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Meaning of Holding Company

A holding company is a company that controls one or more other
companies by owning a majority of their shares or by having the power
to control their management and policies. The companies that are
controlled by the holding company are known as subsidiary companies.
The main purpose of a holding company is not to produce goods or
services directly but to manage, supervise, and control other companies.
According to corporate law, a company is considered a holding company
when it exercises control over another company in any of the following
ways: by holding more than half of the total voting power, by controlling
the composition of the board of directors, or by exercising significant
influence over business decisions. This relationship creates a
parent—subsidiary structure within a corporate group.

The holding company usually owns shares in its subsidiaries and earns
income through dividends, interest, or capital gains rather than through
direct business operations. It may also provide strategic guidance,
financial support, and managerial supervision to subsidiary companies.
Through centralized control, the holding company ensures uniform
policies and coordinated decision-making among group companies.

One important feature of a holding company is control without full
ownership. It is not necessary for the holding company to own 100% of
the shares; even majority ownership or effective control is sufficient. This
allows businesses to expand operations and diversify investments while
maintaining legal separation between different entities.

Holding companies are often formed for purposes such as expansion,
risk management, tax planning, and efficient administration. By
separating businesses into subsidiaries, financial risks of one company
do not directly affect the others. This structure also helps in better
allocation of resources and specialized management.

However, despite control by the holding company, subsidiary companies
remain separate legal entities with their own rights and liabilities. Each
company maintains its own accounts and legal identity, although



consolidated financial statements may be prepared to present the overall
financial position of the corporate group.

In conclusion, a holding company is an organization that controls other
companies through ownership and management power. It plays an
important role in modern corporate structures by enabling business
expansion, effective control, and risk distribution while maintaining
separate legal identities for subsidiary companies.



