limited Liability) 

What is it? 

An LLP combines features of a partnership and a company. 
It has a separate legal identity and provides limited liability to partners, unlike 
traditional partnerships. 

LLP is popular among professional and service-based businesses. 

Key Characteristics 

• Separate legal entity 
• Limited liability of partners 
• Governed by LLP Agreement 
• Flexible internal management 
• Moderate compliance 

Advantages 

• Personal assets protected 
• Lower compliance than the company 
• Suitable for professional services 
• Tax efficient in some cases 



 
Disadvantages (From Startup Angle) 

• Equity funding not possible (no shares) 
• Angel/VC investors generally avoid LLPs 
• Conversion to the company later is complex 
• Less credibility than Private Limited 

Best Suited For 

• CA, CS, legal firms 
• Consulting businesses 
• Service startups without funding plans 

Good for stability, not for high-growth startups 

4️ Private Limited Company 

(Most Preferred Structure for Startups) 

What is it? 

A Private Limited Company is a separate legal entity distinct from its owners. 
It can own assets, incur liabilities, raise funds, and exist independently of its founders. 

This structure is built for growth, funding, and scalability. 

Key Characteristics 

• Separate legal entity 
• Limited liability for shareholders 
• Ownership is divided into shares 
• Governed by Companies Act, 2013 
• Higher compliance requirements 

Advantages (Why Startups Prefer It) 

• Founders’ personal assets protected 
• Easy to raise angel, VC, and institutional funding 
• High credibility with investors and banks 
• Clear ownership through shareholding 
• Easy exit, merger, or acquisition 
• Scalable and transferable 

Disadvantages 

• Higher compliance cost 
• Regular filings and audits 
• Requires professional support 
• More regulatory oversight 



 
Best Suited For 

• Tech startups 
• Funded startups 
• Scalable businesses 
• Startups planning exit or IPO 

Best structure for serious startups 

Side-by-Side Comparison (Startup View) 
 

Factor Proprietorship Partnership  LLP Private Limited 

Legal Identity   No   No     Yes    Yes 

Liability Unlimited Unlimited  Limited Limited 

Funding   No   No    Limited    Yes 

Scalability   Low   Low      Medium    High 

Compliance Very Low Low  Medium High 

Investor Friendly   No   No    Rare    Yes 

 

Deep Insight for Founders 

Your business structure decides your future before your product does. 

• If you want freedom + safety → LLP 
• If you want growth + funding + exit → Private Limited 
• If you want simplicity only → Proprietorship 

 

 

 

 

 

2. One Person Company (OPC) – When & Why 



 

•  

A One Person Company (OPC) is a unique form of business structure in India that allows a 
single individual to start and operate a corporate entity with limited liability. 

OPC was introduced under the Companies Act, 2013, to encourage solo entrepreneurs to 
formalise their businesses without taking the risks of a proprietorship. 

1 What Exactly Is an OPC? 

An OPC is a company with only one member (owner), but it still enjoys the status of a 
separate legal entity, just like a Private Limited Company. 

This means: 

• The company and the owner are legally different 
• The owner’s personal assets are protected 
• The business has corporate credibility 

In simple terms: 

OPC = Proprietorship benefits + Company protection 

2 Why Was OPC Introduced? 

Before OPC: 

• Single founders had only proprietorship as an option 
• Proprietorship meant unlimited personal liability 
• Investors, banks, and clients lacked trust in sole businesses 

OPC was introduced to: 



 
• Protect solo founders from personal risk 
• Encourage formalisation of businesses 
• Promote entrepreneurship among individuals 
• Provide corporate structure to small founders 

3️ Key Legal Characteristics of OPC 

• Only one shareholder 
• Minimum one director (same person allowed) 
• Separate legal entity 
• Limited liability 
• Mandatory nominee (takes over in case of death/incapacity) 
• Governed under the Companies Act, 2013 

4️ When Should You Choose an OPC? 

(Correct Use-Cases – Very Important) 

A. Solo Founder with No Immediate Co-Founder 

If you are starting alone and do not want: 

• A co-founder just for registration 
• Informal partnership arrangements 

OPC allows full ownership and control. 

B. Business with Moderate Risk 

OPC is ideal when: 

• Business involves contracts, clients, or liabilities 
• You want to protect personal assets 
• You want corporate legal protection 

C. Consultant, Freelancer, or Professional Scaling Up 

Ideal for: 

• Consultants 
• Trainers 
• Digital creators 
• Coaches 
• Service professionals 

When income increases, OPC offers: 

• Better credibility 
• Legal protection 



 
• Structured growth 

D. Founder Wants Corporate Image Without Complexity 

OPC gives: 

• Company name credibility 
• Easier bank dealings 
• Better client trust 
• Structured operations 

Without: 

• Managing co-founders 
• Complex shareholder structures 

5️ Why OPC Is NOT Ideal for Every Startup 

(Critical Reality Check) 

OPC is not designed for high-growth, funded startups. 

Major Limitations 

❌ No Equity Funding 

• OPC cannot issue shares to multiple investors 
• Angel and VC funding is not possible 

❌ Mandatory Conversion 

OPC must convert into: 

• Private Limited Company 
If: 

• Paid-up capital exceeds the prescribed limit, or 
• Turnover crosses the specified threshold 

This conversion: 

• Involves compliance 
• Costs money 
• Takes time 

❌ Higher Compliance than Expected 

Compared to proprietorship: 

• ROC filings required 



 
• Annual compliance is mandatory 
• Professional support needed 

6️ OPC vs Proprietorship vs Private Limited (Reality View) 
 

Factor  Proprietorship OPC Private Limited 

Legal Identity    No    Yes    Yes 

Liability  Unlimited Limited Limited 

Owners  1 1 2–200 

Funding    No   No    Yes 

Compliance  Very Low Medium High 

Scalability  Low Medium High 

 

7️ Why Many Founders Start with OPC (and Then Convert) 

OPC is often used as a transition structure. 

Typical Journey: 

1. Start as OPC 
2. Validate business and revenue 
3. Build credibility 
4. Convert into Private Limited 
5. Raise funding or scale 

This avoids early co-founder pressure while keeping legal protection. 

8️ Common Mistakes Related to OPC 

• Choosing OPC while planning VC funding 
• Ignoring the nominee requirement 
• Assuming OPC has zero compliance 
• Delaying mandatory conversion 

9️ Key Strategic Insights 

OPC is not a destination — it is a bridge. 

It is best for: 



 
• Solo founders 
• Early-stage professionals 
• Businesses testing scalability 
• Founders not ready for funding 

It is not suitable for: 

• Venture-funded startups 
• Rapidly scaling tech platforms 
• Multi-founder ventures 

3. Legal implications of each structure 

 

Choosing a business structure is not just a registration decision—it defines how the law treats 

your business, your money, your risks, and even you personally. 

Each structure carries different legal consequences in terms of liability, ownership, 

compliance, control, taxation, funding, and closure. 

1️ Sole Proprietorship – Legal Implications 

Separate Legal Identity 

A proprietorship does not have a separate legal identity. 

Legally, the owner is the business. 

This means: 

• Business obligations = personal obligations 

• Business assets = personal assets 



 
Liability Implications (Most Critical) 

• Liability is unlimited 

• Personal assets (house, savings, car) can be attached for business losses, debts, or legal claims 

Even small mistakes can lead to personal financial ruin. 

Contractual & Legal Standing 

• Contracts are signed in the owner’s personal name 

• Lawsuits are filed against the individual, not the business 

• Business continuity ends with the owner’s death or incapacity 

Compliance & Regulatory Impact 

• Minimal statutory compliance 

• Still subject to tax laws, labour laws, and sector regulations 

• No corporate protection in disputes 

Legal Risk Level: Very High 

2️ Partnership Firm – Legal Implications 

Legal Identity 

A partnership firm has limited recognition, but no independent legal personality separates 

from partners. 

Liability Implications 

• Liability of partners is unlimited and joint 

• One partner’s mistake legally binds all partners 

• Creditors can recover dues from any partner’s personal assets 

Trust-based but legally risky. 

Agency & Authority Risk 

• Each partner acts as an agent of the firm 

• Actions of one partner bind the firm and all partners 

• High exposure to fraud or negligence by a single partner 

Dispute & Exit Issues 

• Partner disputes are common 

• Exit or death of a partner can dissolve the firm 

• Litigation is frequent due to unclear deeds 



 
Legal Risk Level: High 

3️ Limited Liability Partnership (LLP) – Legal Implications 

Separate Legal Identity 

An LLP is a separate legal entity, distinct from its partners. 

This means: 

• LLP can own property 

• LLP can sue and be sued 

• LLP continues despite partner exit or death 

Liability Protection 

• Partners have limited liability 

• Personal assets are protected 

• Liability limited to capital contribution, except in fraud cases 

This is the biggest legal advantage over a traditional partnership. 

Compliance & Governance 

• Governed by the LLP Act 

• Annual filings mandatory 

• LLP Agreement defines rights and duties 

• Lower compliance than companies, but higher than partnerships 

Funding & Legal Restrictions 

• Cannot issue shares 

• Equity-based funding not allowed 

• Conversion to the company is legally complex 

Legal Risk Level: Medium 

4️ One Person Company (OPC) – Legal Implications 

Separate Legal Identity 

OPC is a company, hence a separate legal entity. 

The owner: 

• Is not personally liable for company debts 

• Enjoys corporate protection 



 
Liability & Control 

• Limited liability 

• Full ownership and control with one person 

• Nominee legally steps in upon death/incapacity 

Compliance Burden 

• ROC filings mandatory 

• Corporate governance norms apply 

• Mandatory conversion upon crossing thresholds 

Legal Limitations 

• No equity funding 

• Restricted scalability 

• Not suitable for investor-driven growth 

Legal Risk Level: Medium–Low 

5️ Private Limited Company – Legal Implications 

Separate Legal Entity (Strongest Protection) 

A Private Limited Company is completely independent from its shareholders and directors. 

This ensures: 

• The company bears its own liabilities 

• Shareholders’ liability limited to unpaid share capital 

• Perpetual succession 

Liability & Director Responsibility 

• Limited liability protection 

• Directors can still be personally liable in cases of: 

o Fraud 

o Wilful default 

o Statutory non-compliance 

Protection exists, but discipline is mandatory. 

Compliance & Governance Obligations 

• Strict compliance under the Companies Act 

• Mandatory audits 

• Board meetings & resolutions 

• Detailed record-keeping 



 
Legal Advantage for Growth & Exit 

• Can issue shares 

• Attract angel/VC funding 

• Easy transfer of ownership 

• Preferred structure for M&A and IPO 

Legal Risk Level: Low (if compliant) 

Comparative Legal Implications Summary 
 

Aspect Proprietorship Partnership LLP OPC Private Ltd 

Separate Legal Entity              

Personal Liability Unlimited Unlimited Limited Limited Limited 

Founder Protection              

Investor Friendly            

Compliance Burden Very Low Low Medium Medium High 

Legal Risk Very High High Medium Medium–Low Low 

 

4️. Founders’ Liability & Compliance Burden 

Many founders believe that once a company is registered, liability ends at the company level. 

This is partially true and dangerously misunderstood. 

In reality: 

Founders enjoy protection only when they comply. 

Non-compliance pierces the corporate veil. 

What Is Founder’s Liability? 

Founder’s liability refers to the legal, financial, and sometimes criminal responsibility that 

founders and directors may personally bear for actions, omissions, or negligence related to the 

startup. 

Even though companies offer limited liability, this protection is conditional, not absolute. 



 
Types of Founder Liability  

A. Financial Liability 

Founders may be required to: 

• Pay penalties 

• Clear statutory dues 

• Bear interest and late fees 

This can happen when: 

• Taxes are not paid 

• Statutory filings are ignored 

• Financial statements are misleading 

Key Insight: 

Limited liability does not protect founders from statutory penalties. 

B. Civil Liability 

Civil liability arises when: 

• Contracts are breached 

• Employees or vendors file claims 

• Shareholders raise disputes 

Founders can be personally liable if: 

• Fraud is involved 

• Misrepresentation is proven 

• Fiduciary duties are violated 

C. Criminal Liability (Most Serious) 

Certain non-compliances trigger criminal consequences: 

• Willful tax evasion 

• Fraudulent filings 

• Data protection violations 

• Labour law exploitation 

Possible consequences: 

• Prosecution 

• Fines 

• Imprisonment (in extreme cases) 

• Director disqualification 



 
Critical Truth: 

Criminal liability cannot be shielded by incorporation. 

How Business Structure Impacts Founder Liability 

Proprietorship & Partnership 

• Founder liability is unlimited 

• Personal assets are directly exposed 

• Business debts = personal debts 

Highest risk structures. 

LLP / OPC / Private Limited 

• Liability is limited in principle 

• Personal liability arises when: 

• Laws are violated 

• Filings are false 

• Fraud or negligence exists 

Corporate protection works only with compliance discipline. 

What Is Compliance Burden? 

Compliance burden refers to the ongoing legal, regulatory, financial, and procedural 

obligations that founders must fulfil to keep the business lawful and operational. 

Compliance is not a one-time task—it is a continuous responsibility. 

Core Compliance Areas Creating Burden 

A. Corporate & ROC Compliance 

• Annual returns 

• Board resolutions 

• Statutory registers 

• Director disclosures 

Missed filings = penalties + personal exposure. 

B. Tax Compliance 

• Income tax returns 

• GST filings 

• TDS deductions & payments 

• Advance tax 



 
Tax defaults often result in: 

• Notices 

• Bank account attachment 

• Director liability 

C. Labour & HR Compliance 

• Employee contracts 

• PF, ESI 

• Minimum wages 

• POSH Act compliance 

Employee-related violations commonly target directors personally. 

D. Data Protection & IT Compliance 

• Privacy policies 

• Data security 

• Consent management 

• Breach reporting 

With stricter data laws: 

Founders may be personally accountable for negligence. 

How Compliance Burden Evolves Across Startup Stages 

Stage Compliance Burden Founder Exposure 

Idea Low Moderate 

Early Growth Medium Increasing 

Funded Growth High High 

Scale Very High Strategic 

 

Reality: 

Compliance grows faster than revenue if not planned. 

Personal Liability Situations Founders Commonly Ignore 

Founders can be personally liable when: 

• Statutory dues are unpaid 

• Filings are delayed repeatedly 



 
• Employees are exploited 

• Data is mishandled 

• Investors are misled 

• Financials are manipulated 

These are personal failures, not company failures. 

The Concept of “Piercing the Corporate Veil” 

Courts and regulators can ignore the company’s separate identity and directly hold founders 

liable when: 

• The company is used to commit fraud 

• Compliance is intentionally ignored 

• The company is a sham entity 

This is known as piercing the corporate veil. 

Meaning: 

Your personal protection disappears instantly. 

Compliance Burden vs Compliance Discipline 
 

Compliance Burden Compliance Discipline 

Reactive Proactive 

Stress-driven System-driven 

Penalty-focused Risk-focused 

Founder-dependent Process-dependent 

Successful founders shift from burden to discipline. 

Why Founders Fail Due to Compliance (Reality Check) 

Most founders fail not because of bad intent, but because: 

• They underestimate compliance effort 

• They delay hiring professionals 

• They lack systems 

• They focus only on growth 

Compliance debt accumulates silently—until it explodes. 



 

5️. Case Study: Wrong Entity Choice & Its Impact 
 

Introduction 

Choosing the correct business entity is one of the most critical strategic decisions in a startup’s 

journey. Many founders treat entity selection as a simple registration formality focused on saving 

cost or reducing compliance. However, the legal structure determines: 

• Liability exposure 

• Funding capability 

• Compliance obligations 

• Tax treatment 

• Ownership flexibility 

• Exit opportunities 

A wrong entity choice may not show immediate problems, but as the startup grows, the 

consequences become severe and sometimes irreversible. 

Case Study: “GrowFast Technologies” (Illustrative Case) 

Background 

Startup Name: GrowFast Technologies 

Industry: EdTech Platform 

Founders: Two college friends (technical + marketing background) 

Vision: Build an online learning platform and raise investor funding. 

At the beginning, the founders wanted: 

• Quick setup 

• Low cost 

• Minimum compliance 

Based on advice from acquaintances, they registered the business as a Partnership Firm instead 

of a Private Limited Company. 

Stage 1️: Early Phase (Idea & Validation) 

Situation 

Initially, the decision appeared successful because: 

• Registration was easy 

• Compliance requirements were minimal 

• Operational costs were low 

• Founders could start quickly 

The startup: 



 
• Onboarded small clients 

• Generated early revenue 

• Built an MVP successfully 

Hidden Legal Problem 

The founders ignored that: 

• Partnership firms have no separate legal identity 

• Liability of partners is unlimited 

• Equity investment structures are not supported 

At this stage, risks were invisible. 

Stage 2️: Growth Phase (Traction & Expansion) 

After 1.5 years: 

• User base increased rapidly 

• Revenue crossed expectations 

• Angel investors showed interest 

Investor Due Diligence Outcome 

Investors rejected funding because: 

1. Partnership firms cannot issue shares. 

2. No structured ownership (cap table). 

3. Unlimited liability risk discouraged investors. 

4. Exit mechanism was unclear. 

Investors demanded conversion into a Private Limited Company before investment. 

Stage 3️: Conversion Challenges 

The founders assumed conversion would be simple. In reality, the process created major 

complications. 

Legal Complications 

• Partnership dissolution required 

• Asset transfer agreements drafted 

• GST registration cancelled and reapplied 

• Client contracts reassigned 

• Intellectual property reassigned to new entity 

• Bank accounts replaced 



 
Operational Impact 

• Business operations slowed 

• Clients became confused 

• Vendor agreements required renegotiation 

• Legal and professional costs increased significantly 

Conversion took 7 months, during which competitors grew faster. 

Stage 4️: Liability Crisis 

One founder had personally signed contracts under the partnership structure. 

When a client dispute arose: 

• The lawsuit targeted the individual partner, not the firm. 

• Personal savings were legally exposed. 

• Stress and litigation distracted leadership. 

If incorporated as a company, liability would have been limited to business assets. 

Stage 5️: Funding & Valuation Damage 

After conversion: 

• Investors reconsidered funding 

• Market timing was lost 

• Startup valuation decreased 

• Investors negotiated stricter terms 

Founders had to dilute more equity than expected. 

Deep Legal Analysis 

1️ Structural Misalignment 

The founders’ vision (scalable startup) did not match their legal structure (partnership). 

Vision Required Structure 

Scalable tech startup Private Limited 

Small local business Partnership 

Mismatch created future friction. 



 
2️ Compliance Debt 

Early compliance savings resulted in: 

• Future legal complexity 

• Delayed growth 

• Higher costs later 

Compliance postponed = compliance multiplied. 

3️ Personal Liability Exposure 

Because partnership liability is unlimited: 

• Personal assets were legally at risk 

• Founder protection did not exist 

This is one of the biggest hidden dangers of wrong entity selection. 

4️ Funding Barrier 

Investors require: 

• Shareholding clarity 

• Governance structure 

• Limited liability protection 

Wrong entity choice automatically blocked the investment. 

5️ Reputation & Operational Disruption 

Entity conversion caused: 

• Contract confusion 

• Client trust issues 

• Administrative chaos 

• Internal instability 

Financial Impact Summary 
Impact Area Result 

Funding delay 6–8 months 

Legal expenses Increased significantly 

Market opportunity Lost 



 

Impact Area Result 

Founder stress High 

Equity dilution Increased 

Key Lessons for Startups 

Lesson 1️: Entity Choice Is Strategic, Not Administrative 

The structure must match future vision, not present size. 

Lesson 2️: Saving Compliance Cost Early Can Become Expensive Later 

Short-term savings often create long-term legal expenses. 

Lesson 3️: Liability Understanding Is Essential 

Limited liability protects founders only under the right structure. 

Lesson 4️: Investors Evaluate Legal Readiness 

Compliance and structure directly affect valuation and funding success. 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

Quizzes  

Q1. In which structure are the owner and business legally the same entity? 

A. LLP 

B. Private Limited 

C. Proprietorship 

D. OPC 

   Answer: C 

Q2. Unlimited liability means: 

A. Liability limited to investment 

B. Government liability 

C. Personal assets can be used to repay business debts 

D. No liability exists 

   Answer: C 

Q3. Which structure has a separate legal identity? 

A. Proprietorship 

B. Partnership 

C. LLP 

D. Sole trade 

   Answer: C 

Q4. Investors generally prefer which structure for funding? 

A. Proprietorship 

B. Partnership 

C. Private Limited Company 

D. Informal business 

   Answer: C 

Q5. In a partnership firm, partners are: 

A. Independent legally 

B. Agents of each other 

C. Government employees 

D. Shareholders 

   Answer: B 

Q6. Which structure provides limited liability with flexible management? 

A. Proprietorship 

B. LLP 



 
C. Partnership 

D. Sole trader 

   Answer: B 

Q7. Ownership in a Private Limited Company is divided into: 

A. Contracts 

B. Shares 

C. Agreements 

D. Licenses 

   Answer: B 

Q8. Which structure has the highest compliance requirement? 

A. Proprietorship 

B. Partnership 

C. LLP 

D. Private Limited Company 

   Answer: D 

Q9. Business continuity is weakest in: 

A. Company 

B. LLP 

C. Proprietorship 

D. Corporation 

   Answer: C 

Q10. OPC allows how many shareholders? 

A. Two 

B. Unlimited 

C. One 

D. Minimum three 

   Answer: C 

Q11. OPC was introduced under: 

A. Income Tax Act 

B. Companies Act, 2013 

C. GST Act 

D. Partnership Act 

   Answer: B 

Q12. The main advantage of OPC over proprietorship is: 

A. No tax 

B. Limited liability 



 
C. No compliance 

D. Unlimited funding 

   Answer: B 

Q13. OPC is most suitable for: 

A. Venture-funded startups 

B. Solo entrepreneurs 

C. Public companies 

D. Government entities 

   Answer: B 

Q14. OPC must appoint a: 

A. Auditor partner 

B. Nominee 

C. Investor 

D. Share broker 

   Answer: B 

Q15. OPC cannot easily raise: 

A. Revenue 

B. Loans 

C. Equity investment 

D. Customers 

   Answer: C 

Q16. OPC acts as a bridge between: 

A. Partnership and LLP 

B. Proprietorship and Company 

C. LLP and NGO 

D. Firm and Trust 

   Answer: B 

Q17. OPC provides founders: 

A. Unlimited liability 

B. Corporate legal protection 

C. Zero compliance 

D. Government ownership 

   Answer: B 

Q18. Separate legal identity means: 

A. Owner and business are same 

B. Business exists independently from owners 



 
C. No tax liability 

D. No regulation 

   Answer: B 

Q19. Personal assets are most exposed in: 

A. Private Limited 

B. LLP 

C. Proprietorship 

D. OPC 

   Answer: C 

Q20. In partnerships, liability is: 

A. Limited 

B. Joint and unlimited 

C. Government-backed 

D. Optional 

   Answer: B 

Q21. LLP partners are liable only up to: 

A. Business revenue 

B. Capital contribution 

C. Government approval 

D. Profit level 

   Answer: B 

Q22. Corporate governance requirements are strongest in: 

A. Proprietorship 

B. Partnership 

C. Private Limited Company 

D. Informal business 

   Answer: C 

Q23. Courts may remove company protection when fraud occurs. This is called: 

A. Legal merger 

B. Corporate veil piercing 

C. Compliance filing 

D. Asset transfer 

   Answer: B 

Q24. Which structure allows easiest ownership transfer? 

A. Proprietorship 

B. Partnership 



 
C. Private Limited Company 

D. Sole trade 

   Answer: C 

Q25. Legal risk is highest in structures without: 

A. Employees 

B. Separate legal identity 

C. Customers 

D. Revenue 

   Answer: B 

Q26. Founder liability refers to: 

A. Marketing responsibility 

B. Legal responsibility of founders 

C. Employee duties 

D. Customer service 

   Answer: B 

Q27. Limited liability protects founders only when: 

A. Revenue increases 

B. Compliance is maintained 

C. Funding is raised 

D. Marketing improves 

   Answer: B 

Q28. Compliance burden means: 

A. Optional documentation 

B. Continuous legal obligations 

C. Marketing expenses 

D. Product development 

   Answer: B 

Q29. Which compliance area directly affects founders personally? 

A. Branding 

B. Statutory filings 

C. Advertising 

D. social media 

   Answer: B 

Q30. Criminal liability may arise from: 

A. Innovation 

B. Fraudulent filings 



 
C. Customer growth 

D. Hiring employees 

   Answer: B 

Q31. Compliance burden increases as startup: 

A. Shrinks 

B. Grows 

C. Stops operations 

D. Changes logo 

   Answer: B 

Q32. Directors can be disqualified due to: 

A. Marketing failure 

B. Non-compliance 

C. Low profit 

D. Competition 

   Answer: B 

Q33. Compliance discipline helps founders by: 

A. Increasing workload 

B. Reducing legal risk 

C. Avoiding customers 

D. Eliminating taxes 

   Answer: B 

Q34. Wrong entity choice mainly affects: 

A. Logo design 

B. Legal and funding capability 

C. Website layout 

D. Advertising 

   Answer: B 

Q35. Investors rejected funding in the case study because: 

A. Low marketing 

B. Wrong legal structure 

C. Small team 

D. Product quality 

   Answer: B 

Q36. Partnership firms struggle with funding because they cannot: 

A. Hire employees 

B. Issue shares 



 
C. Sell products 

D. Register GST 

   Answer: B 

Q37. Conversion of entity caused: 

A. Faster growth 

B. Operational disruption 

C. Free funding 

D. Tax exemption 

   Answer: B 

Q38. Founder personal lawsuit occurred due to: 

A. Limited liability 

B. Unlimited liability structure 

C. Investor pressure 

D. Compliance success 

   Answer: B 

Q39. Wrong entity choice leads to: 

A. Immediate failure only 

B. Long-term structural problems 

C. Better compliance 

D. No effect 

   Answer: B 

Q40. The biggest lesson from the case study is: 

A. Marketing matters most 

B. Structure must align with vision 

C. Hiring is key 

D. Branding first 

   Answer: B 

Q41. Best structure for venture-funded startups: 

A. Proprietorship 

B. Partnership 

C. Private Limited Company 

D. OPC only 

   Answer: C 

Q42. Compliance debt means: 

A. Bank loan 

B. Ignored compliance accumulating risk 



 
C. Marketing expense 

D. Tax refund 

   Answer: B 

Q43. Founder protection exists mainly through: 

A. Branding 

B. Separate legal entity 

C. Advertising 

D. Sales 

   Answer: B 

Q44. Entity choice should be based on: 

A. Lowest cost only 

B. Long-term business vision 

C. Friend’s advice 

D. Random selection 

   Answer: B 

Q45. The most strategic startup decision at the beginning is: 

A. Hiring employees 

B. Choosing business structure 

C. Logo design 

D. Marketing campaign 

   Answer: B 

 


