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I PUC
ANNUAL EXAMINATION MARCH / APRIL-2022

BUSINESS STUDIES (27)
Solved Paper-2022

Time : 3 Hrs. 15 Min. Max. Marks : 100

Instructions :
 1. Write the serial number of questions properly as given in the question paper while answering.

 2. Write the correct and complete answers.

SECTION-A
 I. Answer any TEN of the following questions in a word or a sentences each. While answering multiple choice 

questions, write a serial number/alphabet of the correct choice and write answers corresponding to it. Each 
question carry ONE mark : 10 × 1 = 10

 1. What is Economic activity ?
 2. The head of Joint Hindu Family business is called

  (a) Proprietor (b) Director
  (c) Manager (d) Karta
 3. Give an example for Government Company.
 4. Which is the central bank of our country ?
 5. The contract of life insurance is :

  (a) a contract of utmost good faith with insurable interest
  (b) an indemnity contract
  (c) One way contract
  (d) None of these
 6. The payment mechanism most typical to e-business is

  (a) Cash on delivery (b) Cheque
  (c) Credit and Debit cards (d) E-cash
 7. Mention any one cause of environment pollution.
 8. Which is the main document for a Joint stock company ?
 9. Minimum number of members to form a private company is

  (a) 2 (b) 3
  (c) 5 (d) 7
 10. What is business finance ?
 11. Name any one type of share issued by the companies.
 12. Expand NABARD.
 13. Which type of trader do not have a fixed place of business ?
 14. Give an example of a business organisation that has entered into International business through licensing system.
 15. In which of the following modes of entry there is higher level of risks ?
  (a) Licensing (b) Franchising
  (c) Contract manufacturing (d) Joint Venture

SECTION-B
 II. Answer any TEN of the following questions in two or three sentences each. Each question carries TWO 

marks:  10 × 2 = 20
 16. What is Commerce ?
 17. What is partnership at will ?



 18. State any two features of departmental undertakings.
 19. Name any two facilities available under postal services.
 20. State any two differences between traditional business and e-business.
 21. Mention any two kinds of Social Responsibility of business.
 22. What is business ethics ?
 23. Give the meaning of Capital Subscription.
 24. State any two types of Debentures.
 25. Mention any two aims of start-up India Scheme.
 26. What is Intellectual property rights (IPR)?
 27. Give the meaning of chain stores.
 28. State any two products suitable for selling through vending machines (AVM’s).
 29. What is meant by Foreign Direct Investment ?
 30. Name any two major items of India’s exports.

SECTION-C
 III. Answer any SEVEN of the following questions in 10-12 sentences each. Each question carries FOUR marks:

7 × 4 = 28
 31. Explain briefly any four auxiliaries to Trade.
 32. Explain briefly any four objectives of business.
 33. Explain any four merits of Co-operative Societies.
 34. Briefly explain any four limitations of e-business.
 35. Explain briefly any four reasons to justify the need for outsourcing.
 36. Discuss any four arguments against social responsibility of business.
 37. Explain any two social responsibility of business towards each of the following :
  (a) Shareholders (b) Consumers
 38. State any four differences between Memorandum of Association and Article of Association.
 39. Write short notes on :
  (a) Factoring (b) Lease Financing
 40. Explain briefly the merits of Equity shares as a source of finance.
 41. Explain briefly the role of small business in Rural India.
 42. State the types of products suitable for the mail order houses.
 43. Explain briefly any four features of Supermarkets.
 44. Explain the benefits of International business to firms.

SECTION-D
 IV. Answer any FOUR of the following questions in 20-25 sentences each. Each question carries EIGHT marks :

4 × 8 = 32
 45. Explain any four merits and four demerits of sole proprietorship form of business organization.
 46. Briefly explain the features of Joint Stock Company.
 47. What is public sector ? Explain the changing role of public sector.
 48. What are commercial banks ? Explain their different functions.
 49. Explain the principles of Insurance.
 50. Give the meaning of Public Deposits. Explain the merits and limitations of Public Deposits as a source of business 

finance.
 51. Who is a Retailer ? Explain the services of a retailer to consumers. 
 52. Briefly explain the steps involved in the import procedure.
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SECTION-E
 V.  Answer any TWO of the following questions. Each question carries FIVE marks:  2 × 5 = 10

 53. As the owner of a business unit, what risks are faced by you in running it.
 54. As a businessman having concern for environment protection, suggest any five steps which can be taken up by 

you for environment protection.
 55. Give a list of any five institutions which support small business in India.
 56. Mention any five foreign trade promotion measures and schemes undertaken by the government of India to 

boost up foreign trade.
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SOLUTIONS
As Per Scheme of Valuation

(Issued by Department of PUE, Karnataka)

SECTION-A

 1. Activities which are under taken by people with the object of earning money are known as economic activities. 
e.g., production of goods in a factory, distribution of goods by a wholesaler or retailer. 1

 2. (d) Karta   1
 3. BHEL, GAIL, ONGC (Any one) 1
 4. Reverse Bank of India (RBI). 1
 5. (a) a contract of utmost good faith with insurable interest.  1
 6. (d) e-cash   1
 7. Industrial wastes; wastes from activities such as storage transport and distribution, etc.                         (Any one) 1
 8. Memorandum of Association. 1
 9. (a) 2   1
 10. The requirements of funds by business to carry out its various activities is called business finance. 1
 11. Equity share; preference share [Any one] 1
 12. National Bank of Agriculture and Rural Development. 1
 13. Itinerant retailers. 1
 14. Pepsi, Coca-Cola  (Any one) 1
 15. (a) Joint venture   1

SECTION-B
 16. Commerce is a part of business which embraces all activities  which are necessary for maintaining a free flow of 

goods and services, involving the removal of hindrances in the process of exchange . 2
 17. This type of partnership exists at the will of the partners. It can continue as long as the partners want and is 

terminated when any partner gives a notice of withdrawal from partnership to the firm. 2
 18. (i) The funding of these enterprises come directly from the Government Treasury and are an annual appropriation 

from the budget of the Government. The revenue earned by these is also paid into the treasury.
  (ii) They are subject to accounting and audit controls applicable to other Government activities.
  (iii) They are accountable to the ministry since their management is directly under the concerned ministry. 

   [Any two] 1+1
 19. (i) Financial facilities (ii) Mail facilities 1+1
 20. (i) Operating cost -In Traditional business its high due to fixed charges associated with investment in procurement 

and storage, production, marketing and distribution facilities where as in e-business  its low as a result of  
reliance on network of relationships rather than ownership of resources

  (ii) Cost of setting up business - High in  traditional business where as its low in e-business  as  there is no 
requirement of physical facilities   1

 21. (i) Economic responsibility (ii) Legal responsibility [Any two] 1
  (iii) Ethical responsibility.  (iv) Discretionary responsibility
 22. It refers to the socially determined moral principles which should govern business activities. 2
 23. Raising funds from the public by the issue of shares and debentures by a public company is called capital 

subscription. It has to issue prospectus for this. 2
 24. (i) Secured Debentures (ii) Unsecured Debentures
  (iii) Registered Debentures   [Any two] 1
 25. (i) Support the early phase of entrepreneurship development
  (ii) Encourage more dynamic startups.   1
 26. Intellectual property rights refer to all rights associated with indiscernible assets owned by a person or company 

to protect against any unauthorized use or misuse.  2
 27. Chain stores are networks of retail shops that are owned and operated by manufactures or intermediaries dealing 

in standardized and branded consumer products. E.g., Bata shoe stores. 2
 28. (i) Hot beverages (ii) Chocolates
  (iii) Soft drinks.   [Any two] 2
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 29. FDI refers to Foreign Direct Investment in properties such as plant and machinery in foreign countries for the 
purpose of undertaking production and marketing or goods and services in those countries. 2

 30. Textiles and Garments; Tea, Rice, Gems & Jewellery, etc. [Any two] 2

SECTION-C
 31. (i) Transport and communication
  (ii) Banking and finance
  (iii) Insurance
  (iv) Warehousing
  (v) Advertising   [Any four] 1 × 4 = 4
  [For only points headings 2 marks and with explanation another 2 marks] 2+2

  Detailed Answer :

  (i) Transport and communication: Transport facilitates movement of raw material, to the place of production 
and the finished products from factories to the place of consumption. Along with transport facility, there is 
also a need for communication facilities so that producers, traders and consumers may exchange information 
with one another.

  (ii) Banking and Finance: Banking helps business activities to overcome the problem of finance. Commercial 
banks, generally lend money by providing overdraft and cash credit facilities, loans and advances. Banks also 
undertake collection of cheques, remittance of funds to different places, and discounting of bills on behalf of 
traders.

  (iii) Insurance: Business involves various types of risks. Factory building, machinery, furniture, etc., must be 
protected against fire, theft and other risks. Insurance provides protection against risks  in all such cases.

  (iv) Warehousing: Warehousing helps business firms to overcome the problem of storage and facilitates the 
availability of goods when needed. Prices are, thereby, maintained at a reasonable level through continuous 
supply of goods.

  (v) Advertising: Advertising helps in providing information about available goods and services and inducing 
customers to buy particular items.

 32. (i) Earning profits (ii) Market standing
  (iii) Innovation (iv) Productivity 1 × 4 = 4
    [or any other points four] 2 + 2

  Detailed Answer :

  Four objectives of business are :-

  (i) Earning profits: One of the objectives of business is to earn profits on the capital employed. Profitability 
refers to profit in relation to capital investment. Every business must earn a reasonable profit which is so 
important for its survival and growth.

  (ii) Market standing: Market standing  refers to the position of an enterprise  in relation to its competitors. A  
business enterprise must aim at  standing on stronger footing in terms  of offering competitive products to its  
customers and serving them to their  satisfaction.

  (iii) Innovation: There are two kinds of innovation in every business i.e., innovation in product or services; and  
innovation in various skills and activities needed to supply products and services. No business enterprise can 
flourish in a competitive world without innovation. Therefore, innovation becomes an important objective.

  (iv) Productivity: Productivity is ascertained by comparing the value of output with the value of inputs. It is used 
as a measure of efficiency. In order to ensure continuous survival and progress, every enterprise must aim at 
greater productivity through the best use of available resources. (1+1+1+1=4)

 33. (i) Ease in formation (ii) Limited liability
          (iii) Stable existence (iv) Economy in operations 1 × 4 = 4

  Detailed Answer :

  (i) Ease of formation: The cooperative society can be started with a  minimum of ten members. The registration 
procedure is simple involving a few legal formalities. Its formation is governed by the provisions of 
Cooperative Societies Act 1912. 

  (ii) Limited liability: The liability of members of a cooperative society is limited to the extent of their capital 
contribution. The personal assets of the members are, therefore, safe from being used to repay business debts.
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  (iii) Stable existence: Death, bankruptcy or insanity of the members do not affect continuity of a cooperative 
society. A society, therefore, operates unaffected by any change in the membership.

  (iv) Economy in operations: The members generally offer honorary services to the society. As the focus is on 
elimination of middlemen, this helps in reducing costs. The customers or producers themselves are members 
of the society, and hence the risk of bad debts is lower.

 34. (i) Low personal touch.
  (ii) Need for technology and competence of parties to e-business.
  (iii) People; resistance.
  (iv) Ethical fallouts.   1 × 4 = 4
 [or any other, Any four] 2+2
  Detailed Answer :

  (i) Low personal touch: Though High-tech is, e-business, however, lacks warmth of interpersonal interactions. 
To this extent, it is relatively less suitable mode of business in respect of product categories requiring high 
personal touch such as garments, toiletries, etc.

  (ii) Need for technology capability and competence of parties to e-business: Apart from  Reading, Writing, and 
Arithmetic, e-business requires a fairly high degree of familiarity of the parties with the world of computers. 
And, this requirement is responsible for what is known as digital divide, that is the division of society on the 
basis of familiarity and non-familiarity with digital technology.

  (iii) People resistance: The process of adjustment to new technology and  new way of doing things causes stress  
and a sense of insecurity. As a result,  people may resist an organisation’s  plans of entry into e-business.

  (iv) Ethical fallouts: Nowadays, companies use an ‘electronic eye’ to keep track of the computer files one  uses, 
one's e-mail account, the websites  one visits etc, which is not ethical .

 35. (i) Focussing of attention. (ii) Quest for excellence.

  (iii) Lack of social skills. (iv) Growth through alliance. 1

  Detailed Answer :

  (i) Focusing of attention: Outsourcing enables the business organisations to focus their attention and resources 
on the selected activities for better efficiency  and effectiveness.

  (ii) Quest for excellence: Outsourcing enables the firms to pursue excellence in two ways. One, they excel 
themselves in the activities that they can do the best by virtue of limited focus. And, they excel by extending 
their capabilities through contracting out the remaining activities to those who excel in performing them. 

  (iii) Cost reduction: Division of labour and specialisation, besides improving quality, reduces cost too. This 
happens due to the economies of large scale accruing to the outsourcing partners.

  (iv) Growth through alliance: Apart from low investment ,high financial returns etc, outsourcing facilitates  
knowledge sharing and collaborative learning result in creation of a large number of  businesses .

 36. (i) Voilation of profit maximization objective.
  (ii) Burden on consumers.
  (iii) lack of social skills.
  (iv) lack of broad public support.   1 × 4 = 4

[or any other, any 4] 2 + 2
  Detailed Answer:
  (i) Violation of profit maximisation objective: According to this argument, business exists only for profit 

maximisation. Therefore, any talk of social responsibility is against this objective. In fact, business can best 
fulfil its social responsibility if it maximises profits through increased efficiency and reduced costs.

  (ii) Burden on consumers: It is argued that social responsibilities like pollution control and environmental 
protection are very costly and often require huge financial investments, which, businessmen are likely to 
simply shift this burden of social responsibility by charging higher prices from the consumers . Therefore, it 
is unfair to tax the consumers in the name of social responsibility.

  (iii) Lack of social skills: All social problems cannot be solved the way business problems are solved. In fact, 
businessmen do not have the necessary understanding and training to solve social problems. Therefore, 
according to this argument, social problems should be solved by other specialised agencies.

  (iv) Lack of broad public support: Here the argument is that the public in general does not like business 
involvement or interference in social programmes. Therefore, business cannot operate successfully because 
of lack of public confidence and cooperation in solving social problems.
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 37. Social Responsibility towards:

  (1) Shareholders:

   (a) Ensure fair return.

    (b) Safety of their investment, etc.

  (2) Consumers:

   (a) Supply right quality at reasonable prices.

   (b) Precaution taken against adulteration, etc.   2 + 2

  Detailed Answer:
  1. Responsibility towards the shareholders or owners: 

  (a)  A business enterprise has the responsibility to provide a fair return to the shareholders or owners on their 
capital investment and to ensure the safety of such investment. 

  (b) The corporate enterprise  on a company form of organisation must also provide the shareholders with regular, 
accurate and full information about its working as well as schemes of future growth.

  2. Responsibility towards the consumers:  

   (a)  Supply of right quality and quantity of goods and services to consumers at reasonable prices constitutes 
the responsibility of an enterprise toward its customers. 

   (b)  The enterprise must take proper precaution against adulteration, poor quality, lack of desired service and 
courtesy to customers, misleading and dishonest advertising, and so on. They must also have the right 
of information about the product, the company and other matters having a bearing on their purchasing 
decision.

 38. M.O.A.  A.O.A.

  1. Defines the objects for which the company is 1. Rules of internal management

   formed

  2. Main document 2. Subsidiary document

  3. Defines the relationship of the company with 3. Defines the relationship of members of the company

   outsiders 

  4. Acts beyond MO.A. are Invalid 4. Acts beyond A.O.A. can be ratified 1×4=4
 39. Factoring is a financial service under which the ‘factor’ renders various services to the clients such as credit 

control and debt collection from the buyer. Provides protection against any bad debt losses, etc.

  Lease Financing: Is a contractual agreement whereby the owner of an asset grants the right to use the asset to the 
other party in return of a periodic payment called lease rent. 2+2

 40. (i) Payment of Dividend is not compulsory

  (ii) Serves as a permanent capital

  (iii) Raised without creating any charge on the assets of the company.

  (iv) Improves credit worthiness of the company.   [or any other, any 4] 1 × 4 = 4

  Detailed Answer:

  (i) Payment of dividend to the equity shareholders is not compulsory. Therefore, there is no burden on the  
company in this respect; 

  (ii) Equity capital serves as permanent capital as it is to be repaid only at the time of liquidation of a company. As 
it stands last in the list of claims, it provides a cushion for creditors, in the event of winding up of a company;

  (iii) Funds can be raised through equity issue without creating any charge on the assets ,making assets  free to be  
mortgaged for the purpose of  borrowings, if the need be.

  (iv) Equity capital provides credit worthiness to the company and confidence to prospective loan  providers;

 41. (i) Enables to earn multiple sources of income.

  (ii) Enables to participate in a wide range of non-agricultural activities.

  (iii) Provides employment opportunities in rural areas.

  (iv) Prevent migration from rural to urban areas.   [or any other, any 4]1 × 4 = 4

  Detailed Answer:
  The role of small business in rural India are as follows:
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  (i) Employment opportunities: Cottage and rural industries create a lot of employment opportunities in the 
rural areas especially for the traditional artisans and the weaker sections of society. 

  (ii) Prevents migration: Establishment of these industries in the rural areas prevent migration of rural population 
to urban areas in search of employment. 

  (iii) Reduces inequalities: Cottage and rural industries help in reducing inequalities in income, disperse 
development of industries and establish link with other sectors of the economy.

  (iv) Low cost of production: The cost of production in these industries is very low because of low overhead 
expenses, both establishment and running costs are low which is suitable in developing countries like India.

 42. (i) Goods that can be graded & standardized.

  (ii) Goods that can be easily transported at low cost.

  (iii) Goods that have ready demand in the market.

  (iv) Goods that can be described through pictures.   [or any other, any 4] 1 × 4 = 4

 43. (i) Generally carries a complete line of food items and groceries.

  (ii) Can buy different products under one roof.

  (iii) Operates on the principle of self service.

  (iv) Sold on cash basis only.   [or any other, any 4] 1 × 4 = 4

  Detailed Answer:
  Four features of Supermarket are as follows:

  (i) Wide variety: Super markets supply a wide range of products, like food products and widely used consumer 
products, such as groceries, utensils, clothes, etc. The buyers can purchase different products as per their 
requirements under one roof.

  (ii) Self-service: A super market operates on self service system. There are no salesmen and goods are displayed 
on racks with price tags. Customer select the goods and make the payment at the counter. It reduces the 
distribution cost.

  (iii) Low Prices: The prices of the products are generally lower as compared to other types of retail stores because 
of bulk purchasing, lower operations cost and low profit margins.

  (vi) Cash sales: Goods are generally sold on cash basis.

 44. (i) Prospects for higher profits.

  (ii) Increased capacity utilization.

  (iii) Prospects for growth.

  (iv) Improved business vision.   [or any other, any 4] 1 × 4 = 4

  Detailed Answer:
  The benefits of International Business to Firms are as follows : 

  (i) Prospects for higher profits: As compared to domestic business, international business can be more profitable. 
Business firms can earn higher profits by selling their products in countries where prices are high, particularly 
when the domestic prices are not satisfactory.

  (ii) Increased capacity utilization: Generally, the firms whose products  have good demand in the domestic  
market set up high production capacities for their products by planning for overseas expansion too.  With the 
help of orders from foreign  customers, they can utilize their  surplus production capacities and earn  higher 
profits.

  (iii) Prospects for growth: Business firms with saturated demand for  their products in the domestic market can 
improve their prospects of growth by entering into foreign markets. This is the  prime reason which has 
prompted many of the multinational companies from the developed countries to tap markets of developing 
countries.

  (iv) Way out to intense competition in domestic market: The only was to achieve significant growth in intense 
competition in domestic market is internationalization. Hence, international business acts as a catalyst of 
growth for business firms facing tough competition in the domestic market.
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SECTION-D
 45. Merits Demerits

  1. Ease of formation and closure. 1. Limited resources

  2. Quick Decision making. 2. Limited managerial ability

  3. Enjoys all profits. 3. Unlimited liability

  4. Maintain secrecy. 4. Limited life of business 4 + 4 = 8

  Detailed Answer:
  Merits of sole proprietorship firm are:

  (i) Quick decision making: A sole proprietor enjoys considerable degree of freedom in making business 
decisions. Further the decision making is prompt because there is no need to consult others. This may lead to 
timely capitalisation of market opportunities as and when they arise.

  (ii) Ease of formation and closure: There are hardly any legal formalities to be fulfilled for setting up a sole 
proprietorship firm. As sole proprietorship is the least regulated form of business, it is easy to start and close 
the business as per the wish of the owner.

  (iii) Sense of accomplishment: There is a personal satisfaction involved in working for oneself. The knowledge 
that one is responsible for the success of the business not only contributes to self-satisfaction but also instils 
in the individual a sense of accomplishment and confidence in one’s abilities.

  (iv) Direct incentive: A sole proprietor directly reaps the benefits of his/her efforts as he/she is the sole recipient 
of all the profit. The need to share profits does not arise as he/she is the single owner. This provides maximum 
incentive to the sole trader to work hard.

  Limitations of sole proprietorship firm are: 

  (i) Limited resources: Resources of a sole proprietor are limited to his/her personal savings and borrowings 
from others. Banks and other lending institutions may hesitate to extend a long term loan to a sole proprietor. 
Therefore, business not grows much and generally remains small.

  (ii) Limited life of a business concern: In the eyes of the law the proprietorship and the owner are considered 
one and the same. Death, insolvency or illness of a proprietor affects the business and can lead to its closure.

  (iii) Unlimited Liability: If the business fails, the creditors can recover their dues not merely from the business 
assets, but also from the personal assets of the proprietor. A poor decision or an unfavourable circumstance 
can create serious financial burden on the owner. That is why a sole proprietor is less inclined to take risks in 
the form of innovation or expansion.

  (iv) Limited managerial abilities: A sole proprietor manages all the core functions such as purchasing, selling, 
financing, etc. Also, due to limited resources, sole proprietor may not be able to employ and retain talented 
and ambitious employees.  

 46. (i) Lengthy, formation (ii) Artificial person

  (ii) Separate legal entity (iv) Perpetual succession

  (v) Management and control (vi) Limited liability

  (vii) Common seal (viii) Risk bearing 4+4=8

  Detailed Answer:
  The features of a Joint Stock Company are explained below :

  (i) Artificial person: A company is a creation of law and exists independent of its members. Like natural 
persons, a company can own property, incur debts, borrow money, enter into contracts, sue and be sued 
but unlike them it cannot breathe, eat, run, talk and so on. It is, therefore, called an artificial person.

  (ii) Separate legal entity: It acquires a separate legal entity from the day of its incorporation. Its assets and 
liabilities are separate from those of its members.

  (iii) Perpetual succession: A company being a creation of the law, can be brought to an end only by law. It will 
only cease to exist when a specific procedure for its closure, called winding up, is completed. Members may 
come and members may go, but the company continues to exist.

  (iv) Common seal: The company being an artificial person cannot sign its name by itself. Therefore, every 
company is required to have its own seal which acts as official signature of the company. Any document 
which does not carry the common seal of the company is not a binding on the company.
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  (v) Liability: The liability of members is limited to the extent of capital contributed by them. In events of loss, 
the members are liable to the extent of the unpaid amount of share held by them. The creditors can only 
use the assets of company to settle their claims.

  (vi) Control: The management and control of the affairs of the company is undertaken by the Board of Directors, 
which appoints the top management officials for running the business. The directors hold a position of 
immense significance as they are directly accountable to the shareholders for the working of the company. 
The shareholders, however, do not have the right to be involved in the day-to-day running of the business.

  (vii) Formation: The formation of a company is a time consuming, expensive and complicated process. It 
involves the preparation of several documents and compliance with several legal requirements before it 
can start functioning. Incorporation of companies is compulsory under The Companies Act 2013 or any of 
the previous company law, as state earlier. Such companies which are incorporated under companies Act 
1956 or any company law shall be included in the list of companies.

  (viii) Risk bearing: The risk of losses in a company is borne by all the share holders. This is unlike the case of 
sole proprietorship or partnership firm where one or few persons respectively bear the losses. In the face 
of financial difficulties, all shareholders in a company have to contribute to the debts to the extent of their 
shares in the company’s capital. The risk of loss thus gets spread over a large number of shareholders.

 47. The Public Sector consists of various organizations owned and managed by the government. 2 + 6

  Detailed Answer:
  The Public Sector consists of those organisations which are owned and managed by the Government with a 

motive to maximize public welfare. These organisations may either be partly or wholly owned by the central or 
state government. They may also be a part of the ministry or come into existence by a Special Act of the Parliament

  The changes in the role of Public Sector after 1991 are as follows :

  (i) Reduced number of reserved industries: The Government of India adopted the policy of liberalization and 
de-licensing thus, opening the industries reserved for public sector to private sector. Currently, only three 
industries are reserved for the public sector—atomic energy, defence and railways.

  (ii) Privatisation of public enterprises: To expand the role of the private sector, there is emphasis on privatisation 
of public sector enterprises by selling these to the private sector.

  (iii) Dilution of share holdings: The central government has diluted its share holdings in many government 
companies through the disinvestment policy to increase the participation of workers of PSEs in the 
productivity and profitability of these enterprises.

  (iv) Performance improvement through MOU: The Government of India has entered into a Memorandum 
of Understanding (MOU) with many private sector enterprises under which the government has laid 
performance targets for these enterprises.

  (v) Revival of sick units: Sick PSUs have been referred to the Board for Industrial and Financial Reconstruction 
(BIFR) to analyse their financial performance and to suggest suitable measures for their revival. 

 48. Commercial banks are the financial institutions dealing in money, they accept deposits of money from the public 
for the purpose of lending or investment. They lend finds for commercial activities.

  Functions:

  I. Primary functions:
   (1) Acceptance of deposit (2) Lending of funds
  II. Agency of General utility services
   (1) Cheque facility (2) Remittance of funds
   (3) Allied services   (2 + 6)
  Detailed Answer:
  The functions of commercial banks are:

  (i) Acceptance of deposits: Banks accept various types of deposits from the public such as savings account 
deposit, current account deposit and fixed account deposit and pay interest on them. They are indebted to 
repay the depositor the amount deposited by him or her.

  (ii) Lending of funds: Banks grant loans and advances on the basis of the total deposits available with them. 
These advances can be in the form of overdrafts, discounted trade bill, cash or consumer credits, etc. The 
interest charged on these loans is a major source of profits for banks.

  (iii) Extension of cheques facility: Cheques drawn on other banks are also collected by banks, and thus they 
act as a clearing house. Cheques are mainly of two types - bearer cheques (encashable immediately at bank 
counters) and crossed cheques (only deposited in the payees’ accounts).
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  (iv) Remittance of funds: Banks help in transferring the funds of customers from one place to another. These 
transfers can be done in the form of bank drafts and pay orders at nominal commission charges

  (v) Provision of allied services: In addition to other functions, banks also provide services such as locker facility, 
underwriting services and bill payments. They also perform functions such as buying and selling of shares 
and debentures on behalf of their customers. 

 49. Principles of Insurance:

  (1) Utmost good faith (2) Insurable Interest
  (3) Identity (4) Subrogation
  (5) Proximate cause (6) Contribution
  (7) Mitigation   (3 + 5 = 8)

  Detailed Answer:
  The various principles of insurance are as follow :

  (i) Utmost good faith: A contract of insurance is a contract of uberrimae fidei i.e., a contract found on utmost 
good faith. Both the insurer and the insured should display good faith towards each other in regard to 
the contract.  It is the duty of the applicant to disclose all the material facts relating to risk to be covered. A 
material fact refers to the fact which would influence the mind of a prudent underwriter in deciding whether 
to accept a risk for insurance and on what terms.

  (ii) Indemnity: The purpose of insurance is to restore the insured person to approximately the same financial 
position that existed prior to the loss. The losses paid here would be approximately the same and the reason 
for this is to prevent the insured from profiting from insurance to reduce moral hazards. Indemnity can be 
defined as the compensation of loss or injury sustained.

  (iii) Mitigation: It is the duty of the insured to take reasonable steps to minimize the loss or damage to the insured 
property. If reasonable care is not taken like any prudent person then the claim from the insurance company 
may be lost.

  (iv) Subrogation: It refers to the right of the insurer to stand in the place of the insured, after settlement of a claim, 
as far as the right of insured in respect of recovery from an alternative source is involved. After the insured 
is compensated for the loss or damage to the property insured by him/her the right of ownership of such 
property passes on to the insurer. This is because the insured should not be allowed to make any profit, by 
selling the damaged property or in the case of lost property being recovered.

  (v) Insurable interest: The person getting an insurance policy must have an insurable interest in the property 
or life insured. A person is said to have an insurable interest in the property if he is benefited by its existence 
and prejudiced by its destruction. Without insurable interest, the insurance contract is void.

  (vi) Contribution: As per this principle it is the right of an insurer who has paid claim under an insurance, to call 
upon other liable insurers to contribute for  the loss of payment. It implies, that in case of double insurance, 
the insurers are to share the losses in proportion to the amount assured by each of them. In case there is a loss, 
when there is more than one policy on the same property, the insured will have no right to recover more than 
the full amount of his actual loss. If the full amount is recovered from one insurer the right to obtain further 
payment from the other insurer will cease.

  (vii) Proximate cause: An insurer will only be liable to pay a claim under an insurance contract if the loss which 
gives rise to the claim was proximately caused by an insured peril. This means  that the loss must be directly 
attributed to an insured peril without any break in the chain of causation. 

 50. The deposits that are raised by Organization directly from the public at a specified rate of interest are known as 
public deposits.

  Merits: (1) Procedure is simple (2) Low cost of borrowing (3) Do not create any charge on assets.
  Demerits: (1) Difficult to raise for new company (2) Unreliable source of finance (3) Collection is difficult. 

(2 + 3 + 3 = 8)

  Detailed Answer:
  Public Deposits: It refers to the deposits that are raised by the business organisation (public companies) directly  

from the public for a fixed period of time at a fixed rate of interest.
  Public deposits have following merits and demerits:
  Merits:

  (i) The procedure of obtaining deposits is simple and does not contain restrictive conditions as are generally 
there in a loan agreement.
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  (ii) Cost of public deposits is generally lower than the cost of borrowings from banks and financial institutions
  (iii) Public deposits do not usually create any charge on the assets of the company. The assets can be used as 

security for raising loans from other sources   (Any two)
  Demerits of public deposits:

  (i) New companies generally find it difficult to raise funds through public deposits
  (ii) It is an unreliable source of finance as the public may not respond when the company needs money.
  (iii) Collection of public deposits may prove difficult, particularly when the size of deposits required is large. 

   (2 + 3 + 3 = 8)
 51. Retailer is a trader who buys goods in large quantities from the wholesalers and sells them in small quantities to 

the ultimate consumers.
  Services of a retailer to consumers:

  (i) Regular availability of products (ii) Information about new products (iii) Convenience in buying (iv) Wide 
selection (v) After sales service (vi) Providing credit facilities (2 + 6 = 8)

  Detailed Answer:
  Services to consumers:

  (i) Regular availability of products: The most important service of a retailer to consumers is  to maintain regular 
availability of various products so that the buyers can buy the products whenever they need.

  (ii) Wide variety: Retailers generally keep stock of a variety of products and different manufacturers. This enables 
the consumers to make their choice out of a wide selection of goods.

  (iii) New products information: By managing the effective display of products and through their personal selling 
efforts retailers should provide the information about the arrival, special features, etc., of new products to the 
customers. This serves as an important factor in the buying decision making process of the purchase of such 
goods.

  (iv) After-sales services: Retailers provide important after-sales services in the form of home delivery, supply of 
spare parts and attending to customers. This becomes an important factor in the buyers’ decision for repeat 
purchase of the products.

  (v) Provide credit facilities: The retailers sometimes provide credit facilities to their regular buyers. This enables 
the latter to increase their level of consumption and, thereby, their standard of living.

  (vi) Convenience in buying: Retailers generally buy goods in large quantities and sell these in small quantities, 
according to the requirements of their customers. Also, they are normally situated very near to the residential 
areas and remain open for long hours. This offers great convenience to the customers in buying products of 
their requirements.

 52. Steps involved in the import procedure:
  (i) Trade enquiry, (ii) Procurement of import licence  (iii) Obtaining foreign exchange (iv) Placing an order or 

indent (v) Obtaining letter of credit (vi) Arranging for financing (7) Receipts of shipment advice (viii) Retirement 
of import documents (ix) Arrival of goods (x) Customs clearance. (4 + 4 = 8)

  Detailed Answer:

  Steps involved in Import Procedure:

  (i) Trade Enquiry-Having identified the countries and firms that export the product, the importing firm 
approaches the export firms with the help of a trade enquiry for collecting information about their export 
prices and terms of exports. A trade enquiry is a written request by an importing firm to the exporter for 
supply of information regarding the price and various terms and conditions on which the latter is ready to 
exports goods.

  (ii) Procurement of import licence: it is obligatory for every importer (and also for exporter) to get registered with 
the Directorate General Foreign Trade (DGFT) or Regional Import Export Licensing Authority, and obtain an 
Import Export Code (IEC) number. 

  (iii) Obtaining foreign exchange: Since the supplier in the context of an import transaction resides in a foreign 
country, he/she demands payment in a foreign currency. Payment in foreign currency involves exchange of 
Indian currency into foreign currency. 

  (iv) Placing order or indent: After obtaining the import licence, the importer places an import order or indent 
with the exporter for supply of the specified products. The import order contains information about the price, 
quantity size, grade and quality of goods ordered and the instructions relating to packing, shipping, ports of 
shipment and destination, delivery schedule, insurance and mode of payment.
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  (v) Obtaining letter of credit: If the payment terms agreed between the importer and the overseas supplier 
is a letter of credit, then the importer should obtain the letter of credit from its bank and forward it to the 
overseas supplier.  As stated previously, a letter of credit is a guarantee issued by the importer’s bank that it 
will honour payment up to a certain amount of export bills to the bank of the exporter.

  (vi) Arranging for finance: The importer should make arrangements in advance to pay to the exporter on arrival of 
goods at the port. Advanced planning for financing imports is necessary so as to avoid huge demurrages (i.e., 
penalties) on the imported goods lying uncleared at the port for want of payments. (vii)Receipt of shipment 
advice: After loading the goods on the vessel, the overseas supplier dispatches the shipment advice to the 
importer. A shipment advice contains information about the shipment of goods. The information provided 
in the shipment advice includes details such as invoice number, bill of lading/airways bill number and date, 
name of the vessel with date, the port of export, description of goods and quantity, and the date of sailing 
of vessel. (viii)Retirement of import documents: Having shipped the goods, the overseas supplier prepares 
a set of necessary documents as per the terms of contract and letter of credit and hands it over to his or her 
banker for their onward transmission and negotiation to the importer in the manner as specified in the letter 
of credit.

  (ix) Arrival of goods: Goods are shipped by the overseas supplier as per the contract. The person in charge of the 
carrier (ship or airway) informs the officer in charge at the dock or the airport about the arrival of goods in 
the importing country. He provides the document called import general manifest. 

  (x) Customs clearance and release of goods: All the goods imported into India have to pass through customs 
clearance after they cross the Indian borders.  Customs clearance is a somewhat tedious process and calls 
for completing a number of formalities.  It is, therefore, advised that importers appoint C&F agents who are 
well- versed with such formalities and play an important role in getting the goods customs cleared. 8

SECTION-E
 53. (i) Natural causes (ii) Human causes (iii) Economic causes (iv) Other causes—Political disturbance, etc. 5

  Detailed Answer:
  As the owner of a business, I may face following possible risks :

  (i) Risk from Natural causes: Human beings have little control over natural calamities like flood, earthquake, 
lightning, heavy rains, famine, etc. They result in heavy loss of life, property and income in business.

  (ii) Risk from Human causes: Human causes include such unexpected events like dishonesty, carelessness or 
negligence of employers, stoppage of work due to power failure, strikes, riots, management inefficiency, etc.

  (iii) Risk from Economic causes: These include uncertainties relating to demand for goods, competition, price, 
collection of dues from customers, change of technology, method of production, etc. Financial problems like 
rise in interest rate for debt, levy of higher taxes, etc.  also come under these type of causes as they result in 
higher unexpected cost of operation of business.

  (iv) Risk from Other causes: These can be from unforeseen events like political disturbances, mechanical failures, 
such as the bursting of boiler, fluctuations in exchange rate which lead to the possibility of business risks.

 54. (i) Use scientific techniques for disposal of waste.

  (ii) Take measure to develop employee skills.

  (iii) Comply with laws and regulations.

  (iv) Participate in govt. programmes.

  (v) Arrange educational workshops.   [or any other] 5

  Detailed Answer:
  As a businessman having concern for environment protection, any five steps which can be taken up by me for 

environment protection are as follows:

  (i) A definite commitment by top management of the enterprise to create, maintain and develop work culture 
for environmental protection and pollution prevention.

  (ii) Ensuring that commitment to environmental protection is shared throughout the enterprise by all divisions 
and employees.

  (iii) Developing clear-cut policies and programmes for purchasing good quality raw materials, employing superior 
technology, using scientific techniques of disposal and treatment of wastes and developing employee skills 
for the purpose of pollution control.

  (iv) Complying with the laws and regulations enacted by the government for prevention of pollution.
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  (v) Participation in government programmes relating to management of hazardous substances, clearing up of 
polluted rivers, plantation of trees, and checking deforestation.

  (vi) Periodical assessment of pollution control programmes in terms of costs and benefits so as to increase the 
progress with respect to environmental protection.

  (vii) Arranging educational workshops and training materials to share technical information and experience with 
suppliers, dealers and customers to get them actively involved in pollution control programmes

 55. (i) NABARD (ii) RSBDC (iii) NSIC (iv) SIDBI (v) NCEUS (vi) DICS (vii) WASME (any five) 5

  Detailed Answer:
  The  Institutions which support small  business in India are:

  (i) National Bank for Agriculture and Rural Development (NABARD): 
   (a) This bank was established in the year 1982 with the main aim to promote rural development. It has 

designed and implemented many strategies and schemes for the development of rural business. 

   (b) Besides agriculture, it supports cottage and rural industries and rural artisans by offering counselling, 
consultancy services and easy credit facilities. 

   (c) It also organises training and development programmes for rural entrepreneurs.

  (ii) The Rural Small Business Development Centre (RSBDC) : 
   (a) This centre was established by the World Association for Small and Medium Enterprises. (WASME). 

NABARD sponsors this centre.

   (b) The main objective of this centre is to provide management and technical support to current and 
prospective entrepreneurs in rural areas.

   (c) Several programmes on rural entrepreneurship, mobile clinics and trainings, awareness and counselling 
camps, etc. have been organised by RSBDC in various villages.

  (iii) The National Commission for Enterprises in the Unorganised Sector (NCEUS) :  It was set up in September 
2004. Following are its main objectives : 

   (a) To create more employment opportunities particularly in the rural areas.

   (b) To increase the competitiveness of the small units in the emerging global environment.

   (c) To recommend measures for improving the productivity of small enterprises in the  informal sector.

  (iv) Rural and Women Entrepreneurship Development (RWED) :

   (a) The main objective of this development programme is to promote a conducive business environment 
and to build institutional and human capacities that will encourage the entrepreneurial initiatives of 
rural people and women.

   (b) To create a business environment in order to encourage initiatives from rural and women entrepreneurs.

   (c) To enhance human and institutional capacities needed to develop entrepreneurship ability and hence 
increase productivity.

  (v) World Association for Small and Medium Enterprises (WASME) It is the only International Non Governmental 
Organisation of micro, small and medium enterprises based in India, which set up an International 
Committee for Rural Industrialisation. Its aim is to develop an action plan model for sustained growth of 
rural enterprises.

 56. (i) Duty drawback scheme (ii) Export manufacturing under bond scheme

  (iii) Exemption from payment of sales tax/GST (iv) Advance licence scheme

  (v) Export promotion capital goods scheme    [or any other] 5

  Detailed Answer:
  Any five foreign trade promotion  measures and schemes undertaken by  the government of India to boost up  

foreign trade are explained below:

  (i) Department of Commerce: This department comes under the Ministry of Commerce, Government of India 
is the apex body responsible for formulating policies in the sphere of foreign trade, increasing commercial 
relations with other countries, state trading, export promotional measures and the development and 
regulation of certain export oriented industries and commodities.

  (ii) Export Promotion Councils (EPCs): These are non- profit organisations registered under the Companies 
Act or the Societies Registration Act. The basic objective of the export promotion councils is to promote and 
develop the country’s exports of particular products falling under their jurisdiction. 
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  (iii) Export Processing Zones (EPZs): Export processing zones are set up to/help the Indian exporters compete 
at international level. Following benefits are provided in EPZ : (a) Infrastructural facilities are created in the 
zone to manufacture the products at lower cost. (b) Custom clearance facilities are provided inside the zone.

  (iv) Special Economic Zone: Special Economic Zone can be defined as “A delineated Dutt free enclave and shall 
be deemed to be foreign territory for the purposes of trade operations and duties and tariffs”. Goods entering 
into SEZ are treated as export and goods coming out from SEZ are treated as imported goods.

  (v) Duty Exemption/Remission Schemes/ Duty Drawback: The import duty on raw materials used in export 
production is exempted to encourage export production. License is issued to avail the benefits of exemption. 
Under duty remission scheme the amount of import duty is refunded back if the inputs and raw materials are 
used in export production. Under the duty drawback scheme also, the custom and excise duty paid on raw 
materials and components used for export production are refunded back to the exporters.

  (vi) Brand Promotion and Quality Awareness: Quality is very important element in export. The Government of 
India aims to encourage exporters to adopt international quality standard in their production. Government 
gives assistance to exporters for modernisation of plant, upgradation of test houses and laboratories. 
Government is trying to make Made in India as a symbol of quality. Government has created an Indian 
Brand Equity Fund (IBEF) to support brand promotion and achieving world class quality and performance 
standards.

  (vii) Advance license scheme: Under this scheme, the exporter is allowed duty free supply of both domestic and 
imported inputs required for manufacturing export products. The advance license is made available to the 
exporters who export on regular basis and also to those who export on an ad hoc basis. 

  (viii) Export Promotion of Capital Goods Scheme: This scheme was introduced to encourage the import of 
capital goods for production of export goods. Under this scheme, the capital goods such as computer software 
system, machinery, technology, etc. can be imported at only 5% import duty. The condition for this import is 
that the firms importing these goods are subject to export of five times value of capital goods.

qqq
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