
Chapter - 1 : Nature and Significance  
of Management

TOPIC-1
Meaning, Definitions and Characteristics of 
Management

Quick Review
¾¾ Management is the art of getting things done through and with the help of others in order to achieve the specific 

organisational objectives.
¾¾ James L. Lundy, “Management is principally the task of planning, co-ordinating, motivating and controlling the 

efforts of others towards a specific objectives.”
¾¾ Louis Allen, “Management is what a manager does.”
¾¾ MANAGEMENT: Management is the process of planning, organizing, staffing, directing and controlling the 

resources of enterprises efficiently and effectively for achieving the organisational goals.
¾¾ EFFECTIVENESS VS. EFFICIENCY: Effectiveness means doing required things whereas efficiency means doing 

things right with least cost.
¾¾ CHARACTERISTICS OF MANAGEMENT

¾y  Goal Oriented: Management unites the efforts of different individuals to achieve goals.
¾y  Dynamic: Management has to adapt itself and its goals according to the changing needs of 

business environment.
¾y  Intangible: Management cannot be seen but its presence can be felt in the way the organisation func-

tions.
¾y  Group Activity: Diverse members of management work towards fulfilling the common organisa-

tional goals.
¾y  Pervasive: Applicable in all types of organisations.
¾y  Multidimensional: It has three dimensions viz. management of work, management of people and 

management of operations.
¾y  Continuous process: It consists of continuous & simultaneously performed functions viz. planning, 

organising, staffing, directing, controlling.

TOPIC-2
Objectives of Management: Organisational, Social 
and Personal

Quick Review
¾¾ Objectives of Management can be classified into organisational objectives, social objectives and personal or 

individual objectives:
 (i) Social Objectives: Create economic value consistently for various constituents of society.
 (ii) Organisational Objectives: Utilise human and material resources to the maximum possible advantages. 

These are—survival, profit and growth.
 (iii) Personal Objectives: Reconcile personal goals with organisational objectives for harmony in the organisation.

TOPIC-3
Importance of Management

Quick Review
¾¾ IMPORTANCE OF MANAGEMENT

 (i) Helps in achieving group goals: Gives common direction to diverse individual efforts.
 (ii) Increases efficiency: Reduces cost and increases productivity.
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 (iii) Creates a dynamic organisation: Helps people to adjust the changing environment.
 (iv) Helps in achieving personal objectives: Helps the individuals to achieve personal goals along with overall 

organisational goals.
 (v) Helps in development of society: Provides good quality products, generates employment, etc.

TOPIC-4
Nature of Management: Management as an Art, 
Science and Profession

Quick Review
¾¾ Management as an Art

Features of art:
 (i) Personalised application.
 (ii) Based on practice and creativity.
 (iii) Existence of theoretical knowledge.

Management is an art as it satisfies all features of art.
¾¾ Management as a Science

Features of science:
 (i) Systematic body of knowledge.
 (ii) Principles based on experiments.
 (iii) Universal validity.

Management is an inexact science as its principles have to be modified according to a given situation.
It is a social science as it deals with human begins.
¾¾ Management as a Profession

Features of profession:
 (i) Well defined body of knowledge.
 (ii) Professional association.
 (iii) Restricted entry.
 (iv) Ethical code of conduct.
 (v) Service motive.

Management is on the path of becoming profession and not a full fledged profession.
Management has well defined body of knowledge but all other features are desirable and not compulsory to be 
a manager.

TOPIC-5
Levels of Management

Quick Review
¾¾ The term ‘Levels of Management’ refers to a line of demarcation between various managerial positions in an 

organisation.
¾¾ Three levels of Management:

 (i) Top level management: Consists of Board of Directors, Chairman, Managing Director, Chief Executives, etc.
 (ii) Middle level management: Consists of departmental heads e.g. Finance manager, Production manager, etc.
 (iii) Lower/Supervisory/Operation Level Management: Consists of Foremen, Supervisors, Superintendents, etc.
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Board of Directors, 
Chairmen, President etc.

Purchase Manager, Production Manager. 
Finance Manager, Plant Superintendent 

etc.

Supervisor, Superintendent, Foremen, Section 
Officer, etc.

Top Level Management

Middle Level Management

Lower Level Management

TOPIC-6
Function of Management-Planning, Organising, 
Staffing, Directing and Controlling-Meaning

Quick Review
¾¾ Different experts have classified the functions of management. According to George and Terry, “There are four 

fundamental functions of management i.e. planning, Organising, actuating and controlling”.
¾¾ Functions of Management:

 (i) Planning: It is a process of thinking before doing. It involves forecasting, determining objectives, formation 
of policies, programmes, schedules and budgets.

 (ii) Organising: It is a process of defining the formal relationship among people and resources to accomplish 
desired goals.

 (iii) Staffing: To place the right man on the job and at the right time.
 (iv) Directing: Directing the activities of to achieve the objectives of an enterprise efficiently and effectively. It 

involves leadership, communication, motivation and supervision.
 (v) Controlling: Comparing the result with the plans and taking corrective actions when results deviate 

from plans.

TOPIC-7
Co-ordination–Meaning, Features and Importance

Quick Review
¾¾ The process by which a manager synchronizes the activities of different department is known as Coordination.
¾¾ Coordination is the force that binds all the other functions of management. It is the common thread that runs 

through all activities such as purchase, production, sales, and finance to ensure continuity in the working of the 
organisation.
¾¾ According to Mooney and Reelay,”Coordination is orderly arrangement of group efforts to provide unity of action 

in the pursuit of common goals”.
¾¾ According to Charles Worth, “Coordination is the integration of several parts into an orderly whole to achieve the 

purpose of understanding”.



4 ]  Oswaal Karnataka PUE Chapterwise Quick Review, BUSINESS STUDIES, II-PUC
¾¾ Features of Coordination.

 (i) Coordination integrates group efforts.
 (ii) Coordination ensures unity of action.
 (iii) Coordination is a continuous process.
 (iv) Coordination is a pervasive function.
 (v) Coordination is the responsibility of all managers.
 (vi) Coordination is deliberate function.

¾¾ Importance of Coordination:
 (i) Functional differentiation.
 (ii) Growth in size.
 (iii) Specialization.

Know the Terms
¾¾ Specialisation – outcome of division of work minimising wastage and increasing productivity.
¾¾ Operational level of management – Lover level of management.
¾¾ First line manager – Lover level of management.
¾¾ AIMA – All India Management Association.



Chapter - 2 : Principles of Management

TOPIC-1
Principles of Management−Concept and Significance

Quick Review
¾¾ MEANING: Principles of management are broad and general guidelines for managerial decision making and 

behaviour of managers.
¾¾ NATURE OR FEATURES OF MANAGEMENT PRINCIPLES

 (i) Universal Applicability: Applicable in all types of organisations, irrespective of size and nature.
 (ii) Formed by Practice and Experience: Formed by experimentation, experience and collective wisdom 

of managers.
 (iii) General Guidelines: Guidelines to actions but do not provide ready-made solution to all managerial 

problems.
 (iv) Flexible: Can be modified by the manager according to the situation.
 (v) Mainly Behavioural: It mainly influence the behaviour of human beings.
 (vi) Cause and effect relationship: Establish relationship between cause and effect, i.e., if  a particular principle 

is applied in a particular situation, what would be its likely effect.
 (vii) Contingent: The use of management principles is contingent, i.e., dependent upon the prevailing situation 

at a particular point of time.
¾¾ SIGNIFICANCE OF PRINCIPLES OF MANAGEMENT

 (i) Provide useful insight to the managers: Use of these principles increases managerial efficiency by adding 
their knowledge and ability to understand various situations more accurately.

 (ii) Optimum utilisation of resources and effective administration: The principles helps the managers to foresee 
the cause and effect relationships of their decisions and reduces wastage associated with trial and error 
approach. They help in effective administration by making managerial decisions free from personal prejudices.

 (iii) Scientific decisions: The principles helps in taking decisions scientifically based on logic, objective assessment 
of situations rather than blind faith and personal prejudices.

 (iv) Meeting requirements of changing environment: Principles of Management (POM) are  modified to help 
the managers to meet requirement of changing environment.

 (v) Fulfilling social responsibility: The management principles have been developed in such a way that they 
help in fulfilling social responsibilities of the organisation.

 (vi) Management, training, education and research: POM are the basis of management theories, which are used 
in management training, motivation, research and development.
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TOPIC-2
Taylor’s Scientific Management-Meaning and 
Principles

Quick Review
¾¾ SCIENTIFIC MANAGEMENT
¾ Meaning: Means knowing exactly what you want employees to do and seeing that they do it in the best and 

cheapest way.
¾¾ PRINCIPLES OF SCIENTIFIC MANAGEMENT

 (i) Science, not rule of thumb: Decisions on the basis of scientific study and analysis rather than traditional 
methods of trial and error.

 (ii) Harmony, Not Discord: Eliminate class-conflict and develop harmony between management and workers.
 (iii) Cooperation, not individualism: Competition should be replaced by cooperation. Both should realise that 

they need each other.
 (iv) Development of each and every person to his or her greatest efficiency and prosperity: Personnel 

competencies should be developed by scientific selection and training for maximum organisational progress.
¾¾ TECHNIQUES OF SCIENTIFIC MANAGEMENT

 (i) Functional foremanship: Separation of planning and execution function.
 (ii) Standardisation and simplification: Setting standards for every business activity and eliminating 

unnecessary diversity in products.
 (iii) Method Study: Identify one best way to do a job.
 (iv) Motion Study: Eliminate wasteful and unnecessary movements.
 (v) Time Study: Determine standard time required to perform a job.
 (vi) Fatigue Study: Determine the amount and frequency of rest intervals of workers.
 (vii) Differential piece wage system: Different wage rates for efficient and inefficient workers.
 (viii) Mental Revolution: Total change in the attitude of both management and workers for each other.

TOPIC-3
Fayol’s Principles of Management

Quick Review
¾¾ Henry Fayol (1841-1925) was a French management theorist whose theories concerning scientific organisation 

of labour were widely influential in the beginning of 20th century. He graduated from the mining academy of 
St. Etienne in 1860 in mining engineering.
¾¾  The 19 year old engineer started at the mining company ultimately acting as its Managing Director from 1888 to 

1918. Based largely on his own experience, he developed the concept of administration.
¾¾ The 14 Principles of Management propounded by him were discussed in detail in his book published in 

1917. It was published in English as ‘General and Industrial Management’ in 1949 and is widely considered 
a foundational work in classical management theory. For his contribution, he is also known as the ‘Father of 
General Management’.
¾¾ Fayol’s, 14 Principles of management:

 (i) Division and Work: Work is to be divided into small tasks and it should be completed by a specialised 
workers only.

 (ii) Authority and Responsibility: There should be a balance between authority and responsibility.
 (iii) Discipline: Obedience of organisational rules and employment agreements.
 (iv) Unity of Command: Each employee should receive orders in a hierarchy and should be responsible to only 

one superior.
 (v) Unity of Direction: A group of activities having same objective must have one head and one plan.
 (vi) Subordination of Individual Interest to General Interest: Organisational interest should supercede 

individual interest.
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 (vii) Remuneration of Employees: Pay and compensation should be fair to both employees and the organisation.
 (viii) Centralisation and Decentralisation: Balance the involvement of the subordinates through decentralization 

with managers’ retention of final authority through centralization.
 (ix) Scalar Chain: A chain of authority and communication should be there, from top to bottom levels 

of management.
 (x) Order: People and resources should be in suitable places at appropriate time.
 (xi) Equity: Kind and just behaviour with all employees without discrimination.
 (xii) Stability of personnel: Minimise employee turnover to maintain efficiency.
 (xiii) Initiative: Encourage employees to take initiative in thinking and exciting plans.
 (xiv) Esprit de corps: Promote a team spirit of unity and harmony among the employees.

Know the Terms
¾¾ Values: General rules for behaviour of the individuals in society formed through a common practice.
¾¾ Techniques: Procedures or method which involves a series of steps to be taken to accomplish designed goals.
¾¾ Principles: Facts or statements of general truth based on cause and effect relationship.
¾¾ Values: General rules for individuals in society formed through common practice.
¾¾ Just in time manufacturing: Improve return in investment by reducing and it associated cost.
¾¾ Six sigma: Bring down inefficiencies and save time and money by reducing quality variations.
¾¾ Learn manufacturing: Focus on reducing seven wastes of overproduction.
¾¾ Kaizen: Improving productivity by eliminating waste & using approach of just in time delivery, right sized 

equipment, etc.


Chapter - 3 : Business Environment

TOPIC-1
Business Environment – Concept and Importance

Quick Review
¾¾ BUSINESS ENVIRONMENT

It is the sum total of all individuals, institutions and other forces which are outside the control of business  
enterprises but may affect its performance.

¾¾ FEATURES OF BUSINESS ENVIRONMENT

 (i) Totality of external forces: It is aggregate of all things external to business firms.

 (ii) Specific and General forces: Specific forces affect individual firm directly (customers, competitors, etc), 
general forces affects indirectly (social, political, etc.)

 (iii) Inter-relatedness: Different elements of business environment are closely inter-related.

 (iv) Dynamic nature: It keeps on changing due to change in its various components.

 (v) Uncertainty: It is very difficult to predict future happenings in business environment with accuracy.

 (vi) Complexity: It is relatively easier to understand in parts but difficult to grasp in totality.

 (vii) Relativity: It differs from country to country and region to region.

¾¾ IMPORTANCE OF BUSINESS ENVIRONMENT

 (i) Enables the firm to identify opportunities and getting the first mover advantage.

 (ii) Helps the firm to identify threats and early warning signals.

 (iii) Helps in tapping useful resources.

 (iv) Helps in coping with rapid changes.

 (v) Helps in asserting in planning and policy formulation.

 (vi) Helps in improving performance.
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TOPIC-2
Dimensions of Business Environment

Quick Review
¾¾ DIMENSIONS OF BUSINESS ENVIRONMENT

(i) Social Environment: It includes forces such as customs, traditions, social expectations, literacy rate, etc.

(ii) Economic Environment: It includes factors such as inflation rates, interest rates, stock market indexes, etc.

(iii) Technological Environment : It includes forces related to scientific improvements and innovations in the 
methods of production and techniques of operating a business

(iv) Political Environment : It includes political conditions such as general stability of the ruling party, govern-
ment ideologies, values and practices of the ruling party, etc.

(v) Legal Environment : It includes various legislations passed by the Government, administrative orders, eeM 
judgments, etc.

TOPIC-3
Economic Environment in India and Impact of 
changes in Government Policies on Business 
and Industry

Quick Review
¾¾ Economic Environment in India

As a part of economic reforms, the Indian government announced a “New Industrial Policy” in 1991. The focus of 
this policy was on liberalization, privatisation and globalization.

¾¾ Liberalisation: Abolishing licencing requirements, simplifying export-import procedure as well as FDI norms.

¾¾ Privatisation: Giving greater role to the private sector in nation building process.

¾¾ Globalisation: Interaction of domestic economy with the rest of the world economy.

¾¾ Impact of Government Policy Changes on Business and Industry

 (i) Increasing Competition: Indian firms are facing more competition due to entry of foreign firms.

 (ii) More Demanding Customers: Customers today are well informed about wider choices available in the market.

 (iii)  Rapidly Changing Technological Environment: New technologies are used to improve machines, process, 
products and services.

 (iv) Necessity for Change: Market forces have become turbulent after 1991 necessitating modification in operations.

 (v)  Development of Human Resource Management: Firms need people with higher competence and greater 
commitment.

 (vi) Market Orientation: There is a shift from production orientation to market orientation.

Know the Terms
¾¾ Opportunity: Positive external trends that will help a firm to improve its performance.

¾¾ Threat: External environmental trends that will hinder a firm’s performance.

¾¾  Traditions: Social practices that have lasted for decades or even centuries.

¾¾ Values: Concepts that a society holds in higher esteem.

¾¾ BIFR: Board of Industrial and Financial Reconstruction.
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Chapter - 4 : PLanning

TOPIC-1
Concept of Planning

Quick Review
¾¾ Planning is deciding in advance what to do and how to do. It is one of the basic management functions. Before 

doing something, the manager must formulate an idea of how to work on a particular task.
¾¾ FEATURES OF PLANNING

 (i) Planning focuses on achieving objectives: It defines objectives and prepares action plan to achieve them.
 (ii) Planning is primary function of management: It lays down the basis for all other functions of management.
 (iii) Planning is pervasive: It is required in all organisations, at all levels in all departments.
 (iv) Planning is continuous: Once a plan is framed and implemented, it is followed by another plan and so on.
 (v) Planning is futuristic: It involves looking ahead and preparation for the future.
 (vi) Planning involves decision making: It involves choice amongst various alternative courses of action.
 (vii) Planning is a mental exercise: It is an intellectual activity of thinking than implementation.

TOPIC-2
Importance of Planning

Quick Review
¾¾ Importance of Planning:

 (a) Planning provides directions.
 (b) Planning reduces the risks of uncertainty.
 (c) Planning reduces overlapping and wasteful activities.
 (d) Planning promotes innovative ideas.
 (e) Planning facilitates decision making.
 (f) Planning establishes standards for controlling.

TOPIC-3
Limitations of Planning

Quick Review
¾¾ Limitations of Planning:

 (a) Planning leads to rigidity.
 (b) Planning may not work in a dynamic environment.
 (c) Planning reduces creativity.
 (d) Planning involves huge costs.
 (e) Planning is a time-consuming process.
 (f) Planning does not guarantee success.

TOPIC-4
Planning Process

Quick Review
¾¾ Since planning is an activity there are certain logical steps to follow:

 (a) Setting objectives.
 (b) Developing premises.
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 (c) Identifying alternative courses of action.
 (d) Evaluating alternative courses.
 (e) Selecting an alternative.
 (f) Implement the plan.
 (g) Follow-up action.

TOPIC-5
Types of Plans

Quick Review
(A) Standing Plans

	 •	 Objectives: Objectives can be said to be the desired future position that the management would like to reach.
	 •	 Strategy: Strategies are the Specific Programmes of action for achieving the objectives of the organisation 

by employing the resources efficiently and economically. It is a comprehensive plan for handling specific 
problems or crisis. 

	 •	 Policy: Policies are general statements that guide thinking or channelize energies towards a particular 
direction. Policies provide a basis for interpreting strategy which is usually stated in general terms.

	 •	 Procedure: Procedures are routine steps on how to carry out activities. They detail the exact manner in which 
any work is to be performed. They are specified in a chronological order.

	 •	 Method: Methods provide the prescribed ways or manner in which a task has to be performed considering 
the objective. It deals with a task comprising one step of a procedure and specifies how this step is to be 
performed.

	 •	 Rule: Rules are specific statements that inform what is to be done. They do not allow for any flexibility or 
discretion.

(B) Single Use Plans
	 •	 Programmes: Programmes are detailed statements about a project which outlines the objectives, polices, 

procedures, rules, tasks, human and physical resources required and the budget to implement any course of 
action.

	 •	 Budgets: A budget is a statement of expected results expressed in numerical terms. It is a plan which 
quantifies future facts and figures.

Know the Terms
¾¾ Planning premises: Planning premises are the assumptions about the future conditions and events like trends in 

population, changes in political and economic environment, variations in production cost and prices, government 
and legal regulations etc.
¾¾ Standing Plans: These plans are formulated once and are used repeatedly over a long period of time.
¾¾ Single Use Plans: These plans are formulated to meet the requirements of a particular situation or to accomplish 

specific objectives. These are non-repetitive in nature. 


Chapter - 5 : Organising

TOPIC-1
Meaning and Definitions of Organising

Quick Review
¾¾ Once the plans have been laid down and objectives specified therein, the next step is to organise resources in a 

manner which leads to the accomplishment of objectives.
¾¾ A critical issue in accomplishing the goals specified in the planning process is structuring the work of an organisation 

to adapt to the dynamic business environment.
¾¾ Organising essentially implies a process which coordinates human efforts, assembles resources and integrates both 

into a unified whole to be utilised for achieving specified objectives.
¾¾ Organising can be defined as a process that initiates implementation of plans by clarifying jobs and working 

relationships and effectively deploying resources for attainment of identified and desired results (goals.).
¾¾ According to Theo Haimman, “Organising is the process of defining and grouping the activities of the enterprise 

and establishing authority relationship among them.”
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TOPIC-2
Steps in the Process of Organising

Quick Review
¾¾ Organising involves a series of steps that need to be taken in order to achieve the desired goal.
¾¾ STEPS IN THE PROCESS OF ORGANIZING:

 (i) Identification and division of work: Work is identified and divided into small manageable activities.
 (ii) Departmentalization: Similar activities are grouped together under one department.
 (iii) Assignment of duties: Duties are assigned to different employees according to their skill.
 (iv) Establishing reporting relationship: The authority and responsibility relationship among employee are 

clearly defined.

TOPIC-3
Importance Of Organising

Quick Review
¾¾ IMPORTANCE OF ORGANIZING:

 (i) Benefits of specialization: Repetitive performance of a particular task leads to specialization.
 (ii) Clarity in working relationships: Responsibility and authority of an individual is clarified.
 (iii) Optimum utilization or resources: Proper allocation of jobs makes possible the best use of resources.
 (iv) Adaptation to change: Helps an organisation to accommodate changes in business environment.
 (v) Effective administration: Helps to avoid confusion and duplication of work.
 (vi) Development of personnels: Stimulates creativity and other abilities of employees by delegation.
 (viii) Expansion and growth: Helps the organisation to deviate from existing norms and take up new challenges.

TOPIC-4
Organisation Structure: Concept and Types

Quick Review
¾¾ ORGANISATION STRUCTURE: It is the network of job position, responsibilities and authority at different level 

of organisation.
¾¾ TYPES OF ORGANISATION STRUCTURE: On the basis of Grouping of activities. 
¾¾ FUNCTIONAL STRUCTURE: It is formed by grouping of activities of similar nature under one department.

   Advantages:
 (i) Leads to occupational specialization.
 (ii) Promotes coordination within a department.
 (iii) Increases managerial and operational efficiency.
 (iv) Leads to economies of scale which reduces cost. 
 (v) Makes training of employees easier.
 (vi) Ensures that different functions get due attention.
   Disadvantages:
 (i) More emphasis on departmental objectives rather than organizational objective.
 (ii) Difficulty in inter-departmental coordination.
 (iii) Leads to inter-departmental conflicts.
 (iv) Leads to inflexibility in functioning of an organization.

¾¾ DIVISIONAL STRUCTURE: It is formed by grouping activities related to one product under one department.
   Advantages:
 (i) Leads to product specialization.
 (ii) Helps in fixation of responsibility for divisional performance.
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 (iii) Promotes flexibility, new initiatives and faster decision making.
 (iv) Facilitates expansion and growth of organisation.
   Disadvantages:
 (i) Divisional conflicts over funds allocation.
 (ii) Increase in cost due to duplication of work.
 (iii) Ignorance of organisational interest.
 (iv) On the basis of scalar chain.

¾¾ FORMAL ORGANIZATION: It is deliberately designed by management to achieve organizational goals. 
   Features:
 (i) Specifies working relationships.
 (ii) Means to achieve the objectives.
 (iii) Co-ordinates and integrates diverse activities.
 (iv) Emphasis on work rather than on interpersonal relationships.
 (v) Deliberately created by top management.
   Advantages:
 (i) Easier to fix responsibility.
 (ii) Avoids duplication of efforts.
 (iii) Effective accomplishment of goals.
 (iv) Stability of the organization.
   Disadvantages:
 (i) Leads to procedural delays in decision making.
 (ii) Does not allow any deviation from rigidly laid down policies.
 (iii) Ignores psychological and social needs of the employees.

¾¾ INFORMAL ORGANISATION: It is a network of social relationships among the employees which emerges 
spontaneously within the formal organization. 

   Features:
 (i) Originates within the formal organization.
 (ii) Standards of behaviour evolves from the group norms.
 (iii) Independent channels of communication are developed by the group members. 
 (iv) Emerges spontaneously, not deliberately created by the management.
   Advantages:
 (i) Faster speed of communication.
 (ii) Fulfil social needs of the members.
 (iii) Fills wide gaps of formal structure.
   Disadvantages:
 (i) Spreads rumours.
 (ii) Resists changes.
 (iii) Peer Pressure.

TOPIC-5
Delegation – Meaning and Importance

Quick Review
¾¾ DELEGATION: It is the process of giving responsibility and authority to subordinate and creating accountability 

on them for work performance.
¾¾ ELEMENTS OF DELEGATION:

 (i) Authority: It is the right of an individual to command his subordinates and to take decisions and action 
within the scope of his position.

 (ii) Responsibility: It is the obligation of a subordinate to properly the assign duty.
 (iii) Accountability: It means being answerable for the final outcome.

¾¾ IMPORTANCE OF DELEGATION:
 (i) Effective management: Managers get rid of routine work.
 (ii) Employee development: Career prospects of subordinates improve.
 (iii) Motivation of employees: Superior’s trust improves employee’s self – esteem and confidence.
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 (iv) Facilitation of growth: Provides ready work force for leading positions in new ventures.
 (v) Basis of management hierarchy: Establish superior –subordinate relationship.
 (vi) Better coordination: Clarifies powers, duties and answerability, Leading to quick decision making.

TOPIC-6
Decentralisation – Meaning and Importance

Quick Review
¾¾ According to Louis Allen, “Decentralisation refer to tire systematic effort to delegate to the lowest levels all authority 

except that which can only be exercised at central points.”
¾¾ The dispersal of authority decision-making to the lower level management is termed as decentralization.
¾¾ Decentralization Is a systematic delegation of  authority at all levels of management and types all of the organisation. 

In a decentralization concern, authority is retained by the top management for taking major decisions and framing 
policies concerning the whole concern.
¾¾ Decentralization explain the manner in which decision making responsibilities are divided among hierarchical 

levels. Decision making authority is shared with lower levels and is consequently placed nearest to the points of 
action. In other words, decision making authority is pushed down the chain of command.
¾¾ Importance of Decentralization:

 (i) Quick decision making;
 (ii) Relief to top management;
 (iii) facilities growth;
 (iv) Better control;
 (v) Executive Development;
 (vi) Increased motivation and morale.

TOPIC-7
Centralisation – Meaning

Quick Review
¾¾ Centralization is said to be a process where the concentration of decision making is in a few hands. All the important 

decision and actions at the lower level, all subject and action at the lower level are subject to the approval of top 
management.
¾¾ According to Louis Allen, “Centralization” is the systematic and consistent reservation of authority at central points 

in the organisation”.

Know the Terms
¾¾ Span of management: Number of subordinates that can be effectively managed by a superior.
¾¾ Organisation chart: Chart showing organization structure.



Chapter - 6 : Staffing

TOPIC-1
Meaning and Definitions of Staffing

Quick Review
¾¾ Staffing is ’putting people to jobs’. It begins with workforce planning and includes different other function like 

recruitment, selection, training, development, promotion, compensation and performance appraisal of work force.
¾¾ In other words, staffing is that part of the process of management which is concerned with obtaining, utilising and 

maintaining a satisfactory and satisfied work force.
¾¾ Staffing has been described as the managerial function of filling and keeping filled the positions in the organisation 

structure.
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¾¾ FEATURES:

 (i) It is an integral part of the management.
 (ii) It is a pervasive function of the management.
 (iii) It is a continuous process.
 (iv) It has a wide scope.
 (v) It is a multiple objective activity.

TOPIC-2
Importance of Staffing

Quick Review
¾¾ IMPORTANCE:

 (i) Discover and obtain competent personnel for filling vacancies.
 (ii) Improves performance by putting right person at right job.
 (iii) Ensures continuous survival and growth of organisation.
 (iv) Ensures optimum utilisation of human resources.
 (v) Improves job satisfaction and morale of employees.

TOPIC-3
Staffing as a Part of Human Resource 
Management (HRM)

Quick Review
¾¾ The traditional staffing systems is a part of HRM. It covers recruitment, selection, training, development, etc., and 

all these are operative functions of HRM.
¾¾ HUMAN RESOURCE MANAGEMENT: It involves procuring, developing, maintaining and appraising a less 

or competent workforce to achieve goals efficiently and effectively. Staffing is an integral part of human resource 
management.
¾¾ EVOLUTION OF HUMAN RESOURCE MANAGEMENT:

 (i) Labour Welfare Stage:

Industrial 
Revolution

Emergence of 
Trade Union

Labour Welfare 
Officer

 (ii) Personnel Management Stage:

Factory  
System

Personnel  
Officer

Personnel 
Manager

 (iii) Human Resource Management Stage:

Dynamic 
Environment

Human Relation 
Approach

Human Resource 
Manager

TOPIC-4
Staffing Process

Quick Review
¾¾ PROCESS OF STAFFING:

 (i) Estimating manpower requirements: Assess number and type of employees needed by the organisation in 
near future.

 (ii) Recruitment: Search prospective employees and stimulating them to apply for job.
 (iii) Selection: Choose the best person out of the pool of prospective candidates.
 (iv) Placement and Orientation: Employee occupies the post and get familiar with the organisation.
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 (v) Training and Development: Improve the job knowledge and competence of  employees.
 (vi) Performance Appraisal: Employee’s performance is evaluated for salary hike, promotion, etc.
 (vii) Promotion and career planning: Opportunity for higher position with more pay, responsibility, etc.
 (viii) Compensation: Price of the job is determined.

TOPIC-5
Recruitment-Meaning and Sources of Recruitment

Quick Review
¾¾ RECRUITMENT: It is the process of searching for prospective employees and encouraging them to apply for the 

job in an organisation.
¾¾ INTERNAL SOURCES OF RECRUITMENT:

 (i) MEANING: It refers to re-arrangement of existing staff to fill up vacant jobs.
 (ii) TYPES:

(a) Transfer
(b) Promotion

¾¾ Advantages:
 (i) Motivates employees to improve their performance.
 (ii) Simplifies the process of selection and placement.
 (iii) Do not need induction or training.
 (iv) Maintain adequate work force in organisation.
 (v) Jobs are filled economically internally.

¾¾ Disadvantages:
 (i) Scope for fresh talent is reduced.
 (ii) Time bound promotions make employees lethargic.
 (iii) Not applicable to new enterprise.
 (iv) Spirit of competition is hampered.
 (v) Frequent transfers reduce employee’s productivity.

¾¾ EXTERNAL SOURCES OF RECRUITMENT
 (i) MEANING: It refers to searching for employees from the sources outside the organisation.
 (ii) TYPES:

(a) Direct recruitment
(b) Casual callers
(c) Advertisement
(d) Employment exchange
(e) Placement agencies and management consultants
(f) Campus recruitment
(g) Recommendation of employees
(h) Labour contractors
(i) Web publishing

¾¾ Advantages:
 (i) Attracts qualified personnels to apply for jobs.
 (ii) Gives a wider choice to management while selection.
 (iii) Brings fresh talent in the organisation.
 (iv) Develops competitive spirit amongst existing staff.

¾¾ Disadvantages:
 (i) Develops dissatisfaction among existing staff.
 (ii) Lengthy process.
 (iii) Incurs heavy cost on advertisement and selection process.

TOPIC-6
Selection Meaning and Process

Quick Review
¾¾ Selection is the process of identifying and choosing the best person out of a prospective candidates for a job. 

Towards this purpose, the candidates are required to take a series of employment tests and interviews.
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¾¾ At each stage many are eliminated and a few move on to the next stage until the right type is found. The process may 

start right from the screening of the applications. It may continue even after the offer of employment, acceptance 
and joining of the candidate. It is so because the process of selection, like any other managerial decision, involves 
judgement about the performance potential of the candidate.
¾¾ Process of Selection: The important steps in the process of selection are as follows:

 (i) Preliminary Screening – Elimination of unqualified and unfit job seekers.
 (ii) Selection Tests – Measure certain characteristics of individuals. 
  (a) Intelligence Tests – Measures level of intelligence, persons learning ability, ability to make decisions. 
  (b) Aptitude Test – Determines potential of learning new skills.
  (c) Personality Tests – Measures the personal characteristics as value, attitude, maturity, etc.
  (d) Trade Test – Measures the existing skills of the individual.
  (e) Interest Tests – Determines persons area of interest, kind of job that will satisfy him.
 (iii) Employment Interview – Formal, in depth conversation to evaluate applicants’ suitability for job.
 (iv) Reference and Background Checks – Verify and gain additional information about applicant. 
 (v) Selection Decision – Candidates, who pass tests, interviews and reference checks are finally selected. 
 (vi) Medical Examination – Candidate undergoes a medical fitness test.
 (vii) Job Offers & Placement – Letter of appointment is offered to the applicant for his acceptance.
 (viii) Contract of Employment – Signed contract documents are exchanged.

TOPIC-7
Training and Development

Quick Review
¾¾ Helping the employees to improve their knowledge and skill so as to be able to perform their tasks more efficiently 

is known as training. It is an organised activity for increasing the knowledge and skills of people for a specific 
purpose.
¾¾ TRAINING: It refers to a process of increasing the knowledge skills and abilities of employees for doing a 

particular job.
¾¾ DEVELOPMENT: It refers to overall growth of an employee. It prepares employees to handle higher jobs in 

the future.
¾¾ IMPORTANCE OF TRAINING AND DEVELOPMENT

 (i) To the organisation:
(a) Systematic learning prevents wastage of efforts and money.
(b) Enhances employee productivity leading to higher profits.
(c) Enables employee to become managers in future.
(d) Increases employee moral and reduces employee turnover.
(e) Obtain better response to fast changing environment.

 (ii) To the employee:
(a) Leads to better career due to improved skills.
(b) Increases earning due to enhancement in performance.
(c) Reduces accidents due to careful handling of machines.
(d) Increases satisfaction and morale of employees.

¾¾ TRAINING METHODS:-
 (i) On–the–Job Methods:

(a) Apprenticeship programmes: Apprentice (trainee) work under the guidance of master worker to acquire 
higher level of skill, e.g., plumbers, electrician, etc.

(b) Induction training: New employee is introduced to other employees and familiarized with surrounding 
jobs and the work.

(c) Coaching – Superior guides and instructs the trainee and takes feed responsibility.
(d) Job Rotation – Shifting trainee from one department job to another.

 (ii) Off–the–Job Training Methods:
(a) Class Room Lectures – Lectures by using audio visuals or demonstrations. 
(b) Case Study – Trainee study organisation real life work related cases analysis the case, find best solution.
(c) Vestibule Training – Simulated work environment is created in classroom for training
(d) Computer modelling – Work environment simulated by computer programming to initiate realities of 

job without risk and costs.
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Know the Terms
¾¾ Education: Development of logical and rational mind which help in determining relationship between important 

variables.
¾¾ Intelligence: Person’s ability to make decisions and judgements.
¾¾ Aptitude: Individual’s potential to learn new skills.

qq

Chapter - 7 : Directing

TOPIC-1
Meaning and Definitions of Directing

Quick Review
¾¾ Directing refers to the process of instructing, guiding, counselling, motivating and leading people in the organisation 

to achieve its objectives.
¾¾ Directing is said to be a process in which the managers instruct, guide and oversee the performance of the workers 

to achieve predetermined goals.
¾¾ CHARACTERISTICS OF DIRECTING:

 (i) Initiate action.
 (ii) Takes place at every level of management. 
 (iii) Continuous process.
 (iv) Flows from top to bottom.
 (v) Has four elements - supervision, leadership, motivation, communication.
 (vi) Goal oriented activity.

TOPIC-2
Importance of Directing

Quick Review
¾¾ IMPORTANCE OF DIRECTING:

 (i) Helps to initiate action.
 (ii) Integrates employees efforts.
 (iii) Guides employees to fully realize their potential.
 (iv) Facilitates changes in the organisation.
 (v) Brings stability and balance in the organisation.

TOPIC-3
Supervision

Quick Review
¾¾ It refers to monitoring the progress of routine work of subordinates and guiding them properly. Supervision is an 

important element of the directing function of management.
¾¾ Supervision can be understood as the process of guiding the efforts of employees and other resources to accomplish 

the desired objectives.
¾¾ It means overseeing what is being done by subordinates and giving instructions to ensure optimum utilisation of 

resources and achievement of work targets.
¾¾ IMPORTANCE OF SUPERVISION/SUPERVISOR:

 (i) Maintains interpersonal contact with workers.
 (ii) Acts as a link between workers and managers.
 (iii) Promotes group unity among workers.
 (iv) Helps in improving performance of workers.
 (v) Provides training to the employees.
 (vi) Builds up higher morale among workers.
 (vii) Provides feedback of workers’ performance.



Oswaal Karnataka Chapterwise Quick Review, BUSINESS STUDIES, II-PUC [ 17

TOPIC-4
Motivation

Quick Review
¾¾ MOTIVATION: It is the process of making subordinates to act in a desired manner to achieve certain objectives.
¾¾ FEATURES OF MOTIVATION:

 (i) Internal feeling
 (ii) Produces goal directed behaviour.
 (iii) Can be either positive or negative.
 (iv) Complex process.

¾¾ MASLOW’S NEED HIERARCHY THEORY OF MOTIVATION:
 Abraham Maslow categorised human needs into five types:

 (i) Basic physiological needs : Food, shelter, clothing, etc.
 (ii) Safety or security needs: Pension plans, job security, etc.
 (iii) Affiliation/ Belonging needs : Affection, acceptance, etc.
 (iv) Esteem needs: Self respect, status, etc.
 (v) Self actualisation: Growth, self - fulfillment, etc.

 Maslow’s theory is based on the following assumptions:
 (a) People’s behaviour is based on their needs which influences their behaviour.
 (b) People’s needs are in hierarchical order, starting from basic needs to other higher level need.
 (c) A satisfied need can no longer motivate a person; only next higher level need can motivate him.
 (d) A person moves to the next higher level of the hierarchy only when the lower need is satisfied.

¾¾ FINANCIAL INCENTIVE: Refers to incentives which are measurable in monetary term:
 (i) Pay and allowances.
 (ii) Productivity linked wage incentives.
 (iii) Bonus.
 (iv) Profit sharing.
 (v) Co-partnership/stock option.
 (vi) Retirement benefits.
 (vii) Prerequisites.

¾¾ NON-FINANCIAL INCENTIVES: Refers to incentives which are related to psychological, social and emotional 
factors.

 (i) Status.
 (ii) Organisational climate.
 (iii) Career advancement opportunity.
 (iv) Job enrichment.
 (v) Employee recognition programmes.
 (vi) Job-security.
 (vii) Employee participation.
 (viii) Employee empowerment.

TOPIC-5
Leadership

Quick Review
¾¾ LEADERSHIP: It is the process of influencing the behaviour of people by making them strive voluntarily towards 

the achievement of organisational goals.
¾¾ FEATURES OF LEADERSHIP:

 (i) Process of influencing people.
 (ii) Brings behavioural changes.
 (iii) Inter personal relationship between a leader and the follower.
 (iv) Continuous process.
 (v) Exercised to achieve common goals.
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¾¾ LEADERSHIP STYLES:

 (i) Authoritative/Autocratic Leadership: A Leader centralizes all decision making powers and exercises 
complete control over his subordinates.

 (ii) Democratic/Participative Leadership: A Leader consults the subordinates in the decision making process 
and encourages them to give suggestions.

 (iii) Free Rein/Laissez Faire Leadership: A Leader gives complete freedom to the subordinates in setting the 
goals delegates entire authority of decision making to them.

¾¾ QUALITIES OF A GOOD LEADER.
 (i) Honesty
 (ii) Ability to delegate
 (iii) Communication
 (iv) Confidence
 (v) Willingness to take risk
 (vi) Positive altitude
 (vii) Creativity

  (viii) Initiative
  (ix) Passion
  (x) Courage
  (xi) Emotional stability
  (xii) Art of management
  (xiii) Generosity
  (xiv) Ability to listen

TOPIC-6
Communication

Quick Review
¾¾ COMMUNICATION: It is the process of ideas of exchange of ideas, view, fact, feeling, etc. between two or more 

persons to reach to a understanding.
¾¾ ELEMENTS OF COMMUNICATION:

 (i) Sender: Conveys his/her message.
 (ii) Message: Subject matter of communication.
 (iii) Encoding: Converting message into symbols.
 (iv) Media: Path or medium to transmit message.
 (v) Receiver: Receives the message.
 (vii) Feedback: Reaction to the sender.
 (viii) Noise: Hindrance in effective communication process.

¾¾ IMPORTANCE: 
 (i) Coordination 
 (ii) Smooth working 
 (iii) Effective decision making
 (iv) Managerial efficiency
 (v) Cooperation
 (vi) Effective leadership
 (vii) Increases productivity 
 (viii) Morale building

¾¾ CHANNELS OF COMMUNICATION:
 (i) Formal Communication: Official communication taking place in the organisation through official channels.
 (ii) Informal Communication: Unofficial communication that arises from the social interaction of people.

¾¾ BARRIERS TO THE COMMUNICATION:
 I. Semantic Barriers: Related with encoding and decoding of message: 

(a) Unclear message.
(b) Symbols with different meanings.
(c) Faulty translation.
(d) Unclarified assumptions.
(e) Technical jargon.
(f) Body language and gesture decoding.
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 II. Psychological Barriers: Related with state of mind of both the sender and the receiver.

(a) Premature evaluation.
(b) Lack of attention.
(c) Loss by transmission and poor retention.
(d) Distrust.

 III. Organisational Barriers: Related with organisation structure.
(a) Organisational policy.
(b) Rules and regulations.
(c) Status.
(d) Complexity in organisation structure.
(e) Organisational facilities.

 IV. Personal Barriers: Related with the personal attitudes of both the sender and the receiver.
(a) Fear of challenge to the authority.
(b) Lack of confidence of superior on his subordinates.
(c) Unwillingness to communicate.
(d) Lack of proper incentive.

¾¾ Measures to improve communication effectiveness: 
 (i) Clarify the ideas before communication.
 (ii) Communicate according to the need of the receiver.
 (iii) Consult other before communicating.
 (iv) Be aware of the languages, tone and the content of message.
 (v) Conveys things of help and value to listeners.
 (vi) Ensure proper feedback.
 (vii) Communicate for the present as well as for the future,i.e.,consistency of message.
 (viii) Follow up communications.
 (ix) Be a good listener.

Know the Terms
¾¾ Motive: It is an inner state that energises, activates or directs individual’s behaviour towards the goals.
¾¾ Motivator: It is a technique used to motivate people.
¾¾ Grapevine: Informal Communication spreads across the organisation in disregarding to the levels of authority.

qq

                 Chapter - 8 : Controlling  

TOPIC-1
Concept of Controlling 

Quick Review
¾¾ CONTROLLING: It refers to comparison of actual performance with the planned performance and taking 

corrective action, in case of deviations between actual and planned performance.
¾¾ NATURE/FEATURES OF CONTROLLING:

 (i) Goal oriented: Ensures resources are used effectively.
 (ii) Pervasive function: Performed at all levels and in all types of organisations.
 (iii) Continuous: Brings back management cycle back to planning.
 (iv) Both backward and forward looking: Links past and future.
 (v) It is a primary function of every manager.
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TOPIC-2
Importance and Limitations of Controlling

Quick Review
¾¾ IMPORTANCE OF CONTROLLING:

 (i) Helps in a accomplishing organisational goals.
 (ii) Helps in judging accuracy of standards.
 (iii) Helps in making efficient use of resources.
 (iv) Helps in improving employee motivation.
 (v) Helps in ensuring order and discipline.
 (vi) Helps in facilitating coordination in action.

¾¾ LIMITATIONS OF CONTROLLING
 (i) Difficulty in setting quantitative standards.
 (ii) Little control on external factors.
 (iii) Resistance from employees.
 (iv) Costly Affair.

TOPIC-3
Controlling Process and Relationship between 
Planning and Controlling

Quick Review
¾¾ THE STEPS INVOLVED IN THE CONTROLLING PROCESS ARE:

 (i) Setting Performance Standards.
 (ii) Measurement of Actual Performance.
 (iii) Comparing Actual Performance with Standards.
 (iv) Analysing Deviations–Critical Point Control and Management by Exception.
 (v) Taking Corrective Action.

¾¾ RELATIONSHIP BETWEEN PLANING AND CONTROLLING:
 (i) Both are interrelated and interdependent:

(a) Controlling based on planning as planning set standards for controlling.
(b) Planning without controlling is useless as controlling compel events to confirm the plans.

 (ii) Planning is prescriptive and controlling is evaluative: Planning prescribes appropriate action whole 
controlling evaluates performance.

 (iii) Both are backward looking as well as forward looking:
(a) Planning is based on past experiences and done for future.
(b) Controlling evaluates past activities and improves future performance.

TOPIC-4
Techniques of Managerial Control 

Quick Review
¾¾ TRADITIONAL TECHNIQUES – Those techniques which are used since long times.

 (i) Personal Observation – Collecting first hand information by observation worker personally. 
 (ii) Statical Reports – Performance analysis in the form of averages, percentage, etc.
 (iii) Break-even Analysis – Studies the relationship between cost volume and profit at different levels of activity.
 (iv) Budgetary Control – Making budget and using them as control device.

¾¾ MODERN TECHNIQUES
 (i) Return on Investment – Measures whether or not invested capital, has been used effectively for generating 

reasonable amount of returns. 
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 (ii) Ratio Analysis – Analysis of financial statements through computation of ratios.
  – Liquidity Ratio
  – Solvency Ratio
  – Profitability Ratio 
  – Turnover Ratio
 (iii) Responsibility Accounting – System of accounting where different section divisions, departments of among 

are set up as responsibility centre. For example–
  – Cost centre – Production departments 
  – Revenue centre – Marketing department
  – Profit centre – Repair and maintenance department 
  – Investment centre – Any section where investment in assets is made
 (iv) Management Audit – Evaluation of functioning, performance and effectiveness of management of an 

organisation.
 (v) PERT (Programme evaluation and review techniques) and CPM (Critical Path Method) – Useful for planning 

scheduling and implementing term bound projects.
  – Steps in using PERT/CPM

¾y  Dividing the profit into identifiable activities in a logical sequence.
¾y  Preparing a network diagram with starting point & termination point of project.
¾y  Preparing tune estimates for each activity, also cost estimates for project completion.
¾y  Identifying longest path in the network as critical path where no delays are allows.
¾y  Modify the plan if required for timely completion of project.

 (vi) Management Information System – Computer based information system that provides information & 
support for effective managerial decision making so that timely corrective action may be taken in case of 
deviations from standards.

Know the Terms
¾¾ KRAs: Key Result Areas under Critical Point Control.
¾¾ Optimistic time estimate: Shortest time estimated to complete project. 
¾¾ Pessimistic time estimate: Longest time estimated to complete project.
¾¾ Break-even point: The sales volume at which there is no profit or no loss.

qq

Chapter - 9 : Financial Management

TOPIC-1
Meaning and Definitions, Role and Objectives of 
Financial Management

Quick Review
¾¾ Business Finance is amount of Funds required by a business.
¾¾ Financial management may be defined as planning, organising, directing and controlling the financial activities of 

an organisation.
¾¾ Financial management aims at reducing the cost of funds procured, keeping the risk under control and achieving 

effective deployment of such funds.
¾¾ It ensures availability of enough funds whenever required as well as avoiding idle finance.
¾¾ According to Dr. S. N. Maheshwari, “Financial management is concerned with raising financial resources and their 

effective utilization towards achieving the organisational goals.”
¾¾ ROLE OR IMPORTANCE OF FINANCIAL MANAGEMENT:

 (i) Estimating capital requirement.
 (ii) Capital budgeting.
 (iii) Working capital management.
 (iv) Appraisal of financial performance and financial control.
 (v) Making financial decisions.
 (vi) Making dividend policy decisions.
 (vii) Solutions to financial problems
 (viii) Communication of financial performance.
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¾¾ OBJECTIVES OF FINANCIAL MANAGEMENT :

 (i) Basic Objectives:
(a) Profit maximization (b) wealth maximization

 (ii) Other Objectives:
(a) Proper estimation of total financial requirements.
(b) Obtaining funds at minimum cost.
(c) Proper utilization of finance.
(d) Maintaining proper inflow and outflow of cash.
(e) Risk minimization through creation of reserves.
(f) Proper Coordination.
(g) Financial control.
(h) Creation of goodwill.

TOPIC-2
Financial Decisions and Capital Structure

Quick Review
¾¾ FINANCIAL DECISION: These are decisions which are concerned with three aspects viz. investment, financing 

and dividend.
¾¾ TYPES OF FINANCIAL DECISIONS:

I. Investment Decision: It is concerned with investment of firm’s funds in different assets.
 (i) A long–term investment decision in fixed assets is called as capital budgeting decision.
 (ii) A short–term investment decision in cash, inventory, debt is called as working capital decision.

¾¾ Factors Affecting Capital Budgeting Decision Are:
 (i) Cash flows of the project.
 (ii) Rate of return.
 (iii) Investment decisions.

II.¾Financing Decision: It deals with the quantum of finance to be raised from various long-term sources viz. debt and 
equity.
¾¾ Factors affecting Financing Decision are:

 (i) Cost of funds.
 (ii) Cost of flotation.
 (iii) Cash flow position of business.
 (iv) Control consideration.
 (v) Capital market situation.
 (vi) Fixed operating cost.
 (vii) Risk.
 (viii) Return on investment.
 (ix) Tax rate.
 (x) Flexibility.
 (xi) Regulatory frame work.

III. Dividend Decision: It determines how much of the profits is to be distributed as dividends and how much to be 
retained for the investment requirement. 
¾¾ Factors affecting dividend decisions are:

 (i) Amount of earnings.
 (ii) Stability of earnings.
 (iii) Stability of dividends.
 (iv) Growth opportunities.
 (v) Cash flow position.
 (vi) Shareholder’s preference.
 (vii) Taxation policy.
 (viii) Stock market reaction.
 (ix) Access to capital market.
 (x) Legal constraint.
 (xi) Contractual constraints.
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¾¾ CAPITAL STRUCTURE: It refers to the mix between owners funds i.e., Equity and borrowed funds i.e., Debt.

Cash Flow Position Flotation Costs 

Interest Coverage Ratio (ICR) Risk Consideration 

Debt Service Coverage Ratio (DSCR) Flexibility

Return on Investment (ROI) Control

Cost of debt Regulatory Framework

Tax Rate Stock Market Conditions

Cost of Equity Capital Structure of other Companies

FACTORS  
AFFECTING 

THE CHOICE 
OF CAPITAL 
STRUCTURE

¾¾ TRADING ON EQUITY: It refers to the increase in profit earned by the equity shareholders due to the presence 
of fixed financial charges like interest.

TOPIC-3
Financial Planning

Quick Review
¾¾ FINANCIAL PLANNING: It is the process of estimating the fund requirement of a business and specifying the 

sources of funds.
¾¾ OBJECTIVES OF FINANCIAL PLANNING:

 (i) To ensure the availability of funds whenever required.
 (ii) To ensure that the firm does not raise resources unnecessarily.

¾¾ IMPORTANCE OF FINANCIAL PLANNING :
 (i) Prepares for future challenges.
 (ii) Avoid business shocks and surprises
 (iii) Coordinates various business functions.
 (iv) Eliminates wasteful efforts.
 (v) Links present with future.
 (vi) Links investment with financing decision.
 (vii) Facilitate financial control.

TOPIC-4
Fixed and Working Capital – Meaning and Factors 
Affecting their Requirements

Quick Review
¾¾ Fixed capital refers to investment in long-term assets. Management of fixed capital involves around allocation of 

firm’s capital to different projects or assets with long-term implications for the business.
¾¾ These decisions are called investment decisions or capital budgeting decisions and affect the growth, profitability 

and risk of the business in the long-run. These long-term assets last for more than one year.
¾¾ The capital which is needed for investing in current assets, is called working capital.
¾¾ In other words, the capital which is needed for the regular operation of business is called working capital. Working 

capital is also called circulating capital or revolving capital or short-term capital.
¾¾ Working capital is used for regular business activities like for the purchase of raw materials, for the payment of 

wages, payment of rent and of other expenses.
¾¾ Working capital is kept in the form of cash, debtors, raw materials inventory, stock of finished goods, bills  

receivable, etc.
¾¾ FACTORS AFFECTING THE FIXED CAPITAL REQUIREMENTS:

 (i) Nature of business,
 (ii) Scales of operations,
 (iii) Choice of technique or method of production,
 (iv) Method of acquiring fixed assets,
 (v) Diversification,
 (vi) Amount of promotion expenses,
 (vii) Level of collaboration.
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¾¾ FACTOR AFFECTING THE WORKING CAPITAL REQUIREMENTS:

 (i) Nature of business,
 (ii) Scale of operations,
 (iii) Growth and expansion,
 (iv) Business cycle,
 (v) Seasonal factors,
 (vi) Credit policy,
 (vii) Price level changes,
 (viii) Level of competition,
 (ix) Production cycle,
 (x) Profit level.

Know the Terms
¾¾ Production cycle: Time span between the receipt of raw material and their conversion into finished goods.
¾¾ Flotation cost: Cost involved in issue of securities.
¾¾ Financial risk: Risk of inability to meet fixed financial charges.
¾¾ Business risk: Risk of inability to meet fixed operating costs.

qq

Chapter - 10 : Financial Markets

TOPIC-1
Meaning and Type of Financial Markets

Quick Review
¾¾ FINANCIAL MARKET: It is a market for the creation and exchange of financial assets. It brings lenders and 

borrowers together, making available funds to those who wish to pay for their use.
¾¾ FUNCTIONS OF THE FINANCIAL MARKET:

 (i) Facilitates price discovery: Price is determined where demand and supply of funds interacts.
 (ii) Mobilisation of saving and channelizing them into the most productive use: Facilitates transfer of saving 

from the savers to the investors.
 (iii) Provides liquidity to Financial Assets: Facilitates easy purchase and sale of financial assets.
 (vi) Reducing the cost of transaction: Save time, effort and money by providing valuable informations about 

securities.
¾¾ TYPES OF FINANCIAL MARKETS:

 (i) Money Market;
 (ii) Capital Market.

TOPIC-2
Money Market

Quick Review
¾¾ The money market is a market for short-term funds which deals in monetary assets whose period of maturity is up 

to one year. These assets are close substitutes for money.
¾¾ It is a market where low risk, unsecured an short-term debt instruments that are highly liquid are issued and actively 

traded every day. It has no physical location, but is an activity conducted over telephone and through internet.
¾¾ TYPES OF MONEY MARKET INSTRUMENTS: Following are the money market instruments:
¾¾ Commercial Paper:

 (i) It is issued by large and credit worthy companies.
 (ii) Maturity period is 15 days to 1 year.
 (iii) Issued at discount and redeemed at par.
 (iv) Used for bridge financing.
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¾¾ Call Money: 

 (i) A bank borrows call money from other bank.
 (ii) Used to maintain cash reserve ratio.
 (iii) Maturity period is from 1 day to 15 days.

¾¾ Certificate Of Deposit:
 (i) Issued by commercial banks and financial institutions.
 (ii) Used to meet high demand for credit.

¾¾ Commercial Bill:
 (i) Issued by firms to meet working capital requirements.
 (ii) Trade bill when accepted by bank, becomes commercial bill.

¾¾ Treasury Bills:
 (i) Issued by RBI on behalf of the Government of India.
 (ii) Issued at discount and redeemed at par.
 (iii) Maturity period is from 14 days to 364 days.
 (iv) Also called zero coupon bonds.

TOPIC-3
Capital Market

Quick Review
¾¾ CAPITAL MARKET: It refers to whole network of organisations, institutions through which medium and long-

term funds, both and equity are raised and invested.

¾¾ COMPONENTS OF CAPITAL MARKET:

(i) Primary Market: It refers to the market wherein securities (shares & debentures) are sold for the first time. It is also 
known as new issue market. The various methods of flotation are:

 (a) Offer through prospectus: Company invites subscription from public through the issue of prospectus by 
advertising in newspapers and magazines.

 (b) Offer for sale: Securities are offered for sale through intermediaries like stock brokers, banks, etc.

 (c) Private placement: Company allot securities to the institutional investors and to the selected individuals.

 (d) Right issue: Company offers its existing shareholders to buy new shares in proportion to their existing shares.

 (e) e-IPOs: Company issue securities to public through the online system of the stock exchange.

(ii) Secondary Market: It refers to the market for sale and purchase of previously issued securities. It is also known as 
stock exchange.

TOPIC-4
Stock Exchange

Quick Review
¾¾ Stock Exchange (also called Stock Market or Share Market) is one important constituent of capital market. Stock 

Exchange is an organized market for the purchase and sale of industrial and financial security. 

¾¾ FUNCTIONS OF A STOCK EXCHANGE:

 (i) Provides liquidity and marketability to existing securities.

 (ii) Ensures safety of transactions.

 (iii) Contributes to economic growth.

 (iv) Spread--ups equity cult.

 (v) Determines price of securities.

 (vi) Provides scope for speculation.
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TOPIC-5
Trading Procedure on a Stock Exchange

Quick Review 
¾¾ The procedure for purchase and sale of securities on a stock exchange involves the following steps :

 (i) Selection of a broker.
 (ii) Opening Demat Account with Depository.
 (iii) Placing the order.
 (iv) Executing the order.
 (v) Settlement.

TOPIC-6
Demat Account and Depository Services

Quick Review
¾¾ All trading in security is now done through computer terminals. Since all system are computerised, buying and 

selling of securities are settled through an electronic book entry from. This is mainly done to eliminate problems 
like theft, fake/forged transfers, transfer delay and paperwork associated with share certificates or debentures held 
in physical form.
¾¾ This is a process where securities held by the investor in the physical form are cancelled and the investor is given an 

electronic entry or number so that she/he can hold it as an electronic balance in an account. This process of holding 
securities in an electronic form is called dematerialization. For this, the investor has to open a demat account with 
an organisation called a depository. 
¾¾ DEPOSITORY: It is an organisation which holds securities in electronic form at the request of investors through 

registered depository participant. Two main depositories in India are NSDL and CSDL.
¾¾ DEPOSITORY SERVICES:

 (i) Opening a demat account.
 (ii) De-materialization.
 (iii) Re-materialization.
 (iv) Record of securities.
 (v) Settlement of transaction.
 (vi) Facilitating loan against securities.
 (vii) Freezing demat account.

¾¾ PLAYERS IN DEPOSITORY SYSTEM:
 (i) Depository.
 (ii) Depository participant.
 (iii) Beneficial owner: investor who opens demat account.
 (iv) Issuer.

TOPIC-7
BSE, NSE & OTCEI 

Quick Review
¾¾ NATIONAL STOCK EXCHANGE (NSE) – Latest, most modern and technology driven exchange incorporated in 

1992, recognized as stock exchange in 1993.
¾¾ Composition- It is managed by senior executive from promoter institutions eminent professionals without any 

representation from trading members.
¾¾ OBJECTIVE OF NSE.

 (i) Establishing a nationwide screen based automated trading facility for all types of securities.
 (ii) Ensuring equal access to investors all over the country.
 (iii) Providing a fair, efficient and transparent securities market using electronic trading system.
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 (iv) Enabling shorter settlement cycles and book entry settlements.
 (v) Meeting international benchmarks and standards.

¾¾ MARKET SEGMENTS OF NSE
 (i) Wholesale debt market securities – for trading fixed income securities.
 (ii) Capital market segment – trading in equity, preference, debentures, etc.

¾¾ OVER THE COUNTER EXCHANGE OF INDIA (OTCEI)
 – Commenced trading in 1992, established on the lines of NASDAQ to provide small and medium companies an 

access to the capital market for raising finance in cost-effective manner. However it has now been withdrawn.
¾¾ BOMBAY STOCK EXCHANGE – BSE Ltd. was established in 1875 and was Asia’s first stock Exchange. It is one 

such exchange set up as corporate entity with a broad shareholders base, to ensure an orderly growth of security 
market.
¾¾ OBJECTIVES OF BSE

 – To provide an efficient and transparent market for trading equity, debt instruments, derivatives and mutual 
funds.

 – To provide a trading platform for equities of small and medium enterprises.
 – To ensure active trading and safeguard market integrity through an electronically driven exchange.
 – To provide other services to capital market participants.
 – To conform to intentional standards.

TOPIC-8
Securities and Exchange Board of India (SEBI) –
Meaning, Objectives and Functions

Quick Review
¾¾ SECURITIES AND EXCHANGE BOARD OF INDIA(SEBI): It was established by the Indian government in 1988 

under the administrative control of the finance ministry. Later, it became a statutory body under the SEBI Act 1992. 
To administer growth of securities and protect interest of investors in financial market.
¾¾ REASONS FOR ESTABLISHMENT OF THE SEBI:

 (i) Price Rigging.
 (ii) Unofficial private placement.
 (iii) Delay in delivery of shares.
 (iv) Violation of stock exchange’s rules and regulation.
 (v) Unofficial premium on new shares.

¾¾ OBJECTIVES OF SEBI:
 (i) To regulate stock exchanges.
 (ii) To protect investor’s rights and interests.
 (iii) To prevent trading malpractices.
 (iv) To develop the code of conduct.

¾¾ FUNCTION OF THE SEBI:
I. Regulatory Functions:

 (i) Registration of players in the market.
 (ii) Registration of investment schemes.
 (iii) Regulation of intermediaries.
 (iv) Regulation of take over bids.
 (v) Calling for information.
 (vi) Levying fees.
 (vii) Others as delegated by the Government of India

II. Development Functions:
 (i) Training of intermediaries.
 (ii) Conducting research.
 (iii) Developing capital markets.

III. Protective Functions:
 (i) Prohibition of unfair trade practices.
 (ii) Controlling insider trading.
 (iii) Investors protection.
 (iv) Promotion of fair practices and code of conduct.
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TOPIC-9
Relevant Terms in Stock Exchange

Quick Review
¾¾ Relevant terms used in Stock Exchange :

 (i) NSEI : (National Stock Exchange of India)
 (ii) NASDAQ : (National Association of Securities Dealers Automated Quotations)
 (iii) Dow Jones Industrial Average
 (iv) Bulls
 (v) Bears
 (vi) Lame duck
 (vii) Stag
 (viii) Spot Delivery
 (ix) Forward delivery
 (x) BSE SENSEX
 (xi) NSE NIFTY
 (xii) Blue Chips

Know the Terms
¾¾ Price Rigging: Manipulating market prices of securities.
¾¾ Insider Trading: Insider Trading is misuse of important company information by people working in the company,  

for personal profits.
¾¾ Bull: A speculator who expects a rise in prices.
¾¾ Bear: A speculator who expects a fall in prices.
¾¾ Sensex: Benchmark index of BSE.
¾¾ Nifty: Benchmark index of NSE.
¾¾ NASDAQ: National Stock Exchange of New York.

qq

Chapter - 11 : Marketing

TOPIC-1
Selling & Marketing & Philosophies of Marketing 
Management

Quick Review
¾¾ MARKET: It refers to a set of actual and potential buyers, and the seller.
¾¾ MARKETING: It refers to identity group of potential customers and find out ways to convince them to buy the 

company’s product.
¾¾ FEATURES OF MARKETING: 

 (i) Identify need and wants.
 (ii) Creates market offering. 
 (iii) Customer value. 

 (iv) Exchange mechanism. 
¾¾ MARKETING MANAGEMENT: It refers to organizing, directing and controlling of the activities which facilitates 

exchange of goods and services.
¾¾ MARKETING MANAGEMENT PHILOSOPHIES: 

 (i) Production concept: It focuses on increase in production quantity.
 (ii) Product concept: It refers to development of variety, quality and features of the product.
 (iii) Selling concept: It refers to selling and promotional techniques.
 (iv) Marketing concept: Concentrate on customer satisfaction.
 (v) Societal marketing concept: It refers to customer satisfaction and social welfare.
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TOPIC-2
Functions of Marketing

Quick Review
¾¾ FUNCTIONS OF MARKETING:

 (i) Gathering and Analysing Market Information;
 (ii) Market Planning;
 (iii) Product Designing and Development;
 (iv) Standardization and Grading;
 (v) Packaging and Labelling;
 (vi) Branding;
 (vii) Customer Support Services;
 (viii) Pricing;
 (ix) Promotion;
 (x) Channelizing Distribution;
 (xi) Transport;
 (xii) Warehousing.

TOPIC-3
Marketing Mix - Elements

Quick Review
¾¾ This term is given by Niel H. Borden.
¾¾ Marketing Mix: It refers to aggregate of strategies formulated to achieve various marketing objectives.
¾¾ Marketing Mix is the combination or unification of four inputs that revolve around the consumer satisfaction as the 

focal point.
¾¾ These four elements of Marketing Mix are Product, Price, Promotion and the Place or Physical Distribution.
¾¾ These elements are popularly known as “4P’s” of Marketing Mix.
¾¾ ELEMENTS OF MARKETING MIX:

 (i) Product: Product means goods or services or ‘anything of value’ which is offered to the market for exchange.
  Products can be classified under two categories (1) Consumer product –  (a) Durable, non durable and services 

(b) on the basis of shopping efforts involved – convenience product, shopping product, and specialisation 
product. (2) Industrial product (a) Material and parts, (b) Capital items, (c) Supplies and business Services.

 (iv) Price: Price is the amount paid by a buyer or received by a seller in consideration of the purchase /sale of a 
product.

 (v) Promotion: Promotion of products and services include activities that communicate availability, features, 
merits, etc. of the products to the target customers and persuade them to buy it.

 (vi) Place: Place or physical distribution includes activities that make firm’s products available to the target 
customers. Important decision areas in this respect include selection of dealers or intermediaries to reach the 
customers, providing support to the intermediaries.

¾¾ ELEMENTS OF PRODUCT MIX:
 (i) Branding,
 (ii) Grading,
 (iii) Packing and Packaging,
 (iv) Label and labelling,
 (v) Guarantee,
 (vi) Warranty,
 (vii) After Sale Service/Customer service,
 (viii) Home delivery.
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¾¾ IMPORTANT DECISION RELATED TO PRODUCT ARE:

 (I) BRANDING: It is process of giving a name or a sign or a symbol to a product.
  Brand: It is a name, term, sign, symbol, design or any combination to differentiate product from competitors. 

Its components are:
 (i) Brand name: Verbal component of brand.
 (ii) Brand mark: Recognised in form of symbol, colour, etc. but non-utterable.
 (iii) Trade mark: Legally registered brand or part of brand.
  A good brand name should be easy to pronounce, suggestive, distinctive, flexible, versatile, legally registered, 

and permanent.
 II. PACKAGING: It is an art of designing and producing the container or wrapper of a product.

¾¾ LEVELS OF PACKAGING:
 (i) Primary package: It refers to product’s immediate container.
 (ii) Secondary package: It refers to an additional layer of protection, kept till product is ready to use.
 (iii) Transportation package: It refers to further packaging components necessary for storage, and transportation.

¾¾ FUNCTIONS OF PACKAGING:
 (i) Product identification.
 (ii) Product protection.
 (iii) Convenient use of product.
 (iv) Product promotion.
 III. LABELLING: It is the process of putting/designing labels on the product.

¾¾ LABEL: It may be a small slip or printed statement that denotes nature, content, ownership, price, etc. of the product 
to the consumers.
¾¾ FUNCTIONS OF A LABEL:

 (i) Describe the product and its components.
 (ii) Identify the product or brand.
 (iii) Helps in grading of products.
 (iv) Helps in promotion of products.
 (v) Provide information required by law.

¾¾ FACTORS AFFECTING PRICING DECISIONS:
  Internal factors:
 (i) Business Objectives.
 (ii) Cost of the product.
 (iii) Quality of the product.
 (iv) Marketing mix.
 (v) Product Differentiation.
  External Factors:
 (i) Elasticity of demand.
 (ii) Substitutes of the product.
 (iii) Pricing policy of competitors.
 (iv) Distribution channel.
 (v) Government policy.

¾¾ PLACE OR PHYSICAL DISTRIBUTION: It involves activities necessary to transfer ownership of products to 
ultimate customers and making products available at right time and right place.

  CHANNELS OF DISTRIBUTION: Distribution channels consist of intermediaries such as retailers, wholesalers 
and distributors through which goods pass on to from manufacturers to customers.

¾¾ TYPES OF CHANNELS:
 I. Direct channel (zero level)
  Manufacturer – Customer.
 II. Indirect channel 
 (i) One level: Manufacturer – Retailer – Consumer.
 (ii) Two level: Manufacturer – Wholesaler – Retailer – Consumer.
 (iii) Three level: Manufacturer – Agent – Wholesaler – Retailer – Consumer. 

¾¾ FACTORS DETERMINING CHOICE OF CHANNELS:
 (i) Product Related Factors.
 (ii) Company characteristics.
 (iii) Competitive factor.
 (iv) Market factor.
 (v) Environmental factor.
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¾¾ COMPONENTS OF PHYSICAL DISTRIBUTION:

 (i) Order Processing.
 (ii) Transportation.
 (iii) Warehousing.
 (iv) Inventory control.

TOPIC-4
Promotion Mix – Advertising and Publicity

Quick Review
¾¾ PROMOTION: It refers to communication to inform potential customers about a product and persuading them to buy it.
¾¾ PROMOTION MIX: It refers to combination of tools used by an organisation to achieve its communication objectives.
¾¾ ELEMENTS OF PROMOTION MIX:

 I. ADVERTISING: It is an impersonal form of communication which is paid for, by the marketers to promote 
some goods or services.

¾¾ MERITS OF ADVERTISING:
 (i) Steady demand,
 (ii) Increase in sales,
 (iii) Economies of production,
 (iv) Convenience,
 (v) Education of consumers,
 (vi) Better standard of living,
 (vii) Employment,
 (viii) Survival of media.

¾¾ DEMERITS OF ADVERTISING:
 (i) Less effective,
 (ii) Lack of feedback,
 (iii) Rigid,
 (iv) Confusion about customers,
 (v) Additional Cost,
 (vi) Misleading.

¾¾ OBJECTIONS TO ADVERTISING:
 (i) Increases the needs of wants,
 (ii) Adds to cost,
 (iii) Creates Confusion,
 (iv) Encourage sale of inferior goods,
 (v) Undermines social values,
 (vi) Some advertisements are is bad taste,
 (vii) Fails to attract attention.

¾¾ PUBLICITY– It refers to unpaid form of non-personal communication for promoting goods and services.
¾¾ FEATURES OF PUBLICITY:

 (i) Unpaid form of communication,
 (ii) No identification of sponsor as message goes as a news item.

TOPIC-5
Personal Selling - Meaning and Features

Quick Review
¾¾ Personal selling or salesmanship involves oral presentation of message in the form of conversation with one or more 

prospective customers for the purpose of making sales. It is a personal form of communication.
¾¾ Salesmanship is the personal effort of winning the buyer’s confidence for the seller’s house and goods, thereby 

creating a regular and permanent customer.
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¾¾ MERITS OF PERSONAL SELLING:

 (i) Flexibility,
 (ii) Direct Feedback,
 (iii) Minimum wastage.

¾¾ ROLE OF PERSONAL SELLING
 (i) Importance to Businessman

¾− Effective promotion role,
¾− Minimum wastage of efforts,
¾− Consume attention,
¾− Lasting Relationship,
¾− Personal Rapport,
¾− Role in introduction stage,
¾− Link with customers.

 (ii) Importance to Customers
¾−Help in identifying needs,
¾−Latest market information,
¾−Expert advice,
¾−Induces customers.

 (iii) Importance to Society
¾−Converts latent demand into effective demand,
¾−Employment opportunities,
¾−Career opportunities,
¾−Mobility of sales people,
¾−Product standardisation.

¾¾ FEATURES OF PERSONAL SELLING:
 (i) Informative,
 (ii) Persuasive,
 (iii) Demonstrative,
 (iv) Creative,
 (v) Face to face contact,
 (vi) Flexibility.

¾¾ QUALITIES OF A SUCCESSFUL SALESMAN:
 (i) Physical qualities:
 (a) Good health and appearance,
 (b) Good posture,
 (c) Voice and conversational habits,
 (d) Cheerfulness.
 (ii) Mental and Psychological qualities:
 (a) Initiative,
 (b) Intelligence and imagination,
 (c) Presence of mind,
 (d) Sharp memory.
 (iii) Social Qualities:
 (a) Sociability,
 (b) Courtesy and good manners,
 (c) Tact or Diplomacy,
 (d) Enthusiasm.
 (iv) Moral Qualities:
 (a) Honesty and loyalty,
 (b) Aspiration and determination,
 (c) Maturity,
 (d) Courage.
 (v) Other Requisites:
 (a) Knowledge of self,
 (b) Knowledge of products he is selling,
 (c) Knowledge of company he is representing,
 (d) Knowledge of customers to whom he is selling,
 (e) Knowledge of techniques of selling.
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TOPIC-6
Sales Promotion & Public Relation

Quick Review
¾¾ SALES PROMOTION: It refers to short-term incentives, offered to encourage immediate sale of the product.
¾¾ MERITS OF SALES PROMOTION: 

 (i) Attention value.
 (ii) Useful in a new product launch.
 (iii) Synergy in total promotional efforts.

¾¾ LIMITATIONS OF SALES PROMOTION: 
 (i) Reflects crisis.
 (ii) Spoils product image.

¾¾ SALES PROMOTION TECHNIQUES:
 (i) Rebate.
 (ii) Discount.
 (iii) Refunds.
 (iv) Product Combination.
 (v) Quantity gift.
 (vi) Instant draws and assigned gifts.
 (vii) Lucky draw.
 (viii) Usable benefits.
 (ix) Full finance.
 (x) Sampling.
 (xi) Contests.

¾¾ PUBLIC RELATIONS: It involves activities required to promote and protect the image of a company or its product.
¾¾ ROLE OF PUBLIC RELATIONS:

 (i) Smooth functioning of a business
 (ii) Building the corporate image.
 (iii) Facilitates launching of a new product
 (iv) Supplements to promoting the existing products.
 (v) Counselling
 (vi) Press Relations.
 (vii) Product Publicity.
 (viii) Lobbying.
 (ix) Satisfying interest of different public groups.
 (x) Stimulating sales force.
 (xi) Building credibility.
 (xii) Lowering promotion costs.

¾¾ TOOLS OF PUBLIC RELATIONS:
 (i) Press releases.
 (ii) Press Kits.
 (iii) Brochures.
 (iv) News letters.
 (v) Annual reports.
 (vi) Conferences and Seminars.

Know the Terms
¾¾ Generic name: The name of whole class of the product.
¾¾ Marketer: Person who takes more active part in the process of sales. 
¾¾ Synergy: Over all effectiveness.
¾¾ Market offering: Complete variety of product.
¾¾ Grading: Classification of products into different groups on basic size, quality, etc.
¾¾ Sweepstakes: A promotional tactic in which prizes from small items to bigger items or services are offered to the 

winners chosen through lucky draw.
qq
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Chapter - 12 : Consumer Protection

TOPIC-1
Meaning of Consumer

Quick Review
¾¾ Consumer is a person who buys any product or service for final consumption for price.
¾¾ In other words, consumer is a person who buys any product or hire or avails of any service for his personal use or 

for the use of others, but not for re-sale for the monetary consideration which is paid or agreed to be paid.
¾¾ The Consumer protection Act of 1986 defines consumer as:

 (i) One who buys goods or hires or avails of any service for some consideration that is paid or payable.
 (ii) One who uses the goods or hires or avails of any service with the approval of the buyer or hirer 
 (iii) One who uses the goods or avails of services to earn livelihood by self employment like purchase of truck, 

car, auto-rickshaw, etc.
¾¾ Consumer protection refers to the steps necessary to be taken or measures required to be accepted to protect 

consumers from business malpractices. It may be regarded as a movement like consumerism. This is necessary 
because businessman aim at maximising profits and this is often done at the expense of consumers.
¾¾ In short, consumer protection refers to protection of the rights of the consumer.

TOPIC-2
Importance and Legal Protection to Consumers

Quick Review
¾¾ Importance of consumer protection from the consumer point of view:

 (i) Consumers’ ignorance
 (ii) Unorganized consumers
 (iii) Consumers’ exploitation

¾¾ Importance of consumer protection from the business point of view:
 (i) Long – term interest of business
 (ii) Social responsibility
 (iii)  Government intervention

¾¾ Legal protection to consumer: Indian legal framework consists of a number of regulations which provide a number 
of regulations for consumer protection:

 (i) The Consumer Protection Act, 1986
 (ii) The Contract Act, 1982
 (iii) The Sale of Goods Act, 1930
 (iv) The Essential commodities Act, 1955
 (v) The Agricultural Produce (Grading and marking) Act, 1937
 (vi) The Prevention of Food Adulteration Act, 1954
 (vii) The Trade Marks Act, 1999
 (viii) The Competition Act, 2002
 (ix) The Bureau of Indian Standards Act, 1986

TOPIC-3
Consumer Protection Act, 1986

Quick Review
¾¾  The Consumer Protection Act, 1986 seeks to protect and promote the interests of consumers.
¾¾  The Act provides safeguards to consumers against defective goods, deficient services, unfair trade practices and 

other forms of their exploitation. 
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¾¾  The Act provides for the setting up of three-tier machinery, consisting of District Forums, State Commissions and the 

National Commission. 
¾¾  It also provides for the formation of Consumer Protection Councils in every District and State, and at the apex level.

TOPIC-4
Rights Of Consumers

Quick Review
¾¾ As per consumer Protection Act, following rights are available to the consumer:

 (i) Right to safely;
 (ii) Right to be informed;
 (iii) Right to choose;
 (iv) Right to be heard;
 (v) Right to seek redressal;
 (vi) Right to educate.

¾¾ In addition to the above six basic rights, United Nations guidelines also mention the following rights:
 (i) Right to possess basic needs;
 (ii) Right to have healthy environment.

TOPIC-5
Consumer’s Responsibilities & Ways and Means of 
Consumer Protection

Quick Review
¾¾ Responsibilities of a Consumer:

 (i) Awareness of rights, 
 (ii) Quality conscious, 
 (iii) Ready to lodge complaints, 
 (iv) Not to be misled by false advertisements, 
 (v) Demand for cash memo,
 (vi) Cautious consumer, 
 (vii) Selection of goods, 
 (viii) Consumer organisation,
 (ix) Protection of Environment, 
 (x) Not to buy in hurry.

¾¾ Ways and Means of Consumer Protection 
 (i) Self Regulation by business, 
 (ii) Business Associations, 
 (iii) Consumer Associations, 
 (iv) Consumer organisations,
 (v) Government.

TOPIC-6
Who Can File a Complaint

Quick Review
¾¾ The following persons can file a complaint for the remedy compensation with the appropriate agency:

 (i) A consumers or,
 (ii) Any Registered Consumers are Association or,
 (iii) The central government or any State Government or,
 (iv) One or more consumers, where there are numerous consumers having the same interested or,
 (v) In case of death of a consumer, his legal
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¾¾ A complaint should contain the following information:

 (i) The name, description and address of the complainant,
 (ii) The name, description and address of the opposite party,
 (iii) The facts relating to complaint and when and where it arose,
 (iv) Documents, if any, in support of the allegations contained in the complaint,
 (v) The relief which the complainant is seeking.

TOPIC-7
Consumer Grievances Redressal Agencies  
(Machinery / Forum)

Quick Review
¾¾ For the redressal of consumer grievances, the Consumer Protection Act provides for setting up of three-tier 

enforcement machinery at the District, State and the National levels. They are briefly referred to as the ‘District 
Forum’, ‘State Commission’, and the ‘National Commission’, respectively.
¾¾ District Forum :

 (i) The District Forum consists of a President and two other members, one of whom should be a woman. They 
all are appointed by the State Government concerned. 

 (ii) A complaint can to be made to the appropriate District Forum when the value of the goods or services in 
question, along with the compensation claimed, does not exceed ` 20 lakh. 

 (iii) On receiving the complaint, the District Forum shall refer the complaint to the party against whom the 
complaint is filed. If required, the goods or a sample thereof, shall be sent for testing in a laboratory. 

 (iv) The District Forum shall pass an order after considering the test report from the laboratory and hearing to 
the party against whom the complaint is filed. In case the aggrieved party is not satisfied with the order of 
the District Forum, he can appeal before the State Commission within 30 days of the passing of the order.

¾¾ State Commission: 
 (i) Each State Commission consists of a President and not less than two other members, one of whom should be 

a woman. They are appointed by the State Government concerned. 
 (ii) A complaint can to be made to the appropriate State Commission when the value of the goods or services in 

question, along with the compensation claimed, exceeds ` 20 lakh but does not exceed ` 1 crore. 
 (iii) The appeals against the orders of a District Forum can also be filed before the State Commission. On receiving 

the complaint, the State Commission shall refer the complaint to the party against whom the complaint is 
filed. If required, the goods or a sample thereof, shall be sent for testing in a laboratory. 

 (iv) The State Commission shall pass an order after considering the test report from the laboratory and hearing 
to the party against whom the complaint is filed. In case the aggrieved party is not satisfied with the order 
of the State Commission, he can appeal before the National Commission within 30 days of the passing of 
the order.

¾¾ National Commission: 
 (i) The National Commission consists of a President and at least four other members, one of whom should be a 

woman. They are appointed by the Central Government. 
 (ii) A complaint can to be made to the National Commission when the value of the goods or services in question, 

along with the compensation claimed, exceeds ` 1 crore. 
 (iii) The appeals against the orders of a State Commission can also be filed before the National Commission. On 

receiving the complaint, the National Commission shall refer the complaint to the party against whom the 
complaint is filed. 

 (iv) If required, the goods or a sample there of, shall be sent for testing in a laboratory. The National  
Commission shall pass an order after considering the test report from the laboratory and hearing to the party 
against whom the complaint is filed.

TOPIC-8
Remedies Available and Role of Consumer 
Organisations and NGOS

Quick Review
¾¾ REMEDIES/COMPENSATION ARE AVAILABLE AS PER THE ACT:

 (i) To remove the defect in goods or deficiency in service.
 (ii) To replace the defective product with a new one, free from any defect.
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 (iii) To refund the price paid for the product, or the charges paid for the service.
 (iv) To pay a reasonable amount of compensation for any loss or injury suffered by the consumer due to the 

negligence of the opposite party.
 (v) To discontinue the unfair or restrictive trade practice and not to repeat it in the future.
 (vi) Not to offer hazardous goods for sale.
 (vii) To withdraw the hazardous goods from sale.
 (viii) To cease manufacture of hazardous goods and to desist from offering hazardous services.
 (ix) To pay adequate costs to the appropriate party.

¾¾ ROLE OF CONSUMER ORAGANISATION AND NGOs: These are non-profit organisations which aims at 
protection and promotion of interest of consumers.
¾¾ SEVERAL FUNCTIONS ARE AS FOLLOWS:

 (i) Educating the general public about consumers rights/by organizing training programmes, seminars and 
workshops.

 (ii) Publishing periodicals and other publications to impart knowledge about consumer problems.
 (iii) Carrying out comparative testing of consumer products in accredited laboratories.
 (iv) Encouraging consumers strongly protest and take action against unfair trade practices.
 (v) Providing legal assistance to consumers. 
 (vi) Filing complaints in appropriate consumer courts on behalf of the consumers. 
 (vii) Taking an initiative in filing cases in the interest general public.

¾¾ IMPORTANT CONSUMER ORGANISATIONS AND NGOs:
 (i) Consumer coordination Council, Delhi.
 (ii) Common Causes, Delhi.
 (iii) Voluntary Organisation in Interest of Consumer Education (VOICE),Delhi.
 (iv) Consumer Education and Research Centre (CERC), Ahmedabad. 
 (v) Consumer Protection Council (CPC), Ahmedabad

Know the Terms
¾¾ Caveat emptor: Let the buyer beware.
¾¾ Caveat venditor: Let the seller beware.
¾¾ Redressal: Relief.
¾¾ Standardised marks: Quality assurance marks.
¾¾ Punitive damages: Punishable damages. 

qq

Chapter - 13 : Entrepreneurship Development  

TOPIC-1
Concept and Characteristics of Entrepreneurship

Quick Review
¾¾ According to J.A Timmons – Entrepreneurship is the ability to create and build something from practically nothing. 

It is the ability for sensing an opportunity where others see chaos, contradiction and confusion.
¾¾ Entrepreneurship can be viewed as a creative and innovative response to the environment and an ability to 

recognise, initiate and exploit an economic opportunity.
¾¾ Richard Cantillon (in 1734) was the first to use the term ‘Entrepreneur’. He defined an entrepreneur as the agent 

who buys means of production at a certain price to sell at uncertain prices in future.
¾¾ In its french origin the term ‘entrepreneurship’ means to undertake.
¾¾ Entrepreneur – person who set up his business.
¾¾ Enterprise – an undertaking or adventure involving uncertainty and risk and requiring innovation.
¾¾ The entrepreneur is the actor, and the entrepreneurship is the act and the act is called enterprise.
¾¾ Inter–relatedness between Entrepreneurship, Entrepreneur and Enterprise: SVO Analogy.

Entrepreneur

person (subject) outcome (object)process/action (verb)

Entrepreneurship Enterprise→→ → →→
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¾¾ FEATURES OF ENTREPRENEURSHIP

 (i) Systematic activity.
 (ii) Innovation and creativity.
 (iii) Risk taking.
 (iv) Lawful and purposeful activity.
 (v) Organisation of production.

TOPIC-2
Difference & Relationship between Entrepreneurship 
and Management

Quick Review
¾¾ Entrepreneurship is about business start-ups and renewals. It appears at the time of starting the business. 

Entrepreneur status in the business is the owner and Risk takes.
¾¾ Management is the professional body appointed to the work done to achieve the objectives the organisation.
¾¾ Difference between Entrepreneurship and Management:

Basis Entrepreneurship Management

(i) Focus Business start-up Ongoing operations of an existing 
business.

(ii) Resource orientation Entrepreneur does not feel constrained 
by resource. He mobilizes the resources.

A manager is constrain by the 
resources at his disposal.

(iii) Approach to the task Informal Formal

(iv) Primary motivation Achievement Power

(v) Status vis-a-vis The enterprise Owner Employee

(vi) Primary economic reward Profit Salary

(vii) Innovation orientation Challenges the status quo i.e., the 
existing.

Maintains the status-quo.

(viii) Risk orientation Risk taker Risk-averse

(ix) Approach to decision making Driven by inductive logic and personal 
courage and determination.

driven by deductive logic and 
research.

(x) Scale of operations Small business Large business

(xi) Primary skill requirement Opportunity spotting, initiative 
resource negotiation.

Organising, systems design and 
operating procedures people 
management.

(xii) Specialisation orientation Generalist has to know and do all the 
trades himself.

Specialist

TOPIC-3
Need for Entrepreneurship

Quick Review
¾¾ NEED FOR ENTREPRENEURSHIP:

 (i) Life line of a nation – yardstick to measure the level of development of a country
 (ii) Provides innovation.
 (iii) Inclusive growth.
 (iv) Accelerates economic growth rate and future development.
 (v) Generates Employment Opportunities.

¾¾ Social Benefits – Increases standard of living, peace.
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TOPIC-4
Functions of Entrepreneurs

Quick Review
¾¾ FUNCTIONS OF ENTREPRENEURS IN RELATION TO ECONOMIC DEVELOPMENT:

 (i) Contribution to GDP.

 (ii) Increasing Capital Formation rate.

 (iii) Generation of employment.

 (iv) Generation of business opportunities for others.

 (v) Improvement in economic efficiency.

 (vi) Increasing the spectrum and scope of economic activities.

 (vii) Impact on local communities.

 (viii) Fostering the spirit of exploration, experimentation and daring.

¾¾ FUNCTIONS OF ENTREPRENEURS IN RELATION TO THEIR ENTERPRISE:

 (i) Perceiving market opportunities.

 (ii) Gaining command over scarce resources.

 (iii) Purchasing inputs.

 (iv) Marketing of products and responding to competition Political Administration.

 (v) Dealing with public bureaucracy (approvals, concessions taxes).

 (vi) Managing human relations with in the firm.

 (vii) Managing customer and supplier relations management control.

 (viii) Managing finance.

 (ix) Managing production technology.

 (x) Acquiring and overseeing assembly of the factory.

 (xi) Industrial engineering.

 (xii) Upgrading the production process and product quality.

 (xiii) Introducing new production techniques and products.

¾¾ PROCESS OF ENTREPRENEURSHIP

 (a) Resource mobilisation → scanning the environment → Development of product/service idea → Assessment 
of feasibility (technical, financial, legal, economical, and commercial viability) of idea and preparation of a 
business plan → Appraisal by the funding agencies → Project commissioning and launch → Adaptation and 
management of growth.

¾¾ The Role of the Individuals in Entrepreneurship Development = desirability, self efficacy, Eagerness potential.

  Individual personality 
competencies, motivations, values 

and attitudes

Individual perception that 
entrepreneurship is a desirable 

career option

Individual perception that “i can 
live up to the challenge of being on 

my own”

Environmental influences economic 
development, economic policy and 

Institutional framework

Shape

Entrepreneurship 
Development
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TOPIC-5
Entrepreneurial Competencies, Motivation, Values 
and Attitudes.

Quick Review
¾¾ ENTREPRENEURIAL COMPETENCIES – Refers to a composition of knowledge, skills and a host of psychological 

attributes in a person that mark his/her effectiveness for a task.
¾ 15 competencies identified by EDI:

 (i) Initiative
 (ii) Sees and acts on opportunities
 (iii) Persistence
 (iv) Information seeking
 (v) Concern for high quality work
 (vi) Commitment to work contract
 (vii) Problem solving
 (viii) Self confidence
 (ix) Assertiveness
 (x) Persuasion
 (xi) Use of influence strategies
 (xii) Monitoring
 (xiii) Concern for Employee welfare
¾ (xiv) Entrepreneurial Motivation → Need for Achievement (N-ch), Need for Power (N-Pow), Need for Affiliation 

(N-Aff) Need for Autonomy (N-Aff)
¾¾ ENTREPRENEURIAL VALUES AND ATTITUDES – Value and Attitudes are the behavioural choices, individual 

makes for success in entrepreneurship.

  

Entrepreneurial Values - Core Values

Innovation 
and Creativity

Independence 
(self reliance) or 

ownership

Respect for 
work

Quest for 
outstanding 
performance

¾¾ ESSENTIAL ATTITUDES OF AN ENTREPRENEUR 
 (i)¾Have passion for business,
 (ii)¾Set an example of trustworthiness,
 (iii)¾Be flexible except with core values,
 (iv)¾Don’t let fear of failure hold one back,
 (v)¾Make timely decisions,
 (vi)¾Keep one’s ego under control,
 (vii)¾Maintain a strong work ethic,
 (viii)¾Rebound quickly from setbacks, etc.

Know the Terms
¾¾ Trail blazers: Leaders or pioneers in a particular field or also defined as innovative leaders.
¾¾ First generation entrepreneurs: These entrepreneurs start their own business with their innovative skills 

and expertise.
¾¾ Intrapreneurs: Intrapreneurs are usually employees with in a company who are assigned a specific idea or project 

with instructions to develop it in the same manner as on entrepreneur does.
¾¾ Business idea: It is a concept that can be used to make money.
¾¾ Go getters: Someone who is very energetic, determine to be successful and able to deal with new or difficult 

situations easily.
¾¾ Self-actualisation needs: Need for self-realisation, continuous self-development, the highest level need in 

Maslow’s theory.
¾¾ Opportunity assessment: More-in-depth review of business opportunity.
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