
UNIT – I: NATURE AND PURPOSE OF BUSINESS

CHAPTER-1
NATURE AND PURPOSE OF BUSINESS

Topic-1   Human Activities and Types of Economic Activities

Revision Notes

  Meaning of Human Activities: Human activities are directed towards performing certain tasks. 

  Types of Human Activities:
  l Economic activities: Economic activities refer to the human activities related to production and consumption 

of goods and services for economic gain.
  l Non-economic activities: Non-economic activities are the activities performed with the aim of achieving 

goals other than earning profit, such as social service.

  Distinction between Economic and Non-economic Activities: 

S. No. Basis Economic Activities Non-economic Activities

1. Meaning Economic activities refer to the human 
activities related to production and 
consumption of goods and services 
for economic gain

Non-economic activities are the activities 
performed with the aim of achieving goals 
other than earning profit, such as social 
service.

2. Money measurement Measured in monetary terms Lack of money measurement

3. Motive Creation of wealth and assets Satisfaction and happiness

4. Approach Pragmatic Idealistic

5. National Income Adds value to national income Does not affect national income

6. Example A worker working in a factory A housewife cooking food for the family

  Types of Economic Activities:
  l Profession: A profession refers to those economic activities which require the application of specialized 

knowledge and skills. It includes certain guidelines and code of conduct which every professional must 
follow.

  l Business: Business may be defined as an activity concerned with the production and exchange of goods and 
services with the objective of earning profits.

  l Employment: When a person undertakes to render personal service under an agreement of employment, he/
she is said to be in service or employment.

  Distinction between Profession, Business and Employment:

S. No. Basis Business Profession Employment

(i) Basic objective Earning profit Rendering specialized 
services

Rendering personal 
services

(ii) Qualification No minimum qualification Specialized qualification As per requirement

(iii) Remuneration Profit Fees Salary

(iv) Risk Highest Comparatively lower Lowest

(v) Capital required Comparatively higher Comparatively lower No capital required
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  Business:
  Business refers to any occupation in which people are regularly engaged in any activity to earn profits.

  Characteristics of a Business:
  l An economic activity: Business is an economic activity which includes the purchase and sale of goods 

or rendering of services with the aim of earning profits. Its primary concern is profitability and not the 
achievement of social and emotional objectives.

  l Production or procurement of goods and services: Before offering goods to people for consumption, they 
must either be produced or procured by business enterprises. Business enterprise converts the raw material 
into finished goods. Organizations also procure finished goods and services from the producers to meet the 
needs of the customers in the market.

  l Sale or exchange of goods and services for the satisfaction of human wants: Every business activity involves 
transfer or exchange of goods and services to earn value. Producing goods for the purpose of personal 
consumption is not included in business activity.

  l Dealings in goods and services on a regular basis: Every business, rendering either goods or services should 
deal on a regular basis. One time sale is not considered as a business activity.

  l Profit earning: No business can survive for long without earning profit. The primary purpose to conduct any 
business is to earn profits.

  l Uncertainty of return: The possibility of earning profit or loss is very uncertain and can’t be anticipated by 
the entrepreneur. Every business invests capital to earn profits, but the amount is uncertain. He may also 
incur losses.

Key Words

  National Income: National Income is the sum total of factor incomes earned by normal residents of a country.
  Business Risk: Business risk may be defined as possibility of loss or inadequate profits due to some unforeseeable, 

unpredictable and unfavourable events.
  Entrepreneur: Entrepreneur is a person who perceives business opportunities quickly, synthesizes the available 

information and analyses emerging patterns that escape the attention of other people.
  Profit: Profit is the reward earned by an entrepreneur for taking risk.

Topic-2 Classification of Business Activities

Revision Notes

  Business activities can be classified into two categories:
  (i)  Industry

  (ii) Commerce

  (i)   Industry: Industry implies the economic activities that are associated with the conversion of resources into 
goods that are ready for use.

  l On the basis of Activities:

  (a)  Primary Industry: The primary industry includes those activities through which the natural resources are 
used to provide raw materials to other industries.

  (b)  Secondary Industry: The secondary industry consists of those businesses that accept the finished products 
from the primary industry as raw material for manufacturing their products. E.g., Steel manufacturers use the 
iron ore extracted by mining companies as their raw material.

  l On the basis of Size:

   (a)  Manufacturing Enterprises: The Manufacturing Enterprise is defined in terms of investment in fixed asset 
i.e., Plant & Machinery
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Enterprises Investment in Plant & Machinery

Micro Enterprises It does not exceed `25 Lakh (Rupees Twenty-five Lakh).

Small Enterprises More than `25 Lakh (Rupees Twenty-five Lakh), but does not 
exceed `5 Crore (Rupees Five Crore).

Medium Enterprises More than `5 Crore (Rupees Five Crore), but does not exceed  
`10 Crore (Rupees Ten Crore).

Large Enterprises It is more than `10 Crore (Rupees Ten Crore).

  (b)  Service Enterprises: The Service Enterprise is defined in terms of investment in equipment:

Enterprises Investment in Equipment

Micro Enterprises It does not exceed `10 Lakh (Rupees Ten Lakh).

Small Enterprises More than `10 Lakh (Rupees Ten Lakh)
but does not exceed `2 Crore (Rupees Two Crore).

Medium Enterprises More than `2 Crore (Rupees Two Crore)
but does not exceed `5 Crore (Rupees Five Crore).

Large Enterprises It is more than `5 Crore (Rupees Ten Crore).

  Role of small business in India is as follows:
 l  Major portion in industrial units: About 95% of the industrial units in the country consists of small industries 

and 40% of the total industrial output is contributed by these industries.
 l  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.
 l  Quick decisions: Small size of the organizations enables the business firms to take quick and timely decisions 

and to capture new business opportunities at the right time.
 l  Good personal relations: Inherent strengths like adaptability and personal touch enable the small scale 

industries to maintain good personal relations with both the customers and the employees.
 l  Simple and flexible production techniques: Simple and flexible production techniques are used by these 

enterprises which make them very much suitable for customized production.
  (ii)  Commerce: It includes all those activities that are concerned with moving goods and services from producers 

to consumers.
  Nature of Commerce:
 (i)  Economic activities are taken up with a motive to earn profits. Commerce deals with those activities that are 

undertaken for profit.
 (ii) Commerce involves an exchange of goods and services for profit.
 (iii)  The motive for undertaking trading activities is to earn profit. Profit is an incentive or reward for undertaking 

commercial activities. Any activity which does not have the incentive of profit will not be a part of commerce.
 (iv) Commerce creates place and time utility in goods.
  Functions of Commerce:
 (i) Commerce removes the hindrance of person.
 (ii) Transportation removes hindrance of place.
 (iii) Storage and warehousing activities remove the hindrance of time.
 (iv) Insurance reduces hindrance of risk.
 (v) Banking removes hindrance of finance.
  Commerce includes two types of Activities:
 (i)  Trade: Refers to buying and selling of goods and services with the objective of earning profit. It is classified 

into two categories:
  (a) Internal Trade: Takes place within a country; internal trade is classified into two categories:
  (1)  Retail trade
   (2)  Wholesale trade
  (b) External Trade: Between two or more countries; external trade can be classified into three categories:
  (1)  Import Trade
  (2)  Export Trade
  (3)  Entrepot Trade (Re-exporting imported goods with or without processing or re-packaging them 

again. This type of trade occurs at duty-free ports.)
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 (ii)  Auxiliaries to Trade: All those activities that help in removing various hindrances which arise in connection 
with the production and distribution of goods are called auxiliaries to trade.

  Examples: banking, insurance, warehousing, advertising, etc.
   Relationship between Commerce, Trade and Industry: Industry, commerce and trade are closely related to each 

other in a number of ways:
 (i)  Industry is related to the production of goods and services and commerce helps to distribute the goods and 

services produced by the industry to the final consumer.
 (ii)  Industry and commerce are interdependent on each other. They cannot survive in isolation as both are vital 

for each other. Commerce will be of no use in the absence of industry and industry cannot survive in the 
absence of commerce. Commerce is a creator of place utility and time utility and serves as the backbone of 
industry, while industry provides the base for commerce.

 (iii)  Trade is an integral part of commerce. It refers to the sale and purchase of goods and services. It provides the 
ground for commerce to play its role. It not only provides support to industry but also maintains a smooth 
flow of commerce at the same time.

Key Words

  Retail Trade: Retail trade refers to sale of goods in small lots to the final consumers.
  Wholesale Trade: Wholesale trade refers to buying and selling of goods and services in large quantities for the 

purpose of resale or intermediate use.
  Export Trade: Trade which involves selling of goods and services across the boundaries of a nation.
  Import Trade: Buying of goods and services from foreign countries.

Topic-3 Business Objectives and Role of Profit in Business

Revision Notes

  Business Objectives may be classified as:
  (i)  Economic Objectives: Economic objectives of business refer to the objective of earning profit and also 

other objectives that are necessary to be pursued to achieve the profit objective, which include creation of 
customers, regular innovations and best possible use of available resources.

  (ii)  Social Objectives: Social objectives are those objectives of business, which are desired to be achieved for the 
benefit of the society. Since business operates in a society by utilizing its scarce resources, the society expects 
something in return for its welfare. No activity of the business should be aimed at giving any kind of trouble 
to the society.

  (iii)  Human Objectives: Human objectives refer to the objectives aimed at the well-being as well as fulfilment 
of expectations of employees as also of people who are disabled, handicapped and deprived of proper 
education and training. The human objectives of business may thus include economic well-being of the 
employees, social and psychological satisfaction of employees and development of human resources.

  (iv)  National Objectives: Business activities should be conducted keeping these goals of the country in mind, 
which may be called national objectives of business. They may be to provide employment opportunities to 
its citizens, become self-sufficient in production of goods and services, promote social justice, etc.

  Role of Profit: 
  Profit is gain, usually expressed in monetary terms. It is the difference between the amount earned and the 

amount spent in buying, operating, or producing something, or providing services. The role of profit in business 
can be clear from the function it plays:

 (i)  It is the most important source of income and provides livelihood for the businessman. Everyone has to 
satisfy his needs and hence no one is expected to undertake business activities without any earnings for the 
same.

 (ii)  Profit is a source of finance for expansion and diversification of business activities.
 (iii)  Profit is required for efficient and smooth functioning of the business. It is considered as a barometer for 

judging the performance of the business.

  qqq
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UNIT – 2: FORMS OF BUSINESS ORGANISATIONS

CHAPTER-2
FORMS OF BUSINESS ORGANISATIONS

Topic-1 Introduction to Business Organisations and 
Sole Proprietorship

Revision Notes

  Types of Business Organisations : 
  There are different types of Business Organisations which are classified on sector basis – Private sector, Public 

sector and Joint sector.
  l Private sector : Private sector consists of business organisations owned and managed by private entrepreneurs.
  l Public sector : Public sector consists of business organisations owned and managed by government.
  l Joint sector : Joint sector consists of business organisations owned and managed jointly by private 

entrepreneurs and government. It is also known as Public-Private Partnership.

  Public-Private Partnership : 
  Public-Private Partnership refers to the involvement of private sector in the Government projects aimed at public 

benefit in the form of management expertise and monetary contribution. 
  Examples : transport infrastructure such as highways, airports, railroads, bridges, and water and wastewater 

facilities, sanitation, etc.

  The following are the main features of PPP : 
  (a)  PPPs are related to high priority government planned projects.
  (b)  Main objective of PPPs is to combine the skills, expertise and experience of both public and private sectors to 

deliver high quality services.
  (c)  PPPs divide the risk between public and private sectors.
  (d)  The government remains accountable for the quality and costs of the services.
  (e)  PPPs are used in the government projects aimed at public benefit.
  (f)  PPPs projects lead to faster implementation and reduced life cycle costs.

  Comparison of Private, Public and Joint Sectors : 

Basis Private Sector Public Sector Joint Sector

Ownership By private entrepreneurs By government Jointly by private entrepreneurs 
and government

Objective Maximisation of Profit Social welfare and balanced 
economic development

Providing public utilities

Management By private entrepreneurs By government By private entrepreneurs and 
government

Capital Raised by private entrepreneurs 
through shares and loans

Contributed by government Contributed by private 
entrepreneurs and government

Area of 
operation

In all areas having prospect of 
good return on investment

In basic industries and services In infrastructure and public 
utilities

  Sole Proprietorship : 
  Sole Proprietorship means a business owned, financed and controlled by a single person who is recipient of all 

profits and bearer of all risks. Sole proprietor is also referred to as a sole-trader.
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  l Objectives : 
   The main objective of a sole proprietor is to run a business and earn profit. Based on his interests and the 

availability of surplus funds, a sole proprietor creates self employment opportunities to earn income and 
wealth.

  l Features : 
  (i)  Single ownership : It is wholly owned by one individual.
  (ii)  Control : Sole proprietor has full power of decision-making.
  (iii)   No Separate Legal Entity : Legally there is no difference between business and businessman.
  (iv)  Formation and closure: There are very less legal formalities required to start a sole proprietorship.
 (v)  Unlimited liability: The sole proprietor has unlimited liability. He is personally responsible for the 

payment of all the debts.

  l Merits : 
   (i) Easy to start and close : It can be easily started and closed without any legal formalities.
   (ii)  Quick decision-making : A sole trader is not required to consult or inform anybody about his decisions.
   (iii) Secrecy : He is not expected to share his business decisions and secrets with anybody.
   (iv)  Minimum Government Regulation : Business is free from government regulations. No government 

interference in the day-to-day functioning of business.
   (v)  Flexibility of operations : A sole trader business is usually small in size and simple in structure. It can be  

  adjusted easily whenever necessary. The proprietor can easily expand or reduce business operations 
to suit the changing conditions in the market; or change or modify line of business whenever 
necessary.

  l Demerits : 
   (i)  Limited financial resources : Funds are limited to the owner’s personal savings and his borrowing 

capacity.
   (ii)  Limited managerial ability : Sole trader can’t be good in all aspects of business and he can’t afford to 

employ experts also.
   (iii) Unlimited liability : It is sole trader compels him to avoid risky and bold business decisions.
   (iv)  Uncertain life : Sole proprietorship is dependent on the life of the proprietor. Business may come to a 

standstill due to the illness, insolvency and death of the proprietor.
   (v)  Limited scope for expansion : Due to limited financial and managerial resources, there is little scope for 

expansion and growth. In the absence of large scale operations it cannot take advantage of economics of 
scale.

Topic-2 Partnership

Revision Notes

  Partnership is a voluntary association of two or more persons who agree to carry on some business jointly and 
share its profits and losses.

 l Features : 
 (i)  Two or more persons : There must be at least two persons to form a partnership. The maximum no. of 

persons allowed is 100.
 (ii) Agreement : It is an outcome of an agreement among partners which may be oral or in writing.
 (iii)  Decision-making and control : Every partner has a right to participate in management and decision-

making of the organization.
 (iv) Unlimited liability : Partners have unlimited liability.
 (v) Profit sharing : There should be an agreement among the partners to share the profits of the business.
 (vi)  Non-transferability of shares : A partner cannot transfer his share of interest to others without the 

consent of the other partners.
 l Merits : 

 (i) Ease of formation and closure : It can be easily formed. Only an agreement among the partners is 
required.
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 (ii) Larger financial resources : There are more funds as capital is contributed by number of partners.
 (iii)  Sharing of risks : In it, risk gets distributed among partners which reduces anxiety, burden and stress on 

individual partner.
 (iv) Skill and talent : Talented persons may be taken as partners. More skill and talent will be available.
 (v)  Division of labour : Division of labour can be introduced which increases the efficiency in the 

management. One partner may take care of purchases, another sales, a third accounts and so on.
 (vi)  Maintenance of secrets : Partnership firms are not required to publish their accounts and submit the  

reports. Hence, the confidentiality of the information is maintained.
 (vii)  Incidence of tax : Compared with company form of organization the tax payable on the incomes of the 

partners will be less.

 l Demerits : 
 (i)  Limited resources : There is a restriction on the number of partners and hence capital contributed by 

them is also limited.
 (ii) Unlimited liability : The liability of partners is unlimited and they are liable individually as well as 

jointly.
 (iii)  Lack of continuity : Partnership comes to an end with the death, retirement, insolvency or lunacy of any 

of its partner.
 (iv)  No transferability of share : In a firm the partner cannot transfer his share of interest to others without 

the consent of the other partners.
 (v)  Lack of secrecy : It may not be possible to maintain secrecy in partnership because of the number of 

partners.
 (vi)  Internal conflicts : Differences and disputes among the partners are very common. These conflicts can 

harm the firm as a whole.
 (vii)  Misuse of assets : The partners may use the assets of the firm for their personal purposes. Misuse of 

assets is harmful to business interests.

 l Types of Partners : 
 (i)  General/Active Partner : Such a partner takes active part in the management of the firm.
 (ii)  Sleeping or Dormant Partner : He does not take active part in the management of the firm. Though he 

invests money, shares profits and losses and has unlimited liability, but still he does not take part in  the 
day to day activities of the business. 

 (iii)  Secret Partner : He participates in business secretly without disclosing his association with the firm to 
general public. His liability is also unlimited.

 (iv)  Nominal Partner : Such a partner only gives his name and goodwill to the firm. He neither invests 
money nor takes profit but his liability is unlimited.

 (v)  Partner by Estoppel : He is the one who by his words or conduct gives impression to the outside world 
that he is a partner of the firm whereas actually he is not. His liability is unlimited towards the third 
party who has entered into dealing with firm on the basis of his pretention.

 (vi)  Partner by holding out : He is the one who is falsely declared as the partner of the firm, whereas,  
actually he is not and even after becoming aware of it, he does not deny it. His liability is unlimited 
towards  the party who has entered into dealing with firm on the basis of this declaration.

 l Types of Partnerships : 
  On the basis of agreement among partners : 

 (a)   Partnership at Will : When a partnership firm is formed at the will of partners to carry on business  
without specifying any period of time, it is known as partnership at will.

 (b)  Partnership for a fixed period : Such a partnership firm is constituted for a specified period. With the 
expiry of this period, the partnership comes to an end.

 (c)   Particular Partnership : This types of partnership firm is constituted to undertake a specific project or venture.
  On the basis of nature of liability of partners : 

 (a)   General Partnership : In general partnership, liability of all partners is unlimited. The partners have 
right to participate in management of the firm and their acts are binding. Its existence is affected by the 
death, lunacy or retirement of the partners.

 (b)  Limited Partnership : In limited partnership, the liability of at least one of the partners is unlimited 
whereas the  rest of the partners can have limited liability. The limited partners do not have the right to 
participate in the management  of the firm and their acts are not binding  on the firm. Its existence is not 
impacted by the death, lunacy or insolvency of the limited partners.
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 l Partnership Deed : 
   The written agreement which specifies the terms and conditions of the partnership is called the partnership 

deed. It generally includes the following aspects :
 (i) Name of the firm
 (ii) Nature of business and Location/Address of the firm
 (iii) Duration of business
 (iv) Investment made by each partner
 (v) Profit sharing ratio of the partners
 (vi) Terms relating to Salaries, Drawings, Interest on capital and Interest on drawings, of partners
 (vii) Duties and obligations of partners
 (viii) Terms governing admission, retirement and expulsion of a partner
 (ix) Preparation of accounts and their auditing
 (x) Method of solving disputes
 (xi) Procedure for dissolution of firm

 l Registration of Partnership : 
   Registration is not compulsory, it is optional. But it is always beneficial to get the partnership firm registered. 

The consequences of non-registration of a firm are as follows : 
 (i) A partner of an unregistered firm cannot file suit against the firm or other partners.
 (ii) The firm cannot file a suit against third party.
 (iii) The firm cannot file a case against any partner.

  Benefits of Registration of a partnership firm : 
 l It provides a conclusive proof of the existence of the firm or co-partners to enforce their rights.
 l The firm can file suit against any partner to enforce its rights.
 l The firm can file suit against third parties to enforce its rights.

  Comparison between Sole Proprietorship and Partnership : 

S. No. Basis Sole Proprietorship Partnership

(i) Owner Known as sole trader or sole proprietor Individually known as partners and 
collectively known as firm

(ii) Maximum members Only one 100 partners

(iii) Liability Borne by the proprietor only Shared by the partners

Key Words

  Unlimited Liability : The owner is personally responsible for payment of debts in case the assets of the business 
are not sufficient to meet all the debts.

  Proprietor : A person who owns and manages the business.

Topic-3 Joint Stock Company

Revision Notes

  Meaning : Joint stock company is a voluntary association of persons having a separate legal existence, perpetual 
succession and common seal. Its capital is divided into transferable shares.

  l Features : 
 (i)  Separate Legal Existence : It is created by law and it is a distinct legal entity independent of its members. 

It can own property, enter into contracts, file suits in its own name.
 (ii)  Perpetual Existence : Death, insolvency and insanity or change of members has no effect on the life of 

a company. It can come to an end only through the prescribed legal procedure.
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 (iii)  Limited Liability : The liability of every member is limited to the nominal value of the shares bought by 
him or to the amount guaranteed by him.

 (iv)  Common Seal : It is the official signature of the company and it is affixed on all important documents 
of the company.

 (v)  Artificial Legal Person : A company is a legal entity that has been created by the statutes of law. Like 
a natural person, it can do certain things, like own property in its name, enter into a contract, borrow 
and lend money, sue or be sued, etc. But unlike them, it cannot breathe, eat, talk etc. therefore, it is an  
artificial person.

 (vi)  Incorporation : For a company to be recognized as a separate legal entity and for it to come into 
existence, it has to be compulsorily incorporated under the Companies Act, 2013 or any of the previous 
company laws.

 (vii)  Transferability of Shares : In a joint stock company, the ownership is divided into transferable 
units known as shares. In a public company the shares can be transferred freely; there are almost no 
restrictions.

  l Merits : 
 (i) Limited Liability : Limited liability of shareholders reduces the degree of risk borne by them.
 (ii) Transfer of Interest : Easy transferability of shares increases the attractiveness of shares for investment.
 (iii)  Perpetual Existence : Existence of a Company is not affected by the death, insanity, insolvency of a 

member or change of membership. Company can be liquidated only as per the provisions of the 
Companies Act.

 (iv)  Transferability of Shares : The shares of a company are transferable. Also, in the case of a listed public 
company they can also be sold in the market and be converted to cash.

 (v)  Effective and efficient management : A company usually has large resources and this allows them to 
hire the best talent and professionals.

  l Demerits : 
 (i)  Legal formalities : The procedure of formation of Company is very long, time consuming, expensive 

and require lots of legal formalities to be fulfilled.
 (ii)  Lack of secrecy : It is very difficult to maintain secrecy in case of public company, as company is required 

to publish and file its annual accounts and reports.
 (iii)  Lack of Motivation : Divorce between ownership and control; and absence of a direct link between 

efforts and reward lead to lack of personal interest and incentive.
 (iv)  Lack of Freedom : During its day-to-day functioning a company has to follow a number of laws, 

regulations, notifications, etc. It not only takes up time but also reduces the freedom of a company.

  Types of Companies
  (i) On the basis of incorporation, companies can be classified as :

 (a)  Separate Chartered companies: The companies which are incorporated under a special royal charter 
issued by the king or head of the state are called chartered companies.

 (b) Statutory companies: Companies which are formed by the special act of the parliament are called 
statutory companies.

 (c) Registered companies: Companies which are registered under the Companies Act, 2013 are called 
Registered  companies.

  (ii) On the basis of liability, a company can be classified into:
 (a) Company limited by shares: A company in which the liability of the members is limited to the extent 

of the value of their shares is called company limited by shares.
 (b) Company limited by guarantee: It is also called Guarantee company. In this type of company, the 

liability of members is limited to the amount of their contribution in the assets of the company in case 
of winding up of the company.

 (c) Unlimited company: In this company, liability of each member is unlimited and extends to their 
personal property. 

  (iii) On the basis of number of public interest:
 (a) Private company: A company which has a paid up capital of `1 lakh or higher and restricts to transfer 

its share to general public is called private company.
 (b) Public company: A company which has paid up capital of `7 lakh or higher and invites general public 

to subscribe its shares is called public company.
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  (iv) On the basis of nationality :
 (a) Foreign company: A company which is incorporated outside India but carries its business in India 

through its branches is called foreign company.
 (b) Indian Company: A company which is incorporated in India is called an Indian company. It should 

be registered under the provisions of the Indian Companies Act, 2013. Its registered office should be 
in India, though it may carry on the business outside India.

  (v) On the basis of control/ownership :
 (a) Government company: A company in which more than 51% or more of its paid up capital is held by 

Central government or state government is called government company.
 (b) Holding company: Any company that directly or indirectly holds more than 51% of the nominal 

value of the equity share capital of another company is called holding company of another company.

  l Formation of a Company : 
   Formation of a company means bringing a company into existence and starting its business. The steps 

involved in the formation of a company are : 
 (i) Promotion
 (ii) Incorporation
 (iii) Capital subscription
 (iv) Commencement of business

  Promotion : Promotion means conceiving a business opportunity and taking an initiative to form a company.

  l Steps in Promotion : 
 (i) Identification of Business Opportunity
 (ii) Feasibility Studies
 (iii) Name Approval
 (iv) Fixing up signatories to the Memorandum of Association
 (v) Appointment of professionals
 (vi) Preparation of necessary documents

  l Types of Promoters : 
   Promoters may be classified into the following types :

 (i) Professional promoters
 (ii) Occasional promoters
 (iii) Entrepreneur promoters
 (iv) Financial promoters

  l Role of a Promoter : 
 A promoter is a firm or person who does the preliminary work incidental to the formation of a company, 

including its promotion, incorporation, and flotation, and solicits people to invest money in the company, 
usually when it is being formed. An investment banker, an underwriter, or a stock promoter may, wholly or 
in part, perform the role of a promoter. Promoters generally owe a duty of utmost good faith, so as to not 
mislead any potential investors, and disclose all material facts about the company’s business.

  Incorporation : 
 Incorporation means registration of the company as body corporate under the Companies Act, 2013 and receiving 

Certificate of Incorporation.

  l Steps for Incorporation : 
 (i) Application for incorporation
 (ii) Filing of necessary documents :

  (a) Memorandum of Association
  (b) Articles of Association
  (c) Statement of Authorised Capital
  (d) Consent of proposed director
  (e) Agreement with proposed managing director
  (f) Statutory declaration
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 (iii) Payment fees
 (iv) Registration
 (v) Certificate of Incorporation

  l Certificate of Incorporation : After entering the name of the company in the register, the Registrar issues a 
‘Certificate of Incorporation’. This is called the birth certificate of the company.

  Commencement of Business : 
  To commence business, a public company has to obtain a Certificate of Commencement of Business. For this the 

following documents have to be filled with the registrar of the companies.
 (i) A declaration that 90% of the issued amount has been subscribed.
 (ii) A declaration that all directors have paid in cash in respect of allotment of shares made to them.

 (iii)   A statutory declaration that the above requirements have been completed and must be signed by the 
director of the company.

 (iv) Proof of the payment of requisite fees.

  Important Documents used in the Formation of a Company : 
  (i) Memorandum of Association : Memorandum of Association is the important document of a company. No 

company can be registered without a memorandum of association. It is called life-giving document.
   Contents of Memorandum of Association : 

 (a)  Name clause : This clause contains name of the company. It should not be similar to the name of another 
company.

 (b)  Situation clause : In this clause the name of the state in which the registered office of the company is to 
be situated is given.

 (c) Object clause : This clause defines the object for which company is formed.
 (d)  Liability clause : This clause limits the liability of the members to the amount unpaid on the share held 

by them.
 (e)  Capital clause : This clause specifies the maximum capital which the company will be authorized to 

raise.
 (f)   Association Clause : The association clause explains that any individual signing the bottom of the MOA 

wants to be part of the association that’s being formed by the memorandum. The MOA has to be signed 
by at least seven people or more if it’s a public company. It has to be signed by at least two or more 
people if it’s a private company. The signatures also have to be affirmed by witnesses.

  (ii)  Articles of Association : The articles of association are the rules for the management of the internal affairs of 
a company.

 The articles define the duties, rights and power of the officer and director of the company.

     Contents of the Articles of Association : 
     (a) The amount of share capital and different types of shares
     (b) Rights of each class of shareholder
     (c) Procedure for making allotment of shares
     (d) Procedure for issuing share certificates
     (e) Procedure for forfeiture and reissue of share
     (f) Procedure for conducting, voting and proxy
     (g) Procedure for appointment of director
     (h) Procedure for declaration of dividend
     (i) Procedure regarding alteration of share capital
     (j) Procedure regarding winding up of the company

  Difference between Memorandum and Articles of Association : 

S. No. Basis Memorandum of Association Articles of Association

(i) Status It is subordinate to the Companies Act. It is subordinate to the memorandum.

(ii) Major contents A memorandum must contain six 
clauses.

The articles can be drafted as per the 
choice of the company.
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(iii) Compulsory filing at the 
time of Registration

Required. Not required at all.

(iv) Validity The memorandum is the dominant 
instrument and controls articles.

Any provision, as opposed to a 
memorandum of association, is invalid.

(v) Objectives The memorandum contains the 
objectives and powers of the company.

The articles provide the regulations by 
which those objectives and powers are 
to be conveyed into impact.

  (iii) Prospectus : Prospectus means any document which invites the public to purchase shares and debentures of 
the company. It contains past history, present status and future prospects of the company.

   Contents of the Prospectus : 
 (a) Name, address and registered office of the company
 (b) The main object of the company
 (c) Authorized capital and types of share
 (d) The name and address of the directors
 (e) Names of the Bank, Brokers and underwriter
 (f) Merchant bankers to the issue

  l Statement in Lieu of Prospectus : The Statement in Lieu of Prospectus is a document filed with the Registrar 
of the Companies (ROC) when the company has not issued prospectus to the public for inviting them to 
subscribe for shares. The statement must contain the signatures of all the directors or their agents authorized 
in writing. The Statement in Lieu of Prospectus needs to be filed with the registrar if the company does 
not issue prospectus or the company issues prospectus; but because minimum subscription has not been 
received the company has not proceeded for the allotment of shares.

  Public Companies :  The public sector consists of various organizations owned and managed by central or state or 
by both governments. The Govt. participates in economic activity of the country through these enterprises.

  l Features : 
 (i) Capital is contributed by central or state or both governments.
 (ii) Public welfare or service is the main objective.
 (iii) Management and control are in the hands of government.
 (iv) Public Accountability : Books of accounts are published.
 (v) These are autonomous bodies with separate legal entity from the government.

  Private Companies :  The private sector is the part of the economy that is run by individuals and companies 
for profit and is not state controlled. Therefore, it encompasses all for-profit businesses that are not owned or 
operated by the government.

  l Features : 
 (i)  Private Ownership and Control : A private sector undertaking is fully owned and managed by private 

entrepreneurs or businessmen. It may have just one owner or more than one owner.
 (ii) Profit motive : The main purpose of Private sector enterprises is to earn profits.
 (iii)  No Government Participation : There is no government participation in such a form of business 

organization.
 (iv)  Transferability of shares restricted : Private companies cannot freely transfer their shares to the public 

like public companies.
 (v)  Private Limited : All private companies must include the words ‘Private Limited’ or ‘Pvt. Ltd.’ in their 

names.

  l Privileges of a Private Company : A private company enjoys several exemptions and privileges under the 
Companies Act. Some of these privileges are given below : 

 (i)  A private company can be started by two persons only, whereas seven persons are required to start a 
public company.

 (ii)  A private company can commence business immediately after its incorporation. It is not required to 
obtain the certificate of commencement of business.

 (iii)  A private company is not required to issue or file a prospectus or statement in lieu of prospectus with 
the Registrar of Companies.

 (iv)  A private company is not required to hold a statutory meeting or to file statutory report with the 
Registrar.
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 (v)  A private company can have only two directors. It is exempted from restrictions relating to the 
appointment, reappointment, retirement, and remuneration etc., of managerial personnel.

  Difference between Public company and Private company : 

S. No. Basis Public Company Private Company

(i) Minimum members 7 2

(ii) Maximum members Unlimited 200

(iii) Statutory Meeting Compulsory Optional

(iv) Sale of shares Can sell registered shares to the general 
public.

Can sell its own privately held shares to 
few investors.

(v) Traded on Shares are traded on stock exchange. Shares are traded between few private 
investors.

(vi) Commencement of 
business

Business is started after receiving 'certifi-
cate of commencement of business' 

Business is started after receiving 'certifi-
cate of incorporation'

  l Global Enterprises: Multinational Company/Global Enterprise may be defined as a company that has 
business operations in several countries by having its factories, branches or offices in those countries. But 
it has its headquarters in one country in which it is incorporated. Examples of Indian MNCs: Aditya Birla 
Group, Hero Corp, Dabur, Bajaj, ONGC, Parle-Agro, Wipro, etc.

 Features
 (i)  Huge Capital Resources: MNCs possess huge capital resources and they are able to raise lot of funds 

from various sources.
 (ii) International Operations: MNCs have production, marketing and other facilities in several countries.
 (iii) Centralized control: MNCs have headquarters in their home countries from where they exercise control 

over all  branches and subsidiaries. It provides only broad policy framework to them and there is no 
interference in their day to day operations.

 (iv) Use of sophisticated technology: These enterprises possess technological superiority in their methods 
of production. They are able to conform to international standards and quality specifications. They 
invest in latest technology and keep updating to stay ahead of competition. 

 (v) Marketing Strategies: The marketing strategies of global companies are far more effective than other 
companies. They use aggressive marketing strategies in order to increase their sales in a short period. 
They posses a more reliable and up-to date market information system. Their advertising and sales 
promotion techniques are normally very effective.

 Merits
 (i) Access to consumers is one of the primary advantages that the MNCs enjoy over companies with 

operations limited to smaller region.
 (ii) The investment level, employment level, and income level of the country increases due to the  operation 

of MNCs.
 (iii) The industry gets latest technology from foreign countries through MNCs which help them improve 

on their technological parameter.
 (iv) MNCs help in improving the R&D for the economy.
 (v) MNCs Provide employment opportunity, training, talent promotion to local population.
 (vi) Diversification of products and markets is possible because of MNCs.
 (vii) MNCs provide standard operating practices for employees, vendors and suppliers.
 (viii) Multinational companies reduce the need for foreign aid and also undertake Corporate Social 

Responsibility activities.
 Demerits
 (i) Multinational companies also face issues pertaining to the intellectual property that is not always 

applicable in case of purely domestic firms.
 (ii) As the operations of the MNCs are widely spread across national boundaries of several countries, they 

may result in a threat to the economic and political sovereignty of host countries.
 (iii) MNC’s products sometimes lead to the killing of the domestic company operations. The  MNCs 

establish their monopoly in the country where they operate thus killing the local businesses which exist 
in the country.

 (iv) They may end up forming absolute monopolies dictating demand and supply and stifling competition.
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 (v) Multinational corporations can cause harm to the environment. Most developing countries do not 
have the same level of  regulation and oversight that the developed world maintains to protect the 
environment.

 (vi) Profits often go back to the multinational company instead of staying in the local market. This doesn’t 
help the local  economy.

 (vii) Multinational corporations remove raw materials from the local economy. Once the raw materials are 
used up, they may abandon the project affecting local population and jobs.

Key Words

  Share Capital : Part of capital, raised by issue of shares.
  Registrar of the Companies : The Registrar of Companies (ROC) is an office under the Indian Ministry of 

Corporate Affairs that deals with administration of the Companies Act, 1956 and Companies Act, 2013. 
  Merchant Banker : As per SEBI rules, a merchant banker refers to, “any person who is engaged in the 

business of issue management either by making arrangement regarding buying, selling or subscribing to 
securities or acting as manager, consultant or rendering corporate advisory services in relation to such issue  
management”.

  Underwriter : A bank or other financial institution that pledges to buy all the unsold shares in an issue of new 
shares.

Topic-4 Public Sector Undertakings

Revision Notes

  Public sector undertaking is one which is owned and managed by the Government at national, state or local level.

  Features : 
  l  Government Ownership : It is owned by Government which may be at Central level, state level or local level.
  l  Government Control : The control of the public sector undertaking is in the hand of the Government concerned.
  l  Government Financing : Major financial resources in the form of owners’ contribution to capital are provided 

by the Government.
  l  Service Motive : In place of usual profit motive of business, public sector undertakings have service motive to 

serve the public cause and development of economy.

  Objectives of PSUs in Economics : 
  l Promoting rapid economic development with emphasis on creating and expanding infrastructure.
  l PSUs also aim at generating financial resources for the development of the economy.
  l Moreover, creating employment opportunities is one of the primary goals of PSUs.
  l Promoting balanced regional growth.
  l Encouraging and developing small scale and ancillary industries in India.
  l Accelerating export promotion.
  l Promoting redistribution of wealth and income.

  Role of Public Sector Undertakings : 
 (i)  Development of Infrastructure : The infrastructure consists of services like transportation, communication, 

irrigation etc. The infrastructure is considered as the backbone of economic growth. So government sets up 
various public sector enterprises to undertake the task of developing infrastructure of the country.

 (ii)  Regional Balance : The government tries to locate new public sector enterprises in the backward areas so 
that the people of that area can get opportunity to work and these can also be developed to ensure balanced 
regional development.

 (iii) Economics of Scale : Public sector industries require large base to function economically which was only 
possible with government resources and large scale production.

 (iv)  Check over Concentration of Economic Power : The public sector can invest heavily to set large industries 
and thus income does not go in a few hands of private sector but it gets shared by a large number of 
employees and workers. This prevents concentration of wealth in private sector.
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 (v) Import Substitute : These enterprises are making us self-reliant and saving huge amount of foreign exchange.

  Criticism of Public Sector Undertakings : 
 (i)  Delay in Completion : Public enterprises take long periods for completion. The delay may be due to non-

release of funds in time, too much time taken in completing the task etc.
 (ii)  Faulty Evaluation : Public enterprises are sometimes set up on political considerations. There are no clear 

cut objectives and everything is done in a hurry. The projects are not properly evaluated on sound industrial 
principles.

 (iii)  Heavy Overhead Costs : Public enterprises spend heavy amounts on unproductive expenses. Large 
amounts are first spent on providing housing facilities and other amenities to employees even before the 
unit starts production. This takes away a large chunk of investments and the project suffers from financial 
difficulties.

 (iv)  Inadequate Returns : The past experience in India shows that public enterprises have failed to earn a fair 
return on investments. In spite of many privileges enjoyed by these units many of them are either running 
on losses or are earning inadequate returns as compared to investments.

 (v)  Political Interference : There is frequent interference in working of such units from politicians. The 
members of party in power try to influence the policies of public enterprises. These units are not allowed 
to be run on sound business policies.

 (vi)  Inefficient Management : The important posts in public enterprises are occupied by those who have no 
business experience but have political support. Such leaders are not able to inspire and motivate employees 
in improving their performance.

 (vii)  Lack of Manpower Planning : Public sector units employ persons disproportionate to their needs. The jobs 
are created to fulfil employment goals of the government and not as the needs of the organisation. Over 
staffing of these units brings inefficiency and lethargy.

 (viii)  More Labour Problems : Public sector enterprises face more labour problems compared to private sector 
units. The main reason is more expectations of employees from government run units.

  Forms of Public Sector Undertakings : 
Government Company : A government company is a company in which not less than 51% of the paid up share 
capital is held by the central government or state government or jointly by both.

  l Features : 
(i) It is registered or incorporated under Companies Act.
(ii) It has a separate legal entity.
(iii) Management is regulated by the provisions of Companies Act.
(iv)  Government company enjoys autonomy and flexibility in internal operations. It has its own rules and 

regulations. It must follow the provisions of the Companies Act.
(v)  Government company hires its own employees. Their salaries and facilities are as per Company Rules.
(vi) It is accountable to public through audited books presented in the parliament.

  l Merits : 
(i)  It can be easily formed as per the provisions of Companies Act. Only an executive decision of government  

is required.
(ii) It enjoys autonomy in management decisions and flexibility in day-to-day working.
(iii) It can appoint professional managers on high salaries.
(iv) More autonomy to own charter, arrange finance, employ personnel, manage day-to-day affairs.
(v)  Employees are not civil servants waiting for orders. The company can take quick decisions and cater to 

customers.
  l Demerits : 

(i) It suffers from interference from government officials, ministers and politicians.
(ii)  It evades constitutional responsibility, which a company financed by the government should have, as it is 

not directly answerable to parliament.
(iii) Lack of professional management as directors are appointed by the government.
(iv)  The directors and executives do not take initiative or risk, expand products or markets and innovate as 

they fear criticism.
  l Departmental Undertaking
   These are established as departments of the ministry and are financed, managed and controlled either by 

central government or state government.
   Examples: The Indian Railways are managed by the Ministry of Railways, Post and Telegraph services are run 

as a department, in the Ministry of Communication.
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   Features
(a) No Separate Entity: It has no separate legal entity.
(b) Finance: It is financed by annual budget allocation of the government and all its earnings go to government 

treasury.
(c) Accounting and Audit: The government rules relating to audit & accounting are applicable to it.
(d) Management and Control: Such undertakings are managed by the civil servants of the Indian government.
(e) Lack of Flexibility: It has no flexibility in internal operations. It must follow government directions and  

procedures.
(f) Staffing: Departmental undertaking is staffed by civil servants. These employees are recruited by Public 

Service  Commission. Their terms and conditions are as per government rules.
(g) Public Accountability: Departmental undertaking is accountable to the parliament.
Merits
(a) It is more effective in achieving the objective laid down by government as it is under the direct control of 

the government.
(b) It is a source of government income as its revenue goes to government treasury.
(c) It is accountable to parliament for all its actions that ensures proper utilization of funds.
(d) It enjoys direct control of the government. So, it is used for the welfare of the people.
(e) Suitable for Public Utilities and Defence Industries.
(f) Government departments, being directly under the control of concerned ministry, are in a position to 

keep the secrets intact. This is very important for national security.
Demerits
(a) It suffers interference from ministers and top officials in their working.
(b) It lacks flexibility which is essential for smooth operation of business.
(c) It suffers from red tapism in day to day work.
(d) Departmental organisations suffer from lack of initiative and motivation. Promotions are seniority based 

rather than merit based.
(e) Department has no power to utilise its resources for maximizing the profits. Political considerations weigh 

more than the sound economic and commercial considerations.
(f) Under departmentalism, the officials rarely care for this important aspect of business and are generally 

negligent towards the needs of the consumers.
  l Public Corporations
   It is established under a special Act passed in parliament or state legislative assembly. Its objectives, powers 

and functions are clearly defined in the Statute /Act.
   Examples: Life Insurance Corporation of India, the Indian Airlines, the Air India International, Oil and Natural 

Gas Corporation etc.
Features
(a) It is established under a special act which defines its objects, powers and functions.
(b) It has a separate legal entity.
(c) It is managed by the Board of Directors appointed or nominated by government.
(d) Public Corporation is wholly owned by the State/ Central Government.
(e) Except for appropriation to provide capital or to cover the losses, the public corporations are usually 

financed independently. They prepare their own budgets and have the power to retain their earnings.
(f) A corporation is expected to behave commercially in the same manner as a private enterprise  i.e. they are 

supposed to function efficiently on sound commercial principles.
Merits
(a) Internal Autonomy: It enjoys a good deal of autonomy in its day to day operations and is free from 

political interference.
(b) Quick decisions: It can take prompt decisions and quick actions as it is free from the prohibitory rules of 

the government.
(c) Parliamentary control: Their performance is subject to discussion in parliament which ensures proper 

utilisation of public funds.
(d) Free from Red-tapism: It can also adjust its policies according to the changing business conditions and take 

prompt actions. Thus, it is free from the evils of red-tapism associated with the departmental organization.
(e) Its principal motive is service. Hence, the interests of the consumers are well protected.
(f) The public corporations can raise funds very easily from various sources. The investing public also readily  

subscribes to the shares floated by them. 
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Demerits
(a) In reality, there is not much operational flexibility. It suffers from lot of political interference.
(b) Usually they enjoy monopoly in their field and do not have profit motive due to which their working 

turns out to be inefficient.
(c) Where there is dealing with public, rampant corruption exists.

Key Words

  Overhead Cost : Overhead costs refer to all indirect expenses of running a business.
  Economic Development :  Economic development is the growth of the standard of living of a nation's people 

from a low-income (poor) economy to a high-income (rich) economy. 
  Financial Autonomy : Freedom to take financial decisions without any dependence on government’s budget 

and complete right to use the surplus in desired manner.
  Managerial/Operational Autonomy : Freedom to takes managerial decisions to run the business without any 

constitutional or legal restriction and political interference.

Topic-5 Co-operative Organisations

Revision Notes

A co-operative is an autonomous association of persons united voluntarily to meet their common economic, social, and 
cultural needs and aspirations through a jointly-owned and democratically controlled enterprise.

  Features of Co-operative Organisation : 
 (i) Voluntary membership by interested, like-minded persons. 
 (ii)  The membership of a co-operative organisation is open to all irrespective of race, colour, creed, caste, or 

sex. Members can be expelled for not adhering to rules or misbehaviour. 
 (iii)  The finances of a co-operative society are contributed by members through the purchase of shares. 
 (iv)  Like company organisation, a co-operative society may be organized on the basis of either limited or 

unlimited liability. 
 (v)  Democratic control : The business of co-operative society is generally managed by a committee elected by 

the members at annual general meeting. 
 (vi)  The surplus (i.e., profit after limited interest has been paid on capital) of a co-operative society is not 

distributed to the members in the ratio of their capital contribution or in an agreed ratio. 
 (vii)  A co-operative society is formed with the basic objective of providing useful services — be it credit, 

consumption of goods, or input resources — to its members and the society. 
 (viii)  Registration and legal status : Registration of a co-operative is optional. In India, co-operatives  

may be registered under the Co-operative Societies Act, 1912, or relevant State Co-operative Societies 
Acts.

  Types of Cooperative Societies: The main types of cooperative societies are given below:
 (a) Consumers’ Cooperative Societies: The consumer cooperative societies are formed to protect the interests 

of consumers. Consumers’ cooperatives are formed by the consumers to obtain their daily requirements 
at reasonable prices. Such a society aims at eliminating the middlemen to achieve economy in operations.

 (b) Producers’ Cooperatives: These societies are set up to protect the interest of small producers. Producers or 
industrial cooperatives are voluntary associations of small producers and artisans who join hands to face 
competition and increase production. They aim to enhance the bargaining power of small producers.

 (c) Marketing Cooperatives: It is an association of independent producers who want to sell their output at  
remunerative prices. The output of different members is pooled and sold through a centralized agency to  
eliminate middlemen. The sale proceeds are distributed among the members in the ratio of their outputs.

 (d) Cooperative Farming Societies: These societies are established to protect the interests of farmers by 
providing better inputs at a reasonable cost. These are voluntary associations of small farmers who join 
together to obtain the economics of large scale farming. In India, farmers are economically weak and their 
land-holdings are small. Therefore, these societies play an important role in the development of these 
farmers.
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 (e) Housing Cooperatives: These societies are formed by low and middle income group people in urban 
areas to have a house of their own. Some housing societies acquire land and give the plots to the members 
for constructing their own houses

  Merits : 
 (i)  Easy formation : To form a cooperative what is required is to find 10 like-minded adults, few documents, 

small formalities and nominal expenses on formation. 
 (ii)  Democratic and economical management : The principle of ‘one man one vote’ makes the functioning of 

a co-operative society democratic. 
 (iii)  Limited liability : The liability of the members of a co-operative society is generally limited to the 

proportion of their capital contributions mentioned in the by-laws. 
 (iv)  Uninterrupted life : A co-operative society enjoys perpetual existence. The death, retirement, insolvency, 

or lunacy of a member does not bring the society to a close. 
 (v)  Equity : The surplus generated by the co-operative societies is distributed in an equitable manner among 

members. Therefore all the members of the co-operative society are benefitted. 
 (vi)  More Profits : Co-operative societies can deal directly with the producers and with the ultimate consumers. 

They are not dependent on middlemen and can save the profits enjoyed by the middlemen.

  Demerits : 
  The following are some of the disadvantages of Co-operative societies : 

 (i)  Limited Funds : Co-operative societies have limited membership and are promoted by the weaker 
sections. The membership fees collected is low. Therefore the funds available with the co-operatives are 
limited. 

 (ii)  Over reliance on Government Funds : Co-operative societies are not able to raise their own resources. 
Their sources of financing are limited and they depend on government funds. 

 (iii)  Limited Scale : A co-operative society cannot start its business on large scale as it produces the goods on 
small scale and its costs of production remains high. 

 (iv) Lack of Experience : The society cannot hire the services of the experts due to its limited resources. 
 (v)  Absence of Discipline : Every member of the society considers him the owner of the business so 

inefficiency takes place and business suffers a loss. 
 (vi)  Delay in Decisions : Generally a co-operative delays in making various decisions about the business. It 

becomes the cause of failure.
 (vii)  No Legal Pressure : The Co-operative Societies Act, 1925 is not comprehensive and contracts are not 

legally enforceable. 
 (viii)  No use of New Technology : The society cannot use the latest technology in producing the goods due to 

limited sources. So demand and profit remain low.

  qqq

UNIT – 3: SOCIAL RESPONSIBILITY OF BUSINESS 

AND BUSINESS ETHICS

CHAPTER-3
SOCIAL RESPONSIBILITY OF BUSINESS 

AND BUSINESS ETHICS

Revision Notes

  Concept of Social Responsibility :
  A business is a part of society. So, a business enterprise should do business and earn money in ways that fulfil the 

aspirations of the society. Thus social responsibility relates to the voluntary efforts on the part of the businessmen 
to contribute to the social wellbeing.
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  Need for Social Responsibility :
  (i)  Justification for Existence and Growth : Business is the creation of society therefore it should respond to the 

demands of the society.
  (ii)   Long term Interest of the Firm : A firm can improve its image and build goodwill in the long run when its 

highest goal is to ‘serve the society’.
  (iii) Avoidance of Government Regulations : Business can avoid the problem of government regulations by 

voluntarily assuming social responsibilities.
  (iv)  Maintenance of Society : Business is one of the important pillars on which society survives. It is the 

responsibility of business to take care of society’s needs. Law alone can’t help people with the issues they 
face.

  (v) Converting Problems into Opportunities : Business means risk and turning risky situations into profits can 
also be related to solving social problems.

   A business interacts with several interest groups such as shareholders, workers, consumers, government and 
community. The business is responsible to all these groups.

 (i) Responsibility towards Shareholders/Investors :
    (a) To ensure a fair and regular return on the investment of shareholders.
    (b) To ensure the safety of their investment.
    (c) To strengthen the financial position of the company.

 (ii) Responsibility towards Workers/Employees :
    (a) Providing fair compensation and benefits.
    (b) Providing good and safe working conditions.
    (c) To develop a sense of belongingness.

(iii) Responsibility towards Consumers :
    (a) To supply the promised quality of goods and services at reasonable prices.
    (b) To ensure regular and adequate supply of products.
    (c) To inform them about new products and new uses of existing products.

 (iv) Responsibility towards Government :
    (a) To pay taxes honestly.
    (b) To observe rules laid down by the government.
    (c) Corruption among the government employees should be avoided

 (v) Responsibility towards Community :
    (a) To create opportunities for employment.
    (b) To avoid polluting the environment.
    (c) To uplift the weaker sections of society.

  Role of Business in Environmental Protection :
  (i) Eco-friendly and clean or low waste technology should be used by industrial Organisations.
  (ii)  Industrial wastes should be recycled as far as possible.
  (iii)  Plant and machinery should be modernized to minimize pollution.
  (iv) The business houses should comply with the laws and regulations enacted for the prevention of pollution.
  (v) Positive steps should be taken to save the environment. These include plantation of trees, cleaning of rivers, 

ponds, etc.

  Business Ethics :
  It refers to the moral values or standards or norms which govern the activities of a businessman. By ethics, we 

mean the business practices which are desirable from the point of view of society. The purpose of business ethics 
is to guide the managers and employees in performing their jobs.

  Example : Company XYZ sells cereals with all-natural ingredients. The marketing department wants to use all-
natural ingredients as a selling point, but it must carefully consider the marketing strategy of the product versus 
the laws that govern labelling practices.

  Importance of Business Ethics :
  (i) Satisfying Basic Human Needs : Being fair, honest and ethical is one the basic human needs. Every employee 

desires to work for an organization that is fair and ethical in its practices.
  (ii)  Creating Credibility : An organization that is believed to be driven by moral values is respected in the society 

even by those who may have no information about the working and the businesses of the organization.
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  (iii)  Improving Decision-making : A person’s destiny is the sum total of all the decisions that he/she takes during 
the course of life. The same holds true for organizations.  Decisions must be driven by values.

  (iv) Attract Customers : The firms which are ethical and give consideration to being fair and honest tend to attract 
the customers and are able to boost their sales.

  (v) Increase Productivity : Strong business ethics make the employees want to stay with the business, reduces 
labour turnover and increases the productivity. It increases the commitment of the employees , reduce 
recruitment costs and enable the company to get the most talented employees. Costs and enable the company 
to get the most talented employees.

  (vi) Attract Investors : Ethical firms tends to attract investors and keep the company’s share prices high, thereby 
protecting the business from takeovers.

Key Words

  Legal Responsibility : Legal Responsibility is the legal obligation which is compulsory to be followed as per the 
provisions of the law.

  Opportunities : The favourable and positive trends which increase business profits and performance.
  Ethical Responsibility : This includes the behaviour of the firm that is expected by society but not codified in law.
  Business Environment : It is totality of all external forces with which the business interacts constantly but over 

which it does not have any control. The environment influences the business directly to a great extent.
  Pollution : The injection of harmful substances into the environment refers to pollution.

  qqq

UNIT – 4: EMERGING MODES OF BUSINESS

CHAPTER-4
EMERGING MODES OF BUSINESS

Topic-1 E-business

Revision Notes

  E-business : Electronic Business 
  It means conducting industry, trade and business using computer network 24 × 7 × 365 days a year.

  l Activities using E-business tools include :
  (i)   Trading of goods or services online, such as e-Procurement, primarily through the websites
  (ii)  Electronic retailing (e-Tailing)
  (iii)   Use of the Internet, intranets or extranets to conduct research and manage business activities
  (iv)  Website marketing
  (v)  Online communications, such as e-mail, and
  (vi)  Online training for staff (e-Learning)

  l E-business tools include :
  (i) Mobile phones
  (ii) Personal digital assistants (PDA)
  (iii) Electronic Data Interchange
  (iv) File transfer
  (v) Facsimile (Fax)
  (vi) Video conferencing, the Internet, intranets and extranets

  Scope of E-business :
 (i)  B2B Commerce : Business to Business : Both the parties and business firms, e.g. Manufacturer of an 

automobile requires a large number of components for assembling, which are being manufactured by 
different firms.
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 (ii)  B2C Commerce : Business to Customer : Transaction taking place between business and individual 
customers.

 (iii)  Intra B Commerce : Parties involved are from within a given business firm. It makes it possible for the 
marketing department to interact constantly with the production department to get information about 
customer requirement.

 (iv)  C2C Commerce : Consumer to Customers : Business originates for the consumer and the ultimate 
destination is also consumer.

  Benefits of e-Business :
 (i)  Ease of formation and lower investment requirements : It is relatively easy to start, no huge stock and are 

required.
 (ii) Speed : The Internet allows any transaction at a click of a mouse.
 (iii)  Global reach/access : Customers have complete freedom to choose products from almost any part of the 

world.
 (iv)  Movement towards a paperless society : Using the electronic gadgets and Internet reduces the dependence 

of people on paper.
 (v) Strengthened marketing capabilities and reach.
 (vi)  Increased hours of operation (a website works 24×7 to provide information to existing and potential 

customers).
 (vii) Access to broader information through research.
 (viii)  Reducing the cost of doing business by lowering transaction costs and increasing efficient methods for 

payment, such as using online banking and reducing stationery and postage costs.
 (ix) The opportunities to adopt new business models and develop tailored customer support.

  l Resources required for successful implementation of e-Business :
  (i)   Well-designed website : A well-designed website is a must for the successful implementation of 

e-business. The website must provide the necessary information about the company as well as the 
product and services offered by them.

  (ii)   Availability of computer hardware : A computer hardware must be available for the successful 
implementation of the e-business. The computer hardware must be of appropriate memory and speed 
which ensures the smooth running of the concern.

  (iii)   Efficient and effective telecommunication system : The presence of an efficient and effective 
telecommunication system ensures the successful implementation of e-business. Effective 
telecommunication must be present in the form of telephone lines, optic fibres cables to handle the 
traffic on the Internet.

  (iv)   Well-qualified and responsible workforce : A well-qualified and responsible workforce must be 
appointed for the smooth functioning of an e-business. The efficient workforce ensures efficiency 
and the well-qualified workforce will lead to economy in the operation and the proper handling of 
customers’ problems.

  Online Transaction :
  Online transaction processing (OLTP) is an information system that facilitates and manages transaction-oriented 

applications, typically for data entry and retrieval transaction processing.

  l Stages of Online Transaction :
  There are minimum three stages of Online Transactions :
  (i)   Pre-purchase/Sale : In this stage, the product or service is advertised online with some details for the 

customers.
  (ii)   Purchase/Sale : When a customer likes a particular product or service, he/she buys it and makes the 

payment online.
  (iii)   Delivery Stage : This is the final stage where the goods bought are delivered to the consumer.
  (iv)   Payment mechanism : E-commerce payment systems facilitate online transactions using electronic 

payment mechanisms. E-payments are used by e-commerce sites to enable paperless transactions 
against the purchase of goods and services.

  l Modes of e-payment system :
  (i)   Debit card
  (ii)   Credit card
  (iii)   Digital wallet
  (iv)   E-cash or E-money
  (v)  Mobile payment
  (vi)   Electronic fund transfer
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  l Safety and Security of business transaction in e-Business :
  (i)   Setting up special crime cells : Special crime cells must be set up by the government in order to look 

deeply into the cause of hacking so that the necessary action can be taken against hackers.
  (ii)   Encryption : Encryption is the process of conversion of the message in a special code so that 

unauthorized persons cannot understand it.
  (iii)   Digital signature : Use of digital signature is one of the effective ways to ensure safety in e-business 

transactions. These can even be used as legal proof of the transactions.
  (iv)   Credit card authentication and authorization : Ways must be developed for the credit card authentication 

and authorization by the company commencing e-business.

Key Words

  Debit card : Debit cards facilitate paperless transactions and are readily accepted by most merchants. Consumers 
can successfully make an e-payment as long as they have sufficient account balance.

  Credit card : This is the most common form of e-payment and is also widely accepted and used by merchants 
and customers alike.

  Digital wallet : A digital wallet or e-wallet saves personal and banking information for quick payment on 
e-commerce sites while checking out.

  E-cash or E-money : It is a speedy and convenient e-payment method with which money is transferred from 
one financial body to another without any interference of an intermediary from one financial body to another 
without any intermediary involvement. Both the customer and merchant need to sign-up with the e-cash issuing 
bank.

  Mobile payment : This method allows transactions via text message without using cash or cards.
  Electronic fund transfer : This is a popular method where money is transferred from one bank account to another 

using an ATM, a computer or bank websites.

Topic-2 Outsourcing and Smart Cards

Revision Notes

  Outsourcing :
  Outsourcing means contracting out non-core and routine activities to outside agencies with a view of benefiting 

from their experience, expertise and efficiency. It is the practice of having certain job functions done outside a 
company so that the company or firm can concentrate on its core business.

  l Nature/Salient features of Outsourcing :
  (i)   Outsourcing involves contracting (e.g. activities like sanitation, cleanliness) outside agencies on a 

contractual basis.
  (ii)  Generally, non-core business activities are outsourced :
    (a) Financial Service : e.g. issue of shares/debentures etc.
    (b) Advertising Services : avail the services of an expert in advertising related work.
    (c) Courier Services : with cheaper rates and safety.
    (d)  Customer Support Services : After-sale services i.e. handling diverse complaints from their 

customers.
  (iii)  Processes may be outsourced to a captive unit or a third party.
    There are three types of third-party service providers :
    (a)  Captive BPO unit : Provides service of a given kind to only one firm. A BPO provider who  

owns their own facilities or resources - ‘a wholly-owned subsidiary instead of a Third-Party 
Vendor’.

    (b)  Horizontals : Service provided to a wide base of clients, cutting across industries. E.g. outsourcing 
in procurement, payroll processing, HR, etc.

    (c)  Verticals : Specialize in one or two industries and scale up to doing a number of processes 
from non-core to core. E.g., banking, manufacturing, education, real estate, government or law 
(LPO).



Oswaal ISC Chapterwise & Topicwise Revision Notes, COMMERCE, Class-XI 23

  l Scope of Outsourcing :
   The scope of outsourcing can be understood from the following points :
  (i)   Financial services : Financial services must be outsourced to a provider who has domain knowledge as 

well as experience which would set you apart from the rest.
  (ii)   Technology translation services : It is a type of specialized translation involving the translation 

of documents produced by technical writers (owner’s manuals, user guides, etc.), or texts which 
relate to technological subject areas or the practical application of scientific and technological  
information.

  (iii)  Writing services : Writing can be outsourced in two aspects :
    (a) Content writing/Copy Writing
    (b) Proofreading/Editing
     The companies may not have the budget required to hire a professional writer but they still want 

their advertising and marketing copy written in an attractive and compelling manner. Therefore, they 
outsource the job to freelance writers who are hired on a contractual basis to complete individual 
projects.

  (iv)  Customer support services : Customers need different types of information from a company.
    Interaction with customers is required for sales and marketing. The function includes :
    (a)  Marketing : Marketing tasks includes telemarketing, surveys, management of marketing 

campaigns, etc.
    (b)  Customer analytics : It includes profitability analytics, reporting and complaint analysis.
    (c) Sales : It includes inbound sales, outbound sales, co-browsing, etc.
    (d)  Support : It includes activation of accounts, registration of new customers and recording 

complaints.
  BPO :
  Business Process Outsourcing (BPO) has gained ample importance by providing services related to marketing, 

human resources, customer support, technical support, etc.

  l Scope :
  (i)  Customer care, i.e. call center, help desk, etc.
  (ii)  Human resources, i.e. recruitment and selection, training and placement, payroll processing, etc.
  (iii)  Technical support
  (iv)  Services related to finance and accounting
  (v)  Website services, i.e. web hosting, etc.
  (vi)  Transcription

  KPO :
  Knowledge Process Outsourcing or KPO is a subset of BPO. KPO involves outsourcing of core functions which 

may or may not give cost benefit to the parent company but surely helps in value addition. The processes which 
are outsourced to KPOs are usually more specialized and knowledge-based as compared to BPOs. Services 
included in KPO are related to R&D, Capital and insurance market services, legal services, biotechnology, 
animation and design, etc.

  l Scope :
  (i)  Investment research services
  (ii)  Market research services
  (iii)  Data analytics
  (iv)  Business research services
  (v)  Legal Process Outsourcing
  (vi)  Engineering Process Outsourcing, etc.

  Smart Card and its Utility :
  A Smart Card is a small-sized card which has a programmable microprocessor chip and is used for making 

payments and storing relevant information.
  The utilities of smart cards are as follow:
 (i) Mobile communication: Smart cards are being used in mobile communications extensively  throughout the 

world. Thus, people can communicate from one place to another easily.
 (ii) Pay phones: Smart cards may be used for pay phones. Instead of inserting coins in telephone instruments, smart 

cards may be used. 
 (iii) Retailing: Smart cards are used for purchasing products just like debit or credit cards.
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 (iv) Health care: In a smart card, health related information of a person can be stored. Therefore,the person is not 
required to carry such information in physical form.

 (v) Banking: Smart cards are used in electronic banking for direct debiting or crediting up to the stored amount.

Key Words

  Outbound Sales : A sales process in which sales representative initiates the sales process, i.e., contacts the 
prospect first.

  Inbound Sales : A sales process in which prospect or potential customer starts the sales process.
  Legal Process Outsourcing : Practice of getting legal support services from outside the organisation.
  Payroll Processing : Process of calculating net amount payable to the employees after making adjustments 

regarding taxation and other deductions.

  qqq

UNIT – 5: STOCK EXCHANGE

CHAPTER-5
STOCK EXCHANGE

Topic-1  Stock Exchange

Revision Notes

    Stock Exchange is a market where stock, shares and other types of securities are bought and sold. It is a market 
where the owners, stock brokers and traders may purchase or sell/dispose off securities as per certain well-defined 
rules and regulations. It is also called Securities Exchange or Bourse.

  Importance of Stock Exchange :
  (i)  Liquidity and Marketability : One of the main drawing factors of the stock exchange is that it enables high 

liquidity. The securities can be sold and converted into cash quickly and easily. It is a continuous market 
and the investors can disinvest and reinvest with ease as per their wishes.

  (ii)  Price Determination : In a secondary market, the only way to determine the price of securities is via 
the rules of supply and demand. A stock exchange enables this process via constant valuation of all the 
securities.

  (iii)  Investor Education : Stock exchanges provide vital information to the investors, through their websites, 
advertisements in newspapers and business magazines, business magazines. It informs the investors 
regarding the do's and don'ts of investing and encourage the investor awareness program. This enables 
investors, both in the urban as well in rural areas, to become aware of stock market investment and make 
prudent investment decisions.

  (iv)  Mobilization of Savings : Stock exchanges play an important role in mobilizing savings of individuals 
and institutions. Savings so mobilized can be utilized to invest in various projects boosting industrial and 
economic development of a country.

  (v)  Protection of Investors : Companies which are listed in stock exchanges have to comply with various 
rules and regulations. They have to submit various documents, make their finances public and provide 
information regarding any important activity they plan to undertake. Stock exchanges have formulated 
regulations to ensure the safety of investors’ funds.

  Functions of Stock Exchange :
  (i) Continuous Market : The primary function of stock exchanges is to create a continuous market, where 

securities are bought and sold in large volumes.
  (ii)  Evaluating the Price of Securities : The stock exchange provides a mechanism for evaluating the prices of 

securities. It helps to check the real worth of securities in the market.
  (iii) Barometer of the economy : The price of shares is the indicator of future economic situation in the country.
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  (iv)  Helps capital formation : Stock exchanges help with nurturing capital formation as it develops the habit of 
saving, investing and risk-taking in the prospective investors.

  (v) Facilitates speculation : Speculation is an important part of stock exchange operations. It enables investors 
to speculate and secure adequate profit through fluctuations in security prices.

  (vi) Provides Liquidity : Provides liquidity and marketability to existing securities (shares, bonds, debentures, etc.).
  (vii) Provides Safety : It provides safety and security while trading as rules and regulations have to be followed 

while dealing in securities.
  (viii) Spreading of Equity Culture : Stock exchanges have extensive information on the listed companies, which 

is further made available to the public. This helps in educating public about investments in securities, 
which leads to spreading of wider ownership of shares.

  Services of Stock Exchange :
  A Stock Exchange provides the following services :
  (i) It is one of the most important sources to raise money for companies. This allows businesses to publicly 

trade, or raise additional financial capital for expansion, by selling shares of ownership of the company in a 
public market.

  (ii) It provides liquidity to investors to quickly and easily sell securities. This is an attractive feature of investing 
in stocks, compared to other less liquid investments such as real estate.

  (iii) It indicates the health of an economy as well as that of a particular company.
  (iv) Share prices affect the wealth of households and their consumption. Therefore, Central banks tend to 

keep an eye on the control and behaviour of the stock market and, in general, on the smooth operation of 
financial system functions.

  (v) Exchanges also act as clearing houses for each transaction, meaning that they collect and deliver the shares, 
and guarantee payment to the seller of a security. This eliminates the risk to an individual buyer or seller 
that the counterparty could default on the transaction.

  (vi) It leads to economic growth and increased prosperity as lower costs and enterprise risks promote the 
production of goods and services as well as employment.

  Major Stock Exchanges in India :
  (i) NSE : The National Stock Exchange (NSE) is the leading stock exchange of India, located in Mumbai, 

Maharashtra, India. It was started to end the monopoly of the Bombay Stock Exchange in the Indian market.
    (a)  NSE was established in 1992 as the first demutualized electronic exchange in the country.
    (b)  It was the first exchange in the country to provide a modern, fully-automated, screen-based electronic 

trading system which offered the easy trading facility to the investors spread across the length and 
breadth of the country. National Stock Exchange has a total market capitalization of more than US$2.27 
trillion, making it the world’s 11th-largest stock exchange as of April 2018.

  (ii) BSE : Bombay Stock Exchange (BSE) is an Indian stock exchange located at Dalal Street, Mumbai, Maharashtra.
    (a) It was established in 1875 and is Asia’s oldest stock exchange.
    (b)  The BSE is the world’s 10th largest stock exchange with an overall market capitalization of more than 

$1.7 trillion as of June 2020.
  (iii) DSE : Delhi Stock Exchange (DSE) is a defunct stock exchange located in New Delhi. It was incorporated on 

25 June 1947 and was allowed to exit business by SEBI in January 2017. The exchange is an amalgamation 
of Delhi Stock and Share Brokers’ Association Limited and the Delhi Stocks and Shares Exchange Limited. 
Now it facilitates the DSE members to trade on the BSE terminals.

  (iv) ASE : The Ahmedabad Stock Exchange (ASE) is the second-oldest exchange of India, which is located 
in the city of Ahmedabad in the Western part of the country. It is recognised by Securities Contract 
(Regulations) Act, 1956 as a permanent stock exchange. In April 2018, the SEBI permitted the Ahmedabad 
Stock Exchange to exit the stock exchange business.

Key Words

  Financial Market : It is a market for the creation and exchange of financial assets. It brings lenders and borrowers 
together, making funds available to those who wish to pay for their use.

  Securities : Security refers to a financial asset which is tradable in financial market.
  Economic Growth : Economic growth implies a sustainable increase in real GDP of an economy, i.e. an increase 

in volume of goods and services produced in the economy.  
  Share : A financial instrument representing ownership relationship between the company and the shareholder.
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Topic-2  Types of Operators, Terms used in Stock Exchange 
and SEBI

  Types of Operators are :
  (i) Broker : Broker is an agent who deals in buying and selling securities on behalf of his client. He carries out 

trading activities with the jobber on behalf of his investors. He acts as a link between the jobber and the 
investors. He trades i.e. buys and sells securities on behalf of his investors.

  (ii) Jobber : Jobber is a dealer who deals in buying and selling of securities. He carries out trading activities only 
with the broker. He is prohibited to directly buy or sell securities in the stock exchange. Also, he cannot deal 
with the investors directly.

  Basic Terms used in Stock Exchange :
  (i) Ex-dividend : Ex-dividend is the time period between the announcement and payment of a dividend. 

Shares bought ex-dividend are not entitled to the next payment of dividend.
  (ii) Cum-dividend : A stock is cum-dividend, which means ‘with dividend,’ when a company has declared that 

there will be a dividend in the future but has not yet paid it out.
  (iii) Forward delivery : Forward delivery is the final stage in a forward contract when one party supplies the 

underlying asset and the other pays for and takes possession of the asset. The alternative is for a cash 
settlement at the expiration of the forward contract. Here, contract terms are agreed now but delivery and 
payment will occur on a future date.

  (iv) Spot delivery : Spot delivery (or spot financing) is a contract of buying or selling a commodity, security 
or currency for immediate settlement (payment and delivery) on the spot date, which is normally two 
business days after the trade date.

  (v) Bull Market : A Bull Market is the condition of a financial market in which prices are rising or are expected 
to rise. The term ‘Bull Market’ is most often used to refer to the stock market but can be applied to anything 
that is traded, such as bonds, real estate, currencies and commodities.

  (vi) Bear Market : The opposite of a bull market is a bear market, which is characterized by falling prices and 
typically shrouded in pessimism. This encourages selling of securities, and prices of securities often fall 
further.

  Securities and Exchange Board of India (SEBI) :
   Securities Exchange Board of India (SEBI) was set up in 1988 to regulate the functions of the securities market. 

SEBI promotes orderly and healthy development in the stock market. In May 1992, SEBI was granted legal status.

  Objectives of SEBI :
   The overall objectives of SEBI are to protect the interest of investors, to promote the development of stock 

exchange and to regulate the activities of the stock market. 
  The objectives of SEBI are :

  (i) To regulate the activities of stock exchange.
  (ii) To protect the rights of investors and ensure the safety of their investment.
  (iii) To prevent fraudulence and malpractices by having balance between self-regulation of business and its 

statutory regulations.
  (iv) To regulate and develop a code of conduct for intermediaries, such as brokers, underwriters, etc.

  Functions of SEBI :
   SEBI performs various functions to meet its objectives. To meet its objectives, SEBI has three important functions. 

These are :
  (i) Protective Functions :

    (a) It checks price rigging.
    (b) It prohibits insider trading.
    (c) SEBI prohibits fraudulent and unfair trade practices.
    (d)  SEBI undertakes steps to educate investors so that they are able to evaluate the securities of various 

companies and select the most profitable securities.
  (ii) Developmental Functions :

    (a) SEBI promotes training of intermediaries of the securities market.
    (b)  SEBI tries to promote activities of stock exchange by adopting flexible and adoptable approach in the 

following way :
     1. SEBI has permitted online trading through registered stock brokers.
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     2. SEBI has made underwriting optional to reduce the cost of issue.
     3. Even initial public offer of primary market is permitted through stock exchange.

  (iii) Regulatory Functions :
    (a)  SEBI has framed rules and regulations, and a code of conduct to regulate the intermediaries, such as 

merchant bankers, brokers, underwriters, etc.
    (b)  These intermediaries have been brought under the regulatory purview and private placement has been 

made more restrictive.
    (c)  SEBI registers and regulates the working of stock brokers, sub-brokers, share transfer agents, trustees, 

merchant bankers and all those who are associated with stock exchange in any manner.

Key Words

  Price Rigging : Manipulating market prices of securities
  Insider Trading : Insiders use the privileged information to make personal profits.
  Bull : A speculator who expects a rise in the prices
  Bear : A speculator who expects a fall in the prices
  Sensex : Benchmark index of BSE
  Nifty : Benchmark index of NSE

  qqq

UNIT – 6: TRADE

CHAPTER-6
TRADE

Topic-1  Wholesale Trade and Retail Trade

Revision Notes

  Wholesale Trade :
  Buying and selling of goods and services in large quantities for the purpose of resale or intermediate use is 

referred to as wholesale trade. Wholesalers act as an important link between manufacturers and retailers.
  l Services of Wholesaler to Producer :

 (i) The wholesaler provides valuable information to the producers regarding the needs and the requirements 
of the consumer.

 (ii) As the wholesaler takes the responsibility of collecting order from retailers, he relieves the producers 
from this task and thereby encourages producers to concentrate on production.

 (iii) The wholesaler provides finance to the producers at the time of need.
 (iv) They place orders for the product in advance on the basis of expectations regarding the demand for 

the product. This enables the manufacturer to plan his production and secure the economics of scale.
 (v) They may also provide transportation facility by carrying goods from producers to godowns and then 

to retailers.
 (vi) They perform advertising and sales promotion activities and also employ expert sales representatives for 

the purpose.

  l Services of Wholesaler to Retailer :
 (i) Wholesalers make goods available to the retailers, who make them available to the ultimate consumers.
 (ii) Wholesalers help retailers in the marketing of the goods by undertaking advertising and other sales 

promotional activities.
 (iii) Wholesalers help retailers by providing credit facility.
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 (iv) A wholesaler being the warehouse keeper of the market, protects the retailers from the risk of loss arising 
from holding large stocks of the product.

 (v) They may also sort out different grades of products according to quality and pack the goods into small 
lots for the retailers.

 (vi) They act as the retailers’ buying agents and save them from the trouble of searching out and assembling 
goods from several manufacturers.

  l Services of Wholesaler to Consumer :
 (i) He enables the consumer to purchase required quantity of goods at the desired time because he supplies 

goods regularly to the retailers.
 (ii) He provides goods at a cheaper rate because he facilitates large scale production.
 (iii) The wholesaler is in a better position to stabilize prices of the products by adjusting demand and supply. 

The consumers have benefited a lot on account of stabilization of prices.
 (iv) There is no shortage of goods as the wholesaler undertakes large-scale purchasing.
 (v) The wholesalers are wealth of information and they share this information with the consumers.

  Retail Trade :
  Buying of goods in large quantities from the wholesalers and selling them in small quantities to the ultimate 

consumers is known as retail trade. Retailers serve as an important link between the producers and final 
consumers in the distribution of products and services.

  l Services of Retailers to Manufacturers and Wholesalers :
 (i) Retailers help manufacturers and wholesalers in the distribution of their goods and services to the 

ultimate consumers.
 (ii) Retailers help manufacturers and wholesalers in promoting their goods and services.
 (iii) Retailers undertake personal selling efforts and, thus, help manufacturers and wholesalers in the process 

of actualizing the sale of the products.
 (iv) Retailers supply valuable and reliable information to wholesalers and manufacturers about the 

consumers’ demands and the changes occurring in their likes and dislikes.
 (v) Information about the consumers’ likes and dislikes received from the retailers through the wholesalers 

enable the manufactures to make suitable adjustments in the design, size and contents of their products. 
Thus, they can manufacture right type of goods at right time.

  l Services of Retailers to Consumers :
 (i)  Retailers provide goods to consumers according to their requirements.
 (ii) Retailers deal in large varieties of products of different manufacturers and thus they offer a wide 

selection to the consumers.
 (iii) Retailers provide important information about the new products to the consumers.
 (iv) Retailers make goods, of the sizes, styles, types, qualities and prices they prefer, available to them.
 (v) Many retailers offer free home delivery of goods purchased.
 (vi) Many types of retailers sell goods on credit to the customers they know personally.
 (vii) Retailers supply information and give expert advice to consumers. Many consumers would not know 

that new products are available if retailers do not bring this to their notice.
 (viii) Many retailers visit their customers to collect orders and make enquiries about the goods supplied earlier.
 (ix) Retailers are often ready to take back goods, with which consumers are not satisfied, and replace  

them.

Key Words

  Wholesalers : Wholesalers are the intermediaries who purchase goods in large quantities from manufactures 
and resell them to the retailers.

  Retailers : Retailers are the channels of distribution who buy the goods from wholesalers, and sell the goods of 
different varieties in small quantities directly to ultimate consumers.

  Warehouse : A building used by manufacturers, importers, exporters, wholesalers, transport businesses, customs, 
etc. to store goods. 

  Economy of Scale : A proportionate saving in costs gained by an increased level of production.
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Topic-2  Types of Retail Trade

Revision Notes

  Departmental Stores :
  A departmental store is a large retail outlet offering a wide variety of products, classified into well-defined 

departments under one roof. It has a number of departments, each specializes in a single line of products, such 
as toiletries, medicines, furniture, groceries, etc. within a store. E.g. DMart Stores, Big Bazaar Stores, etc.

  Following are the features of a departmental store :
  (a) They are located at a central place so that maximum customers could reach there.
  (b) They provide all facilities such as restaurant, travel and information bureau, telephone booth, restrooms, 

etc.
  (c) These stores are very large in size, so they are generally formed as a joint stock company managed by a board 

of directors.
  (d) They buy and keep stock in large quantities. So they are able to provide discounts on MRP to customers.

  l Merits :
 (a) They attract large number of consumers as they are located at central places.
 (b) They provide great convenience to customers as they can purchase a number of goods at one place.
 (c) They provide attractive services to customers, like home delivery of goods, credit facilities, restrooms etc.
 (d) They are able to undertake various promotional activities which help people to know more about the 

products.

  l Demerits :
 (a) They operate on a large scale which leads to lack of personal attention to the customers.
 (b) They provide various services to the customers like restrooms, home delivery of goods etc. which 

increases their operating cost; thus, the overall price of the goods increases.
 (c) They are situated at a central place and thus they are not convenient for sudden required goods.
 (d) Unless there is regular stock-taking, some slow-selling items will occupy shelves and add to the cost of 

storage.

  Chain Stores or Multiple Shops :
  Chain stores or multiple shops refer to networks of retail shops that are owned and operated by the same 

organization, established in localities spread in different parts of the country. The important features of such 
shops are as follows :

  These shops often have similar looks and designs. Even the display system, color schemes, and other arrangements 
are kept uniform. This helps the store retain its brand identity. These chain stores will often deal in standardized 
and packaged branded products. E.g. BATA, Akbarally’s, CROMA, IKEA, etc.

  (a) They are located in popular localities where maximum customers can approach.
  (b) The manufacturing or procurement of goods is centralized at the head office from where the goods are 

dispatched to each store or shop.
  (c) Each chain store is supervised by the branch manager, who is responsible for its day to day working. He 

sends all the information like sales, cash deposits, requirement of the stock, etc. daily to the head office.

  l Merits :
 (a) They sell goods on cash basis and thus there are no losses on account of bad debts.
 (b) They eliminate middlemen in the sale of goods as they directly sell the goods to the customers.
 (c) Central procurement or manufacturing enables the organization to enjoy the economics of scale.

  l Demerits :
 (a) Chain stores sell goods produced in their organization only, so they offer a limited choice of  

goods.
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 (b) The managers who manage the chain store has to obey the instructions of the head office. Thus, they do 
not take their own initiatives to satisfy the customers.

 (c) If the demand for the goods handled by multiple shop changes, it may lead to heavy losses as a large 
amount of stock remains unsold at the central office.

  Automatic Vending Machine :
  It is a means of retailing products to consumers via vending machines. Automatic vending has been employed 

extensively in selling, for instance, food, beverages and cigarettes. E.g., Pepsico selling its products, etc.

  l Merits :
 Vending machines have been used to serve the wide clientele with the variety of products ranging from 
green grocery to processed products.

 (a) Vending machine is automated; there is no cashier and no direct contact between the buyer and seller 
takes place during the transaction.

 (b) Vending machines have high mobility, they can be moved to the new places and they will continue 
delivering the services as usual.

  l Demerits :
 (a) They give no provision for bargaining. So, fixed prices apply and this may be unfriendly both to the 

buyer and the seller.
 (b) Fraud cases are common in this kind of business by the customers who formulate means of hacking into 

the system of the machine to dispense the products without actually making the payment.
 (c) There are great losses to an investor who faces the cases of destruction of the machine and losses are also 

pretty common due to the machine being placed in locations with a lower footfall than anticipated.

  Itinerant Retailers :
   The retailers who do not have a fixed place of  business to operate from are called itinerant retailers.  They have to 

move from one place to another along with their goods in search of consumers. Following  are the characteristics 
of itinerant retailers:

  (a) They are small traders having limited resources.
  (b) They generally deal in consumer products.
  (c) They emphasis on providing greater customer services.
  (d) They do not have any fixed place to operate from.

  l Merits :
 (a) Flexibility as they can move from one place to another.
 (b) Require little capital to start and operate their  business.
 (c) Convenient means of buying goods to the customers.
 (d) They may offer exclusive products or services which  are not available anywhere else.

  l Demerits :
 (a) They usually sell products at higher price.
 (b) They can be slow in serving customer.
 (c) They sell a limited variety of goods.
 (d) If a product is faulty or needs after-sale service, it might be hard to locate the retailer.

  Small Scale Fixed Shop Retailers
  Retailers who maintain permanent establishment to sell  their goods are called fixed shop retailers. Following are 

the main characteristics of fixed shop retailers :
  (a) As compared to itinerant traders, fixed shop retailers have greater resources.
  (b) They deal in durable as well as non-durable goods.
  (c) There are different size groups of fixed shop retailers varying from very small to very large.

  l Merits :
 (a) Less amount of capital is required.
 (b) Wide variety of goods for the consumers.
 (c) It provides the benefit of home delivery, guarantees, repairs, credit facilities, availability of spares, etc. 

  l Demerits :
 (a) They are not able to earn huge profit.
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 (b) They are confined to limited business territories.
 (c) The goods are not uniformly priced in such shops.

  Mail Order Houses
  The retail outlets that sell their goods through mail are referred to as mail order houses. There is no personal 

contact between the buyers and the sellers in this type of  trading. The features of mail order house are as follows:
  (a) In mail order business, purchase order is received through mail/post and goods are sent through mail/ post. 

The goods may be sent by Value Payable Post (VPP). Under this arrangement, the goods are sent through 
post and are delivered to the customers only on making full payment for the same.

  (b) Doing business by mail, middlemen are not needed. This automatically eliminates middlemen. The producers 
themselves directly send goods, as ordered, to consumers.

  (c) Mail order business is a non-store retailing. Shop is not needed to operate this type of business. It does not 
need to keep stock of goods.

  (d) This type of business is suitable in the case of goods which are not perishable in nature or do not get  
deteriorated during transit.

  (e) Mail order business is best suited to cater to the needs of customers who are widely scattered.
  (f) This is also suitable in case of those goods having permanent demand in the market.

  l Merits :
 (a) They can be started with low amount of capital as no expenditure on building or other infrastructural  

facilities are required.
 (b) They don’t require the services of middlemen so they are eliminated.
 (c) They do not extend credit facilities to the customers and thus there are no chances of bad debts.
 (d) Under this system the goods can be sent to all the places having postal services. This opens wide scope 

for business as a large number of people throughout the country can be served through mail.
 (e) Under this system goods are delivered at the doorstep of the customers. This results in great 

convenience to the customers in buying these products.

  l Demerits :
 (a) There is no personal contact between the buyers and the sellers. The buyers are not in a position to 

examine the products before buying.
 (b) They rely heavily on advertisement and other promotional activities which increases their cost of 

product.
 (c) In mail order selling, after sales services are absent.
 (d) There is a risk of non-payment by the buyer. There is a risk of loss, damage, misplacement of goods in 

transit for the buyer.
 (e) Mail order is not suitable to purchase perishable commodities.

  Teleshopping
   It means buying or selling on telephone or through any interactive media or electronic media like internet.

  l Features
 (a) It aims at providing a feeling of trial to the customer.
 (b) It provides various options to the customer.
 (c) Customer may return goods within a specified period.

  l Merits :
 (a) It is convenient to use as there is no need to visit the shop.
 (b) Attractive discounts are offered to the consumer.
 (c) There is a provision of return if the consumer does not like the product.

  l Demerits :
 (a) There are no chances of inspection of goods by the consumer before buying.
 (b) There are chances of fraudulent acts in case of such shopping as the seller is not physically present at the 

time of purchase.

  Franchise

  Franchise is a form of retailing wherein two parties enter into an agreement in which one party authorizes others 
to sell or produce and sell specified goods and services. The party that develops a product/service or is the owner 
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of an expertise is called the ‘Franchiser’. The other party, called the franchisee ’ is an independent business unit 
that buys the right to sell the product/service of the franchiser in exchange of the specified amount of money. 
The franchisee functions as a retailer. He operates in certain geographical areas that he is permitted to, as per his 
agreement with the franchiser. 

  There are many businesses like fast-food joints and restaurants (e.g., McDonalds, Wimpy’s), gifts and greeting 
cards shops (Hallmark, Archies), readymade garments (Benetton, Numero Uno, Petals), computer education 
(NIIT, Aptech) that have grown nation-wide and are flourishing with the help of franchise arrangements. The 
main features are as follows : 

  (a) It is based on an agreement between the franchiser and the franchisee, wherein they enter into a commercial 
relationship, generally for a specific period of time.

  (b) Under this agreement, the franchisee gets the right to use a particular brand name, process or product owned 
by the franchiser, for the purpose of retailing, in return of a fee.

  (c) As per the franchisors agreement, the franchisee is required to follow the rules and regulations of the modes 
of operation.

  (d) The franchiser may also be required to invest money in arranging a large space in prime locations, in 
furnishing it and in procuring stock for the outlet. In most cases all franchise outlets are required to maintain 
uniform pre-determined decoration, method of serving customers, type of products etc.

  l Merits :

 (a) It is a less expensive mode of entering into international business as the licensors or franchisers do not 
have to make any investment abroad. 

 (b) Since no or very little foreign investment in involved, the degree of risk of the licensor is very low. 
 (c) Licensee/Franchisee is a local person which restricts the Government intervention and thus, business 

can be run smoothly. 
 (d) The Franchiser can expand his business without investing additional capital. The franchisee invests 

this money and also pays fee to franchiser in return of the right to use the brand name, products etc. 
 (e) The customer gets assurance of standardised goods and services both in terms of quality and price. 

With the network of franchisees, the product and service becomes widely available to consumers.

  l Demerits :
 (a) The Franchiser does not have close control over the activities of the franchisee. The franchisee’s poor 

performance in dealing with customers may bring a bad name to the brand due to which the franchiser’s 
business may be adversely affected. 

 (b) Trade secrets can get divulged to others in the foreign market if not maintained properly. 
 (c) If the franchisee is not able to make adequate profit out of the franchise business, the franchise fee may 

become a burden for him.

  Consumer Cooperative Store
  Consumer cooperative stores are those which are owned, managed and controlled by consumers themselves. 

The main aim of these stores is to provide goods to the members at low cost and to reduce the number of 
middlemen. E.g. Apna Bazaar, the Co-op (UK), AMUL, etc.

  The following are the main features : 
  (a) It is a voluntary association. 
  (b) Goods are bought directly from the producer and sold at reasonable price. 
  (c) Every member is entitled to one vote regardless of the number of shares held by them.
  l Merits :

 (a) It is easy to form a Consumer Cooperative Society. Ten people can form a voluntary association and get 
it registered under the Cooperative Societies Act. 

 (b) The liability of the members is limited to the extent of the capital contribution. 
 (c) They are controlled and managed in a democratic manner.

  l Demerits :
 (a) They are managed by people who work for honorary basis which restricts more effective work from 

them. 
 (b) They have limited members which leads to shortage of funds. 
 (c) The members of such stores lack expertise as they are not trained in running the stores efficiently.
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  Super Markets or Hyper Markets
  A super market is a large retailing business unit selling wide variety of consumer goods such as grocery, utensils, 

clothes, electronic appliances, household goods and medicines under one roof. They are generally located at 
central locations to secure high turnover.

  The main features of the hyper market/ super market: 
  (a) It sells items used by the people on the daily basis. 
  (b) The customers have to help themselves in shopping as sales persons are not present. 
  (c) The products are kept at open racks.
  l Merits :

 (a) They offer a wide variety of products at low cost. 
 (b) They are generally located at central locations which secure high turnover. 
 (c) They offer wide variety of goods of different designs, colour.

Topic-3 Documents used in Home Trade

Revision Notes

  Documents used in Home Trade :
  (i) Letter of inquiry : This is a letter written by a potential buyer to the seller to find out the goods and services 

offered by the seller. A letter of inquiry can be general or specific. A specific letter of inquiry seeks for 
information about a particular product.

  (ii) Quotation : This is a document sent by a seller to a buyer in response to a specific letter of inquiry. It specifies the 
conditions and terms under which the seller is willing to supply the specified goods and services to the buyer.

   The contents of a quotation include the following :
 (a) Name and address of the seller
 (b) Name and address of the buyer
 (c) Description of goods to be supplied
 (d) Prices of the commodities
 (e) Terms of sale i.e. discounts, time of supply/delivery, etc.
 (f) Quantity of the goods to be supplied

   Quotations are normally in the form of letters, but many large-scale businesses have pre-printed quotations 
on hand, which they readily send to the potential customers.

  (iii) A catalogue : A catalogue is a basket which briefly describes the goods a seller stocks. It is normally sent by 
the seller to the buyer when the buyer sends a general letter of inquiry.

   The contents of a catalogue include the following :
 (a) Name and address of the seller
 (b) Details of the products to be sold; information with pictures and illustrations
 (c) Prices of the products
 (d) After-sales services offered by the seller
 (e) Packaging and posting expenses to be incurred
 (f) Delivery services to be used
 (g) Terms of sale

  (iv) An Order : If a prospective buyer decides to purchase an item, he or she then places an order. An order is 
a document sent by a potential buyer to a seller requesting to be provided with specified products under 
specified terms and conditions.

  (v) Invoice : It is a document sent to the buyer by the seller to demand for payment for goods delivered or 
services rendered. There are two types of invoices, namely :

 (a) Cash invoice : It is sent when payment is expected immediately after delivery thus acting as a cash sale 
receipt.
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 (b) A credit invoice : It is sent when a buyer is allowed to pay at a later date. 
  Functions of an invoice :
	 	 •	 	It shows the details of goods sold i.e. quantity delivered, unit price, total value of the goods, and 

terms and conditions of sale.
	 	 •	 It is a request to the buyer to make payment.
	 	 •	 It serves as an evidence that the buyer owes the seller a certain amount of money.
	 	 •	 It is used as a source document in recording the transaction in the books of accounts.

   The contents of an invoice include the following :
 (a) Invoice number
 (b) Name and address of the seller
 (c) Name and address of the buyer
 (d) Date on which the document is prepared
 (e) Details of goods repaired
 (f) Unit prices of goods delivered
 (g) Total value of goods
 (h) Discounts offered
 (i) E&OE printed at the bottom

  (vi) Credit note : It is a document sent by the seller to the buyer to correct an overcharge. It is used to inform the 
buyer that the amount payable by him/her has been reduced. An overcharge is an excess amount charged 
beyond the right price. Credit note is usually printed in red to distinguish it from other documents. Contents 
of a credit note include :

 (a) Name and address of the seller and the buyer
 (b) Credit note number
 (c) Date on which the document is prepared
 (d) Description and value of goods returned by buyer (in case that was done)
 (e) Total overcharge

  (vii) Debit note : This is a document sent by the seller to the buyer to correct an undercharge on the original 
invoice. It is used to inform the buyer that the amount payable by him has been increased.

  Trade Discount :
  (i) Trade discount is a reduction granted by a supplier of goods/services on the list or catalogue prices of the 

goods supplied.
  (ii) It is provided due to business consideration such as trade practices, large quantity orders, market competition, 

etc.
  (iii) Trade discount is not separately shown in the books of accounts; all net amounts after discount are recorded 

in the subsidiary books of Accounting.
  (iv) It is allowed on both credit and cash transactions.
  (v) Trade discount is offered on the basis of purchase.

  Cash Discount :
  (i) Cash discount is a deduction in the invoice price allowed by a supplier of goods or by a provider of services 

to the buyer.
  (ii) It is provided as an incentive or a motivation in return for paying a bill within a specified time.
  (iii) Cash discount is shown separately in the books. It is shown as an expense in the Profit and Loss A/c.
  (iv) It is only allowed on cash payments.
  (v) Cash discount is given on the basis of payment.

  Chamber of Commerce and Trade Association
  A chamber of commerce is a form of business network of business people designed to promote and protect the 

interests of its members. 
  A Trade association is a non-profit body established to protect and promote the interests of a particular trade or 

industry. Indian Jute Mills Association, Indian Sugar Mills Association, All India Food grain Dealers’ Association, 
Bombay Mill Owners’ Association are examples of trade associations.

  Both chambers of commerce and trade associations perform large similar functions. A chamber of commerce 
includes business firms operating in different fields of business activity. Thus, it is wider in scope than a trade 
association.
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  Functions of Chamber of Commerce: A Chamber of Commerce and Industry is an association of businessmen 
which works for the benefit of its members in a particular territory it serves. The following are the main functions 
of it : 

  (i) Collecting and providing information: They collect and disseminate important information of traffic routes, 
trade conditions, potential markets, etc. They maintain statistical bureaus for providing classified information 
to the members. 

  (ii) Representation: They make representations to the government on proposed business legislations concerning 
some spheres of business. 

  (iii) Inter-state movement of goods: The Chamber works for the promotion of inter-state activities such as 
registration of vehicles, farming surface transport policies etc. 

  (iv) GST and other levies: These organizations are the main source of communication between the government 
and the individual businesses. When the GST laws were being framed, these associations were a part of the 
discussion and the framing procedures. FICCI and ASSOCHAM held seminars and lectures and surveys to 
educate the businessmen on GST procedures. For products such as liquor, petroleum, which are not subject 
to GST, it interacts with government to streamline excise duties.

  (v) Help provided to Agro products: These chambers of commerce often interact with farming associations and 
cooperatives. They help such societies market and sell agricultural-based products, assistance in obtaining 
and streamlining government subsidies to agro products. These federations play a very important role in the 
promotion of such secondary agricultural industries.

  Role
  (i) Towards the government
   (a) The chambers of commerce provide feedback to the government with regard to members’ opinions of 

government policies.
   (b) It gives suggestions to the government to promote and safeguard interests of the business community.
   (c) It provides inputs to the government for framing suitable economic policies. 
  (ii) Towards the members
   (a) It serves as a forum where members can come together, discuss common problems, share information 

about best practices etc.
   (b) They can settle disputes that might arise between members.
   (c) They can conduct research with regard to various sectors of the business and about the emerging market 

opportunities in India and abroad.
   (d) They can conduct training programs to equip members with new skills and knowledge.
  Functions of Trade Associations 
  1. To provide market information to members with regard to customer preferences, expectations, market 

opportunities etc. 
  2. Providing information relating to emerging business opportunities. 
  3. Rendering advice on technical matters and legal issues. 
  4. To secure cooperation and coordination among members. 
  5. To serve as a forum where members can settle their disputes. 
  6. Ensuring that members do not indulge in unfair trade practices. 
  7. Providing references with regard to the reputation and credit worthiness of members. 
  8. Undertaking advertisements to promote the industry.
  9. To prescribe code of ethics with a view to promote ethical behaviour. 
  10. To represent members grievances to the government and seek redressal. 
  11. Conduct seminars or workshops on new legislation, the budget, international business developments etc. 
  12.  To conduct market research and provide information to member.
  13. To send representatives to serve on various committees and boards set up by the government.

Key Words

  Accounting : It is a process of recording and summarizing financial information to make it useful.
  Profit and Loss A/c : Account showing company’s revenue and expenses over a particular period of time.

  qqq
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UNIT – 7: FOREIGN TRADE

CHAPTER-1
FOREIGN TRADE

Topic-1  International Trade

Revision Notes

  International trade refers to buying and selling of goods and services beyond the geographical limits of a country. 
It is also called trade between two countries.

  l Characteristics of International Trade :

   (i) Large-scale operations 
   (ii) Integration of economics 
   (iii) Dominated by developed countries and MNCs 
   (iv) Benefits to participating countries 
   (v) Competition 
   (vi) Special role of science and technology 
   (vii) International restrictions 
   (viii) Sensitive nature 

  l Advantages of International Trade :

   (i) Exports create jobs and boost economic growth.
   (ii) Domestic companies get more experience in producing for foreign markets.
   (iii) Over time, companies gain a competitive advantage in global trade.
   (iv) Makes companies more efficient.
   (v)  Research shows that exporters are more productive than companies that focus on domestic trade.
   (vi) Earns valuable foreign exchange for the country to improve the situation of balance of payment (BOP).
   (vii) Facilitates transfer of technology, innovati ons, new ideas etc.

  l Disadvantages of International Trade :

   (i)  The only way to boost exports is to make trade easier overall. Governments do this by reducing tariffs 
and removing barriers to trade. This reduces jobs in domestic industries that can’t compete on a global 
scale.

   (ii)  It also leads to job outsourcing. When companies relocate the call centres, technological offices and 
manufacturing units to other countries, they outsource the jobs to those countries. The companies 
prefer to relocate to countries with lower cost of living.

   (iii) Countries with traditional economics could lose their local farming base.
   (iv)  There is always a political risk involved with international trade. Different countries possess their 

own political risks at varying levels. A government can change laws in a discriminatory fashion or 
create regulations that directly impact a specific organization.

  l Problems of International Trade :
   (i) Distance, 
   (ii) Different languages, 
   (iii) Difficulty in transportation and communication,
   (iv) Risk in transit, 
   (v)  Lack of information about foreign businessmen, 
   (vi) Import and export restrictions. 
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  Differences between Internal and External Trade :

S. 
No.

Basis Internal Trade External Trade

(i)  Boundaries Internal Trade refers to the trade 
within the borders of a nation.

External Trade refers to the trade 
between two or more countries.

(ii) Exchange of 
Currencies

No exchange of currency takes place 
in internal trade.

External Trade involves the 
exchange of currencies between the 
nations which are involved in the 
trade.

(iii)  Restrictions 
on transfer 
of goods

Internal Trade usually doesn’t have 
any restrictions on movement of 
goods inside the country.

External Trade is subjected to many 
restrictions on transfer of certain 
goods to certain countries.

(iv)   Value of 
Goods

Stated in Indian Rupees. Value is determined by the exchange 
rate between currencies.

(v)   Mobility of 
factors

Capital, Land, labour can be moved 
around easily inside the country.

Land cannot be moved. Movement 
of capital and labour is restricted as 
per laws of the countries.

(vi)  Sub-
division

Internal Trade is further divided into 
two groups : wholesale trade and 
retail trade.

External trade is further divided 
into two groups : import trade and 
export trade.

  l Import Trade :
    It refers to buying goods and services from another country. Countries are most likely to import goods that 

domestic industries cannot produce as efficiently or cheaply.
  l Objectives of Import Trade :
   (i) To speed up industrialisation 
   (ii) To meet domestic demand
   (iii) To improve standard of living
   (iv) To ensure national defence
  l Import Procedure 
   (i)  The first step involved in importing goods is to gather information about the countries and firms 

which export the product required by the importer. It can be gathered from trade directories, trade 
associations and organisations. The exporter prepares a quotation also known as Proforma Invoice and 
sends it to the importer.

   (ii)  The importer consults the export-import (EXIM) policy in force, in order to know whether the goods 
that he/she wants to import are subjected to import licensing or not. If license is required then it is to 
be obtained. 

   (iii)  In case of an import transaction, the supplier resides in a foreign country hence he demands payment 
in foreign currency. This involves exchange of Indian Currency into foreign currency. 

   (iv)  The importer places an import order or indent with the exporter for the supply of specified goods. 
   (v)  When the payment terms are agreed between the importer and the overseas supplier, the importer 

obtains the letter of credit from its banker and forwards it to the overseas supplier. 
   (vi)  The importer arranges for the funds in advance to pay the exporter on arrival of goods at the port 

which enables the importer to avoid huge penalties on the imported goods lying unclear at the port for 
want of payments. 

   (vii)  The overseas supplier after loading the goods on the ship dispatches the `Shipment Advice’ to the 
importer. 

   (viii)  After shipping the goods, the overseas supplier hands over the various documents like commercial 
invoice, bill of lading, insurance policy certificate of origin to his banker for their onward transmission 
to the importer when he accepts the bill of exchange drawn by the supplier. The acceptance of bill of 
exchange by the importer for the purpose of getting delivery of the document is known as retirement 
of import documents. 

   (ix)  When the goods arrive in the importer’s country, the person in charge of the carriers informs the 
officer in charge at the dock or the airport about it. The person in charge of the ship or airway provides 
the document called import general manifest for unloading of cargo. 
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   (x)  Imported goods are subjected to customs clearance which is a very lengthy process and involves a lot 
of formalities. The importer usually appoints a C & F agent for fulfilling these formalities. 

   First of all the importer obtains a delivery order which is also known as endorsement for delivery. This order 
enables the importer to take the delivery of goods after paying the freight charges. Besides freight charges, 
importer also has to pay dock dues for obtaining port trust dues receipts for which he submits two copies of 
a duly filled in form known as `application to import’ to the `Landing & Shipping Dues Office’. After paying 
dock dues the importer, he gets back one copy of application as a receipt which is referred as ‘port trust dues 
receipts’. 

   Finally the importer fills in a form known as ‘bill of entry’ for assessment of customs import duty. An examiner 
examines the imported goods and gives his report on the bill of entry. This bill is then presented to the port 
authority which on receiving necessary charges, issues the release order. 

   (xi)  Import of goods and services will be treated as inter-state supplies under GST Act. IGST will be levied 
on the import of goods and services into the country. Basic Customs Duty (BCD) will be levied on the 
import of goods in addition to IGST. For import of services, the service receiver will be liable to pay tax 
on the service if such services are provided by a person residing outside India.

  l Export Trade :

   It refers to the selling and shipping of goods or services to another country.

  l Objectives of Export Trade :
   (i) To sell surplus goods 
   (ii) To make better utilisation of resources 
   (iii) To earn foreign exchange 
   (iv) To increase national income 
   (v) To generate employment 

  l Export Procedure 
   (i)  An exporter receives an enquiry from the prospective buyers seeking information regarding price, 

quality and other terms and conditions for export of goods. The exporter sends a quotation known as 
proforma invoice as reply. 

   (ii)  If the buyer is satisfied with the export price and other terms and conditions, he places the order or 
indent for the goods. 

   (iii)  After receiving the order or indent, the exporter undertakes an enquiry regarding the credit worthiness 
of importer to assess the risk of non-payment by the importer. 

   (iv) According to Custom Laws, the exporter or the export firm must have export license before proceeding 
with exports. 

   (v)  After obtaining the export license, the exporter approaches his banker in order to obtain pre- shipment 
finance for carrying out production. 

   (vi)  Exporter, after obtaining the pre-shipment finance from the bank, proceeds to get the goods ready as 
per the orders of the importer. 

   (vii)  Government of India ensures that only good quality products are exported from India. The exporter 
has to submit the pre shipment inspection report along with other documents at the time of export. 

   (viii)  The exporter has to follow the rules stated in the GST Act and Guidance notes issued by the Government 
of India. An exporter can claim input tax credit and input tax credit on services as per GST. 

   (ix)  In order to obtain Tariff concessions or other exemptions, the importer may ask the exporter to send 
certificate of origin. 

   (x)  The exporter applies to the shipping company for provision of shipping space. He has to provide 
complete information regarding the goods to be exported, probable date of shipment and port of 
destination. The shipping company issues a shipping order which is an instruction to the captain of 
the ship, after accepting application for shipping. 

   (xi)  The goods are packed and marked with necessary details like name and address of the importer, gross 
and net weight, port of shipment and destination etc. 

   (xii)  In order to protect the goods against the risk of loss or damage due to the perils of the sea transit, the 
exporter gets the goods insured with an insurance company. 

   (xiii)  Before loading the goods on the ship, they have to be cleared by the customer. For this purpose, the 
exporter prepares the shipping bill and submits five copies of the shipping bill along with following 
documents to the Customs Appraiser at the customs house. 



Oswaal ISC Chapterwise & Topicwise Revision Notes, COMMERCE, Class-XI 39

   (xiv)  After the goods have been loaded on board of the ship the captain or the mate of the ship issues mate’s 
receipt to the port superintendent which contains information regarding vessel, berth, description of 
packages, date of shipments marks, and condition of the cargo at the time of receipt on board the ship 
etc.

   (xv)  The clearing and forwarding agent (C&F agent) hands over the mate’s receipt to the shipping company 
for calculating freight. On receiving the freight, the shipping company issues a bill of lading.

   (xvi)  The exporter prepares an invoice for the dispatched goods. Invoice contains information regarding the 
quantity of goods sent and the amount to be paid by the importer. It is duly attested by the customs.

   (xvii)  After shipment of goods, the importer is informed about it by the exporter. Various documents like 
certified copy of invoice, bill of lading packing list, Insurance policy, certificate of origin and letter of 
credit are sent by the exporter through his bank. These documents are required by the importer for 
getting the goods cleared from customs.

Key Words

  Contract manufacturing or Outsourcing : A type of international business where a firm enters into a contract 
with one or a few local manufacturers in foreign countries to get certain components or goods produced as per 
its specifications.

  Franchising : A specialised form of licensing in which the franchisor not only sells intangible property (normally 
a trademark each) to the franchisee, but also insists that the franchisee agrees to abide by strict rules as to how it 
does business.

  National Income : National Income is the sum total of factor incomes earned by normal residents of a country.
  Multinational Companies : Multinational companies are huge industrial organisations which extend their 

industrial and marketing operations through a network of their branches in several countries. For example; L.G., 
Samsung, Philips, etc.

Topic-2 Documents Involved in International Trade and 
WTO

Revision Notes

  Documents used in Export Transactions :
  (i)  Indent : An indent is an order placed by an importer with the exporter for the supply of certain goods. It 

is usually prepared in duplicate or triplicate. The indent may be of several types like open indent, closed 
indent and confirmatory indent.

  (ii)  Letter to Credit : It is a guarantee letter issued by the importer bank stating that it will honour the export 
bills to the bank of the exporter up to a certain amount.

  (iii)  Shipping Bill : It is the main document on the basis of which permission is granted for the export of goods 
by the customs office. It contains full details regarding the goods being exported, name of the vessel, 
exporter’s name & address, country of final destination, etc.

  (iv)  Mate’s Receipt : This receipt is issued by the captain or mate of the ship to the exporter after the goods are 
loaded on the ship. It contains the name of the vessel, description of packages, marks, conditions of the 
cargo at the time of receipt on board the ship, etc.

  (v)  Bill of Lading : It is a document issued by the shipping company. It acts as evidence regarding the 
acceptance of shipping company to carry the goods to the port of destination. It is also referred to as the 
document of title to the goods and is freely transferable by endorsement and delivery.

  (vi)  Certificate of Origin : This certificate specifies the country in which the goods are being manufactured. 
This certificate enables the importer to claim tariff concessions or other exemptions. This certificate is also 
required in case there is a ban on imports of some goods from certain countries.

  (vii)  Consular Invoice : A consular invoice is a document certifying a shipment of goods and shows information 
such as the consignor, consignee and value of the shipment. The consular invoice is required by some 
countries to facilitate customs and collection of taxes.

  (viii)  Bill of Exchange : In export and import transactions, exporter draws the bill on the importer asking him to 
pay a specified amount to a certain person or the bearer of the instrument. The documents required by the 
importer for claiming ownership of exported goods are passed on to him only when the importer accepts 
this bill.
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  Documents used in an Import Transaction :
  (i)  Import Order or Indent : It is a document in which the importer orders for supply of requisite goods to 

the supplier. The order contains the information such as quantity and quality of goods, price, method of 
forwarding the goods, nature of packing, mode of payment, etc.

  (ii)  Import License : An import license is a document issued by a national government authorizing the 
importation of certain goods into its territory.

  (iii)  Letter of Credit : It is a document that contains a guarantee from the importer bank to the exporter’s bank 
that it is undertaking to honour the payment up to a certain amount of the bills issued by the exporter for 
exports of the goods to the importer.

  (iv)  Bill of Exchange : In export and import transaction, exporter draws the bill on the importer asking him 
to pay a specified amount to a certain person or the bearer of the instrument. The documents required by 
the importer for claiming title of exported goods are passed on to him only when the importer accepts this 
bill.

  (v)  Bill of Entry : It is a form supplied by the customs office to the importer who filled it at the time of 
receiving the goods. It contains information such as name and address of the importer, name of the ship, 
number of packages, marks on the packages, description of goods, quantity and value of goods, name and 
address of the exporter, port of destinations and customs duty payable.

  (vi)  Bill of Sight : Bill of sight refers to a declaration made to customs officer by an importer who is unsure 
about what is being shipped. The bill of sight allows an importer to inspect the goods before paying duties.

  (vii)  Port Trust Dues Receipt : The ‘Landing and Shipping Dues Office’ levies a charge for services of dock 
authorities which has to be borne by the importer. After payment of dock charges, the importer is given 
back one copy of the application as a receipt. This receipt is known as ‘port trust dues receipt’.

  (viii)  Shipment Advice : The exporter sends shipment advice to the importer for informing him that the 
shipment of goods has been made. It contains invoice number bill of lading/airways bill number and date, 
name of the vessel with date, the port of export, description of goods, quantity and the date of sailing of 
the vessel.

  (ix)  Bill of Lading : It is prepared and signed by the master of the ship acknowledging the receipt of goods on 
board. it contains terms & conditions on which the goods are to be taken to the port of destination.

  World Trade Organisation :
   It came into existence on 1st January 1995. The headquarters of WTO is situated at Geneva, Switzerland. It is a 

permanent organization created by an international treaty ratified by the governments and legislatures member 
of states. The WTO has 164 members and 23 observer countries. It is concerned with solving trade problems 
between countries and providing a forum for multilateral trade negotiations.

  Following are its objectives :
  (i) To remove barriers of International trade.
  (ii) To Act as a dispute settlement body.
  (iii)  To ensure that all the rules and regulations prescribed in the Act are duly followed by the member countries 

for the settlement of their disputes.
  (iv) Laying down a commonly accepted code of conduct for international trade.
  (v)  To consult other agencies to bring better understanding and cooperation in global economic policy-making.
  (vi)  WTO provides technical assistance and training for developing countries, and ensures cooperation with 

other international organizations.
   Through negotiations among its member states, WTO has been established a system of agreements regulating 

international trade. The major treaties are the General Agreement on Tariffs and Trade (GATT) dealing with the 
trade in goods, the General Agreement on Trade in Services (GATS), and the Agreement on Trade-related Aspects 
of Intellectual Property Rights (TRIPS). Within this framework, the WTO deals with several Internet governance 
and digital policy related issues, including e-commerce, arbitration, liberalization of the telecommunication 
markets, and trade in telecommunication services.

Key Words

  Multilateral Trade Negotiations : Multilateral trade negotiations refer to the negotiations between GATT and 
trade member nations to reduce tariff and non-tariff trade barriers.

  GATT : The General Agreement and Tariffs and Trade is a legal agreement between many countries, whose overall 
purpose was to promote international trade by reducing or eliminating trade barriers such as tariffs or quotas.

  TRIPS : The Trade Related Aspects of Intellectual Property Rights is an international legal agreement between all 
the member nations of the WTO.

  qqq
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UNIT – 8: INSURANCE

CHAPTER-8
INSURANCE

Topic-1  Insurance and Principles of Insurance

Revision Notes

  Insurance :
  It is a contract where one party takes the responsibility of the risk of the other party in exchange for some fixed 

fee. The risk can be specified loss, damage, illness, death or other things specified in the contract. 

  Objectives and Purpose of insurance : 
  (i)     Providing certainty : Insurance provides certainty of payment for the risk of loss. There are uncertainties 

of happenings of time and amount of loss. Insurance removes these uncertainties and the assured receives 
payment of loss. The insurer charges premium for providing the certainty.

  (ii)    Protection : The second main function of insurance is to provide protection from probable chances of loss. 
Insurance cannot stop the happening of a risk or event but can compensate for losses arising out of it.

  (iii)   Risk sharing : On the happening of a risk event, the loss is shared by all the persons exposed to it. The share 
is obtained from every insured member by way of premiums.

  (iv)    Assist in capital formation : The accumulated funds of the insurer received by way of premium payments 
made by the insured are invested in various income-generating schemes.

  Concept of Reinsurance :
  Reinsurance is also known as insurance for insurers or stop-loss insurance. Reinsurance is the practice whereby 

insurers transfer portions of their risk portfolios to other parties by some form of agreement to reduce the 
likelihood of paying a large obligation resulting from an insurance claim. The party that diversifies its insurance 
portfolio is known as the ceding party. The party that accepts a portion of the potential obligation in exchange for 
a share of the insurance premium is known as the reinsurer.

  Concept of Double Insurance :
  Double insurance is a type of insurance where the same subject matter is insured more than once. In such cases 

the same subject is insured, but with different insurers. The method of double insurance is considered a legal 
act. In case of loss the insured can claim from both the insurers and the insurers are liable to pay under their 
respective policies.

  l The features of double insurance are :
  (i)   Subject matter is insured with two or more insurance companies;
  (ii)  The insured can claim the amount from the policies; and
  (iii)  The insured cannot claim more than the actual loss

  Principles of Insurance : 
  (i)     Principle of the Utmost Good Faith : It refers that no material or important facts should be concealed by 

both the parties to the insurance contract.
  (ii)    Principle of Insurable Interest : It refers that there must be such a relationship between the Insured and the 

subject matter of insurance that the insured stands to benefit by its safety and to lose by its loss.
  (iii)   Principle of Indemnity : It refers that the insured can get only the compensation against actual loss and he 

cannot make a profit out of it.
  (iv)    Proximate Causes : When the loss is the result of two or more causes, the proximate cause, i.e. the direct 

cause which is most dominant and most effective cause of loss should be taken into consideration. The 
insurance company is not liable for the remote cause.

  (v)    Principle of Subrogation : It refers that if the insurer compensates the insured then all the rights related to 
the subject matter of insurance get transferred to the insurer.
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  (vi)    Principle of Contribution : If the same subject matter, except life, is insured by more than one insurers, then 
the actual loss will be shared by all the insurers.

  (vii)  Principle of Mitigation : If refers that the insured should try to minimize the loss of the subject matter of the 
insurer even if it is insured.

Key Words

  Insured : The person who gets his life/property insured.
  Insurer : The agency or firm which insures the risk of loss.
  Policy : The document carrying written agreement or contract between insurer and the insured along with terms 

and conditions of insurance.
  Premium : A small periodic payment to be paid by the insured to the insurer for covering up the risk of possible 

loss.

Topic-2  Types of Insurance and Business Risk 

Revision Notes

  Types of Insurance :

  l Insurance may be classified as follows :
  (i)  Life Insurance : A life insurance policy protects against the uncertainty of life though its scope has now 

widened to suit the various insurance needs of an individual like disability insurance, health/medical 
insurance, annuity insurance and life insurance proper. There are various types of life insurance policies 
like

   (a)   Whole Life Policy
   (b)  Endowment Life Assurance Policy
   (c)  Joint Life Policy
   (d)  Annuity Policy
   (e)  Children’s Endowment Policy

   Importance :
   (a)  It protects against the uncertainty of life.
   (b)  It develops a sense of security for the family.
  (ii)  Fire Insurance : Fire insurance is a contract whereby the insurer, in consideration of the premium paid, 

undertakes to make good any loss or damage caused by fire during a specified period up to the amount 
specified in the policy. The fire insurance policy is generally taken for a period of one year after which it 
is to be renewed from time to time.

   Importance :
   (a)  Protection of goods due to loss by fire.
   (b)  Proper reimbursement of loss to the owner by the insurance agency.
   (c)  Mental satisfaction for the future condition which is uncertain.
  (iii)  Marine Insurance : A marine insurance contract is an agreement whereby the insurer undertakes to 

indemnify the insured in the manner and to the extent thereby agreed against marine losses. Marine 
insurance provides protection against loss by marine perils or perils of the sea.

   Importance :
   (a) Protection against the loss by marine perils or perils of the sea.
   (b) Surety of loss recovery due to the agreement signed between insurer and insured.
  (iv)  Health insurance : Health insurance is an insurance that covers the whole or a part of the risk of a 

person incurring medical expenses, spreading the risk over a large number of persons. By estimating the 
overall risk of health care and health system expenses over the risk pool, an insurer can develop a routine 
finance structure, such as a monthly premium or payroll tax, to provide the money to pay for the health 
care benefits specified in the insurance agreement.

   Importance :
   (a) Cashless Treatment.
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   (b) Pre and post hospitalization cost coverage.
   (c) Insurance policy also covers the amount paid to ambulance towards the transportation of insured.
  (v)  Motor insurance : Motor or vehicle insurance is an insurance policy that protects the owner of the vehicle 

against any financial loss arising out of damage or theft of the insured vehicle.
   Importance :
   (a)   Car insurance is essential because it covers expenses in the event of vehicle damage or injuries to 

other drivers, passengers or pedestrians.
   (b)  All motorists must be insured against their liability to other people.
   (c)  Insurance can also provide financial support if the car is stolen or destroyed by fire.
  (vi)  Social insurance : The protection of the individual against economic hazards (such as unemployment, 

old age, or disability) in which the government participates or enforces the participation of employers 
and affected individuals.

   Importance :
   (a)  Protection against unemployment.
   (b)  Protection against old age.
   (c)  Moral upliftment.
   (d)  Developing trust towards the government.
  (vii)  Fidelity insurance : This policy protects a business from financial losses in the event of a breach of trust 

by an employee. This policy covers monetary loss that a business might have to suffer as a result of 
forgery, embezzlement, larceny or fraud / dishonesty or fraudulent conversion of money or money’s 
worth or goods by salaried employees.

   Importance :
   (a)   Fidelity Insurance reimburses the insured professional for a loss directly resulting from dishonest 

acts of their employees.
   (b)   Fidelity Insurance protects businesses from costs incurred as a result of forgery, defalcation, 

embezzlement and other fraudulent acts by employees.

  l Business Risk: The term business risk refers to possibility of inadequate profits or even losses due to 
uncertainties e.g., changes in tastes and preferences of consumers, strike, increased competition, change in 
Government policy, etc. It is of two types :

  (i)  Insurable risk: A risk that conforms to the norms and specifications of the insurance policy in such a way 
that the criterion for insurance is fulfilled is called insurable risk.

  (ii)  Non-insurable or Uninsurable risk: Non-insurable risk is a condition that poses unknowable or 
unacceptable risk of loss or a situation in which the insurance would be against the law. Insurance 
companies limit their losses by not taking on certain risks that are very likely to result in a loss. A risk is 
also uninsurable when an insurance company cannot calculate the probability of the risk and therefore 
cannot work out a premium that the business must pay. For example, you cannot take out insurance 
against possible failure of your business. Risk is too widespread, for example, when there is a war in the 
country. Also one cannot insure a business for :

   (a) Different price levels at different places.
   (b) New inventions that replace old technology.
   (c) Changes in fashions when goods become obsolete, etc. 

  l Characteristics of Insurable Risk 
  (i)  Definite Loss: The loss takes place at a known time, in a known place, and from a known cause. The 

classic example is death of an insured person on a life insurance policy.
  (ii)  Accidental Loss: The event that constitutes the trigger of a claim should be fortuitous, or at least outside 

the control of the beneficiary of the insurance. The loss should be ‘pure’ in the sense that it results from 
an event for which there is only the opportunity for cost. Events that contain speculative elements, such 
as ordinary business risks, are generally not considered insurable. 

  (iii)  Large Loss: The size of the loss must be meaningful from the perspective of the insured. Insurance 
premiums need to cover both the expected cost of losses, plus the cost of issuing and administering the 
policy, adjusting losses, and supplying the capital needed to reasonably assure that the insurer will be 
able to pay claims.

  (iv)  Affordable Premium: If the likelihood of an insured event is so high, or the cost of the event so large, that 
the resulting premium is large relative to the amount of protection offered, it is not likely that anyone will 
buy insurance, even if on offer.
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Key Words

  Whole Life Policy : The amount payable to the insured will not be paid before the death of the assured.
  Endowment Life Assurance Policy : A specified sum is paid when the insured attains a particular age or on his 

death whichever is earlier.
  Joint Life Policy : The assured sum or policy money is payable upon the death of any one person to the other 

survivor or survivors.
  Annuity Policy : The policy money is payable after the assured attains a certain age in monthly, quarterly, and 

half-yearly or annual instalments.
  Children’s Endowment Policy : A certain sum is paid by the insurer when the children attain a particular age. 

The premium is paid by the person entering into the contract. However, no premium will be paid, if that person 
dies before the maturity of the policy.

  qqq


