
UNIT – I: HUMAN RESOURCE MANAGEMENT

CHAPTER-1

HUMAN RESOURCE MANAGEMENT

Topic-1
Introduction to Human Resource Management
Concepts covered: Meaning and Definition of HRM, Characteristics and 
Importance of HRM

Revision Notes

 � Human resources of an organization are the aggregate of knowledge, skills, aptitudes of people working in it and 
the management of these resources is known as Human Resource Management.

	� Human Resource Management is that part of management which is concerned with people at work and with 
their relationships within the organization.

	� Human Resource Management is a strategic approach to efficiently and effectively optimize a workforce by 
recruiting and selecting employees, providing orientation and induction, training and development, assessment 
of employees, providing compensation and benefits, motivating, maintaining proper relations with employees 
and with trade unions, maintaining employees’ safety, welfare and health measures in compliance with labour 
laws.

	� HRM can be defined as a process of procuring, developing and maintaining competent human resources in the 
organization so that the goals of an organization are achieved in an effective and efficient manner. In short, HRM 
is the art of managing people at work in such a manner that they give their best to the organization for achieving 
its set goals and gaining a competitive advantage in the industry.

	� Edwin Flippo defined: HRM as “planning, organizing, directing, controlling of procurement, development, 
compensation, integration, maintenance and separation of human resources so that individual, organizational 
and social objectives are achieved.”

	� Accordingly to Decenzo and Robbins, “HRM is concerned with the people dimension” in management. 
  Since every organization is made up of people, acquiring their services, developing their skills, motivating them to 

higher levels of performance and ensuring that they continue to maintain their commitment to the organization 
to achieve organizational objectives. This is true, regardless of the type of organization – government, business, 
education, health or social action.

	� Characteristics of Human Resource Management
 (i) People oriented: HRM is the process of bringing people and organizations together and comprises people-

related functions like hiring, training and development, performance appraisal, working environment, etc.
 (ii) Comprehensive function: HRM covers all people at all levels of the organization. HRM is applied to workers, 

supervisors, officers and all other types of personnel.
 (iii) Staff function: HRM is a staff function or a facilitator for hiring and maintaining a committed and competent 

staff in all organizations.
 (iv) Pervasive function: HRM is pervasive and makes no discrimination by covering all levels and all categories 

of people, management and operational staff.
 (v) Challenging function: HRM is a challenging job as it makes sure is that the time and money is well-spent on 

right quality and quantity of personnel in an organization.
 (vi) Continuous function: HRM is an ongoing or never ending function as it has to continuously change and 

adjust according to the changes in the environment, changes in the expectations of the staff, etc.
 (vii) Individual oriented: Under HRM, every employee is considered as an individual as it outlines their career 

goals vis-a-vis the organisational objectives.
 (viii) Development oriented: HRM as a developing function intends to develop the full potential of the employees 

by enabling experience and exposure across all levels of an organization and develop their skills, knowledge 
and abilities which in turn improves an organization's effectiveness.

 (ix) Action oriented: HRM focuses on action rather than on record-keeping or procedures.
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 (x) Future oriented: HRM is concerned with helping an organization to achieve its goals by assessing and 
planning the future requirement of human resources in the organization in the future.

 (xi) Interdisciplinary: HRM is interdisciplinary in nature and influenced by various professional fields such as 
economics, psychology, organizational behaviour and education.

 (xii) Art as well as science: HRM is considered as a science because it has an organized body of knowledge which 
contains certain universal truths and called as an art because HRM requires certain skills which are personal 
possessions of managers.

 (xiii) Young discipline: HRM is relatively a new specialised area as compared to manufacturing and marketing.
	� Human Resource Management is important for:
	 �	Attracting and retaining the vital talent;
	 �	Orienting employees of the organisation;
	 �	Developing the required skills and right attitude;
	 �	Making a new employee feel comfortable;
	 �	Securing cooperation of employees;
	 �	Training employees in order to constantly upgrade their skills;
	 �	Making employees self-sufficient and preparing them for adverse conditions;
	 �	Allocating work properly.
  Example 1 – Oberoi Group of Hotels HR Strategies
  The Oberoi Group has its core values imbibed in their initiative called “Dharma”, which comprises ethical 

standards in its operations, teamwork, foremost attention to their customers, two-way communication, respect 
to every employee and safeguarding safety, security, health and environment, avoiding short-term quick fixes in 
favour of long-term healthy precedents. Accordingly, the Group has supporting HR systems and processes and 
positively affects their bottom line. The initiatives under this initiative are as follows:

 1. Value of anything at `1500: An employee can offer anything at a cost value of `1500 without seeking prior 
approval from their superiors, any number of times to any number of guests as a means of empowering the 
employees to attract or delight the guests.

 2. Certificates of appreciation: The Oberoi group appoints an external auditing firm consisting of mystery 
guests who audit certain hotels on the standards laid down for guest service. Following the audit employees 
who have given exceptional service to the guest auditors are given certificates of appreciation known as the 
“Leading Quality Assurance Champs”

 3. Peer-to-Peer Appreciation: Alternatively, team members are also encouraged to plant an appreciation leaf 
on the appreciation tree displayed in the team cafeteria to promote peer recognition for a job well done, 
irrespective of department affiliations. It also encourages on the spot recognition and interdepartmental co-
operation.

 4. Newsletters: For internal communication, the company has launched an electronic employee newsletter 
called “Communique”.

 5. Open door policy: The company also has an open door policy where employees have unfettered access to 
Hotel General Managers, Business Heads or members of senior management to address any issues or give 
feedback about the workplace.

 6. Celebrations and team activities: As the service industry faces long working hours the company gives 
opportunities to employees to relax and rejoice by celebrating many occasions and festivals in their business 
units and hotels. In addition, the corporate office hosts two Wellness Weeks each year where employees get 
together for healthy cooking lessons, salsa dancing, exercise and meditation at work classes among other 
team activities.

 7. Referral programs for recruitment: As a demonstration of the trust the Group places in its employees and its 
view of staff as brand ambassadors, the company has instituted an 'Each one, bring one' referral programme, 
which allows employees to recommend like-minded candidates for opportunities within the Group.

 8. Social contribution: It supports social needs and ensures employment from within the local community, 
uses natural products and recycles items, thus making proper use of diminishing natural resources. Each 
of the Group's hotels participate in a variety of Corporate Social Responsibility (CSR) efforts in their local 
communities, which include planting trees, building schools, volunteering at shelters and clothing and 
literacy drives. Furthermore, all Oberoi hotels have water harvesting, water recycling and energy efficient 
technology. The Group is also seriously contemplating wind and solar power as alternative energy sources

 9. Additional initiatives: The company also has back of house areas where employees are offered excellent 
gymnasiums, recreation rooms, hobby classes, on-site medical facilities, periodic health camps, wellness 
cafeterias and an employee concierge facility for running employee errands while they are at work. During 
the summer holidays, camps are organised for the children of the employees. The company has also instituted 
The Oberoi Care Fund through which it offers financial support to employees affected during a crisis like the 
Mumbai terror attacks.



Oswaal ISC Revision Notes Chapterwise & Topicwise, BUSINESS STUDIES, Class-XII  3

Key Words

 � Human Resource: Workers/Labour 
 � HR Manager: Persons managing workers/labour
 � HRM: Multidimensional functions of HR department which is:
 � People Oriented � Comprehensive 
 � Staff function � Pervasive function
 � Challenging � Continuous
 � Individual oriented � Development oriented
 � Action oriented � Future oriented
 � Interdisciplinary � Art as well as Science
 � Young discipline

Topic-2
Job and Manpower Planning
Concepts covered: Meaning, Importance and difference between the 
Job Analysis, Job Specification, Job Description, Job Enrichment, Job 
Enlargement, and Manpower Estimation

Revision Notes

	� Job analysis is a formal and detailed study of jobs. Job analysis is the process of studying and collecting information 
relating to the operations and responsibilities of a specific job.

	� It refers to a scientific and systematic analysis of a job in order to obtain all relevant facts about the job.
	� Michael J. Jucius defined job analysis as “the process of studying the operations, duties and operational aspects of 

jobs in order to derive specifications or as they are called by some job descriptions.”
	� Importance of Job Analysis:
	 �	Organizational Design	 �	Manpower Planning
	 �	Recruitment and Selection	 �	Placement and Orientation
	 �	Training and Development	 �	Job Evaluation
	 �	Performance Appraisal	 �	Job Designing
	 �	Safety and Health	 �	Promotions and Transfers
	 �	Employment Guidance	 �	Labour Relations
	 �	Employees’ Counselling
	� Job description is a functional description of what the job entails. A Job description is a document that describes 

the general tasks, or other related duties, and responsibilities of a position. It is a written record of the appropriate 
and authorized contents of a job.

	� Job description is descriptive in nature and defines the objectives and scope of a job. It is a document showing a 
brief summary of task requirements which explains the constituent elements of a job in an organized way.

	� Job Description is prepared to cater to the following:
	 �	Job Grading and Classification	 �	Placement and Orientation of new employees
	 �	Promotions and Transfers	 �	Defining career path
	 �	Developing work standards	 �	Counselling of employees
	 �	Delimitation of authority	 �	Redressed of grievances relating to duties
	 �	Work measurement and improvement	 �	Development and change in organisation
	� Job specification converts the job description to qualifications that are required for performing the job. This is 

usually a statement which consists of qualifications, characteristics, traits, etc., for an employee to perform his 
duties.

	� Job specification is a statement of the minimum acceptable human qualities required for the proper performance 
of the job. It defines the knowledge, skills and abilities that are required to perform a job in an organisation.

	� Job specification covers aspects like education, work-experience, managerial experience, etc., which can help 
accomplish the goals related to the job. Job specification helps in the recruitment and selection process, evaluating 
the performance of employees and in their appraisal and promotion.
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	� Purpose of Job Specification:
	 �	Described on the basis of job description, job specification helps candidates analyse whether they are eligible 

to apply for a particular job vacancy or not.
	 �	It helps the recruitment team of an organization to understand what level of qualifications, qualities and set of 

characteristics should be present in a candidate to make him or her eligible for the job opening.
	 �	Job Specification gives detailed information about any job including job responsibilities, desired technical and 

physical skills, conversational ability and much more.
	 �	It helps in selecting the most appropriate candidate for a particular job.
	� Job enrichment involves designing a job in such a way that it provides the worker greater autonomy for planning 

and controlling his own performance. 
	� Job enrichment makes the job more meaningful, enjoyable and satisfying. It also gives the workers more 

responsibility. Job enrichment gives the workers opportunities for achievement, recognition, advancement and 
growth. So, the workers are motivated to work harder.

	� Job enrichment can be described as a medium through which management can motivate self-driven employees by 
assigning them additional responsibility normally reserved for higher level employees. By doing this, employees 
feel like their work is meaningful and important to the company.

	� The importance or merits or advantages of job enrichment are:
	 �	It makes the job interesting.
	 �	It provides job satisfaction.
	 �	It helps to increase quantity and quality of job performance.
	 �	Job enrichment is useful to both the workers and the organisation.
	 �	The worker gets achievement, recognition and self-actualization.
	 �	The worker gets a sense of belonging to the organisation.
	 �	The worker finds the job meaningful.
	 �	Job enrichment reduces absenteeism, labour-turnover and grievances.
	 �	It motivates the workers to give best performance.
	� Job enlargement is the process of increasing the scope of a job by adding more tasks to it. It is a job design 

technique wherein there is an increase in the number of tasks associated with a certain job. In other words, it 
means increasing the scope of one’s duties and responsibilities. The increase in scope is quantitative in nature and 
not qualitative and at the same level.

	� Relevance of Job Enlargement:
	 �	Reduces monotony and boredom, 
	 �	Increases work flexibility, 
	 �	Method of training and developing more versatile employees, 
	 �	Increases efficiency.
	� A person specification describes the personal attributes desired in a potential employee. It is similar to a job 

description, but more specific. These attributes include qualifications, skills, experience, and knowledge, and 
sometimes personal attributes which a candidate needs to possess in order to perform the job duties. The 
specification should be derived from the job description and thus helps to form the foundation for the recruitment 
process. Person specifications are also good for helping potential applicants to understand the job requirements 
and self-select accordingly.

	� Manpower Planning is the process of estimating the optimum number of people required for completing a 
project, task or a goal within time. Manpower planning includes parameters like number of personnel, different 
types of skills, time period, etc. It is a never ending and continuous process to make sure that the business has the 
optimum resources available when required, taking into consideration the upcoming future projects and also the 
replacement of the outgoing employees. It is also called Human Resource Planning.

	� Manpower planning is the process by which management determines how the organisation should move from 
its current manpower position to its desired manpower position.

	� Manpower planning may be defined as, “the replacement planning which analyses labour turnover, recruitment 
policy, promotion, development and maintenance of employee programmes and assesses the future needs of the 
organisation so that sufficient number of persons may be procured well in time.”

	� Importance of Manpower Planning:
	 �	Helps to ensure that the organisation has the required quantity and quality of manpower.
	 �	Helps to avoid shortage and surplus of employees.
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	 �	Enables development and growth of the enterprise.
	 �	Leads to better utilization of manpower resources.
	 �	Useful in controlling and foreseeing costs of manpower.
	 �	Helps in planning for physical facilities like canteen, staff quarters, furniture and equipment.
  Example 2 – Indian Airlines: Indian Airlines (IA)’s monopoly power and reputation was threatened for several 

years due to continual losses over the years, frequent human resource problems and gross mismanagement. 
Factors which attributed to IA’s downfall are as follows:

 1. Rising competition: In 1994 air transport was opened to private players leading to rise in competition and 
to counter it IA launched a new image building advertisement campaign. It also improved its services by 
strictly adhering to flight schedules and providing better in-flight and ground services. It also launched 
several other new aircraft, with a new, younger, and more dynamic in-flight crew. These initiatives were soon 
rewarded in form of 17% increase in passenger revenues during the year 1994. However, IA could not sustain 
these improvements as competitors provided better services and network. IA faced severe criticism for its 
inefficiency and excessive expenditure human resources as staff cost increased to `5.9 billion during 1994-98 
attributing to `7.5 billion loss by 1999.

 2. Government Interference: Unnecessary interference by the Ministry of Civil Aviation ranging from deciding 
on the crew’s quality to major technical decisions in which the Ministry did not even have the necessary 
expertise and operating in subsidised fares contributed to the IA’s losses over the years.

 3. Deficiencies in Manpower Planning: A report by the Comptroller and Auditor General of India indicated 
that manpower planning in IA did not involve any periodic and realistic assessment of the manpower needs, 
need-based recruitment and optimum utilization of the recruited personnel. Instead, it created surplus and 
redundant posts without appropriate qualifications.

 4. Strikes and Agitations: IA’s eight unions were notorious for their defiant attitude and their use of 
unscrupulous methods to force the management to agree to all their demands. Strikes, go-slow agitations and 
wage negotiations were common. For example, the pilots began the agitation demanding higher allowances 
for flying in international sectors. And when this demand was turned down, they refused to fly with people 
re-employed on a contract basis. Thereafter they went on a strike, saying that the cabin crew earned higher 
wages than them and that they would not fly until this issue was addressed. Due to adamant behaviour of 
pilots many of the cabin crew and the airhostesses had to be off-loaded at the last moment from aircrafts. In 
1996, another agitation took place, with many pilots reporting sick at the same time, which were found to 
be false claims by medical examiners. Some pilots who were completely fit somehow managed to produce 
medical certificates to corroborate their claims. In January 1997, there was another strike by the pilots, this 
time asking for increased foreign allowances, fixed flying hours, free meals and wage parity with Alliance Air. 

 5. Changes in leadership: Russy Mody (Mody), who joined IA as chairman in November 1994, made efforts 
to appease the unions by proposing to bring their salaries on par with those of Air India employees. This 
was strongly opposed by the board of directors, in view of the mounting losses. Mody also proposed to 
increase the age of retirement from 58 to 60 to control the exodus of pilots. But his plans were rejected by 
the government. When Probir Sen (Sen) took over as chairman and managing director, he brought the pilot 
emoluments on par with emoluments other airlines, thereby successfully controlling the exodus. In 1994, the 
IA unions opposed the re-employment of pilots who had left IA to join private carriers and the employment of 
superannuated fliers on contract. Initially, Sen’s efforts enabled some improvement but economic downturn 
and increasing wages pushed IA into losses by 1999.

 6. Productivity Linked Incentive (PLI) Schemes: IA introduced Productivity Linked Incentive (PLI) schemes to 
persuade IA pilots to fly more in order to increase aircraft utilisation. But the PLI scheme was grossly misused 
by large sections of the employees to earn more cash. For instance, the agreement stated that PLI would be 
paid if the engineering department made 28 Airbus A320s available for service every day. This number was 
later reduced to 25 and finally to 23. However, there were reports indicating that the flights that left 30–45 
minutes late were shown as being on time for PLI purposes. On books, pilots were shown to fly 75 hours a 
month, but they flew only 63 hours. Eventually, the PLI schemes raised an additional annual wage bill of ̀ 1.8 
billion for IA.

 7. Overtime allowance: It was alleged that IA employees did no work during normal office hours but deliberately 
worked overtime to earn more money. The payment of overtime allowance (OTA) which included holiday 
pay to staff, increased by 109% during 1993-99 whose payment always exceeded the budget provisions. 
Between 1991-92 and 1995-96, the increase in pay and allowances of the executive pilots was 842% and that 
of non-executive pilots was 134%. 

 8. Surplus employees: IA had the maximum number of employees per aircraft. It was reported that the airline’s 
monthly wage bill was as high as `680 mn, which doubled in the next three years. There were 150 employees 
earning above `0.3 mn per annum in 1994-95 and the number increased to 2, 109 by 1997-98. The Brar 
committee attributed this abnormal increase in staff costs to inefficient manpower planning, unproductive 
deployment of manpower and unwarranted increase in salaries and wages of the employees.
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 9. Unqualified personnel: There were no basic educational qualifications prescribed for senior executive 
posts. Even a matriculate could become a manager, by acquiring the necessary job-related qualifications 
& experience. Illiterate IA employees drew salaries that were on par with senior civil servants. After 
superannuation, several employees were re-employed by the airline in an advisory capacity. According to 
reports, IA employed 132 retired employees as consultants during 1995-96 on contract basis.

 10. Subsidised and mismanaged services: The rates of highly subsidized canteen items were not revised even 
once in three decades and there was no policy on fixing rates. Various allowances such as out-of-pocket 
expenses, experience allowance, simulator allowance, etc., were paid to those who were not strictly eligible 
for these. Excessive expenditure was incurred on benefits given to senior executives such as retention of 
company car, and room air-conditioners even after retirement.

	 

CHAPTER-2

STAFF RECRUITMENT AND SELECTION

Topic-1
Staff Recruitment
Concepts covered: Meaning, Definition and Characteristics of Staff 
Recruitment; Sources of Recruitment: Internal Sources and External 
Sources, E-recruitment

Revision Notes

 � Recruitment: Recruitment is the process of actively seeking out required staff from suitable sources and 
hiring potential candidates as well as on-boarding qualified job candidates for a specific position or a job in an 
organisation.

 � Definitions of Recruitment:
 � According to Edwin B. Flippo, “It is a process of searching for prospective employees and stimulating and 

encouraging them to apply for jobs in an organisation.”
 � In the words of Dale Yoder, Recruitment is the process to “discover the sources of manpower to meet the 

requirements of the staffing schedule and to employ effective measures for attracting that manpower in 
adequate numbers to facilitate effective selection of an efficient working force.”

 � Characteristics of Recruitment:
 � Recruitment is a process.
 � Recruitment is a linking activity.
 � Recruitment is positive in nature.
 � The purpose of recruitment is to locate the sources of people.
 � Recruitment is a pervasive function.
 � Recruitment is a two-way process.
 � Sources: The different sources of recruitment are classified into two categories, viz., 
 � Internal sources which are from within the organisation;
 � External sources which are from outside the organisation.
 � Internal sources of recruitment: Recruitment from within the organisation is generally termed as internal source 

of recruitment. It includes, promotions, transfers, employing former employees, employee referrals, etc.
 � Promotion: Promotion leads to elevating an employee to a higher position, carrying higher responsibilities, 

privileges, status, and pay. Promotion is a vertical/upward advancement of employees. This practice enables 
motivation, loyalty and satisfaction among employees.

 � Transfer: It involves shifting of an employee from one job to another, one department to another or from one shift 
to another, without a substantive change in the responsibilities and status of the employee. It may lead to changes 
in duties and responsibilities, working conditions, etc., but not necessarily in salary. Transfer is a good source of 
filling the vacancies with employees from over-staffed departments.
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 � Ex-Employees: Most of the time, people who were earlier employed in the company may be employed again. 
These are called ex-employees. Either a company can call them and offer a job or they may come back on their own.

 � Recommendations by employees or Employee referrals: Employee referrals is when the existing employees of 
an organisation recommends/refers friends or relatives as potential candidates for an opening or a vacancy in the 
organisation. This type of recruitment proves to be a good source of recruitment as the employee’s background is 
partly known.

 � Merits of Internal Sources of Recruitment:
 � It helps to motivate and improve the morale of the employees.
 � It helps to minimize labour turnover and absenteeism.
 � It is a cheaper source of recruitment.
 � It simplifies the process of selection and placement.
 � There is no need of induction training for the candidates.
 � Demerits of Internal Sources of Recruitment:
 � It reduces a pool of fresh and talented candidates
 � It has limited scope as it cannot fill all types of vacancies
 � When an employee is promoted/transferred that position becomes vacant
 � There may be bias or partiality in promoting/transferring within the organisation
 � It can create resentment among other employees or managers who are not promoted.
 � External sources of recruitment means when people from outside the organisation are employed or recruited. 

External sources of recruitment include, campus recruitment, employment exchanges, placement agencies, casual 
callers, gate hiring, labour contractors, walk-ins, etc.

 � Advertisement: Advertisement in newspapers, magazines, journals, radio, TV, etc., is generally used by 
an organisation to fill job vacancies by organisations requiring a diverse range of candidates across different 
qualifications and experience for staff recruitment.

 � Campus Recruitment: Organisations create a close liaison with educational institutions like colleges, technical 
and professional institutes for recruitment of students with required qualifications.

 � Employment Exchange: The Government of India has set up employment exchanges throughout the country 
wherein the details about the job seekers such as name, qualification, experience, etc., are stored and given to 
respective employers searching for suitable candidates. Employment exchanges run by the Government are 
regarded as a good source of recruitment for unskilled and skilled operative jobs.

 � Placement Agencies: A Placement agency or a Recruitment firm acts as a link between the companies that offer 
jobs in various areas and the job-seekers. They help match the job vacancies to suitable candidates and work 
directly with companies to offer the best fit to their vacant positions.

 � Casual Callers: The casual callers, also called as unsolicited applications, which are from job seekers who 
approach organizations casually though not in response to any advertisements and either mail or drop in their 
job applications for seeking suitable job opportunities. Many reputed business organisations keep a database of 
unsolicited applicants in their offices. Such job-seekers can be a valuable source of manpower.

 � Gate Hiring or Direct Recruitment: Gate hiring is also known as direct recruitment, wherein a notice is placed 
on the notice-board of the enterprise specifying the details of the jobs available. Job-seekers, who are mostly 
unskilled or badli workers, assemble outside the premises of the organisation on the specified date and selection 
is done on the spot and are paid daily wages.

 � Labour Contractors: The labour contractors are those who are either employed with the firm or have an agreement 
to supply workers to the firm for the completion of a specific type of a task. This method is again used for hiring 
the unskilled and semi-skilled workers. The contractor keeps in touch with the workers and sends them to the 
places where their need arises. Correspondingly, the contractors get a commission for each worker supplied.

 � Merits of External Sources of Recruitment:
 � It provides people with new ideas and special skills needed to cope with new challenges.
 � By using external sources of recruitment, the management can attract qualified and trained people to apply for 

vacant jobs in the organisation.
 � The management has a wider choice while selecting the people for employment.
 � It enhances diversity in the organisation enabling inclusion and empowerment
 � There are less chances of bias or partiality.
 � Demerits of External Sources of Recruitment:
 � External recruitment may lead to dissatisfaction and frustration among existing employees and affect employee 

morale, if outside candidates receive better compensation or a higher position in the organisation. 
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 � Recruitment from external sources is time consuming.
 � It is very costly to recruit staff from external sources.
 � There is a risk of selecting a candidate who may not be worthy or may not be the right fit qualified for the 

organisation and may take advantage of their position in the company
 � It is also possible that the new hires may not be able to adapt to their new working environment.
 � It adds transition period to all employees as it takes time for new recruits to adjust to company's procedures 

and practices.
 � It can cost the company additional time and money if new recruits need training on general policies and 

procedures.
 � E-recruitment, also known as online recruitment, refers to the recruiting employees through electronic means 

including internet and intranet. It is the process attracting, assessing, selecting, recruiting and on-boarding job 
candidates. 

 � e-Recruitment includes the entire process of finding the prospective candidates, assessing, interviewing and 
hiring them, as per the job requirement. 

 � Generally, the job vacancies are advertised on the World Wide Web (www), where the applicants attach their 
CV or resume, to get recognized by potential recruiters or employers Employers can use e-recruitment to 
post job openings and search resumes electronically, and employees can also use it to submit applications and 
resumes electronically, search job postings, and receive job alerts.

 � Sources:
 � Internet: Internet is the most commonly use source of e-recruitment, which is a global computer network 

with interconnected networks, using standardised communication protocols. It is an external source of 
recruitment on which job vacancies are advertised on a job portal or employer's website. Job-seekers send their 
applications and bio data through email or can upload their resume/CV using the internet after going through 
the company’s advertisement from the website.

 � Intranet: Intranet is an internal or private system in an organisation which multiple Personal Computers 
(PCs) are connected to each other. Most organisations have an intranet network which are used to advertise 
vacancies internally. Employees' data can be stored in this network and potential vacancies are accessible 
to everyone in the organisation. It can maintain contact between different offices and helps in maintaining 
contact with all employees across different offices within the organisation.

 � Benefits of e-Recruitment:
 � The cost of recruiting is not high. � It is a less time consuming process.
 � People with desired qualities can be recruited. � It is an efficient recruitment process.
 � It gives a wide geographical coverage. The candidates can be hired from any part of the world.
 � Limitations of e-Recruitment: 
 � Access to internet and intranet is a prerequisite for both the employer and the job-seekers.
 � Not suitable for senior positions where the pool of prospective candidates is much lower.
 � High volume of responses can be generated which includes large number of unsuitable and irrelevant 

candidates.
 � E-recruitment is impersonal as it lacks personal human touch.
 � Technological issues may arise from standardising the application process.

Key Terms

	�	CV: A curriculum vitae (CV) provides a summary of a candidate’s experience and skills. Typically, CVs for entry-
level candidates are longer than resumes—at least two or three pages.

	�	Biodata: Biodata is a short form of biographical data that usually contains all factual information including 
opinions, values, beliefs and/or physical attributes such as height, weight, etc. 

	�	Induction Training: Induction training is a form of introduction for new employees in order to enable them to do 
their work in a new profession or job role within an organisation.

Topic-2
Staff Selection
Concepts covered: Meaning of Selection, Steps in Selection Procedure, 
Important Tests used for Selection of Employees

Revision Notes

 � Selection: Selection is the process of identifying and choosing the best person out of a number of prospective 
candidates for a job. It is the process of carefully screening all the available candidates to choose the most suitable 
ones to fill the job vacancies in an organisation.
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 � Definitions:

 � According to Dale Yoder, “Selection is the process of choosing from among the candidates from within the 
organisation or from the outside, the most suitable person for the current position or for the future position”. 

 � In the words of David and Robbins, “Selection is a managerial decision making process as to predict which job 
applicants will be successful if hired.” 

 � According to Stone, “Selection is the process of differentiating between applicants in order to identify and hire 
those with a greater likelihood of success in a job”. 

 � Steps in the selection procedure:

 � Preliminary Screening � Application Blank

 � Selection Test � Group Discussion

 � Final Interview � Medical Test

 � Reference Check � Final Approval

 � Placement

 � Preliminary Screening: Preliminary screening helps the manager to eliminate unqualified or unfit job-seekers 
based on the information supplied in the application forms. It is essentially to check whether the candidate fulfils 
the minimum qualifications.

 � Blank Application form or Application Blank: Application form contains factual information like name, age, 
address, education, job experience, hobbies, etc., of candidates.

 � Selection Tests: Following preliminary screening of candidates, organisations can conduct tests for selection 
to know more about the candidates' skills, capabilities and knowledge. These tests can include, aptitude tests, 
intelligence tests, personality tests, dexterity tests, etc.

 � Group Discussion: Group discussion is a technique which involves a formal/informal gathering of candidates 
who discuss a topic, idea or solve problems or make comments, based on which employers judge their suitability 
for a job in terms of their thoughts, feelings and behaviour expressed during the discussion.

 � Final Interview: Final interview is a face to face conversation between the employer and the candidate who have 
cleared the tests and certain rounds of interviews earlier.

 � Medical Test or Examination: A physical or medical test is compulsory among most Indian organisations to 
ascertain physical standard and fitness of prospective employees. Most organisations provide mediclaim/medical 
insurance for prospective employees as assurance to employees regarding their health and safety.

 � Reference Check: Every candidate is required to mention in the application form the names and addresses of at 
least two persons or more as references. Reference check is important to collect information about the candidate’s 
background, abilities, working approach, behaviour, confidence and character. 

 � Final Approval: The candidates who are found suitable after the medical test and background investigation are 
formally appointed by issuing appointment letters to them. Such a letter generally contains a date by which the 
appointee must report on duty. The appointee must be given reasonable time for reporting.

 � Placement: Placement is putting up the selected candidates for appropriate jobs. It is the process of assigning 
specific jobs and work places to the selected candidates. Proper placement helps to improve work efficiency and 
satisfaction of employees.

 � Important Tests used for Selection of Employees:

	 �	Intelligence Tests: Intelligence tests aim at testing the candidate's reception power, memory power, reasoning 
power, etc. It generally includes verbal comprehensive, word fluency, speed of perception, etc.

	 �	Aptitude Test: Aptitude is the ability to do something or a natural tendency and accordingly, aptitude tests are 
designed to measure the hidden qualities of the candidates.

	 �	Personality Tests: Personality tests aim at determining the personality traits and characteristics and thus, 
measuring the effect of their personality on the work performance.

	 �	Trade Test: Trade test is the test of proficiency and skill in a given area of profession standardised by obtaining 
certain norms for novices, apprentices and experts in trade. It is different from aptitude test as aptitude test is 
conducted to know the learning ability of the candidate while trade test the skill in a specific trade or area of 
profession. 

	 �	Interest Tests: Interest test is designed to discover a person's area of interest in activities other than work or 
profession and can include outdoor activities or activities which are mechanical, computational, scientific, 
persuasive, artistic, literary, musical, clerical, social services, etc.
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Key Terms

	�	Internal sources of recruitment: Internal sources of recruitment consist of the people who have been working or 
have worked in the enterprise.

	�	External sources of recruitment: External sources of recruitment means recruitment of the people outside the 
enterprise.

	�	Trade test: Tests which are designed to measure the applicant’s level of knowledge and skill already achieved in 
a particular trade or occupation are called trade tests.

	�	Interview: It is a face to face interaction between two persons for a particular purpose.

	 

CHAPTER-3

STAFF TRAINING AND MORALE

Topic-1
Staff Training
Concepts covered: Meaning and Definition of Training, Types of 
Training, Methods of Training, Hindrances to Training and Benefits of 
Training.

Revision Notes

 � Training: Training is the process of increasing the knowledge of job and skills of employees. In other words, it is 
a process by which the aptitudes, skills and abilities of employees to perform specific jobs are increased. 

 � It is a two-way process because there must be someone to learn and someone to teach.

 � Definitions

	 � According to Edwin Flippo, ‘training is the act of increasing the skills of an employee for doing a particular job’.

	 � In the words of Dale, I. Beach, “Training is the organised procedure in which people learn knowledge and skills 
for definite purpose.”

	 � According to Michael Jucius, “The term training is used here to indicate only the process by which the aptitudes, 
skill and ability of employee to perform specific jobs is increased.”

	� Types of Training:

	 �	Induction Training: The Induction Training is also called as an orientation programme, wherein the new 
employees are introduced to the rules and regulation of an organization with the objective of making them 
accustomed to their working environment.

	 �	Job Training: Job training is given to those employees who are selected without any training and job experience. 
The objective of training is to increase the knowledge of employees and to acquire skills for a specified job.

	 �	Remedial Training: Remedial training is given in order to overcome the shortcomings in the behaviour and 
job performance of existing employees. It is intended to improve an employee's skills and knowledge and/or 
help in transitioning towards changes in an organisation.

 � Safety Training: The purpose of safety training is to give safety instructions to employees on the usage of 
machinery and the other dangerous devices. This training aims at minimising the number of accidents that 
can be caused while handling machines or other equipment.

 � Promotional Training: Promotion training means preparing and familiarising employees to handle more 
duties and responsibilities, thereby making them eligible for promotion to new roles in higher positions in the 
organization.

 � Refresher Training: Refresher training is provided to update the knowledge and skills of employees with the 
use of new methods and techniques. The purpose of this training is to acquaint the employees to the new and 
advanced methods and technologies and thereby improving their performance and efficiency.
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	� Methods of Training: On-the-Job methods and Off-the-Job methods
	 � On-the-job Methods: On-the-Job methods refer to the methods that are applied to the workplace, while the 

employee is actually working and performing it on real-time basis.
  Apprenticeship Training: In this type of training, theoretical instructions and practical learning are 

provided in training institutes to trainees. Apprenticeship training puts the trainee under the guidance 
of an experienced supervisor or leader. These are designed to attain proficiency to perform a particular 
job. For example, electricians, and plumbers are placed as apprentices or trainees for a certain period of 
time under their supervisors prior to managing jobs on their own.

  Internship Training: It is a joint, cooperative programme of training between educational institutions 
and business firms cooperate wherein. Selected or newly recruited candidates carry on regular studies 
for the prescribed period and are sent to vocational institutions for theoretical training. They also work 
in some factory or office to acquire practical knowledge and skills.

	 � Off-the-Job Methods: Off-the-Job methods require employees to leave their workplace and concentrate their 
entire time towards their training.

  Classroom Training: Under this type of training, training is provided in company classrooms or in educational 
institutions.  The use of lectures, case studies, group discussions, audio-visuals or demonstrations can often 
make a formal classroom presentation more interesting and increases the knowledge and skills of the 
trainees. 

  Vestibule Training: In this method, a training centre called vestibule is set up and actual job conditions 
are reproduced in it. Employees learn their jobs on the equipment they will be using, but the training is 
conducted away from the actual work floor. This is usually done when employees are required to handle 
sophisticated machinery and equipment.

	� Hindrances to Training:

 � Funds required for training are not sufficient.
 � Lack of top management support.
 � Lack of qualified trainers.
 � Poor leadership skills and training.
 � A weak learning environment.
 � Resistance to change.
	� Benefits of Training to the Employers:

 � It enhances employee productivity both in terms of quantity and quality, leading to higher profits.
 � Training increases employee morale and reduces absenteeism and employee turnover.
 � It helps in obtaining effective response to fast changing environment – technological and economic.
 � Trained employees make better and economical use of machinery and equipment which reduces wastage and 

spoilage.
 � Through training, an employer can develop its future executives and thereby ensures its stability.
	� Benefits to the Employees:

 � Improved skills and knowledge due to training leads to better career of the individual.
 � Training enables an employee to adapt to changes in work procedures and methods.
 � Increased performance by the individual helps him to earn more.
 � Training makes the employee more efficient to handle machines. Thus, less prone to accidents.
 � Training increases the self-confidence of an employee. It enables him to approach and perform his job with 

passion.
 � Training increases the satisfaction and morale of employees.

Key Terms

	�	Productivity: Productivity is a measure of economic performance that compares the amount of goods and 
services produced (output) with the amount of inputs used to produce those goods and services. It means how 
much work is accomplished in a particular work environment, over a particular period of time.

	�	Production Cost: Production costs refer to the costs incurred from manufacturing a product or providing a service 
that generates revenue for that company.

	�	Unavoidable Cost: Unavoidable costs are costs a company incurs, due to a commitment in the short-term and it 
is incurred even if the activity is not performed.
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Topic-2

Staff Morale
Concepts covered: Morale – Meaning and Definition, Characteristics 
of Morale, Morale-Productivity Matrix, Factors influencing Morale, 
Morale Depressants, Morale Stimulants, Methods of Raising Morale, 
Indicators of Low Morale and Indicators of High Morale

Revision Notes

 � Morale refers to the mental condition or attitudes of individuals and groups in an organisation. It is closely 
connected with organisation. If the morale of employees/workers is high, then the workers are not only highly 
productive but the workers also feel satisfied and contented. 

	 � Morale is the degree of enthusiasm and willingness with which the members of a group work to perform 
their assignments. Thus, morale is an indicator of attitudes of workers towards their jobs, superiors and 
environment.

	� Low morale exists when attitudes inhibit the willingness and ability of organisation to attain company objectives. 
Thus, morale of employees should be high to achieve the organisational goals efficiently and effectively. A high 
morale limits labour turnover, wastes and disharmony.

	 � Low morale represents the presence of mental unrest. The mental unrest not only restricts production but 
also leads to ill health of the employees. Low morale exists when doubt and suspicion are common and when 
employees are depressed and discouraged i.e., there is a lot of mental tension.

	� High morale exists when employee attitudes are favourable towards their work, their company and their fellow 
workers, favourable to the total situation of the group and to the attainment of its goals.

	 � Employees with high morale like their jobs and co-operate fully with the management towards the achievement 
of objectives of the organisation. It results in job satisfaction and creates job enthusiasm. High morale is indeed 
a manifestation of the employee’s strength, dependability, pride, confidence and devotion. All these qualities 
of mind and character taken together build high morale among the employees.

	� Definitions:

	 � William Spriegel has defined morale as, ‘‘the co-operative attitude or mental health of a number of people who 
are related to each other on some basis’’.

	 � According to Alexander H. Leighton, “morale is the capacity of a group of people to pull together persistently in 
pursuit of a common purpose.”

	� Characteristics of Morale:
	 �	It is a psychological concept.
	 �	It is a relative concept.
	 �	It is a group phenomenon.
	 �	It is an indicator of attitudes of workers towards their jobs, superiors and environment.
	 �	It is a by product of group relationships.	 �	It is dynamic in nature.
	 �	It is multi-dimensional.	 �	It is contagious.
	 �	It is intangible.
	� Morale-Productivity Matrix
  High morale–High productivity: It reflects a predisposition to be more productive if proper leadership is 

provided. This situation is likely to occur when employees are motivated to achieve high performance standards 
through financial and non-financial rewards.

  High morale–Low productivity: The situation arises when employees spend their time and energy in satisfying 
their personal objectives and not on the organizational goals.

  Low morale–High productivity: Low morale cannot result in high productivity for a long period. This situation 
can occur for a temporary period due to fear of loss of job.

  Low morale–Low productivity: In the long run, low morale is likely to result in low productivity. 
	� Factors influencing Morale:
	 �	Nature of work	 �	Working conditions
	 �	Supervision	 �	Interpersonal Relations
	 �	Management policies	 �	Personal factors
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	� Morale Depressants:
	 �	Low wage, salary and allowances	 �	Bad relations with co-workers
	 �	Unhappy family life	 �	Poor image of the company in the public
	 �	Unfriendly and unhelpful supervision	 �	Poor working conditions of the organization
	 �	Unsound policies and practices of management
	� Morale Stimulants:
	 �	High wage, salary and allowances	 �	Good relations with co-workers
	 �	Happy family life	 �	Good image of the company in the public
	 �	Friendly and helpful supervision	 �	Good working conditions of the organization
	 �	Sound policies and practices of management
	� Methods of raising morale:
	 �	Effective communication	 �	Active participation of workers
	 �	Sound personnel administration	 �	Worthwhile goals
	 �	Trusted supervision	 �	Human relations approach
	� Indicators of low morale:
	 �	High rates of absenteeism and labour turnover	�	Many complaints and grievances
	 �	Frustration among the employees	 �	Friction among the employees
	 �	Feeling of opposition towards leadership of the organisation
	 �	Lack of discipline	 �	Low quantity and quality of output
	 �	Resistance to change	 �	High rate of accidents
	� Indicators of high morale:
	 �	Low rates of absenteeism and labour turnover
	 �	Less complaints and grievances
	 �	Loyalty to the organization and its leadership or management
	 �	Good discipline. Employee’s voluntary conformity to rules and regulations
	 �	High quantity and quality of output
	 �	High degree of employees’ interest in their jobs and organization
	 �	Less rate of accidents
	 �	Willing cooperation towards objectives of the organization.
	� Advantages of High Morale are as follows:
	 �	High employee retention: Employee retention means organisations can retain or hold on to their employees. 

A good working culture that motivates, rewards and appreciates their employees can ensure high employee 
retention. Also, a motivating, approachable and knowledgeable supervisor or boss who is fair to all employees 
also assures employees to continue working in the organisation.

	 �	Low absenteeism: Employees with high morale are engaged, motivated and efficient. They willingly put in 
more hours and are more productive on the job leading to low absenteeism.

	 �	Increased creativity and innovation: Employees with high morale workers are well-trained and motivated 
to know their jobs and are empowered to take up challenging tasks and responsibilities to develop ideas, 
products and services that are creative and innovative for the business.

	 �	Improved health: A positive working environment that enables flexible working schedule, recognition and 
rewards, health benefits, etc., lead to improved physical and mental health thus creating a positive attitude 
towards work.

	 �	Improved revenues: High morale among employees enhances work satisfaction and increases productivity of 
the organization further leading to increased revenues for the organisation.

	� Disadvantages of Low Morale are as follows:
	 �	Lack of internal communication: Lack of internal communications such as weekly, monthly or quarterly 

meetings, regular management meetings can lead to low morale as clear lines of authority and clear expectations 
are not communicated with employees.

	 �	Absenteeism: With loss of interest in work and not feeling engaged in the business, employees could avoid 
work leading to absenteeism. 

	 �	Dissatisfaction: Lack of appreciation and recognition for employees in the form of higher salaries and rewards 
can cause low morale. Appreciation/recognition given to employees due to biases/partiality can also cause low 
morale.

	 �	Employee conflicts: Frequent absenteeism of employees can also affect other employees who take up the slack 
for absent employees and feel used/taken for granted. These employees become resentful, angry, and sullen.

	 �	Poor work quality: Employees can experience a low morale if an organisation lacks proper tools and resources 
to do the work efficiently thus leading to poor work quality.
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Key Terms

	� Labour turnover: It refers to the rate at which employees leave employment. 
	� Incentive: A payment or reward to stimulate greater output or investment.



CHAPTER-4

STAFF MOTIVATION AND REMUNERATION

Topic-1

Staff Motivation
Concepts covered: Meaning, Definition, Characteristics, and 
Importance of Staff Motivation Difference Between Motivation and 
Morale, Factors Influencing Motivation, Monetary and Non-Monetary 
Incentives, Maslow’s Theory of the Hierarchy of Human Needs, and 
Herzberg's Two-Factor Theory 

Revision Notes

 � Motivation: The term ‘motivation’ has been derived from the word ‘motive’. Motive means the urge to do 
something. It may be defined as an inner state of our mind that activates and directs our behaviour. It makes us 
move to act.

	 � Motivation may be defined as the process of inducing or inspiring people to take the desired course of action.
	 � Motivation is the process of stimulating people to action to accomplish desired goals. Motivation depends 

upon satisfying needs of people.
 � Staff Motivation: Staff Motivation is defined as the level of energy commitment, persistence and creativity that a 

company’s workers bring to their jobs.
	� Definitions:
	 �	William G. Scott: ‘‘Motivation means a process of stimulating people to action to accomplish desired goals.’’
	 �	McFarland: ‘‘Motivation refers to the way in which urges, drives, desires, aspirations, and strivings or needs 

direct, control and explain the behaviour of human beings.’’
	 �	Robert Dubin: ’’Motivation is the complex set of forces starting and keeping a person at work in an organisation. 

Motivation is something which moves the person to action and continues him in the course of action already 
initiated.’’

	 �	Fred Luthans: ’’Motivation is a process which begins with a physiological or psychological need or deficiency 
which triggers behaviour or a drive that is aimed at a goal or incentive.’’

	� Characteristics of Staff Motivation:
	 �	Motivation is an internal feeling. �	Motivation can either be positive or negative.
	 �	Motivation is a psychological concept. �	Motivation is total, not piecemeal.
	 �	Motivation is a continuous process. �	Motivation produces goal-directed behaviour.
	 �	Motivation may be financial or non-financial.	 �	Motivation is a complex process.
	� Differences between Motivation and Morale:
	 �	Motivation is the process of inspiring people to work hard for the achievement of desired common goals. 

Whereas, morale is a composite of feelings, attitudes and sentiments.
	 �	Motivation is an individual’s willingness to work but morale is largely a group phenomenon.
	� Importance of Staff Motivation:
	 �	Motivation helps to improve performance levels of employees as well as the organisation.
	 �	Motivation helps to change negative or indifferent attitudes of employee to positive attitudes.
	 �	Motivation helps to reduce employee turnover.
	 �	Motivation helps to reduce absenteeism in the organisation.

	 �	Motivation helps managers to introduce changes smoothly without much resistance from people.
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	� Factors Influencing Motivation:
 � Monetary incentives
 � Non-monetary incentives
	� Monetary incentives: Monetary incentives refer to incentives which are in direct monetary form or measurable 

in monetary terms and serve to motivate people for better performance. These incentives may be provided on 
individual or group basis. These incentives may be paid in cash or in kind.

	 � The monetary incentives generally used in organisations are:
   Wages and salaries  Pay and allowances
   Fringe benefits  Cash rewards
   Bonus

	� Non-monetary incentives: These incentives are non-financial because they are not measurable in terms of 
money and do not add to the income of the recipient. These incentives are more helpful in satisfying ego and 
self-actualization needs.

	 � The non-monetary incentives generally used in organisations are:
			Job satisfaction 	Appreciation of work
			Status symbols	 	Growth opportunities
			Participation in management	 	Healthy competition
			Knowledge of results

	� Differences between Monetary and Non-monetary Incentives:
	 �	Monetary incentives involve payment of money whereas non-monetary incentives do not involve use of 

money.
	 �	Monetary incentives are tangible whereas non-monetary incentives are intangible.
	 �	Monetary incentives satisfy lower-level needs whereas non-monetary incentives satisfy higher level needs.
	� Maslow’s Theory of the Hierarchy of Human Needs: Abraham Maslow, an American psychologist, first 

developed his famous theory of individual development and motivation in his 1943 paper, “A Theory of Human 
Motivation” on the basis of human needs. 

	 �	He suggested that human beings have a hierarchy of needs, i.e., that all humans act in a way which will 
address basic needs, before moving on to satisfy other, hence called higher level needs.

	 �	These needs are explained and shown in the following figure:

Self-
actualization

needs
Creativity,

Problem Solving,
Authenticity,
Spontaneity

Esteem needs
Self-Esteeem, Confidence,

Achievement

Social needs
Friendship, Family

Safety and Security needs
Employment, Resource, Health, Property

Physiological needs (survival)
Air, Shelter, Water, Food, Sleep, Sex

	 �	Physiological needs: These are the basic needs of air, water, food, sex, sleep, clothing and shelter. In other 
words, physiological needs are essential for the survival of human life.

	 �	Safety needs: Safety needs include physical, environmental and emotional safety and protection. Security 
needs consist of job security, financial security, protection from theft, fire, accident and animals, family security, 
health security, etc.

	 �	Social needs: A human is a social animal and they have a need to belong and be accepted by others. Social 
needs include the need for love, affection, care, belongingness, friendship and acceptance by various social 
groups. 
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	 �	Esteem needs: Esteem needs are of two types: self-esteem which includes self-respect, confidence, competence, 
achievement and freedom and esteem of others which consists of recognition, power, status, prestige, 
achievement, attention and admiration.

	 �	Self-actualization needs: These are the needs for realising one’s full potential. This includes the urge to become 
what you are capable of becoming or what you have the potential to become. It includes the need for growth 
and self-fulfilment. The self-actualization needs are never fully satiable. As one grows psychologically there 
are always new opportunities to continue to grow.

	� Assumptions:
	 �	Human needs can be classified in the hierarchy of their importance progressing from a lower to a higher 

order of needs.
	 �	A person attempts to satisfy one category of needs at a time. As soon as the person’s needs are met on one 

level, they move up to the next level of needs. 
	 �	A satisfied need cannot serve as a primary motivator of behaviour, only an unsatisfied need can influence 

behaviour and motivate people.
	 �	Until the lower level needs are satisfied, higher level needs remain inactive.
	� Criticisms:
	 �	The theory is not empirically supported.
	 �	Maslow’s model is much too rigid to explain the dynamic and unstable characteristic of employee needs.
	 �	There is a lack of hierarchical structure of needs as suggested by Maslow, though every individual has some 

ordering for his need satisfaction.
	 �	Needs other than those identified by Maslow also motivate people, e.g., spiritual needs.
	 �	People can also operate on more than one need level simultaneously or may move to a lower level of needs if 

their life circumstances change.
	� Herzberg’s Two-Factor Theory: The Two-Factor Theory includes two types of factors that affect how motivated 

or satisfied an employee is at work. These are comprised of hygiene factors and motivational factors.
	� Hygiene Factors: Hygiene factors are those that need to be addressed by a business in such a way that they would 

not result in employee’s unpleasant experiences and feelings at work. The presence of hygiene factors does not 
lead to positive satisfaction or higher motivation but their absence results in dissatisfaction among employees. 
The hygiene factors are:

	 �	Wages, salaries and other financial remuneration	�	Company policy and administration
	 �	Quality of interpersonal relations	 �	Working conditions
 � Feelings of job security � Quality of supervision
	� Motivational Factors: Motivator factors emerge from the need of an individual to achieve personal growth. Job 

satisfaction results from the presence of motivational factors. Moreover, effective motivational factors do not only 
lead to job satisfaction, but also to better performance at work. The motivational factors are:

 � Challenging or stimulating work � Status
 � Opportunity for advancement � Responsibility
 � Sense of personal growth or job achievement � Acquiring recognition

Key Words

	�	Fringe Benefits: Fringe benefits are the additional benefits offered to an employee, above the stated salary for the 
performance of a specific service.

	�	Bonus: A sum of money added to a person’s wages as a reward for good performance.
	�	Job Security: It is a state of having a job that is secure and from which one is unlikely to be dismissed without any 

valid cause.

Topic-2
Staff Remuneration
Concepts covered: Meaning and Definition of Staff Remuneration, 
Methods of Wage Payment – Time Rate and Piece Rate System, Pay 
Slip and Payroll, Various Staff Benefits, and Types of Leaves  

Revision Notes

 � Remuneration: The term remuneration means compensation or pay, but it has a broader meaning than pay 
because it can include not just basic salary or bonuses but commissions and other payments or benefits paid 
under the terms of an employment contract as well.
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	 � It is the reward for employment in the form of pay, salary, or wage, including allowances, benefits (such as 
company car, medical plan, and pension plan), bonuses, cash incentives, and monetary value of the non-cash 
incentives.

	� Time rate system guarantees wages to workers on the basis of time; irrespective of production done by them 
during the wage-period.

	 �	This system fails to discriminate between an efficient worker and an inefficient one.
	 �	Efficiency of workers is low under this system as workers have a tendency to do minimum work.
	 �	Quality of work is better under this system as workers are in no hurry to speed up production. They have full 

chance to demonstrate their craftsmanship.
	 �	There is lesser wastage of raw-materials, better handling of machines under this system, and consequently 

there are lesser chances of industrial accidents; as workers are in no hurry to speed up production.
	� Time rate system is suitable under the following situations:
	 �	When productivity of an employee cannot be measured precisely.
	 �	Where quality of products is more important than the quantity produced.
	 �	Where individual employees do not have any control over production.
	 �	Where close supervision of work is possible.
	 �	Where work delays are frequent and beyond the control of workers.
	� Merits of Time rate system:
	 �	It is simple and easy to understand.
	 �	This system provides a feeling of economic security to workers.
	 �	This system results in lesser wastage of materials, tools and machinery and fewer accidents.
	 �	This system leads to improvement in the quality of output.
	 �	Trade unions prefer this system because it facilitates workers unity.
	� Demerits of Time rate system:
	 �	This system makes no distinction between efficient and inefficient workers.
	 �	This system lacks incentives.
	 �	In order to ensure that workers do not misuse their time, close supervision becomes necessary.
	 �	It becomes difficult to accurately calculate the labour cost per unit.
	� Piece rate system promises wages to workers on the basis of production done by them. It discriminates between 

efficient and inefficient workers as the latter get lower wages. Under this system, efficiency of workers is high as 
workers try to produce more and more, to claim higher wages.

	 �	Quality of work is rather poor under this system; as workers are in a hurry to speed up production to claim 
higher wages. Workers, pay less attention to the qualitative aspects of work than on the quantity of units 
produced.

	 �	There is a greater wastage of raw-materials, careless handling of machines under this system; and consequently 
there are more chances of industrial accidents as workers are in a hurry to speed up production.

	 �	There is no need for supervision over workers as the system of wage payment makes them self-starters.
	� Piece rate system is suitable under the following situations:
	 �	Where production quantity is more important than the quality of the product.
	 �	When the work is of repetitive nature.
	 �	When mass manufacturing system of production is followed and the work is standardized. It is suitable for 

products involving continuous manufacturing process.
	 �	When it is possible to measure the production/output of workers separately.
	 �	When strict supervision is not required and/or it is difficult.
	� Merits of Piece rate system:
	 �	This system motivates the workers because reward is directly linked with effort.
	 �	There is less supervision required under this system.
	 �	Workers cooperate with the management in installation of new and better equipment and in other measures 

designed to improve efficiency.
	 �	It is easy to determine labour cost per unit.
	 �	Management can plan and control production with greater accuracy.
	 �	It is easy to distinguish between efficient and inefficient workers.
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	� Demerits of Piece rate system:
	 �	It is difficult to understand this system.
	 �	This system leads to insecurity as no minimum wages are guaranteed to workers.
	 �	The quality of the work declines as workers try to maximise the quantity of output.
	 �	This system leads to wastage of resources.
	 �	This system can create friction among employees and disputes may arise regarding determination of piece 

rate.
	 �	This system is very costly to design, install and maintain.
	� Payroll is the process by which employers pay an employee for the work they have completed.
	 � A payroll system involves everything that has to do with the payment of employees and the filing of 

employment taxes.
	� Payslip is a piece of paper given to an employee at the end of each week or month, which states how much money 

they have earned and how much tax has been deducted. It is a small document, included with an employee’s 
wage or salary, giving details of money earned and tax and insurance paid.

	� Employee Remuneration refers to the reward or compensation given to the employees for their work 
performances. Remuneration provides basic attraction to an employee to perform job efficiently and effectively. 
Remuneration leads to employee motivation. Salaries constitute an important source of income for employees 
and determine their standard of living.

	� Employee’s Provident Fund (EPF) is a retirement benefit scheme that is available to all salaried employees. A 
provident fund is a compulsory, government-managed retirement saving scheme. Workers contribute a portion 
of their salaries into a provident fund and employers must contribute on behalf of their employees. The money 
in the fund is then paid out to the workers when they retire. 

	� National Pension System (NPS) is a voluntary, defined contribution retirement savings scheme. The NPS has 
been designed to enable systematic savings during the subscriber’s working life. It is an attempt towards finding 
a sustainable solution to provide adequate retirement income to every citizen of India.

	� Group health insurance is a type of medical insurance package that covers group of people, or employees 
working in an organisation, or of a society or of a registered residential apartment. The plan covers medical 
benefits for the employees (insured), their spouse, their children and the dependent parents (if mentioned).

	� Group life insurance is a type of life insurance in which a single contract covers an entire group of people. 
Group life insurance is a type of life insurance in which a single contract covers an entire group of people. In 
this policy, lump sum benefits are payable to the beneficiary in case of the death of the employee during the 
period of the plan.

	� Gratuity is given by the employer to an employee for the services rendered by him for 5 years or more. It is 
usually paid at the time of leaving the employment or retirement but it can be paid before if certain conditions 
are met. 

	� Leave Encashment means to avail salary in lieu of accumulated leaves. In any organisation, leave encashment 
is one of the major incentives for employees not to avail leaves. Normally the Leave Encashment policy of the 
organisation allows you to encash the leave at basic salary.

	� Types of Leaves:
	 (i) Sick leave: A member of staff who is prevented by illness from carrying out his/her duties is required 

to furnish a medical certificate signed by a qualified Medical Practitioner or use such other mode of 
communication to this effect within two consecutive working days of absence.

	 (ii) Earned leaves are the leaves which are earned in the previous year and enjoyed in the preceding years/ 
next year. These are also known as privilege leave as these can be carried forward for the quantum up 
to the total of three years and vary from state to state as per the Shop and Establishment Act. 

	 (iii) Leave without pay may be granted to a permanent or probationary, full or part-time employee for 
various reasons, including family and medical leave, extended educational purposes, vacation or 
personal reasons.

	 (iv) Sabbatical leave is defined as a time period in which a person does not report to his regular job but who 
remains employed with that company. 

	 (v) Casual leave is provided to take care of urgent and unseen matters. In case of casual leave normally 
companies restrict maximum to 3 days in a month. In this case either the person has to take the 
permission in advance or has to be approved on joining.

 (vi) Maternity leave: Female employees shall be entitled to 180 calendar days maternity leave with full 
pay. In this regard, no employer shall forfeit her annual leave entitlement on account of having taken 
maternity leave.
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Key Terms

	�	HRA: HRA stands for House Rent Allowance. It is provided by employers to their employees as a part of their 
salary for the expenses incurred towards rented accommodation. 

	�	LTA: Leave Travel Allowance (LTA) is a type of allowance which is provided by the employer to his employee 
who is travelling on leave from the work to cover his travel expenses.

	�	Pecuniary benefit means any advantage in the form of money, property, commercial interest or anything else, 
the primary significance of which is economic gain.

	�	DA: Dearness Allowance (DA) is a component of salary which is some fixed percentage of the basic salary, aimed 
at hedging the impact of inflation.

	 

CHAPTER-5

STAFF LEADERSHIP AND APPRAISAL

Topic-1
Staff Leadership
Concepts covered: Meaning and Definition of Staff Leadership; 
Distinction between Leadership and Management; Leadership Styles, 
Leadership Continuum, and Blake and Mouton Managerial Grid  

Revision Notes

 � Leadership is the process of influencing the behaviour of people by making them strive voluntarily towards 
achievement of organisational goals. 

	 �	Leadership indicates the ability of an individual to maintain good interpersonal relations with followers and 
motivate them to contribute for achieving organisational objectives.

 � Definitions:
	 �	According to George Terry, “Leadership is the activity of influencing people to strive willingly for group 

objectives.”
	 �	According to Koontz and O’Donnell, “Leadership is generally defined as influence, the art or process of 

influencing people so that they will strive willingly towards the achievement of group goals.”
	 �	According to Peter Drucker, “Leadership is the lifting of man’s visions to higher sights, the raising of man’s 

performance to higher standard, the building of man’s personality beyond its normal limitations.”
	 �	According to Glueck, “Leadership is a set of interpersonal behaviours designed to influence employees to 

cooperate in the achievement of objectives.”
	� Difference between Leadership and Management:
	 �	Management is basically done in formally organised groups only whereas leadership is possible in both formal 

and informal groups.
	 �	Managers lay down the structure and delegate authority and responsibility, whereas leaders provide direction 

by developing the organizational vision and communicating it to the employees and inspiring them to achieve 
it.

	 �	Management includes focus on planning, organizing, staffing, directing and controlling whereas leadership 
is mainly a part of directing function of management. Leaders focus on listening, building relationships, 
teamwork, inspiring, motivating and persuading the followers.

	 �	Leader gets his authority from his followers whereas a manager gets his authority by virtue of his position in 
the organization.

	 �	Managers follow the organization’s policies and procedures whereas leaders follow their own instinct.
	 �	Management is more of science as the managers are exact, planned, standard, logical and more of mind. 

Leadership, on the other hand, is an art. In an organization, if the managers are required, then leaders are 
must.

	 �	Management deals with the technical dimension in an organization or the job content whereas leadership 
deals with the people aspect in an organization.
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	� Leadership Styles:
	 �	Authoritative/Autocratic Leadership: A Leader centralizes all decision-making powers and exercises 

complete control over his subordinates.
	 �	Democratic/Participative Leadership: A Leader consults the subordinates in the decision- making process 

and encourages them to give suggestions.
	 �	Free-Rein/Laissez-Faire Leadership: A Leader gives complete freedom to the subordinates in setting the 

goals and delegates entire authority of decision-making to them.

	� Advantages of Authoritative/Autocratic Leadership:
	 �	Provides for quick decision-making.
	 �	Productivity levels can increase with this leadership style.
	 �	Effective in small groups where leadership is lacking.
	 �	Easy to learn.
	 �	Clear line of control.
	 �	Improves overall communication.
	 �	Reduces the burden on the employees.
	 �	Leadership gives strong motivation and satisfaction to the leader who dictates terms.

	� Disadvantages of Authoritative/Autocratic Leadership:
	 �	Subordinates tend to evade responsibility and initiative.
	 �	Creates a system of dependence.	 �	Creates a lack of trust.
	 �	Lack of accountability within its structures.	 �	Makes it difficult to correct poor results.
	 �	Increases the work burden for the leader.	 �	Ignores the skills of competent workers.

	� Advantages of Democratic/Participative Leadership:
	 �	Builds relationships between management and workers.
	 �	Provides job satisfaction.
	 �	Reduces resistance to change.
	 �	Increases acceptance to new ideas.
	 �	Reduces complaints or grievances.
	 �	Helps to solve complex problems.
	 �	Encourages creativity.

	� Disadvantages of Democratic/Participative Leadership:
	 �	Can lead to delay in decisions.
	 �	Does not guarantee the best possible solution.
	 �	Can create negative emotions.
	 �	Can cause disharmony if it is misapplied.
	� Advantages of Free-Rein/Laissez-Faire Leadership:

	 �	Creates an environment of independence.
	 �	Encourages team members to explore new ideas.
	 �	Morale and job satisfaction of the employees are increased to some extent.
	 �	The employees get full opportunity to develop their talents.
	� Disadvantages of Free-Rein/Laissez Faire-Leadership:

	 �	Moderates the role of the leader on the team.
	 �	Reduces the cohesiveness of the group.
	 �	Suitable only for highly-educated employees.
	 �	Supervisors become lethargic.
	� Leadership Continuum: Leadership Continuum is a leadership theory developed by Robert Tannenbaum and 

Warren Schmidt of USA.

	 �	The Tannenbaum and Schmidt Continuum is a simple model of leadership theory which shows the 
relationship between the level of freedom that a manager chooses to give to a team and the level of authority 
used by the manager. 

	 �	This theory is based on the idea that many classifications of leadership such as autocratic or democratic are 
extremes and leadership practices in real life situations lie somewhere between the two extremes.

	 �	In the figure below, at the left end of the continuum is the ‘boss centered’ leadership while at the right end 
is the ‘subordinate centered’ leadership.



Oswaal ISC Revision Notes Chapterwise & Topicwise, BUSINESS STUDIES, Class-XII  21

Continuum Leadership Behaviour

Autocratic
(Boss-centered
Leadership)

Free-rein
(Subordinate-centered

Leadership)

Use of authority by manager

Area of freedom for subordinates

Manager makes
decisions and

announces

Manager presents
ideas and invites

suggestions

Manager presents
problems, gets

suggestions and
makes decisions

Manager permits
subordinates to

function within limits
defined by superior

Manager sells
decisions

Manager presents
tentative decision,
subject to change

Manger defines
limits, asks group
to make decision

	 � Situational leadership is that leadership style that depends on the situation. No single style is successful in  
all situations. Therefore, a good leader is one who behaves according to the requirements of the situation. 
This is the most realistic approach as it recognises that effective leadership is one which meets the needs of 
the specific situation.

	 � Blake and Mouton Managerial Grid: Blake and Jane Mouton proposed a graphic portrayal of leadership 
styles through a managerial grid. The grid depicted two dimensions of leader’s behaviour, concern 
for people and concern for production. Concern for people means the degree to which an individual is 
committed towards the goal achievement, maintaining self-esteem to workers and satisfying interpersonal 
relationships. Whereas, the concern for production means an attitude of superiors towards the quality of 
procedures and policies, creativeness of research, effectiveness of staff, work efficiency and volume of 
output.

Key Words

	�	Labour absenteeism: Employee absenteeism is defined as the frequent absence of an employee from his or her 
work. 

	�	Organizational goals: Organizational goals are strategically set objectives that outline expected results and guide 
employees’ efforts.

Topic-2
Staff Appraisal
Concepts covered: Performance Appraisal – Meaning and Definition, 
Potential Appraisal – Objectives, Importance, Methods, Merit Grading, 
Appraisal by Results, Appraisal by Results, and 360 Degree Appraisal

Revision Notes

	� Performance appraisal is the systematic evaluation of the individual with respect to his performance on the job 
and his potential for development.

	 � It is a formal programme under which the contributions and potential of people are evaluated. Promotion, 
transfer, salary increment, etc., are some of the matters that are dependent upon the evaluation of the 
performance of an employee.

	� Definitions:
	 � According to Edwin B. Flippo, “Performance appraisal is a systematic, periodic and so far as humanly possible, 

the impartial rating of an employee’s excellence in matters pertaining to his present job and to his potentialities 
for a better job.”

	 � In the words of c of evaluating an employee’s performance of a job in terms of its requirements.”
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	 � According to Dale S. Beach, “Performance appraisal is a systematic evaluation of the individual with respect to 
his or her performance on the job and his or her potential for development”.

	 � According to Dale Yoder, ‘’Performance appraisal includes all formal procedures used to evaluate personalities 
and contributions and potentials of group members in a working organisation. It is a continuous process to 
secure information necessary for making correct and objective decisions on employees.”

	� Potential appraisal refers to the evaluation of the latent capacity and unutilised talent of a person.
	 �	Potential appraisal is a part of performance appraisal that helps to identify the hidden talents and potential of 

the individuals. Identifying these potential talents helps in preparing the individuals for higher responsibilities 
and positions in the future. It focuses primarily on identifying the employee’s likely future roles within the 
organization.

	� Objectives of Performance Appraisal:
	 �	To maintain records in order to determine compensation packages, wage structure, salary raises, etc.
	 �	To facilitate communication between employee and employer.
	 �	To identify the strengths and weaknesses of employees to place right men on the right job.
	 �	To identify employee training needs.
	 �	To maintain and assess the potential present in a person for further growth and development.
	 �	To validate selection techniques and human resource policies to meet regulatory requirements.
	 �	To provide a feedback to employees regarding their performance and related status.
	 �	To improve performance through counselling, coaching and development.
	 �	To motivate employees through recognition and support.
	 �	To provide a feedback to employees regarding their performance and related status.
	 �	To review and retain the promotional and other training programmes.
	� Importance:
	 �	Validation of selection process	 �	Promotions
	 �	Transfers	 �	Layoff decisions
	 �	Compensation decisions	 �	Human resource planning 
	 �	Career development	 �	Employee training and development decisions
	 �	Performance feedback
	� Methods of Performance Appraisal:
	 �	Merit grading	 �	Appraisal by results
	 �	Appraisal by superior staff	 �	360° appraisal
	� Merit grading: In this method, certain characteristics or abilities of performance are identified in advance and 

the employees are put into the category according to their behaviour and traits. Such categories are defined as 
outstanding, good, average, below average, and poor in terms of letters like A, B, C, D, E, where A indicates the 
best, and E the poorest. This method is used for the promotions based on performance.

	� Appraisal by results: This is also known as goal setting approach to appraisal or appraisal through management 
by objectives. It is the appraisal method where managers and employees together identify, plan, organize, and 
communicate goals. It is a process in which a manager identifies the desired objectives to be achieved and gives 
each individual, major areas of responsibility in terms of results expected from them and use these measures as a 
guide to assess the contribution of each individual employee.

	� Appraisal by superior staff: The performance of an employee is appraised by his immediate superior. The superior 
is in direct touch with the subordinate. Therefore, the superior is in the best position to judge the performance of 
their subordinate.

	� 360° appraisal: Under 360° appraisal, performance information such as employee’s skills, abilities and behaviours, 
is collected ’all around‘ an employee, i.e., from his/her supervisors, subordinates, peers and even customers 
and clients. In other worlds, in 360° feedback appraisal system, an employee is appraised by his supervisor, 
subordinates, peers, and customers with whom he interacts in the course of his job performance. All these 
appraisers provide information or feedback about the employee by completing survey questionnaires designed 
for this purpose.

Key Terms

	�	Layoff: It refers to a temporary or permanent discharge of a worker or workers.
	�	Peer: Peer is someone who is at the same level as employee in the organization chart.
	�	Development: It refers to the process of growing or changing and becoming more advanced.
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CHAPTER-6

STAFF PROMOTION AND TRANSFER

Topic-1

Staff Promotion
Concepts covered: Staff Promotion-Meaning and Definition, 
Benefits and Limitations, Open Policy, Closed Policy, Dry Promotion, 
Upgradation, Requirements of a Sound Promotion Policy, Basis of 
Promotion 

Revision Notes

 � Staff Promotion means elevation to a higher job accompanied by increased pay and privileges. It is an upward 
advancement of an employee in an organisation, which commands better pay, better status, higher opportunities, 
higher responsibilities and better working environment.

	 � Promotion is vertical movement of an employee within the organisation. In other words, promotion refers to 
the upward movement of an employee from one job to another higher one, with increase in salary, status and 
responsibilities. Promotion may be temporary or permanent, depending upon the needs of the organisation.

	 � Promotion is defined as giving higher position to the employee which carries more responsibilities and higher 
status. Promotion means advancement of an employee in terms of pay and status and also improvement in 
working conditions.

 � Definition:

	 � According to Dale Yoder, “Promotion provides incentive to initiative, enterprise and ambition; minimizes 
discontent and unrest; attracts capable individuals; necessitates logical training for advancement; and forms 
an effective reward for loyalty and cooperation, long service, etc.

	 � According to Scott and Clothier defined Promotion as “A promotion is the transfer of an employee to a job which 
pays more money or one that carries some preferred status.”

	 � According to Edwin B. Flippo, “A promotion involves a change from one job to another that is better in terms of 
status and responsibilities.”

	� Benefits:

	 �	Recognition of employee’s performance and commitment.

	 �	Increase in the motivation level of employees towards better performance.

	 �	Helpful to develop competitive spirit among employees for acquiring knowledge and skills for higher level jobs.

	 �	Helpful in retaining skilled and talented employees.

	 �	Reduction in  discontent and unrest.

	 �	To fill up a vacant position that is created due to retirement, resignation or demise of an employee. In this case 
next senior employee will be promoted to the vacant job.

	 �	Helpful in utilizing more effectively the knowledge and skills of employees.

	 �	Helps in attracting suitable and competent employees.

	� Limitations:

	 �	Employees promoted from within the organization may not possess the required knowledge and skills.

	 �	More talented outsiders may not be employed.

	 �	Mobility of labour is stopped as a person will stick to the organisation which he joins.

	 �	Promotion decision may involve favouritism in the absence of clear cut criteria.

	 �	The expansion and the growth of the organisation is restricted by the limited talents of existing staff.

	� Open policy: In this policy, all the employees are considered as the candidates for promotion. Vacancies at higher 
posts to be filled through promotion are announced to employees.

	� Closed policy: All the employees are not considered as the candidates. Vacancies are not announced to employees.
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	� Dry promotion: An increase in responsibilities and status without any increase in pay or other financial benefits 
is termed as dry promotion. For example, a professor in a university becomes Head of the Department. 

	� Upgradation: It implies movement of an employee to a higher pay scale without any change of job. In an  
upgradation, the candidate continues to hold the same post without any change in the duties and responsibilities 
but merely gets a higher pay scale. 

	� Requirements of a Sound Promotion Policy:

	 �	The policy must specify rules regarding the proportion of internal and external recruitment for each department 
and grade.

	 �	A method of assessing the potentials of employees must be introduced.

	 �	It must be fair and equitable.

	 �	It must be consistent.

	 �	Seniority cum merit may be made a base for promoting employees to higher position.

	 �	Appropriate authority must be entrusted with the task of making final decision.

	 �	The percentage of higher level vacancies to be filled up through promotion should be clearly specified.

	 �	The promotion policy should be reviewed and updated from time to time.

	 �	The lines of promotion should be clearly defined for each and every job.

	� Basis of Promotion:

	 �	Seniority: Seniority of an employee refers to the relative length of service in an organization. When seniority is 
considered as the basis of promotion, the rule is to promote the employee having the longest length of service, 
irrespective of whether the employee is competent to occupy a higher post or not.

	 �	Merit: Merit indicates an employee’s knowledge, skills, abilities and efficiency measured from the employee’s 
educational qualifications, experience, job performance and training records. In case of merit promotion, an 
employee is promoted on the basis of excellent and superior performance in the current job. This is done 
through performance appraisal by the organization.

	 �	Seniority-Cum-Merit: It is necessary for the organizations to give due weightage to both seniority and merit 
while promoting their employees. A combination of both seniority and merit can be considered as the basis of 
promotions, thereby satisfying the management for organizational effectiveness and the employees and trade 
unions for respecting the length of service.

Key Words

 � Knowledge: Knowledge refers to the awareness or familiarity gained by experience of a fact or situation.
 � Skill: It is the ability to do something well.
 � Nepotism: It refers to the practice among those with power or influence of favouring relatives or friends, 

especially by giving them jobs.

Topic-2
Staff Transfer
Concepts covered: Transfer – Meaning, Definitions, Need for Transfers, 
Types of Transfers

Revision Notes

	� Transfer means shifting of an employee from one job to another, one unit to another or one shift to another and 
may involve a new geographical location. Transfers may be initiated by the organisation or by the employees with 
the approval of the organisation.

	 � Transfer is a process of placing employees in positions where they are likely to be more effective or where they 
are likely to get more job satisfaction. This transfer is a process of employee’s adjustment with the work, time 
and place. In transfers, there may or may not be a change in responsibility, designation and pay, etc.

	 � A transfer is a horizontal or lateral movement of an employee from one job, section, department, shift, plant or 
position to another at the same or another place where his pay, status and responsibility are mostly the same. 
It generally does not involve a promotion, demotion or a change in job status other than movement from one 
job or place to another.
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	� Definitions

	 � According to Dale Yoder, “A transfer involves the shifting of an employee from one job to another without 
special reference to change in responsibilities or compensation.” 

	 � According to Keith Davis, “Job transfers occur when an employee is moved from one job to another job that is 
relatively equal in pay, responsibility and/organizational level.”

	 � Edwin B. Flippo defines, “Transfer is a change in job where the new job is substantially equal to the old in terms 
of pay, status and responsibilities.”

	� Need for Transfer:

	 �	To increase the effectiveness of the organisation.
	 �	To increase versatility and competence of key positions.
	 �	To deal with fluctuations in work requirements.
	 �	To correct incompatibilities in employee relations.
	 �	To correct erroneous placement.
	 �	To relieve monotony.
	 �	To move an employee in the interests of health or age.
	 �	To provide creative opportunity.
	 �	To train employees for later advancement or promotion.
	� Types of Transfers:

	 �	Replacement	
	 �	Versatility
	 �	Remedial	
	 �	Production.
	� Replacement Transfer: A long standing employee may sometimes replace a new employee to get relief from 

heavy pressure of work. An employee with a long service may be transferred in some other department to replace 
a person with a shorter service.

	� Versatility Transfer: To make the employees competent and versatile, these transfers are initiated. Such transfers 
are made to develop all round proficiency among employees. The versatility transfers are made for the purpose 
of preparing the employees for production and replacement transfer. They are shifted from one job to another to 
increase their knowledge and experience. An employee is trained on different jobs so as adjust him on a different 
job when there is no work at his seat or job.

	� Remedial Transfer: Remedial transfers provide management with a procedure whereby an unsatisfactory 
placement can be corrected. These transfers are made to rectify errors in selection and placement of employees. 
When the initial placement of an employee is faulty, or the worker is not comfortable with the superior or with 
the co-workers, or there are some health issues, then these transfers are affected as a remedy to the situation.

	� Production Transfer: Such transfers are made when there is need for more personnel in one branch or plant and 
surplus of staff in the other. Production transfer helps to stabilize the employment in the company and avoidance 
of lay off, an employee may be transferred from one department to another department.

Key Terms

 � Monotony: It refers to a situation in which something stays the same and is therefore boring.
 � Job Rotation: Job Rotation is a management approach where employees are shifted between two or more 

assignments or jobs at regular intervals of time in order to expose them to all verticals of an organization.
 � Product Line: A product line is a group of products that a company creates under a single brand.
 � Organisational Structure: An organizational structure is a system that outlines how certain activities are directed 

in order to achieve the goals of an organization. 
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CHAPTER-7
STAFF SEPARATION AND EMERGING TRENDS IN 

HUMAN RESOURCES

Topic-1

Staff Separation
Concepts covered: Separation of Employment, Retrenchment, Layoff, 
Dismissal, Grounds for Dismissal, Steps to be Followed for Staff 
Dismissal, Retirement and its Types, Resignation, Suspension, Exit 
Interview 

Revision Notes

 � “Separation of Employment” refers broadly to the process of managing the termination of employment, whether 
involuntary (such as discharge, layoff, plant closure, disability or death) or voluntary (such as resignation, job 
abandonment or retirement).

	 � Separation of an employee exists when the service of an employee comes to an end because of one reason or 
other. Separation arises due to resignation, layoff, dismissal, and retirement, etc.

	� Retrenchment means involuntary separation of an employee due to the replacement of labour by machines or 
closure of the department.

	� Layoff: Layoff refers to the provisional termination of the employee, at the instance of the employer. Layoff is 
generally done to reduce the financial burden of the organization by temporarily removing the surplus employees. 
This is done due to inability of the employer to retain them due to shortage of sufficient resources. Layoff results 
in a great loss to the organization as they had to suffer all the expenses of selection, placement and training.

	� Dismissal: Dismissal or Discharge means separating the employee from the payroll due to unsatisfactory 
performance where the employee fails to perform his duties well and he is not properly skilled to perform his 
job or due to violation of organisational rules which means indiscipline, dishonesty. Whatever is the cause of 
dismissal but it should be done at the last stage.

	� Grounds for dismissal of an employee can be:

	 �	Inefficiency of an employee

	 �	Misconduct of an employee

	� Steps to be followed for staff dismissal:
 (i) Charge sheet
 (ii) Receipt of an explanation
 (iii) Tissue of a note of an enquiry
 (iv) Holding of enquiry
 (v) Findings and outcomes
 (vi) Final decision
 (vii) Communication
	� Retirement: Retirement is the point in time when an employee chooses to leave his or her employment 

permanently. It is a contract with an employee that specifies the age of retirement. At the time of retirement, he 
receives his provident fund amount, gratuity and encashment of earned leaves, etc. A number of separation in 
the organization happens due to retirement. There must be clear rules of retirement.

	� Compulsory Retirement: This is the retirement when employees retire compulsorily from service on attaining 
the age of superannuation. Some organisations like Universities may have a policy to reappoint professionals and 
others who possess rare skills and expertise for a limited time even after attaining superannuation.

	� Voluntary Retirement: When organisations give option to employees to retire even before superannuation, it is 
called ‘Voluntary Retirement’. This scheme is termed as, ‘Voluntary Retirement Scheme (VRS)’. Of late, in their 
efforts to downsize the employees, organisations by providing certain incentives, are trying to encourage their 
employees to opt for voluntary retirement. Employees in return for voluntary retirement are given lump-sum 
payment. This type of retirement is also called ‘Golden Hand Shake.’
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	� Resignation: When the employee himself initiates the separation then it is termed as resignation. There are some 
resignations which are avoidable and others which are unavoidable. It is the responsibility of the management 
to look for the real reason of the resignation. In such cases, exit interview is conducted to find out the reason of 
resignation.

	� Suspension is the practice in which an employee is not allowed to attend official work and will also not be 
receiving any compensation during the period. Employees in an organization are expected to adhere to the 
organization’s defined professional and ethical conduct, failing which he/she may be subject to disciplinary 
actions that include demotion, dismissal or suspension.

	� An Exit Interview is a wrap-up meeting between management representatives and someone who is leaving an 
organization, either voluntarily or through termination.

	� The Exit Interview is conducted at the time an employee is separating from the organization. The main purpose 
of the exit interview is to determine the employee’s reason for departure. It is a meeting between an employee 
who has voluntarily resigned from the organization and at least one representative from the human resources 
Management (HRM or HR) department or any other executive of the organization from any department, 
particularly designated for the purpose of exit interview.

	� The reason that companies have exit interviews is to gain valuable information which can prove to be useful in all 
aspects of the work environment, including aspects such as the work culture, day to day concerns, and processes, 
issues around management style, workplace ethics and employee morale.

Key Terms

	� Attrition: Attrition in human resources refers to the gradual loss of employees of an organisation. 
	� Voluntary Attrition: When an employee leaves the company for a better job opportunity or career growth or 

more pay, and leaves on his own, it is known as Voluntary Attrition.
	� Involuntary Attrition: If an employee is terminated from a job due to some ethical issue or lack of performance, 

it is Involuntary Attrition. Sometimes, a degrading business also forces employees to quit the job, which leads to 
a higher Attrition Rate.

Topic-2
Emerging Trends in Human Resources
Concepts covered: Flexible Working, Full Time Working, Work From 
Home, Retainership, Virtual Team, Self Managing Team

Revision Notes

	� Flexible working gives employees flexibility on how long, where and when they work. Employees access flexible 
working through human resources policies, which usually require supervisory approval.

	� Flexible working is comprised of three main arrangements: full-time, part-time and career flexibility.
	� Full-time flexible options include: 
	 �	Flexible hours: the ability to choose the start and finish time of the working day within core hours;
	 �	Telework: the chance to work from home or another place one or several days a week;
	 �	Time banks: the ability to take time off in compensation for overtime;
	 �	Compressed work weeks: such as working four longer days and taking the fifth day of the week off, or 

working a nine-hour day fortnight.
	� Flexible hours is a work practice that allows the employees a certain degree of freedom in deciding how the work 

will be done and how they’ll coordinate their schedules with those of other employees. The employer sets certain 
limits such as minimum and maximum number of hours of work every day, and the core time during which all 
employees must be present.

	� When you are a permanent part-time employee, you are employed by a company to work a set number of hours 
a week on a part-time basis. The period of time you work for the company can vary; for instance you might have 
a contract that states you’ll be employed for six months, or indefinitely.

	� Work from Home is a concept where the employee can do his or her job from home. Work from home gives a 
flexible working hour to the employee as well as the job for the employer is done with ease. Work from home is 
helpful towards delivering work-life balance to the employee, and also parallelly helps the company to get the 
work done. Nowadays, most of the employers are offering this option to their employees.
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	 � A Work from Home or Work at Home arrangement involves working from home and differs from the 
teleworking or telecommunication arrangement in that it does not require that the employee stays electronically 
connected to the work location during business hours. Work performed is generally done independently so 
does not require team interaction or consistent communication. It is also more likely that the employee can live 
far from the actual location of the business for which he or she is working because face to face contact at the 
location may not be necessary.

	� Retainer is a person who is retained by a firm or a company for giving advice on some complex matters which 
require expert opinion, for example, Labor Laws, Provident Fund matters or Intellectual Property issues etc.

	� Retainership contract is one in which the employees are hired on retainership basis. Since there are no fixed 
hours of office attendance, of such a contract, statutory requirements of employment like PF, Bonus, Gratuity, 
etc., are not applicable to the individuals. The working hours, monthly charges, and other benefits can be given 
depending upon mutual understanding and terms of contract between the company and the individual, there 
will be no master and servant relationship in such contract.

	� A Virtual Team (also known as a geographically dispersed team, distributed team, or remote team) usually refers 
to a group of individuals who work together from different geographic locations and rely on communication 
technology such as email, FAX, and video or voice conferencing services in order to collaborate.

	 �	Virtual team can be defined as a team of people which can be working in same office or spread across various 
locations–which can be different cities, countries and hence different time zones too. People of varied cultures, 
backgrounds and expertise come together to work on a common goal.

	 �	Generally virtual teams are formed for either finding solution to critical problems, development of a new 
product/service and problems of similar difficulty level.

	� A Self-managing team is a self-organized small group of employees whose members determine, plan, and 
manage their day-to-day activities and duties under reduced or no supervision. It is also called self-directed team 
or self-managed natural work team.

	 � A Self-managed team is a group of employees that is responsible and accountable for all or most aspects of 
producing a product or delivering a service. Traditional organisational structures assign tasks to employees 
depending on their specialist skills or the functional department within which they work. A self-managed 
team carries out supporting tasks, such as planning and scheduling the workflow and managing annual leave 
and absence, in addition to technical tasks. Management and technical responsibilities are typically rotated 
among the team members.

	 � Self-management teams work towards goals that are defined by a staff person outside the team. A Self-
directed team defines its own goals. While the self-management team is independent, the team members are 
interdependent. The team is self-regulating, operating with few external controls. Team members determine 
schedules, procedures and the need to make adjustments. Self-management teams are used in different work 
environments, including manufacturing, service industries, professional services and virtual environments. 
Effective self-management team models are appropriate for the type of work performed, the workplace 
environment and the structure of the business.

	 

UNIT – 2: BUSINESS COMMUNICATION AND CORRESPONDENCE

CHAPTER-8

BUSINESS COMMUNICATION

Revision Notes

 � Communication is defined as a process of exchange of ideas, views, facts, feelings, etc., between or among people 
to create common understanding.

 � Definitions:
	 � In the words of Harold Koontz and Heinz Weihrich, “Communication is transfer of information from the sender 

to the receiver with the information being understood by the receiver.”
	 � In the words of Rogers, “Communication is a process by which people create and share information with one 

another in order to reach common understanding.”
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	� Elements of Communication Process:
	 �	Sender: Sender means person who conveys his thoughts or ideas to the receiver. The sender represents the 

source of communication.
	 �	Message: It is the content of ideas, feelings, suggestions, order, etc., intended to be communicated.
	 �	Encoding: It is the process of converting the message into communication symbols such as words, pictures, 

gestures, etc.
	 �	Media: It is the path through which encoded message is transmitted to receiver. The channel may be in written 

form, face-to-face, phone call, internet, etc.
	 �	Decoding: It is the process of converting encoded symbols of the sender into understanding..
	 �	Receiver: The person who receives communication from the sender.
	 �	Feedback: It is considered to be the key element in communication as it is the only way of judging the 

effectiveness of the message. Feedback indicates the knowledge about the outcome of communication.
	� Importance of Communication:
	 �	Acts as a basis of coordination
	 �	Helps in smooth working of an enterprise
	 �	Acts as a basis of decision-making
	 �	Increases managerial efficiency
	 �	Promotes cooperation and industrial peace
	 �	Establishes effective leadership
	 �	Boosts morale and provides motivation
	� Methods of Communication: 
	 �	Oral	 �	Written
	 �	Gestural	 �	Visual
	� Oral Communication: It is the process of verbally transmitting information and ideas from one individual 

or group to another. It includes individuals conversing with each other, by direct conversation or telephonic 
conversation. Speeches, presentations, discussions are all forms of oral communication.

	 � Advantages:
  It saves time. Contact can be established quickly.
  The feedback is spontaneous in case of oral communication. Thus, decisions can be made quickly without 

any delay.
  Oral communication can be best used to transfer private and confidential information/matter.
  It is economical. It saves money.
  It is flexible and changes can be made easily.
  There is high level of understanding and transparency in oral communication as it is interpersonal.
  Oral communication is effective for communication in meetings, conferences, gatherings, group discussions, 

interviews, face-to-face talks, telephonic talks, etc.
	 � Disadvantages:
  It does not allow the listener much time to think, act and react.
  As no records of oral communication are generally kept, denial is easy.
  It has no legal validity unless it is tape-recorded or video-recorded.
  Oral communication is less authentic than written communication as they are informal and not as organized 

as written communication.
  There may be misunderstanding as the information is not complete and may lack essentials.
  In oral communication, important and secret information may be disclosed.
	� Written Communication: It means sending of messages, orders or instructions in writing through letters, circulars, 

manuals, reports etc.
	 � Advantages:
  Written communication has wide access.
  Written messages are precise and accurate.
  Written messages can be read again and again.
  Message can be written and conveniently transcribed.
  Written communication is suitable for transmitting lengthy messages.
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  Written message may be used as legal evidence in a court of law.
	 � Disadvantages:
  Written communication is more expensive than oral communication.
  It is difficult to keep written messages completely secret.
  Written communication lacks flexibility.
  Written messages tend to be formal and there is lack of personal touch.
  There is a delay in feedback in case of written communication.
	� Gestural Communication: It means communication through gestures or various parts of human body. It is also 

called body language.
	 � Advantages:
  It is faster than oral and written communication.
  It is less expensive.
  Gestures can be used to supplement spoken words.
  Gestural communication can be kept confidential more easily.
	 � Disadvantages:
  They can create misunderstanding.
  It can be used only during face-to-face communication.
  A person may not be good at communicating through gestures.
  It is a complete method of communication.
	� Visual Communication: Visual communication is basically described as communication through the use of visual 

aids. It is the transmission of information and ideas using symbols, graphs, charts, diagrams, imagery, etc. 
	 � Advantages:
  They give a bird’s eye view of the entire data.
  Information presented is easily understood.
  It is more attractive to the eye.
  Diagrams and graphs have a great memorizing value.
  They facilitate comparison of data relating to different periods of time.
  Graphs and diagrams have a visual appeal and are more impressive to laymen.
	 � Disadvantages:
  Visual communication can present only limited information.
  They give only approximate values rather than exact values.
  They fail to represent qualitative information such as employee morale, goodwill etc.
  It is time consuming.
  Diagrams and graphs can be easily misinterpreted in advertisements, etc. 
	� Types of Communication:
  On the basis of area of Operation-Internal and External, 
  On the basis of Relationship –Formal and Informal, 
  On the basis of Direction–Horizontal, Vertical: Upwards, Downwards and Diagonal.
	� Internal Communication: Internal communication is about promoting effective communication among people 

within an organization. Internal communication is the transmission of information within an organization. It is 
communication among employees. Internal communication is the sharing of the information, knowledge, ideas, 
and beliefs between the members of the company.

	 � Advantages:
  It keeps different employees informed about what is happening in the organisation.
  It helps in creating mutual trust among the employees.
  It helps in creating teamwork among the employees.
  It promotes cooperation and coordination among the employees.
  It can be taken place through both spoken and written words.
	 � Disadvantages:
  It prevents communication from outsiders.
  It may spoil the work environment by gossiping and spreading rumours which are a part of communication.
  It can lead to interruption in work when employees needlessly talk among themselves.
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	� External Communication: When there is communication between members of the organization, with the outside 
party, it is said to be external communication. When a business organization exchanges information with other 
business organizations, government offices, banks, insurance companies, customers, suppliers, leaders and 
general people and so on, it is known as External Communication.

	 � Advantages:
  It is used to communicate and provide valuable information to different stakeholders.
  It helps in improving goodwill of the company.
  It can be used to meet reporting requirements under different laws.
  It can provide useful feedback about the views and expectations of stakeholders.
	 � Disadvantages:
  It is time consuming.
  It requires more planning.
  It lacks secrecy.
  It can spoil the company’s image in case of unclear and ambiguous messages.
	� Formal Communication: Formal Communication flows through official channels designed in the organization 

chart. This communication may take place between a superior and subordinate, a subordinate and superior or 
among employees or managers of the same unit.

	 � Advantages:
  Formal communication facilitates the smooth transmission of official messages.
  Formal communication enhances the coordination by using the official channels.
  It has documentary evidence which can be used for future references.
  As it has documentary evidence, it is more reliable than other forms of communication.
  As formal channel is used, chances of ambiguity decrease.
  Through formal communication, coordination among different divisions of an organization increases. As a 

result organizational efficiency is also enhanced.
	 � Disadvantages:
  As information flows through the chain, it takes a long time to convey information from upper level to 

lower level.
  As strict formalities or chain of command is maintained, it is not flexible.
  More time and more formality increases the overall cost of the communication.
  In case of formal communication, lower level employees cannot exchange their views freely with the 

executives by breaking the chain of command.
  On the way of communication, messages can be distorted. Thus, chance of distortion increases in formal 

communication.
	� Informal Communication: Communication that takes place without following the formal lines of communication 

is said to be informal communication. Informal system of communication is generally referred to as ‘grapevine’ 
because it spreads throughout the organization with its branches going out in all directions in utter disregard to 
the levels of authority.

	 � Advantages:
  Informal communication transmits information very fast.
  Informal channels provide feedback much faster than the formal channels.
  Informal communication draws employees closer to each other and creates in them a sense of belongingness.
  Informal communication is more flexible than formal communication because it is free from all types of 

formalities.
  Cooperation and coordination in informal communication leads to improvement in interpersonal 

relationship.
	 � Disadvantages:
  Informal communication may create misunderstanding.
  Informal channels of communication enjoy less credibility. 
  Under informal communication system, no established rules or policy is obeyed. So, it is very much difficult 

to control the information.
  In this system, rumours spread rapidly.
	� Horizontal Communication: Horizontal or Lateral Communication takes place between one division and 

another. It is the transmission of information between people, divisions, departments or units within the same 
level of organizational hierarchy.
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	 � Advantages:
  It helps to create mutual understanding and trust among people and departments.
  It facilitates cooperation and coordination between different departments.
  Horizontal communication helps to reduce possible misunderstanding and conflicts.
  Horizontal communication occurs between people at the same level in various departments. Therefore, 

interdepartmental communication occurs smoothly.
  Horizontal communication is free from distortion.
	 � Disadvantages:
  Rivalry within organization occurs. For example, when the different levels of an organization fail to 

collaborate with one another. 
  Sometimes too much horizontal communication creates problem for the management and controlling may 

become difficult as the horizontal communication increases.
  As strict rules are not followed, organizational discipline can also be hampered in horizontal communication.
  Sometimes horizontal communication is disrupted due to procedural problem.
	� Vertical Communication: Vertical Communication occurs when information flows in vertical direction i.e., up to 

down and down to up within an organization.
	 � Advantages:
  It enables managers to explain the company’s policies, procedures, rules, etc., to the employees.
  It can be used to educate and train employees to improve their knowledge and skills.
  It helps managers to inform employees about their performance, achievements and rewards.
  It provides valuable feedback to management in the form of suggestions, grievances etc.
	 � Disadvantages:
  It is time consuming.
  It suffers from delay particularly when there are several layers of authority.
  Subordinates are reluctant to communicate freely with superiors due to fear of authority.
  Due to huge gap between the authorities, vertical communication may not flow smoothly.
	� Downward Communication is the communication where information or messages flow from the top of the 

organizational structure to the bottom of the organizational structure. 
 � Upward Communication is the communication where information or messages flow from down or bottom of the 

organizational structure to the top of the organizational structure.
 � Diagonal Communication is the communication between people who are neither in the same department nor at 

the same level of organisational hierarchy. In this type, communication cuts across departmental lines.
 � Barriers to Communication:
 (a) Semantic Barriers: Semantics is the branch of linguistics dealing with the meaning of words and sentences. 

Semantic barriers are concerned with problems and obstructions in the process of encoding and decoding of 
messages into words or impressions.

 (b) Psychological Barriers: Emotional or psychological factors act as barriers to communicators. For example, a 
worried person cannot communicate properly and an angry receiver cannot understand the real meaning of 
message.

 (c) Organisational Barriers: The factors related to organisation structure,  authority relationships, rules and 
regulations may, sometimes, act as barriers to effective communication.

 (d) Physical Barriers: Communication is a two-way process, distance between the sender and the receiver of the 
message is an important barrier to communication. Noise and environmental factors also block communication.

	 � Overcoming the Barriers to Communication:
   Clarify the ideas before communication 
  Communicate according to the needs of receiver
   Consult others before communicating 
  Be aware of languages, tone and content of message
   Convey things of help and value to listeners 
  Ensure proper feedback
   Communicate for present as well as future 
  Follow up communications
   Be a good listener
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Key Terms

 � Chain of Command: A chain of command is an organizational structure that documents how each member of a 
company reports to one another. 

 � Efficiency: Efficiency is defined as the ability to accomplish something with the least amount of wasted time, 
money, and effort or competency in performance. 

 � Centralization: Centralization refers to a setup in which the decision-making powers are concentrated in a few 
leaders at the top of the organizational structure. 

	 

CHAPTER-9

BUSINESS CORRESPONDENCE

Topic-1
Business Correspondence
Concepts covered: Business Correspondence – Meaning and 
Importance, Elements and Types of Business Letters, Reports – 
Meaning and Types of Reports 

Revision Notes

 � Correspondence plays an important role in our daily life. It is one of the means through which we exchange our 
ideas, thoughts and other information with our friends, relatives and other people. 

	� Business correspondence means the exchange of information in a written format for the process of business 
activities. Business correspondence can take place between organizations, within organizations or between the 
customers and the organization. The correspondence refers to the written communication between persons. 
Hence, oral communication or face-to-face communication is not a business correspondence.

	 � Communication through exchange of letters is known as correspondence. We communicate our feelings, 
thoughts, etc., to our friends and relatives through letters that may be called personal correspondence. A 
businessman also writes and receives letters in his day to-day transactions, which may be called business 
correspondence.

	 � Business correspondence or business letter is a written communication between two parties. Businessmen 
may write letters to supplier of goods and also receive letters from the suppliers. Customers may write letters 
to businessmen seeking information about availability of goods, price, quality, sample, etc., or place order for 
purchase of goods. 

	 � Thus, business letters may be defined as a media or means through which views are expressed and ideas or 
information is communicated in writing in the process of business activities.

	� Importance of Business Correspondence:
	 �	Helps in maintaining proper relationship �	 Inexpensive and convenient mode
	 �	Creates and maintain goodwill �	 Serves as an evidence
	 �	Helps in expansion of business
	� Elements of a business letter are:
	 �	Heading �	 Date
	 �	Reference �	 Inside Address
	 �	Salutation �	 Body of the Letter
	 �	Complimentary clause �	 Signature
	 �	Identification marks �	 Enclosures
	 �	Copy distribution �	 Postscript
	� Types of Business Letters:
	 �	Business Enquiry Letter: Sometimes prospective buyers want to know the details of the goods which they 

want to buy, like quality, quantity, price, mode of delivery and payment, etc. They may also ask for a sample. 
The letter written to sellers with one or more of the above purposes is known as Enquiry Letter.
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	 �	Quotation Letter: After receiving the letter of enquiry from a prospective buyer, the sellers supply the relevant 
information by writing a letter called quotation letter. These letters are written keeping in view the information 
asked for like price list, mode of payment, discount to be allowed, etc. Businessman should reply to the 
inquiries carefully and promptly.

	 �	Order Letter: The prospective buyer after receiving the reply to his enquiry letter, may decide to place an order 
with that business house which offers goods at minimum price and at favourable terms and conditions. Letters 
written by a buyer to the seller placing the order to purchase the goods is called Order Letter.

	 �	Complaint Letter: A Complaint Letter is written when the purchaser does not find the goods up to his 
satisfaction. It is normally written by the purchaser when he receives wrong, defective or damaged goods 
or receives incorrect quantity of goods. It can also be written directly to the transit authority when the goods 
are damaged in transit. Thus, we may define a letter of complaint as the letter that draws the attention of the 
supplier or any other party on account of supply of defective or damaged goods.

	 �	Recovery Letter: The letter written by the seller for collection of money for the goods supplied to the buyer 
is called recovery letter. The aim of recovery letter is to collect money without annoying the customers. The 
letter should include information regarding the amount of arrears, argument for payment, and last date for 
payment. The language of recovery letter should be polite, so that the customer is not offended and future 
transactions with him are not adversely affected.

	� Points to be kept in mind while writing letters of enquiry:
	 �	Letters of enquiry should clearly state the information required, which may be asking for a price list or a 

sample.
	 �	Write specifically about the design, size, quantity, quality, etc., of the product or service in which the buyer is 

interested.
	 �	The period or the date, till which information is required, may also be mentioned.
	� Points to be considered while writing a complaint letter:
	 �	Complaint letters should be written immediately after receiving the defective goods.
	 �	Mistakes as well as difficulty due to mistake should be mentioned clearly.
	 �	Proposal to correct the mistakes should be made.
	 �	Suggestions on how the complaint should be dealt with, i.e., mention of compensation, replacement, discount, 

cancellation, etc., should be made.
	 �	Mention period in which the corrective action should be taken.
	 �	Request to be careful in future.
	� Solicited Letter: A Solicited Letter is in response to an advertisement/sales letter of a seller. The buyer already 

has some information on the product or service. He requires further details. It is not as lengthy as an unsolicited 
enquiry. The questions relate to particular areas of a sale/service. A solicited enquiry may ask for a brochure/ 
bulletin/catalogue or for a clarification of the items mentioned in them.

	� Unsolicited Letter: A job seeker may desire employment with a particular company that has not posted open job 
requisitions. In this case, an unsolicited application letter is used as an inquiry about possible openings and to 
gain a hiring manager’s attention. 

	� Interview Call Letter: An Interview Call Letter is a written invitation sent to a candidate, applicant, or a job 
aspirant inviting him/her for a ‘face-to-face’ interview at the employer’s office or at the venue which an employer 
decides to conduct the interviews. This letter is very often called a Call Letter. During the recruitment process, 
once a candidate has sent in a resume, an HR representative of the company screens the candidates to see if 
they match the company’s job requirement. If they find the candidate’s profile fit or suitable for the required job 
position, the employer will issue a job interview letter.

	 � An Interview Letter must have details of the exact date, time, contact person’s name and place where the 
interview will be conducted. The company representative may also include specific details about the interview 
procedure, like how many rounds will be there, what documents to carry, etc.

	� Appointment Letter: The letter written by the employer requesting the selected candidates to join in a specific 
position is known as Appointment Letter. Appointment letter is also called ‘Job Offer letter’ or ‘Job Letter’.

	 � An Appointment Letter is a legally binding document that confirms that an organization has offered a position 
to an employee and he has accepted the terms and agreement in exchange for a salary.

	� A Letter of Resignation is a document that notifies an employer that the employee is leaving his/her job.
	� Report: A Report may be defined as an organized statement of facts relating to a particular subject prepared after 

an inquiry or investigation and presented to the interested persons with or without recommendations.
	 � Report is a message presented before the management after making detailed inquiry or investigation with or 

without opinions or recommendations.
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	 � C.A. Brown defines it as “A report is a communication from someone who has some information to someone 
who wants to use this information.”

	 � Report is a self-explanatory statement of facts relating to a specific subject and serves the purpose of providing 
information for decision making and follow up actions. It is a systematic presentation of ascertained facts 
about a specific event.

	 � Types of Reports:
	 	Statutory	 	Non-statutory
	 	Private	 	Public
	 	Informational	 	Interpretative
	 	Routine	 	Periodic
	 	Special
	� A Routine Report is prepared at regular intervals in the routine course of business. It is prepared and presented 

as a routine work and at a regular period of time. A routine report contains some facts or information either in 
detail or in a summarized form without any opinion or recommendations.

	� A Special Report is a report submitted by a committee or commission which is appointed for a specific purpose. A 
Special Report is prepared and presented not as a matter of routine. This is prepared on the basis of some enquiry 
or investigation either by a single individual or by a body or a committee or a sub-committee or a commission 
specially formed or entrusted with the duty.

	� Statutory Reports are those which have to be prepared by a company under the provisions of the Companies Act 
or by a registered society registered under the Societies Registration Act or by a co-operative society registered 
under the Cooperative Societies Act and a copy of such report has to be submitted to the respective Registrar.

	� Non-Statutory Reports are prepared and submitted to management to facilitate planning and control. These 
are those which have to be prepared formally but there is no compulsion under law to be submitted to any 
authorized person.

	� An Informational Report presents the data collected or facts observed in an organized form. It does not contain 
conclusions or recommendations. An informative report is prepared and presented with the help of available 
information at the maximum with regard to an issue or situation.

	� An Interpretative Report not only contains the facts, views and opinions of reporters and others but also includes 
the causes for an issue or an event and required remedial action with recommendations.

	� A Public Report is a report which is made public or disclosed to the public.
	� A report which is of a confidential nature and is meant for a particular individual is known as Private Report. Its 

contents are not disclosed or made public.
	� It is a report which is prepared and submitted at regular periodical intervals known as Periodic Report.

Key Terms

 � Complimentary Close: A complimentary close is placed after the body of the message as a way to politely end the 
correspondence.

 � Shareholder: A shareholder is an individual or institution that legally owns one or more shares of the share 
capital of a public or private corporation.

 � Probation Period: Probation can be broadly defined as a trial period for newly recruited workers. Probation 
periods commonly last for three months, six months, or a year.

Topic-2 Current Trends in Business Communication
Concepts covered: e-mail, Video Conference

Revision Notes

	� e-mail is a system of sending written messages electronically from one computer to another.
	 � e-mail is an important method of business communication that is fast, cheap, accessible and easily replicated. 

Use of e-mail can greatly benefit businesses as it provides efficient and effective ways to transmit all kinds of 
electronic data.
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	 � e-mail in business can be used for intra-company communications, marketing purposes and coordinating with 
business partners, suppliers and customers. Some common advantages of business e-mail over traditional mail 
or telephone communications are cost reductions, lower overhead and speed. e-mail software is available for 
every size business, allowing for customized business and employee interactions.

	� A Video Conference is a live, visual connection between two or more people residing in separate locations for the 
purpose of communication. At its simplest, video conferencing provides transmission of static images and text 
between two locations. At its most sophisticated, it provides transmission of full-motion video images and high-
quality audio between multiple locations.

	 � Video Conferencing is a technology that allows users in different locations to hold face-to-face meetings 
without having to move to a single location together. This technology is particularly convenient for business 
users in different cities or even different countries because it saves the time and expense associated with 
business travel. Uses for video conferencing include holding routine meetings, negotiating business deals and 
interviewing job candidates.

	 

UNIT – 3: BUSINESS SIZE AND FINANCE

CHAPTER-10

VARIOUS BUSINESS ENTITIES

Revision Notes

 � Sole Proprietorship is a popular form of business organisation and is the most suitable form for small businesses, 
especially in their initial years of operation. 

	 � Sole proprietorship refers to a form of business organisation which is owned, managed and controlled by an 
individual who is the recipient of all profits and bearer of all risks. This is evident from the term itself. 

	 � The word “Sole” implies “Only”, and “Proprietor” refers to “Owner.” Hence, a sole proprietor is the one who 
is the only owner of a business. 

	 � This form of business is particularly common in areas of personalised services such as beauty parlours, hair 
salons and small-scale activities, like running a retail shop in a locality.

	� Definitions:
	 � In the words of J.L. Hanson, “Sole trader is a type of business unit where a person is solely responsible for 

providing the capital, for bearing the risk of the enterprise and for the management of business.” 
	 � In the words of L.H. Haney, “The individual proprietorship is the form of business organisation at the head of 

which stands an individual as one who is responsible, who directs its operations and who alone runs the risk 
of failure.” 

	� Partnership is an association of two or more persons who pool their financial and managerial resources and 
agree to carry on a business, and share its profit. The persons who form a partnership are individually known as 
Partners and collectively a firm or Partnership firm.

	 � It is a type of business organization in which two or more individuals pool money, skills, and other resources, 
and share profit and loss in accordance with terms of the partnership agreement. In absence of such an 
agreement, a partnership is assumed to exist where the participants in an enterprise agree to share the 
associated risks and rewards proportionately.

	 � Partnership form of business organisation in India is governed by the Indian Partnership Act, 1932 which 
defines partnership as “the relation between persons who have agreed to share the profits of the business 
carried on by all or any of them acting for all.”

	� Definitions:
	 � According to L. H. Haney, “Partnership is the relation between persons competent to make contracts who have 

agreed to carry on a lawful business in common with a view to private gain.”
	 � As per The Indian Contract Act, “Partnership is the relation which subsists between persons who have agreed to 

combine their property, labour or skill in some business and to share the profits therefrom between them.”
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	� A Private Company means a company which: 
	 �	restricts the right of members to transfer its shares; 
	 �	has a minimum of 2 and a maximum of 200 members, excluding the present and past employees; 
	 �	does not invite public to subscribe to its share capital; and 
	 �	must have a minimum paid-up capital of ` 1 lakh or such higher amount which may be prescribed from time-

to-time.
	 � It is necessary for a private company to use the word private limited after its name. If a private company 

contravenes any of the aforesaid provisions, it ceases to be a private company and loses all the exemptions and 
privileges to which it is entitled.

	 � A Private Ltd. company is one that is not listed on a stock exchange and is held privately by the members.
	� Public company refers to a company that is listed on a recognised stock exchange and traded publicly.
	� A Public Company means a company which is not a private company. As per the Companies Act, 2013, a Public 

company is one which:
	 �	has a minimum paid-up capital of ` 5 lakh or a higher amount which may be prescribed from time-to-time; 
	 �	has a minimum of 7 members and no limit on maximum members; 
	 �	has no restriction on transfer of shares; and 
	 �	is not prohibited from inviting the public to subscribe to its share capital or public deposits. 
	� A Private company which is a subsidiary of a public company is deemed to be a public company.

Key Terms

 � Share Capital: Share capital denotes the amount of capital raised by the issue of shares, by a company. 
 � Partnership Deed: A partnership deed is an agreement between the partners of a firm that outlines the terms and 

conditions of partnership among the partners.
 � Public Deposits: Public deposits refer to the unsecured deposits invited by companies from the public mainly to 

finance working capital needs. 

	 

CHAPTER-11

SOURCES OF BUSINESS FINANCE

Revision Notes

 � Introduction: Business is concerned with the production and distribution of goods and services for the 
satisfaction of needs of society. For carrying out various activities, business requires money. Finance, therefore, 
is called the lifeblood of any business. The requirements of funds by business to carry out its various activities is 
called Business Finance.

	� Equity shares are the most important source of raising long-term capital by a company. Equity shares represent 
the ownership of a company and thus the capital raised by issue of such shares is known as ownership capital or 
owner’s funds. Equity share capital is a prerequisite to the creation of a company. 

	 � Equity shareholders do not get a fixed dividend but are paid on the basis of earnings by the company. They are 
referred to as ‘residual owners’ as they receive what is left after all other claims on the company’s income and 
assets have been settled. They enjoy the reward as well as bear the risk of ownership. Their liability, however, is 
limited to the extent of capital contributed by them in the company. Further, through their right to vote, these 
shareholders have a right to participate in the management of the company.

	� Preference shareholders enjoy a preferential position over equity shareholders in two ways:  
(i) receiving a fixed rate of dividend, out of the net profits of the company, before any dividend is declared for 
equity shareholders; and (ii) receiving their capital after the claims of the company’s creditors have been settled, 
at the time of liquidation. 

	 � The capital raised by issue of preference shares is called Preference Share Capital. 
	 � The preference shareholders have a preferential claim over dividend and repayment of capital. Preference 

shares resemble debentures as they bear fixed rate of return. Also as the dividend is payable only at the 
discretion of the directors and only out of profit after tax, to that extent, these resemble equity shares. 



Oswaal ISC Revision Notes Chapterwise & Topicwise, BUSINESS STUDIES, Class-XII  38

	 � Thus, preference shares have some characteristics of both equity shares and debentures. Preference 
shareholders generally do not enjoy any voting rights.

	� Debentures are an important instrument for raising long-term debt capital. A company can raise funds through 
issue of debentures, which bear a fixed rate of interest. 

	 � The debenture issued by a company is an acknowledgment that the company has borrowed a certain amount 
of money, which it promises to repay at a future date. 

	 � Debenture holders are, therefore, termed as creditors of the company. Debenture holders are paid a fixed 
stated amount of interest at specified intervals say six months or one year.

	� A Bond is a fixed income investment in which an investor lends money to an entity which borrows the funds for a 
defined period of time at a variable or fixed interest rate. Bonds are used by companies to raise money and finance 
a variety of projects and activities. Owners of bonds are debt holders, or creditors, or the issuer.

	 � A company generally does not distribute all its earnings amongst the shareholders as dividends. A portion of 
the net earnings may be retained in the business for use in the future. This is known as retained earnings. 

	� Retained earnings are the source of internal financing or self-financing or ‘ploughing back of profits’. The profit 
available for ploughing back in an organisation depends on many factors like net profits, dividend policy and age 
of the organisation.

	 � The deposits that are raised by organisations directly from the public are known as public deposits. Rates of 
interest offered on public deposits are usually higher than that offered on bank deposits. Any person who is 
interested in depositing money in an organisation can do so by filling up a prescribed form. 

	� The organisation in return issues a deposit receipt as an acknowledgment of the debt. Public deposits can take 
care of both medium and short-term financial requirements of a business. The deposits are beneficial to both the 
depositor as well as to the organisation. While the depositors get higher interest rate than that offered by banks, 
the cost of deposits to the company is less than the cost of borrowings from banks. Companies generally invite 
public deposits for a period up to three years. The acceptance of public deposits is regulated by the Reserve Bank 
of India.

	� Trade credit is the credit extended by one trader to another for the purchase of goods and services. Trade credit 
facilitates the purchase of supplies without immediate payment. Such credit appears in the records of the buyer 
of goods as ‘sundry creditors’ or ‘accounts payable’ or trade payable. 

	 � Trade credit is commonly used by business organisations as a source of short-term financing. It is granted to 
those customers who have reasonable amount of financial standing and goodwill. The volume and period of 
credit extended depends on factors such as reputation of the purchasing firm, financial position of the seller, 
volume of purchases, past record of payment and degree of competition in the market. 

	 � Terms of trade credit may vary from one industry to another and from one person to another. A firm may also 
offer different credit terms to different customers.

	� A bank loan is an amount of money borrowed for a set period within an agreed repayment schedule. The 
repayment amount will depend on the size and duration of the loan and the rate of interest. Many businesses use 
bank loans as a suitable part of their financial structure. 

	 � In fact, bank loans tend to be easily available for well-established and growing businesses rather than start-up 
businesses. The reason for this is risk: banks prefer to loan to businesses with an established track record of 
profitability, which makes them more likely to be able to repay the loan and interest on time.

	 � A company seeking to expand its business needs to sell to new customers, sometimes in new markets. For the 
treasurer, this raises two problems. Firstly, there is the risk that payment may not be received from the new 
counterparties. Secondly, as payment is being sought, working capital may remain tied up as credit terms are 
extended to these new counterparties. Using bills of exchange, when trading in foreign markets can help to 
solve both these problems.

	� Global Depository Receipts (GDRs): The local currency shares of a company are delivered to the depository 
bank. The depository bank issues depository receipts against these shares. Such depository receipts denominated 
in US dollars are known as Global Depository Receipts (GDRs). 

	 � GDR is a negotiable instrument and can be traded freely like any other security. In the Indian context, a GDR 
is a financial instrument (share) issued abroad by an Indian company to raise funds in some foreign currency 
and is listed and traded on a foreign stock exchange. 

	 � A holder of GDR can convert it into the number of shares it represents at any time. The holders of GDRs do 
not carry any voting rights but receive only dividends and capital appreciation.

	� Angel investors are wealthy individuals or groups of individuals who invest money or equity financing in start-
up or early stage of small businesses. They are investors who usually provide private equity or second-round 
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funding for growing, profitable small businesses that need money to continue to grow. After family and friends, 
as well as the small business owner, provides the seed money for start-up companies, the companies then have 
to turn to either debt or equity financing in order to survive and move forward.

	� Venture capital is the financing in the form of seed capital to start-up companies and small businesses that are 
believed to have long-term growth potential.

 � Venture capital generally comes from well-off investors, Investment Banks and any other financial institutions. 
However, it does not always take just a monetary form; it can be provided in the form of technical or managerial 
expertise as well.

 � Venture capital provides long-term, committed share capital, to help unquoted companies grow and succeed. 
If an entrepreneur is looking to start-up, expand, buy-into a business, buy-out a business in which he 
works, turnaround or revitalise a company, venture capital could help do this. Obtaining venture capital is 
substantially different from raising debt or a loan from a lender. Lenders have a legal right to interest on a loan 
and repayment of the capital, irrespective of the success or failure of a business.

	 � Venture capital is invested in exchange for an equity stake in the business. As a shareholder, the venture 
capitalist’s return is dependent on the growth and profitability of the business.

	� Crowdfunding is the use of small amounts of capital from a large number of individuals to finance a new business 
venture.

	 � Crowdfunding makes use of the easy accessibility of vast networks of people through social media and 
crowdfunding websites to bring investors and entrepreneurs together, and has the potential to increase 
entrepreneurship by expanding the pool of investors from whom funds can be raised beyond the traditional 
circle of owners, relatives and venture capitalists.

	� Peer-to-Peer (P2P) lending is a fast-growing way for businesses to raise loan finance without having to use the 
traditional banking sector. P2P lending involves raising a loan from a group of individuals or institutions and is a 
very flexible source of borrowing, with the minimum loan amount.

	 � Peer-to-Peer (P2P) lending is a method of debt financing that enables individuals to borrow and lend money 
without the use of an official financial institution as an intermediary. Peer-to-peer lending removes the 
middleman from the process, but it also involves more time, effort and risk than the general brick-and-mortar 
lending scenarios.

Key Terms

	� Owners’ Funds: Owners’ funds consist of the amount contributed by the owner and their profit reinvested in 
business. 

	� Borrowed Funds: These funds include funds available in the form of loans or credit.
	� Financial Institutions: A financial institution is a company that focuses on dealing with financial transactions, 

such as investments, loans, and deposits.

	 

UNIT – 4: GLOBALISATION AND RECENT TRENDS IN BUSINESS

CHAPTER-12

GLOBALISATION

Revision Notes

 � Globalisation has different meanings to different people. Some thinkers view it as the process of advancement of 
human beings, while some view it as the process of social integration and human insecurity.

	 � In simple economic terms, globalisation refers to the process of integration of the world into one huge market.
	 � Globalisation refers to the integration of markets in the global economy, leading to the increased 

interconnectedness of national economies.
	 � The European Commission has defined globalisation as “the process by which markets and production in 

different countries are becoming increasingly interdependent due to dynamics of trade in goods and services 
and flow of capital and technology.”
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	 � Globalisation may be termed as the process driven by interconnectedness of the countries in the form of trade 
activities, flow of financial and human capital, transfer of technologies.

	� Nature of Globalisation:
	 �	Liberalisation �	Free trade
	 �	Globalisation of Economic Activity �	Liberalisation of Import-Export System
	 �	Privatisation �	Increased Collaborations
	 �	Economic Reforms �	Connectivity
	 �	Borderless Globe �	A Multi-dimensional Process
	� Opportunities from Globalisation:
	 �	Exposes firms to international competition.
	 �	Helps the developing countries to improve the allocative efficiency of resources.
	 �	Helps to restructure the production and trade pattern in favour of labour intensive goods and technologies.
	 �	Helps in increasing employment opportunities over a period of time.
	� Threats due to Globalisation:
	 �	Globalisation has been linked to rising inequalities in income and wealth.
	 �	Globalisation leads to irreversible damage to ecosystems, land degradation, deforestation.
	 �	Downtrend in international economic activity causes greater damage to globalised economies.
	 �	Globalisation leads to redistribution of economic and political power.
	 �	Globalisation creates tremendous pressure for structural adjustment.
	� Transformation of business by Globalisation:
	 �	Dominance of multi-national	 �	Liberalisation of foreign investment
	 �	Growing competition	 �	Globalisation of market
	 �	Globalisation of production	 �	Telecommunication

Key Terms

	� Liberalisation: Abolishing licensing requirements, simplifying export-import procedure as well as attracting FDI 
to India. 

	� Privatisation: Giving greater role to the private sector in nation building process.
	� Economic Reforms: Economic reforms refer to the fundamental changes that were launched in 1991 with the 

plan of liberalising the economy and quickening its rate of economic growth.

	 

CHAPTER-13

e-BUSINESS

Topic-1
e–Business
Concepts covered: e-Business, Importance of e-Business, e-Commerce 
Vs e-Business

Revision Notes

 � e-Business: The term business is taken to mean a wide range of activities comprising industry, trade and commerce; 
e-business may be defined as the conduct of industry, trade and commerce using the computer networks. The 
network is the internet. 

	� e-Business versus e-Commerce: Though, many a times, the terms e-business and e-commerce are  
used interchangeably, yet more precise definitions would distinguish between the two. Just as the term ‘business’ 
is a broader term than ‘commerce’, e-business is a more elaborate term and comprises various business transactions 
and functions conducted electronically, including the more popular gamut of transactions called ‘e-commerce’. 

	 � e-commerce covers a firm’s interactions with its customers and suppliers over the internet.  
e-business includes not only e-commerce, but also other electronically conducted business functions such 
as production, inventory management, product development, accounting and finance and human resource 
management. e-business is, therefore, clearly much more than buying and selling over the internet, i.e., 
e-commerce.
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	� e-business (electronic business) is the conduct of business processes on the Internet. These electronic business 
processes include buying and selling products, supplies and services; servicing customers; processing payments; 
managing production control; collaborating with business partners; sharing information; running automated 
employee services; recruiting; and more.

	� Electronic business (e-business) refers to the use of the Web, Internet, intranets, extranets or some combination 
thereof to conduct business. e-business is similar to e-commerce, but it goes beyond the simple buying and selling 
of products and services online. e-business includes a much wider range of businesses processes, such as supply 
chain management, electronic order processing and customer relationship management. e-business processes, 
therefore, can help companies to operate more effectively and efficiently.

	� e-Business allows companies to link their internal and external processes more efficiently and effectively, and 
work more closely with suppliers and partners to better satisfy the needs and expectations of their customers, 
leading to improvements in overall business performance.

	� e-Business can be defined as “the use of networks and information technology in order to electronically design, 
market, buy, sell and deliver products and services worldwide”. e-Business, meaning ‘electronic-business’, deals 
with application of information and communication technologies, in short an electronic medium in support of all 
the activities of business.

	� Importance of e-Business:
	 �	e-Business helps in cost reduction. �	e-Business helps in customer satisfaction.
	 �	e-Business helps to acquire just-in-time Information. �	e-Business helps in transaction efficiency.
	 �	Ease of access to global market through e-business. 

Key Terms

	� Supply Chain Management: Supply chain management is the management of the flow of goods and services 
and includes all processes that transform raw materials into final products.

	� Customer Relationship Management: Customer relationship management is a process in which a business 
or other organization administers its interactions with customers, typically using data analysis to study large 
amounts of information.

	� ATM: It stands for Automated teller machine. It is used to withdraw or deposit money anytime and anywhere 
without visiting the bank branch.

Key Terms

	� e-Tailing: Electronic retailing (E-tailing) is the sale of goods and services through the Internet.
	� Retailer: A person or business that sells goods to the public in relatively small quantities for use or consumption 

rather than for resale is called a retailer.
	� Marketing: It refers to identifying a group of potential customers and finding out ways to convince them to buy 

the company’s product.

	 

CHAPTER-14

OUTSOURCING

Topic-1 Outsourcing: Concept
Concepts covered: Concept of Outsourcing

Revision Notes
 � Outsourcing: It refers to a long-term contracting out, generally the non-core and of late even some of the core 

activities to captive or third party specialists with a view of benefitting from their experience, expertise, efficiency 
and, even investment.

	 � Outsourcing is the practice of having certain job functions done outside a company instead of having an 
in-house department or employees handle them; functions can be outsourced to either a company or an 
individual.



Oswaal ISC Revision Notes Chapterwise & Topicwise, BUSINESS STUDIES, Class-XII  42

	 � Outsourcing is the contracting out of a company’s non-core, non-revenue producing activities to specialists. It 
differs from contracting in that outsourcing is a strategic management tool that involves the restructuring of 
an organization around what it does best—its core competencies.

	 � The outside company, which is known as the service provider or a third-party provider, arranges for its own 
workers or computer systems to perform the tasks or services either on site at the hiring company’s own 
facilities or at external locations.

Key Terms

	� Outsourced: The external agency which agrees to perform certain functions and processes is the outsourced. 
	� Outsourcer: A company that procures some of its goods or services form usually smaller specialized companies. 

It is called outsourcer. 
	� Service provider: The agency or the individual who actually performs the function, is called service provider.

Topic-2 Types of Outsourcing
Concepts covered: BPO, KPO, LPO

Revision Notes

	� Business Process Outsourcing (BPO) is the contracting of non-primary business activities and functions to a 
third-party provider. BPO services include payroll, human resources (HR), accounting and customer/call center 
relations.

	 � Business Process Outsourcing or BPO is outsourcing of some of the business functions to a third party in 
order to save money. It usually consists of the back office or front office operations. While front office services 
are related to client interaction and customer support, back office services are related to finance and HR. If 
outsourcing is done to a company situated outside the parent company’s country, it is known as offshore 
outsourcing. 

	� KPO is an extension of Business Process Outsourcing (BPO) because BPO Industry is shaping into Knowledge 
Process Outsourcing because of its advantageous and favourable future scope.

	 � 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., are the usual activities that are outsourced to KPOs.

	� Legal Process Outsourcing or LPO is the exporting of legal services to low-wage markets overseas. An increasing 
number of companies, large and small, are outsourcing legal work to destinations across the globe. LPO or Legal 
Process Outsourcing is special type of KPO dealing with legal services.

	 � LPO is the industry in which in-house legal departments or organizations outsource legal work from areas 
where it is costly to perform, such as the United States or Europe to areas where it can be performed at a 
significantly decreased cost, primarily India. Legal Process Outsourcing is a high-end industry that has been 
growing rapidly in the recent years.

	 

UNIT – 5: BUSINESS REGULATORS AND INTERMEDIARIES

CHAPTER-15

REGULATORS AND ITERMEDIARIES

Revision Notes

 � Regulator: A regulator is a person or an organization appointed by the government to regulate an area of activity 
such as banking or industry.

	� Intermediary: Intermediary means the agent acting on behalf of investors in a Fund, including a company, 
partnership, limited partnership or individual, and including any appointed representative of such intermediary.
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	 � Firm or person (such as a broker or consultant) who acts as a mediator link between parties to a business deal, 
investment decision, negotiation, etc., 

	 � In money markets, for example, banks act as intermediaries between depositors seeking interest income and 
borrowers seeking debt capital. Intermediaries usually specialize in specific areas, and serve as a conduit for 
market and other types of information. 

	� The Reserve Bank of India (RBI) is the Central Bank of India. The Reserve Bank of India uses monetary policy to 
create financial stability in India, and it is charged with regulating the country’s currency and credit systems.

	� A Non-Banking Financial Company (NBFC) is a company registered under the Companies Act, 2013 engaged 
in the business of loans and advances, acquisition of shares/stocks/bonds/debentures/securities issued by 
Government or local authority or other marketable securities of a like nature, leasing, hire-purchase, insurance 
business, chit business but does not include any institution whose principal business is that of agriculture activity, 
industrial activity, purchase or sale of any goods (other than securities) or providing any services and sale/
purchase/construction of immovable property. 

	 � A non-banking institution which is a company and has principal business of receiving deposits under any 
scheme or arrangement in one lump-sum or in installments by way of contributions or in any other manner, 
is also a non-banking financial company. (Residuary non-banking company)

	� The Securities and Exchange Board of India (SEBI) is the designated regulatory body for the finance and 
investment markets in India. The Board plays a vital role in maintaining stable and efficient financial and 
investment markets by creating and enforcing effective regulation in India’s financial marketplace.

	� A Stock Exchange or Securities Exchange is an exchange, where stock brokers and traders can buy and sell 
securities, such as shares, or stock, and bonds and other financial instruments. 

	 � Stock exchanges may also provide facilities for the issue and redemption of such securities and instruments 
and capital events including the payment of income and dividends.

	� A Stockbroker is a regulated professional individual, usually associated with a brokerage firm or broker-dealer, 
who buys and sells stocks and other securities for both retail and institutional clients through a stock exchange or 
over the counter in return for a fee or commission.

	� Depository in simple terms is an institution which holds your securities in a dematerialized form. In this case a 
Depository is an institution which holds your Shares, Government Bonds, Mutual funds, etc., on your behalf. 
Like a Bank is to your Fixed Deposits, Cash and Recurring Deposits, a Depository is to your Shares, Holdings, and 
Government Bonds etc.

	� A Mutual fund is an investment vehicle made up of a pool of savings collected from many investors for the 
purpose of investing in securities such as stocks, bonds, money market instruments and other assets. Mutual 
funds are operated by professional money managers, who allocate the fund’s investments and attempt to produce 
capital gains and/or income for the fund’s investors. 

	 � A Mutual fund collects money from investors and invests the money on their behalf. It charges a small fee for 
managing the money.

	� A Credit rating agency is an entity which assesses the ability and willingness of the issuer company for timely 
payment of interest and principal on a debt instrument.

	� Insurance Regulatory and Development Authority of India (IRDAI) is a statutory body formed under an Act 
of Parliament, i.e., Insurance Regulatory and Development Authority Act, 1999 (IRDAI Act, 1999) for overall 
supervision and development of the Insurance sector in India.

	 � The powers and functions of the Authority are laid down in the IRDAI Act, 1999 and Insurance Act, 1938. The 
key objectives of the IRDAI include promotion of competition so as to enhance customer satisfaction through 
increased consumer choice and fair premiums, while ensuring the financial security of the Insurance market.

	� An Insurance company is a company that offers insurance policies to the public, either by selling directly to 
an individual or through another source such as an employee’s benefit plan. An insurance company is usually 
comprised of multiple insurance agents. An insurance company can specialize in one type of insurance, such as 
life insurance, health insurance, or auto insurance, or offer multiple types of insurance.

 � An Insurance broker is a specialist in insurance and risk management. Brokers act on behalf of their clients and 
provide for the interests of their clients.

	� Food Safety and Standards Authority of India (FSSAI) is an autonomous body established under the Ministry 
of Health and Family Welfare, Government of India. The FSSAI has been established under the Food Safety 
and Standards Act, 2006 which is a consolidating statute related to food safety and regulation in India. FSSAI is 
responsible for protecting and promoting public health through the regulation and supervision of food safety.

	� Bureau of Indian Standards (BIS) was set up in the year 1986 as a registered society, under a Government of 
India resolution. It is an Indian Governmental agency which prescribes the quality specifications for industrial 
products and issues certificates about the quality of products.
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Key Terms

	� Money Market: The market where short-term securities are sold and purchased is called money market. 
	� Capital Market: A market where long-term securities are sold and purchased is called capital market. 
	� Food Processor: A food processor is a kitchen appliance used to facilitate tasks in the preparation of food. 
	� Food Packers: Food packers are organizations or individuals that are engaged in the work of packing food items 

for sale in the market.

	 


