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L ESSON Nature and Scope of Business

I ntroduction

Inyour day-to-day lifeyou may beengaged in severd activities. However, when someone asks
you asto what you want to becomein your life or what you want to doin future, your answer may be
—“l wanttojoinasuitablejob or | want to become adoctor, an engineer, adancer or amusician”, or
you may say, “| want to do my own business’. But why do you want to do any of such activities?
Obvioudly, itismainly to earn your livelihood. Broadly spesking, every human activity inwhichoneis
engaged for the purpose of earning one'slivelihood isknown aseconomic activity.

Inthislessonweshdl learn about al such activities, their categorization and some other rel ated aspects.

Long Answer Type Questions

1. Describetheimportance of businessin modern society.

Ans Theterm‘business refersto human activitieswhichinvolve production or exchange of goods
and servicesregularly with the object of earning profit.

Businessmay be defined asan activity involving regular production or purchase of goodsand
servicesfor sale, transfer and exchange with an object of earning profit.

I mportance of Business

Businessisanintegral part of modern society. It isan organized and systematic activity for
earning profit. Itisconcerned with activities of peopleworking towardsacommon economic
god. Modern society cannot exist without business. Theimportance of bus nesscan bedescribed
asfollows:



Vi.

Vil.

viii.

. Improvesthestandard of living: Businessimprovesthe standard of living of the people by

providing better quality andlarge variety of goodsand servicesat theright timeand at theright
place.

. Earnalivelihood: It providesopportunitiestowork and earnalivelihood. Thus, it generates

employment inthe country, which inturn reducespoverty.

Utilization of scar ceresour ces: It utilizesthe scarce resources of the nation and facilitates
mass production of goods and services.

. National image: Itimprovesnational image by producing and exporting quality goodsand

servicestoforeign countries.

. Quality goodsof inter national standar d: It enablesthe people of acountry to use quality

goods of international standard. Thisispossible by way of importing goodsfrom foreign
countries.

Better returntotheinvestors. It givesbetter returntotheinvestorsontheir capital investment
and al so provides opportunitiesto grow and expand the business.

Promotesnational integration: It promotessocial interest by providing tourist services,
gponsoring cultural programmes, trade showsin the country, which enable peopleof different
parts of the country to exchangetheir culture, traditions and practices. Thus, it promotes
nationa integration.

Development of science and technology: It helps in the development of science and
technol ogy. It spendslarge amount of money on research and devel opment in search of new
productsand services.

1. Explainthevariousobjectivesof business.

Ans. Bus nessobjectivesare something, which abusi ness organi zation wantsto achieve or accomplish
over aspecified period of time. Itisgeneraly believed that abusinesshasasingleobjective, i.e.
to make profit and safeguard theinterests of its owners. However, no businesscanignorethe
interests of its employees, customers aswell astheinterest of society asawhole. Thus, the
objectivesof businessmay beclassified as-

Economic objectives
Socid objectives

Human objectives

iv. Nationa objectives

v. Global objectives

Now let usdiscussthese objectivesin detail.

i.Economic objectives:. It refersto the objective of earning profit and those which have a direct
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impact on the profit-earning objective of business. Some of the main economic objectives of
businessare:

a) Earning of adequate profits;

b) Exploring new marketsand crestion of more customers,

¢) Growth and expansion of businessoperation;

d) Makinginnovationsand improvementsin goodsand services, and
€) Making useof availableresourcesinthebest possible manner.

il. Social objectives: Socia objectivesof businessarethose, which aredesired to be achieved for
the benefit of the society. Some of themagjor socia objectivesare:

a) Production and supply of quality goodsand servicesto the society;

b) Making goodsavailableat reasonable prices,

¢) Avoidanceof unfair practices,

d) Contributingtowardsthe genera welfareand upliftment of the society; and
€) Conserving natural resourcesand wild lifeand protecting the environment.

iil. Human objectives: It referstotheobjectivesaimed at safeguarding theinterest of itsemployees
and their welfare. Some of the major human objectivesare:

a) Providingfair remunerationand incentivesto theemployees,

b) Arrangement of better working conditionsand proper work environment for theemployees,
¢) Providing the employeeswith more and more promotiona opportunities; and

d) Organizing trainingand development programmesfor the growth of theemployees.

iv. National objectives. Nationd objectivesof thebusinessarethe objectivesof fulfilling goalsand
agpirationslike:

a) Creation of employment opportunities,

b) Promotion of socid justice;

¢) Produce and supply goodsin accordance with the national interest and priorities;

d) Payment of taxesand other dueshonestly and regularly; and

€) Implementing government’seconomicand financid policiesframed fromtimetotime.

v. Global objectives: Global objectivesof businessarethe objectives of facing the challenges of
globa market. Some of theglobal objectivesare:

a)Making availableglobally competitive goodsand services, and

b)Reducing disparitiesamongrich and poor nationsby expandingitsoperations.
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2. Statethemeaningof ‘industry’. Explain thevariousclassificationsof industry.

Ans: ‘Industry’ primarily refersto all such businessactivities concerned with production/raising or
processing of goodsand services. It processesraw materia sor semi-finished goodsinto finished
goods. Extracting raw material sfrom earth’s surface, manufacturing goods and commodities,
producing crops, fish, flowers, congtructing buildings, dams, and roadsaredl examplesof industry.
Theseactivitiesarecdledindustrid activitiesand the unitsengaged in these activitiesareknown
as'industrial enterprises.’

Classification of Industries. Onthebasisof nature of activity

A. Primary industries

B. Secondary industries

C. Tetiayindudtries

Let usnow discussindetail about the classification of industry based on natureof activity involved.

A. Primaryindustries: Primary industriesrefer to theactivitiesof extraction of natural resources.
Primary industries can be categorized asextractive and genetic industries.

I. Extractiveindudtries: Itisanindustry that extractsoil and natura gasfromearth. Ex: Farmers
growing crops, extracting material from forest for further processing, extractingitemsfrom
sedlriver.

ii. Geneticindustries: Theindustriesengaged in rearing and breeding animalsand birdsand
growing plantsor flowersfor sdeare known asgeneticindustries. Ex: Horticulture (growing
fruitsand vegetables), Horiculture (growing flowers), Fis culture (breeding fish), Dairy farming,
Poultry farming etc.

B. Secondaryindustries: Theproductsof primary industriesare normally used asraw materials
to produceavariety of finished goods. And it isthe secondary industry that usesthe products of
primary industry asitsraw-materias. Theactivitiesof secondary industriesmay beclassified as
(i) Manufacturing, and (i) Congtructionindustries.

(i) Manufacturing industries: These are engaged in producing finished goods out of raw
materiasor semi-finished products. For example, cottonisused to producetextile, timber to
producefurniture, bauxiteto produce al uminum. Manufacturing industriesmay bedivided
further into thefollowing categories:

a) ‘Analytical industries manufacture difference types of products by analyzing and
separating different e ementsfrom the same product.

b) ‘Syntheticindustries put together variousingredientsand manufactureanew product.
For instance, soap is produced by combining potassium carbonate and vegetableoil.

c) ‘Processing industries are those in which raw-materials are processed through
successive stagesto get thefinal products. Textiles, sugar arethe examples.
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C.

d) ‘Assemblingindustries puttogether various manufactured productsand make anew
product asin the case of car, scooter, bicycleetc.

(i) Construction industries: Theindustriesengaged in erection of buildings, dams, bridges,
roadways, railways, canals, tunnels, etc are known as construction industries. They make use
of the products of other industries and construct different types of structures as per the
requirementsof thecustomers.

Tertiary industries: Theseindustriesare basically concerned with generating or processing of
various servicesand facilitate thefunctioning of primary industriesand secondary industriesas
well asactivitiesof trade. Theseinclude serviceindustrieslike banking, insurance, transport etc.

SHORT ANSWER TYPE QUESTIONS

1.

How would you classify economic activities?

Ans. Economicactivity canbeaone-shot affair or acontinuousone. So, theactivitiesinwhichindividuas

2.

engagethemselveson aregular basisand earntheir livelihood areknown astheir ‘ occupations .
Infact, everyoneisengaged in one occupation or the other, and these can be broadly categorized
&

A. Professon

B. Employment, and

C. Budness

L et usknow afew more details about these occupations.

A. Profession: Any activity, which requires special knowledge and skill to be applied by an
individua to earnaliving, isknown asprofession. Ex: Engineers, architects, film-gars, dancers.

B. Employment: Theeconomic activity, rendered by one person to another, under acontract of
sarvice, for someremuneration, iscalled employment. Ex: Teachers, postman, clerk.

C. Bugness Theterm*business refersto human activitieswhichinvolve production or exchange
of goodsand servicesregularly with the object of earning profit. Ex: Transporters, bankers,
traders, tailors.

Distinguish between economic and non-economic activities.

Ans. Thehuman activitiesthat are undertaken with an objectiveto earnmoney or livelihood arecalled

economic activities. Whereasthe other types of activitiesthat are undertaken to derive self-
satisfaction, are called non-economic activities. A farmer growing crops, aworker workingina
factory for wage/salary, abus nessman engaged in buying and selling of goods are exampl es of
economicactivities Whileactivitieslikemeditation, engagingin sportsfor physica fitness, lisgening
tomusic, providing relief to flood victimsare exampl es of non-economic activities.



3. Statethecharacteristics of business.

Ans. Businessmay be defined asan activity involving regular production or purchase of goodsand
servicesfor sae, transfer and exchange with an object of earning profit.

Characteristics

I. Goodsand services: It isan occupation where aperson is engaged in manufacturing or
buying and selling of goods and services. The goods may be consumer goods or capital
goods. Similarly, the servicesmay beintheform of transportation, banking, and insurance.

ii. Continuousactivity: Theactivitiesmust becarried onregularly. A Sngletransactionisusualy
not treated asabusiness. For example, if aperson sellshisold car at aprofit, it isnot treated
asabusinessactivity.

iii. Earning profit: Thesoleobjectiveof businessisto earn profit. Itisessential for thesurvival
of business.

Iv. Investment: Every businessrequires someinvestment in cash or kind or both. Itisthelife
blood of thebusiness. It isusually provided by the owner or isborrowed by him at hisown
rsk.

v. Risk and uncertainty: Theearningsareawaysuncertan, becausethefutureisunpredictable.
Thus, every businessinvolvesan e ement of risk and the sameisborne by the businessman.

4. How would you classify businessactivities?

Ans: Business activities are concerned with production and/or processing of goods and servicesor
distribution of goodsand services. Theformer isknown as‘industry’ and latter as‘ commerce' .
So, wecan classify businessasindustry and commerce. Let usnow know details about these
two categories.

I. Indugtry: ‘Industry’ primarily refersto all such businessactivitiesconcerned with production/
raising or processing of goodsand services. It processesraw materia sor semi-finished goods
into finished goods. Extracting raw materia sfrom earth’ s surface, manufacturing goodsand
commodities, producing crops, fish, flowers, etc., constructing buildings, dams, and roadsare
al examplesof industry.

ii. Commerce: Commerceperformsall functions, which areessentia for maintainingasmooth
and uninterrupted flow of goodsand servicesto thecustomers. It providesthe necessary link
between producers and consumers of goods and services and facilitatesthe purchase and
sale of goodsand services.

Thus, Business= Industry + Commerce

5. Explain thedifferent typesof trade.

Ans. Tradeisanintegra part of commerce. It Smply refersto sale, transfer or exchange of goodsand
sarvices. It helpsin making the goodsand servicesavailableto ultimate consumers. Onthebasis
of areaof operation, trade can be classified asinterna and external trade.
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I. Internal trade: When tradetakes placewithin the boundaries of acountry, itiscalled internal
trade. It meansboth buying and selling take placewithin the country. It can be of twotypesas
follows

a) Wholesaletrade: Buyingfrom manufacturer and sllingit toretailersin bulk known as
wholesdetrade.

b) Retail trade: It canbebuying frommanufacturer or wholesder and sdllingit to consumers
known asretail trade.

ii. External trade: Trade that takes place between different countriesisknown as external
trade. In other words, external trade refersto buying and/or selling of goods and services
acrossnationd boundaries. Thismay take any of thefollowing forms:

a) Importtrade: When goodsare purchased from aforeign country, itisknown asimport
trade. Ex: Firmsof Indiapurchase goodsfrom firmsof AmericatobesoldinIndiais
known asimport trade.

b) Exporttrade: Itistheprocessof selling goodsto aforeign country. Ex: Firmsof India
sall goods produced intheir own country to firm of Singaporeisknown asexport trade.

c) Entrepot trade: When goodsare bought from oneforeign country to be sold in some
other foreign country, itisknown asentrepot trade. Ex: Firmsof Indiapurchase goods
fromfirmsof Americato besoldtofirmsof Singaporeisknown asentrepot trade.

6. Describeauxiliariestotrade.

Ans. Tofacilitate buying and selling of goodsavariety of other activitiesarerequired to be performed.
Theseinclude, transport, storage, and insurance of goodsetc. Theseactivitiesareasfollows:

i. Trangportation: Carrying of goodsphysicaly from oneplaceto other iscalled trangportation.
il. Warehousng: Systemetic storage of goodsoncethegoodsarereceivediscalled warehousing.

ilii. Banking: Arranging money and making paymentsto thesdller through banksand other sources,
called banking.

Iv. Insurance: Covering of damageor lossof goodsintranst whileitisin store, called insurance.

v. Communication: Exchangeof informationwith each other through postal and telecom sarvices,
caled communication.

All theaboveactivitieshelpinfacilitating thetrading activitiesor providing support to thetrading
activities. That iswhy these are called auxiliariesto trade and al so called support services of
business.
7. What ismeant by ‘human activity’?
Ans. Human beingsundertake various activitiesto satisfy their needsand wants. These activitiesare
known ashuman activities. These may be of economic and non-economic activities.
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8. What iseconomic activity?
Ans. Human activitiesthat are undertaken with an objectiveto earn thelivelihood are called economic
activities. Ex: A farmer growing crops, abusinessman engagedintrading activities.
9. What doyou under stand by theter m non-economic activity?

Ans Activitiesundertakento derive mere sati sfaction areknown asnon-economic activities. Ex: Providing
relief toflood victims, listeningto music etc.

10. Distinguish between consumer goodsand capital goods.

Ans: Goodsused by final consumersarecalled consumers’ goods. Ex: Soaps, pensetc., Goodsthose
used in the production of other goods are known as producers goods or capital goods. EX:
Machines, coal etc.

11. Amanwhoisworkingand controlled by othersfor hissalary/wageisknown as?

Ans Employment

12. What aretheactivitiesdone by human beingswith their special knowledge and skills
for their livelihood?

Ans. Professon

13. What ismeant by the continuous activity of production and distribution of goodsand
serviceswith a view to make profits?

Ans Busness

14. What isthe processof producing and manufacturing the goodsand services?

Ans. Industry
15. What benefitstheproductscan avail from theindustry?
Ans: Shape

16. What isthemethod of bringingthegoodsand servicestothe customersby eliminating
problemsin exchangeand distribution of goodsand services?

Ans. Commerce

17. What arethebenefitsto thegoodswith thetransportation?
Ans. Placeutility

18. What arebenefitsthegoodswith thewar ehousing?

Ans Time



19. What ismeant by buying and selling of goodsand ser vices?
Ans. Trade

20. What isthetradethat takesplacewithin theboundariesof thecountry?
Ans. Internd trade

21. What isthetradethat takes place between two or mor ethan two countries?
Ans Externd trade

22. What isthetradethat importing of goodsfrom onecountry and exportingthesameto
other country?

Ans: Entrepot trade

23. What typeof human activity the preparation of food by a housewifefor her family?
Ans: Non-economic activity

24. What type of economic activity of a L ecturer workingin acollege?
Ans Employment

25. What type of economic activity isfishing and selling fishesby afisherman?
Ans: Professon
26. What typeof businessobjectiveisearning profit?
Ans. Economic objective
27. What isthebusinessactivity of producingand distribution of quality goodsand services?
Ans: Socia objective
28. Which businessobjectiveisenvironmental protection?
Ans Socid objective

29. What ismeant by producing new productsby assembling the productswhich arealr eady
manufactured in someother company?

Ans. Assemblingindustries

30. What typeof industry isagriculture?
Ans Extractiveindudtries

31. Damscomeunder whichindustry?

Ans; Constructionindustries

32. What isknown asbuying and selling of goodsin lar ge scale?
Ans. Wholesdletrade



2 Business Support Services

L ESSON

I ntroduction

Haveyou ever observed thevariousactivities performed by abus nessman whilecarrying out the
business operations? L ook at the grocery shop of your locality. What doesthe owner do?Hearranges
funds, buys goods from the main market, carries those goods to his shop, stores and sells to the
customersasper their demand. Whiledoing all these activitiesthe owner or the businessman needs
various help or support from others. For example, he may takeloan from bank, hireatempo or truck
incarrying thegoodsand so on. Thus, to carry out any businessactivity successfully various support
sarvicesarerequired. Inthislessonweshall [earn about the basi ¢ aspectslike the meaning, importance
and functioning of these support services.

Long Answer Type Questions

1. What ismeant by acommercial bank? Explain thefunctionsof acommer cial bank.

Ans. Commercia Banksare banking institutionsthat accept depositsfrom the public and grant short-
termloansand advancestotheir customers. Thefunctionsof acommercia bank aredividedinto
two categoriesviz. (a) primary functions; and (b) secondary functions.

(& Primary functions
Theprimary functionsof acommercia bank include; (i) accepting deposits; and (i) lending
money.
(i) Accepting Deposits: The most important activity of acommercial bank isto accept
depositsfrom the public. For the convenience of the customers, banks providedifferent
typesof deposit accountslike Fixed Deposit Account, Recurring Deposit account, Current

Account, SavingsBank Account, etc. withvarying ratesof interest. Publicisa so assured
of the safety of funds deposited with the bank.
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(i)

L ending M oney: The second important function of acommercial bank islending of
money to the public aswell asto the business houses. It takes the form of loans and
advancesto the customers at the prescribed rates of interest. Loans are granted for a
specificperiod. Theborrower may begiventheentireamountinlumpsumor iningtalments.
Loansand advancesare generally granted against the security of certain assets.

(b) Secondary Functions

Besdesthetwo primary functionsoutlined above, thecommercia banksa so render anumber
of ancillary services. These services supplement the main activities of the banksand may be
termed as secondary functionsof commercial banks. They are essentially non-bankingin
natureand broadly fall under two categories: (i) Agency services, and (i) Generd utility services.

0)

%)

Agency Services: Agency services refer to those services which are provided by
commercia banksasagentsof their customers. Theseinclude:

Collection and payment of chequesand bills;

Collection of dividends, interest and rent, etc.;

Purchase and sale of securities (shares, debentures, bondsetc.);
Payment of rent, interest, insurance premium, subscriptionsetc.;
Acting asatrustee or executor; and

Acting asagentsor correspondents on behalf of customersfor other banksand financial
ingtitutionsat home and abroad.

(i) General Utility Services: General utility servicesarethose serviceswhich arerendered by
commercia banksnot only tothe customersbut sotothegenerd public. Theseareavailable
to the public on payment of afee or charge. Theseinclude:

Issue of bank drafts, pay order (banker’scheque), travellers’ cheques,
Issueof |ettersof credit;

Safe-keeping of valuablesin safe deposit locker;

ATM card, debit card and credit card facility;

I nternet banking and phonebanking;

Saleof prospectusand application formsof various competitive examinations;
Accepting telephonehills, dectricity bills;

Underwriting loansfloated by government and public bodies,

Supplying tradeinformation and statistical datauseful to customers; and

Acting asarefereeregarding thefinancia statusof customers.
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2. Definebank and explain itsimportance.

Ans. Bank isaninstitution that dealsin money and credit. It accepts depositsfrom those who have
funds to spare and grants loans and advances to those who are in need of funds for various
purposes. Thus, banking refersto the various services provided by banks, such as acceptance of
deposits, grant of loansand advances, and other supplementary services.

Banking Regulation Act definesbanking as* accepting, for the purpose of lending or investment
of depositsof money from the public repayable on demand or/and withdrawabl e by cheque,
draft or otherwise”

IMPORTANCE OF BANKING

(8) Capital Formation: Depositsaccepted by banksare channelised asloansand advancesfor
industrial and trading activitiesto business organisations. Thus, banking indirectly converts
savingsinto investment leading to capital formation and devel opment of economy.

(b) ServicestoBusiness. Banking helpsbusinessthrough avariety of servicessuch asproviding
long-term and short-term finance, arranging remittance of money, collection of chequesand
billsetc.

(c) ReducesUseof Currency: Banksenable depositorsto make payment by cheque, whichis
transferable by endorsement and delivery. Besides, travellerscan carry travellers' cheques,
credit cardsetc. issued by banksinstead of liquid money. Thus, useof currency isconsiderably
reduced.

(d) Mobilization of Savings. Banksallow savingsto bedeposited in different typesof accounts
such as Current Account, Savings Bank Account, Fixed Deposit Account, etc. Thefacilities
of withdrawal asand when desired, and payment of interest on deposits encourage peopleto
savemoney and put it inthe banks.

(e) BenefitstoRural Economy: Rura branchesof banksplay auseful rolein mobilizing savings
inrural areasand provideloansto farmersand artisansat concessional ratesand on priority
basis. Thishelpstherura economy inabigway.

(f) Balanced Development of Economy: Banksidentify areasthat need special assistancefor
industrial development and provide them the necessary help. Similarly they aso identify
backward regionsand helpin their economic devel opment by providing them adequatefunds
at reasonable rates. Banks thus, help backward areas in industry and balanced regional
development.

(9) Development of Credit Policy: Credit policy isapre-requisitefor economic devel opment.
The central bank of acountry developsaproper monetary policy by determining the bank
rate and regulatesthe money supply inthelarger interest of the economy and the pace of its
development.
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3. What isthemeaning of theter m insurance? Explain itsimportance.

Ans: Theterm‘insurance’ refersto acontract between two parties, oneknown asinsured and the other
insurer. The document containing the contract isknown as* Insurance Policy’ . Thepersonwhose
riskisinsurediscalled ‘insured’ or ‘assured’ and the person or the company whichinsuresis
knownas‘insurer’, or ‘assurer’. The consideration in return for which the insurer agreesto
compensatetheinsuredisknownas* premium’.

Thus, insurance can be defined as ‘ a contract between the insurer and insured whereby the
insurer undertakesto pay theinsured afixed amount, in exchangefor afixed sum of money
(premium), onthe happening of acertain event (like attaining acertain age or on degth), or pay
theamount of actual losswhenit takesplace dueto therisk insured.

IMPORTANCE OF INSURANCE

(& Protection against Risk: Insurance provides protection against variousrisksinvolvedin
business. The protectionisintheform of aprovisionto compensatefor thelosssuffered by
theinsured.

(b) Pooling of Risk: Insurance helpsin sharing of risk. In practice, alarge number of people
seek insurance by paying the premiumwhich resultsin theformation of insurancefund. This
fundisused for compensating afew among them who may suffer aloss. Thus, in effect the
lossisspread over alarge number of people.

(c) Helpsin Securing L oans: Banksand financial ingtitutionsusualy insist on theinsurance of
goodsand propertiesbeforeloans can be sanctioned on their security. So insurance makesit
convenient to secureloansand advancesfrom thefinancial ingtitutions.

(d) Protection against Liabilitiesunder variousL abour L aws: Insurancegivesprotectionto
businessmen inthe event of compensation payableto employeesfor accidentsleading tofatal
injury, partia injury, disablement, aswell assicknessand maternity.

(e) ContributetoEconomic Development: Fundswith theinsurance companiesareinvested
invarioustypesof securitiesand projects, which contribute to economic devel opment of the
country.

(f) Generation of Employment: Insurance companies provide employment to alarge number
of peopleonregular basis. A number of people earntheir livelihood working asinsurance
agents.

(9) Social Security: Lifeinsurance provides security against risks of old age and premature
death of people. Besides, socia security isprovided to workersthrough the Employees State
I nsurance schemewhereby accidental risksare covered.

4. Describetheprinciplesof insurance.

Ans. Thevalidity of aninsurance contract rests upon certain well established principlesthat apply to
varioustypesof insurance. Thesearebriefly discussed hereunder.
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(@ Principleof Utmost Good Faith: Insurance contracts arethe contracts of mutual trust and
confidence. Both partiesto the contract i.e., theinsurer and theinsured, must discloseall
relevant information rel ating to the subject matter of insurance. In case of any conceal ment
about thematerial facts, the contract will not bevalid.

(b) Principleof Insurablelnterest: Insurableinterest meansfinancia or pecuniary interestin
the subject matter of insurance. A person hasinsurableinterest inthe property or lifeinsured
if hestandsto gain from itsexistence or loose from itsdamage or destruction.

(©) Principleof Indemnity: Theword indemnity means compensating somebody for theactua
losssuffered by him; or restores someoneto the same position that he/shewasin beforethe
insured event took place. The principleof indemnity impliesthat theinsuredisnot alowed to
make any profit from the insurance contract on the happening of the event that isinsured
against. Compensation is paid on the basis of amount of actual loss or the sum insured,
whichever isless. Thisprincipleisapplicableto thefireand marineand genera insurance. Itis
not applicabletolifeinsurance.

(d) Principleof Contribution: The same subject matter may beinsured with more than one
insurer. In such a case, the insurance claim to be paid to the insured must be shared or
contributed by al insurersin proportion to the amount of sum assured by each oneof them. If
oneinsurer haspaid thefull compensationtotheinsured, he hastheright to ask other insurers
to sharetheloss proportionately.

(e) Principleof Subrogation: Accordingtothisprinciple, oncetheclaim of theinsured hasbeen
settled, the ownership right of the subject matter of insurance passeson to theinsurer.

(f) Principle of Mitigation: In case of a mishap the insured must take all possible stepsto
reduceor mitigate thelossor damageto the subject matter of insurance. Thisprincipleensures
that theinsured does not become negligent about the safety of the subject matter after taking
aninsurancepolicy.

(9) Principleof Causa-proxima (nearest cause): According to thisprinciple, theinsured can
claim compensation only if thelossis caused by the event insured against. In other words,
unless the event insured is nearest cause (not aremote cause) for the loss occurred, the
insured cannot claim thelossfrom theinsurance company.

5. Discussany four pointsof importance of communication.

Ans. Communicationisthe processof transmission of ideas, opinions, thoughtsand information through
speech, writing, gestures or symbol s between two or more persons. Communication always
containsamessagewhich istransmitted between the parties. Thereare minimum numbersof two
partiesinvolved in communication - oneis‘ Sender’, and the other is‘ Receiver’.

I mpor atance of Communication

(& Promotion of Business. Because of modern meansof communication, businessmen sitting
at different places canfinalizetheir business deal swithout much difficulty. They can make
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enquiries, settletermsand conditions, place ordersand send confirmation. It hashelped inthe
growth of national aswell asinternational trade.

(b) Mobility of Labour: People who have gone for employment to places away from their
homes and families are able to keep in touch with their friends and relatives through the
variousmeansof communication. Sothey willingly gotoofar off placesfor employment.

(c) Socialization: Through communication facilitiesliketelephone, fax and e-mail etc. people
areableto exchange messages, information etc. withtheir friendsand relativeson aregular
basis. Thishdpsinmaintaining and devel oping socid relationsamong people.

(d) Coordination and Control: Officesof big business houses and government departments
may be situated at different places. There may be many departmentsin the same building.
Effective communication between them hel psin coordinating their activitiesand exercising
control over them.

(e) Efficiency in Job Performance: Effectivecommunication contributesagreet dedl to higher
injob performanceasregular communi cation withinabus nessunit ensuresawilling cooperation
of othersdueto the close understanding of ideasand instructions.

(f) Helpful to Professionals. Lawyersareto attend courtssituated at different places, doctors
aretovisit different nursing homes, chartered accountants haveto go to different offices of
companies. Mobile phoneshel p these profess onal sin changing and adjusting their schedule
asrequired without any difficulty.

(9) Meeting Emergencies: Intheevent of accidentsor incidentsof fire, immediate help can be
asked for and made avail abl ethrough modern means of communication.

(h) Seaand Air Navigation: Meansof communication areextremey important for thenavigation
of shipsand aircraftswhich need to be guided from control roomsat particular ocations.

(i) Spread of Education: Broadcasting of educational programmesradio and tel ecasting on
televisonsare popular meansof educating sudentswithout the necessity of personal coaching.

(j) Advertisement: Radio and television asmeans of mass communication haveincreasingly
becomeimportant asmediaof advertisement for businessfirmsasit ispossibleto reach the
masses by such means.

6. Describeany four special servicesrender ed by the post officefor thebenefit of business.

Ans Post office offerssome special servicesto thebusinessfirms. Let uslearnin brief about those
services.

(1) BusinessPost: Inthisservice, post office undertakesall the pre-mailing activitiesof thebulk

senders. Pre-mailing activitiesinclude collection from sender’ sdoorstep, insertion of goodsin
packet, pasting and addressing aswell asfranking of mails, etc.
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(i) Media Post: The postal department offers a unique media to help the corporate and
government organi sationsto reach the potential customersthrough mediapost. Under this
facility, (a) advertisementsare allowed on post cards, inland | etter cardsand in other postal
stationeries, and (b) space sponsorship optionson letter boxes.

(i) ExpressParce Post: Post officeoffersareliable, speedy and economical parcel serviceto
the corporate and business customers through its express post. It provides a time bound
door-to-door delivery of parcelsupto 35 kgs. inweight and V PP services upto Rs. 50,000.

(iv) Direct Post: It alows the business houses to send the pamphlets, brochures and other
advertisng materiaslike CDs, floppies, cassettes, samples, etc. to the prospective customers
at very low rates.

(v) Retail Post: The post office offersthefacility to collect public utility billsliketelephone,
electricity, and water bills, sale of application forms for government and other private
organi zations, survey through postmen, address verification through postmen are some of the
activitiesundertaken under retail post.

(vi) BusinessReply Post: Under thisfacility post officesallow the customersto send their reply
through businessreply post, which does not require any postage from the sender. The post
officerecoversthe postage from the addressee | ater on.

(vii) Post Shoppe: Post shoppesarethesmall retail shopsestablished for saleof postal stationery
items, greeting cardsand small gift itemsto the customers. These shopsarefound withinthe
premisesof some post offices.

(viii) Value Payable Post (VPP): Under thisservice, post office receivesthe properly packed
goodsfromthesdler and carriesthoseto the customers. After receiving thetotal amount (the
priceof thegoods plustheV PP charges) from the customer, it deliversthe goodsto himvher.
L ater on, the post office sendsthe amount dueto the sdller.

(iX) CorporateMoney Order: Likeindividuas, bus ness organisations can a so transfer money
through money order. For them, the post office offers Corporate Money Order Service. It
enablesbusiness organisation to transfer upto Rs. 1 croreto any part of the country.

(X) Post-box and Post-bag Facility: Under thisfacility, aparticular number and abox or abag
isdlotted to therecelver at the post officeto recaiveall unregistered mails. Post office kegps
all mailsaddressed to that number in those boxes or bags. The addressee makes necessary
arrangement to collect themailsas per hisconvenience.

(xi) Bill Mail Service: It provides cost effective solution for mailing of periodic communication
with nature of annual report, bills, monthly account billsor other itemsof smilar nature.

(xii) E-post: E-post servicelaunched on 30th January, 2004 this has enabled peopleto send and
receive messagesthrough e-mail in all post officesof the country. To makeit more useful for
business, acorporate version of e-mail was a so launched on 18" October 2005.
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Short Answer Type Questions

1. Describe any two types of banks?

Ans Therearevarioustypesof banksoperatein our country to meet the diversefinancial needs of
customers. These can be categorised as per their functions.

(8 Commercia bank
(b) Co-operativebank
(c) Development bank
(d) Specialised bank
(e) Centrd bank

(8 Commercial Bank: Commercia Banksare banking institutionsthat accept depositsfrom
the public and grant short-term loans and advancesto their customers. Commercia banks
may be (i) public sector banks, (ii) private sector banks, or (iii) foreign banks.

(i) Public Sector Banks: Inpublic sector commercia banks, the mgjority stakeisheld by
the Government of Indiaor Reserve Bank of India. Examples of such banksare: State
Bank of India, Syndicate Bank.

(i) PrivateSectorsBanks: Incaseof private sector banks, themagjority of sharecapital of
the bank is held by private individuals. These banks are registered as public limited
companies. Examples of such banksare| CICI Bank Ltd., HDFC Bank Ltd. etc.

(i) Foreign Banks: These banksareincorporated inforeign countriesand operatetheir
branchesin our country. Examples of such banksare American ExpressBank, Standard
& Chartered Bank.

(b) Co-operative Bank: When aco-operative society engagesitself in banking businessitis
called aCo-operative Bank. . The co-operative banksgenerally grant loansfor productive
purposesaswell asfor other purposes. Therate of interest chargedisusually low.

(c) Devdopment Bank: Development banksarethefinancia ingtitutionswhich providemedium
and long-term loansto industry. Devel opment banks assist the promotion, expansion and
modernisation of industries.

(d) Specialised Bank: There are some bankswhich engagethemsalvesin some specific areaor
activity and arethus, called specialised banks. Export Import Bank of India(EXIM Bank),
Small Industries Development Bank of India(SIDBI), National Bank for Agricultural and
Rura Development (NABARD) are examples of such banks.

(e) Central Bank: Inevery country abank whichisentrusted with theresponsibility of guiding
and regulating the banking system isknown asthe Central Bank. Such bank isan apex bank
and actsasthehighest financid authority. InIndia, thecentral banking authority isthe Reserve
Bank of India. It doesnot deal directly withthe membersof public.
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2. Briefly discussany two types of insurance.

Ans Based on the subject matter of insurance or the nature of risk covered insurance can be broadly
classfied asunder:

(8 Lifelnsurance

(b) Firelnsurance

(c) Marinelnsurance

(d) Other typesof Insurance

Let usdiscussin brief about al thesetypesof insurance.
(8 Lifelnsurance

Lifeinsurancepolicy wasintroduced asaprotection againg theuncertainty of life. But gradualy
itsscope has been extended to other areaslike health insurance, disability insurance, pension
plan, etc. There aretwo basic types of life insurance policiesviz., whole-life policy, and
endowment policy.

(b) Firelnsurance

Fireinsuranceisacontract whereby theinsurer, in consideration of premium, undertakesto
compensatetheinsured for thelossor damage suffered duetofire. The premiumispayablein
sngleinsgtallment. Thefireinsurance contractsaregenerally taken up for oneyear.

(c) Marinelnsurance

Marineinsuranceisan agreement by which theinsurance company agreesto indemnify the
owner of aship or cargo against riskswhich areincidental to marineadventures. During an
ocean journey, ashipisexposed to avariety of riskssuch ascollisonwith other ship, collison
of ship with hidden rocks, fire, storm, and so on.

Marineinsurancethat coverstherisk of lossof cargoisknown as‘ cargo insurance.” And
when the owner of ashipisinsured against losson account of perilsof thesea, itisknown as
‘shipor hull insurance.’

Further, thefreight isusually payable by the owner of cargo onitssafeddlivery at theport of
destination. So, the shipping company may also seek insurance of therisk of lossof freight.
Suchamarineinsuranceisknown as' freight insurance.”

(d) Other typesof Insurance

Apart fromlife, fireand marineinsurance, general insurance companiesinsureavariety of
other risksthrough various policies. Someof theserisksand thedifferent policiesareoutlined
below.

(i) Motor VehiclesInsurance

(i) Hedthlnsurance
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Ans

(i) Croplnsurance

(iv) CashlInsurance

(v) Cattlelnsurance

(vi) Rageswari MahilaKayanBimaYojana
(vii)  AmartyaSikshaYojanalnsurance Policy
(viii) Burglary Insurance

(iX) Fddity Guaranteelnsurance

Definelifeinsurance? State the different typesof lifeinsurance policies?

Lifeinsuranceisacontract whereby theinsurer undertakesto pay acertain sum of money either
on thedeath of theinsured or on the expiry of aspecified period of timein consideration of a
certainamount (premium) paid by theinsured either inlump sumor iningtalments. Sincetherisk
insured iscertain to happen and the sum assured isbound to be paid sooner or |ater, the contract
of lifeinsuranceisalsoreferred to aslife assurance.

Typesof LifelnsurancePolicies

Therearetwo basic typesof lifeinsurancepoalicies(a) Whole-life policy, and (b) Endowment
policy.

Incaseof ‘wholelifepoalicy’ the premiumispayableregularly throughout thelife of theinsured
or for afixed period. The sum assured becomes payable to the heirs of the insured after his
death. Such apolicy istaken up by aperson who wishesto providefinancia support to his’her
dependentsafter the death.

An‘endowment policy’, ontheother hand, runsfor alimited period or upto acertain age of the
insured, and the sum assured becomes duefor payment at the end of the specified period or on
thedeath of theinsuredif it occursearlier. Thisisthemost common form of lifeinsurance policy
taken up by the people.

In addition to thetypesof policiesdiscussed above, theinsurance companies offer many other
typesof policiesto attract the customers. L et ushave abrief ideaabout some of these policies.

(1) Joint LifePolicy: Under thispolicy, thelivesof two or more personsareinsuredjointly. The
sum assured becomes payabl e on the death of any one, to thesurvivor. Usually, thispolicy is
taken up by husband and wifejointly or by two partnersof thefirm.

(i) Money Back Policy: Thisscheme provides periodic payment to the policyholder unlike
ordinary endowment insurance planswherethesurviva benefitsare payableonly a thematurity
of thepolicy.

(i) Pension Plan: Under thisplan the sum assured is payableto the policyholder on hissurviva
beyond theterm of the policy. Thesum assured or policy money becomes payablein monthly,
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quarterly, half yearly or annud installments. Thisisuseful for thosewho prefer regular income
after acertain age.

(iv) Unit Plans. These plansoffer twin benefitsof investment and insurance cover. Thepremium
paid by the policyholder is applied to purchase the shares and debentures of different
companies. Thematurity amount islargely depending uponthe market va ue of theinvestment.

(v) Group Insurance Scheme: Group Insurance schemesare meant to providelifeinsurance
protection to the group of people at alow cost. These schemes are suitable for group of
employeesof any businesshouseor any office.

4. What ismeant by transportation? Stateany two pointsof impor tance of transportation
for the business.

Ans The process of carrying goods and passengers from one place to another is termed as
‘trangportation’. Infact, trangportation facilitatestrading activitiesto create place utility to goods
by removing thebarriersof distance (hindrance of place) between production and consumption.

I mportanceof Transportation

(& Trangport playsavery important rolein distribution of goodsboth withinacountry and across
theborders.

(b) Transport helpsin bringing about stableand uniform pricesin different marketsastradersare
ableto adjust the supply of goodsat different placesaccording to the changing demand.

(c) Consumershavethebenefit of getting goods at their door step and have awider choice of
goods at competitive prices.
(d) Itensurescontinuoussupply of raw materiasto theindustry.

(e) It contributesto growth of large scaleindustries by facilitating theinflow of materialsand
outflow of finished goods.

(f) Internationa competitionisencouraged with theimproved trangport system. Thismakesglobal
marketsaccessibleto sallersand buyersof different countries.

5. Stateany twodifferent modesof transport?

Ans. Themodesof trangport can beclassified as(a) road transport, (b) rail transport, (c) water transport,
and (d) air transport. Let ushave abrief ideaabout these modes of transport.

(8 Road Trangport: Trangport by road isundertaken through animas (horses, camels, donkeys),
vehiclesdrawn by anima s (bullock-carts), and by motor vehicles (vans, trucks, etc.). Useof
animalsand vehiclesdrawn by animashaslimited useonly inrura areas. Vansarelimitedto
local transportswithin thecity. Most goodstraffic movesthrough truckswhich are considered
convenient, economical and safe.

(b) Rail Trangport: Rail transport refersto movement of passengersand goodsby trainswhich
areonrailway trackslaid for the purpose. Intermsof carrying capacity over long distances
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railstransport iseconomical and safe. In India, raillwaysare owned by government of India
and most commonly used mode of goodstransport

(c) Water Transport: Water trangport refersto movement of goodsand passengersonwaterways
by using various meanslike boats, steamers, launches, ships, etc. Thismovement may takes
placeinsidethe country or from one country to another.

(d) Air Trangport: Movement of goodsand passengersby usingaircraftsistermed asair transport.
Itisthe speediest mode of transport and ismostly used for carrying passengers. Asfor goods,
air trangport ismostly used for goods of high value and low volume such asmedicines, spare
partsfor machinery, e ectronic componentsetc.

6. Briefly statethedifferent typesof communication?

Ans. Communicationisthe processof transmission of ideas, opinions, thoughtsand informeation through
speech, writing, gestures or symbol s between two or more persons. Communication always
containsamessage which istransmitted between the parties.

Typesof Communication:

Based onthemethod used, communication may beord, written or non-verba. Theseareexplained
inbrief hereunder.

(& Ora Communication: Whenamessageistransmitted ordly i.e., through spokenwordsitis
called oral communication. It may bein theform of lectures, meetings, group discussions,
conferences, tel ephonic conversations, radio message and so on. Themajor drawback with
verbal communicationisthat it cannot beverified asnormally itisnot put on record.

(b) Written Communication: When amessageistranamitted through written words (inwriting
intheform of letters, telegram, memos, circulars, notices, reportsetc. it iscalled written
communication. It provides arecord of the message and feedback which is availablefor
verification asand when required.

() Non-verbal Communication: Communicationwithout any useof wordsiscaled non-verba
communication. Sometimeswhen you look at some pictures, graphs, symbols, diagramsetc.
some messageisconveyed to you. All these are different formsof visual communication.
Bdls, whigtles, buzzers, hornsetc. area so theinstrumentsthrough which we can communicate
our message. Communication with the help of these types of sounds is called ‘aural’
communication. Similarly, communication isaso madethrough somephysica gesturesthrough
theuse of variouspartsof the human body through body language. Thisistermed as* gestura’
communication.

7. What arethedifferent types of war ehouses?

Ans  Warehousing meansholding or preserving goodsin hugequantitiesfromthetimeof their purchase
or productiontill their actual use or sale. In order to meet their storage requirement effectively,
varioustypesof warehouses cameinto existence. Theseareasfollows.

21



(& PrivateWarehouses: Thewarehouseswhich are owned and operated by the manufacturers
or tradersto storeexclusively their own stock of goods are known as private warehouses.

(b) Public Warehouses: The public warehouseisan independent unit which stores goods of
other firms. Anyone can store hisgoodsin these warehouses on payment of rent.

(c) Government War ehouses: Thesewarehouses are owned, managed and controlled by the
government. Central Warehousing Corporation of India, State Warehousing Corporation and
Food Corporation of Indiaare examples of government warehouses. Both government and
private enterprisesmay usethese warehousesto storetheir goods.

(d) Bonded Warehouses: Bonded warehousesto storeimported goodsfor whichimport duty
isyet to be paid. Thesewarehousesare generally owned by dock authoritiesand found near
theports.

(e) Co-operative Warehouses. Thesewarehousesare set up by the cooperative societiesfor
the benefits of their members. They provide warehousing facilities at the most economical
rates.

8. Explain any twofunctionsof war ehousing.

Ans Thewarehouses preserve goods on alarge-scale in a systematic and orderly manner. They
provide protection to goods against heat, wind, storm, moisture, etc. and also minimizelosses
dueto spoilage, wastage etc. In addition to this, warehouses now-a-daysa so perform avariety
of other functions as stated below:

(a) Storageof Goods: Thebasic functions of warehousesareto store goods properly till they
arerequired for use, consumption or sale.

(b) Protection of Goods. A warehouse provides protection to goodsfrom loss or damage due
to heat, dust, wind and moisture, etc. It makes special arrangementsfor different products
according totheir nature.

(©) Risk Bearing: Therisk of loss or damage to goodsin storageis borne by the warehouse
keeper. So, hetakesall precautionsto ensuretheir safety.

(d) Financing: When goodsare deposited in any warehouse, the depositor getsareceipt which
actsasaproof of thegoodsin store. Thisrecel pt can be used asasecurity to obtainloansand
advancesfrom thebanksand other financia ingtitutions.

(€) Processing: Certain commoditiesarenot consumedintheformthey areproduced. Processing
isrequired to make them consumable. For example, paddy is polished, timber is seasoned,
andfruitsareripened, etc. Sometimeswarehouses a so undertake these activities on behdf of
theowners.

() ValueAdded Services. Thewarehouse keeper may also undertaketo perform thefunctions
of grading and branding of goodson behalf of themanufacturer, wholesaer or theimporter of
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goods. Hemay providefacilitiesfor mixing, blending and packaging of goodsfor convenience
inhandlingand sale.

g Transportation: In some cases warehouses provide transport arrangement to the bulk
depositors. It collectsgoods from the place of production and also sends goodsto the place
of delivery onrequest of thedepositors.

9. Explain any two pointsof importance of war ehousing?

Ans  Warehousing bridgesthe time gap between production of goods and their consumption, and
thus, servesuseful purposeparticularly for large-scale businessoperations. Based onitsuses, its
importance can be briefly described asfollows.

(8 Storageof Raw Materials: To maintain continuity in production, agood quantity of raw
materiasisto bekeptin stock. Not only that, someraw materidsareonly availablein specific
period of theyear (cotton, oil seedsetc.) whilethese are used for production throughout the
year. S0, these haveto be kept in stock for use asand when required.

(b) Storagein Anticipation of Risein Price: In case the manufacturer anticipatesarisein
pricesof raw materidsinfuture he/shelikesto purchaseit in advanceand stock it. It equally
appliesto tradersof goodsif they expect pricerise.

() Storageof Finished Goods. Sincegoodsare generally produced in anticipation of demand,
these need to be stored till salestake place. Not only that, some goods are produced round
theyear but purchased/used during a specified part of the year e.g. electric fans, woollen
clothes.

(d) Storageof Goodsby theWholesaler s: Wholesalersbuy goodsin bulk and maintain stock
of goodsinwarehousesfor saleinsmall quantitiestoretailersfromtimetotime.

(e) Packagingand Grading: Goodsinwarehousesaredividedinto gradesaccordingto sizeor
quality and packagingisdonefor convenient handling and sales.

(f) Usefor Importers: Warehouses (known as bonded warehouse) are used for storage of
imported goodstill theimporter isableto pay the cussomsduty and take ddlivery.

10. Statethe meaning of ‘Business Support Services'.

Ans Business support servicerefersto those business activitiesthat act asauxiliariesto trade and
facilitate smooth flow of goodsfrom producersto consumers.

11. What iscentral bank?

Ans: Inevery country abank whichisentrusted with the responsibility of guiding and regulating the
banking system isknown asthe Central Bank. Such bank isan apex bank and actsasthe highest
financia authority. InIndia, the central banking authority isthe Reserve Bank of India.
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12.

Ans

13.

What doyou mean by health insurance?

Health Insurance provides protection against the medical expensesincurred on treatment of
illnessor injury suffered by the policyholder. It isa so termed asmediclaminsurance, andisone
of themost popul ar types of insurance now-a-days.

What isthemeaning of theterm fidelity guar anteeinsur ance?

Ans. As a protection against the risk of loss caused by embezzlement or defal cation of cash or

14.

Ans

15.

Ans

16.

Ans

17.

Ans

18.

Ans

19.

Ans

mi sappropriation of goods by employees, the businessmen may seek insurance covering the
risksof lossonaccount of fraud and dishonesty onthe part of theemployeeshandling cashor in
chargeof stores. Thisiscdledfidelity guaranteeinsurance.

What ismotor vehicleinsur ance?

Insurance of passenger cars, vans, commercial vehicles, motor cycles, scooters, etc., coversthe
risks of damage of the vehicle by accident, loss by theft, and so also theliability arising out of
injury to, or death of athird party involved in theaccident. Infact, vehicleinsurancein respect of
third party iscompulsory.

What doyou under stand by theterm telex?

Telex providesameans of printed communication using teleprinter. Theteleprinter isatele-
typewriter having astandard keyboard and connected through telephone.

What isthe meaning of fax?

Fax or facsmileisan e ectronic devicethat enablesinstant transmission of handwritten or printed
mattersto distant places. By using telephonelines, this machine sendsthe exact copy of the
document to another fax machineat thereceiving end. Thisisthe most commonly used means of
written communication in businessnow-a-days.

What ise-mail?

Electronic mail, popularly known ase-mail isamodern meansof communication that transmits
thewritten message, picturesor soundsetc. from one computer to the others connected through
internet facility.

Writeabout tele-confer ence?

Teleconferencingisasystem through which people can interact without physicaly sttinginfront
of each other. People can hear the voice and seethe picture of othersand a so respond to their
guerieswhilesitting in different countries. It makesthe use of modern electronic deviceslike
telephone, computers, television etc.

Which aretheinstitutionsthat collect money in theform of depositsfrom thepublicand
lend money to public?

Commercia banks
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20. Which bank isestablished toregulateand control thebankswithin the country?
Ans Centra bank (RBI)

21. Which bank iscalled agover nment bank?
Ans RBI

22. Which bank printscurrency notes?
Ans RBI

23. What isthenameof central bank in India?

Ans RBI

24. Which bank isacting asabanker’sbank?
Ans RBI

25. Namethe person/organization that insuresthe losses?

Ans Insured

26. Theorganization which agreed to compensatethelossesisknown as?

ANS. Insurer

27. Whoarethepartiesininsurance?

Ans. Insured, insurer

28. What istheinsurancethat compensatesthelossesarising out of ships?

Ans. Hull/shipinsurance

29. What istheinsurancethat compensatestheloss of goodsin ship?

Ans. Cargoinsurance

30. What istheinsurancemadefor rent of theship?

Ans Freightinsurance

31. Whatisthelifeinsurancethat payscompensation to the nomineesafter hisdeath?

Ans. Wholelifepolicy

32. What isthenameof insurancetaken by both wifeand husband?

Ans Joint lifeinsurance

33. What arethebenefitstothegoodswith thetransportation?

Ans. Place
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34. What isthe servicewhich removeshindrance of place?
Ans. Transportation
35. Whichistheoldest method of transportation?
Ans. Marineinsurance
36. Whichisthesuitabletransport for perishablegoods?
Ans. Air transport
37. Which isthefastest transport system?
Ans: Air trangportation
38. Which transport system issuitablefor valuable and less space occupied goods?
Ans; Air transportation
39. Whichisthesuitabletransport method for far-away placeswithin the country?
Ans: Rail transport
40. Which transport system issuitablefor villageand remote ar eas?
Ans. Road transport
41. Which typeof communication thetelephonic conver sationis?
Ans Ord communication
42. Which typeof communicationisacircular?

Ans; Written communication

43. Which typeof communication arethesignals, drawingsand acting?

Ans. Non-verbal communication

44. Which typeof communication thered light providesin trafficsignals?

Ans. Non-verbal communication

45. Which typeof communication issaluting thenational flag?

Ans: Non-verbal communication

46. Which isthe postal service used when correct addressof thereceiver isunknown?
Ans. Post restante

47. Which typeof postal serviceissdlling of greeting cardsand gift articles?
Ans. Post shoppe
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48. Whichinstrument sendsthewritten infor mation immediately?

Ans. Fax

49. Whichinformation issent through teleprinter?
Ans Telex

50. Whichinstrument repliesthetelephonecallswith the help of computer ?

Ans. Voicemall

51. What isknown assending of infor mation through inter net?
Ans emal
52. Which business service givestime benefit to the products?
Ans. Warehousing
53. Which isthe place wherethe goods ar e kept safely?
Ans Warehouse
54. What arethevariouswar ehousesunder the owner ship of thegover nment?
Ans. Government warehouses
55. Which arethewarehousesused to keep theimported good till import dutiesarepaid?

Ans; Bonded warehouses

56. Which warehousesarenearer to shipyards?

Ans; Bonded warehouses

57. Which warehousesareestablished for the benefit of member s?
Ans. Co-operativewarehouses

58. Which arethewarehousesthat storethe goodsfor rent?

Ans Publicwarehouses.
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Business Environment

I ntroduction

Understanding the environment within which the businesshasto operateisvery important for
running abusinessunit successfully at any place. Because, the environmental factorsinfluencealmost
every aspect of business, beititsnature, itslocation, the pricesof products, the distribution system, or
the personnel policies. Henceit isimportant to learn about the various components of the business
environment, which consi stsof the economic agpect, the socio-cultural aspects, the palitical framework,
thelegal aspectsand thetechnological aspectsetc. Inthischapter, weshall learn about the concept of
bus nessenvironment, its nature and significance and the various components of the environment. In
addition, we shall also acquaint oursel veswith the concept of social responsibility of businessand
businessethics.

Long Answer Type Questions

1. What isbusinessenvironment? Describetheimportance of business environment for
thebusinessfirm.

Ans. Theterm‘ businessenvironment’ connotesexternal forces, factorsand ingtitutionsthat are beyond
thecontrol of thebusinessand they affect thefunctioning of abusinessenterprise. Thebusiness
environment ismultifaceted, complex, and dynamicin nature and hasafar-reaching impact on
thesurviva and growth of the business. To be more specific, proper understanding of the socidl,
political, legal and economic environment hel psthe businessinthefollowingways:

(a) Determining Opportunitiesand Threats: Theinteraction between thebusinessandits
environment wouldidentify opportunitiesfor and threatsto the business. It helpsthebusiness
enterprisesfor meeting the challengessuccessfully.
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(b) GivingDirection for Growth: Theinteraction with the environment leadsto opening up
new frontiersof growth for the businessfirms. It enablesthe businessto identify the areasfor
growth and expansion of their activities.

(¢) ContinuousL ear ning: Environmental anaysismakesthetask of managerseasier indealing
with bus nesschallenges. Themanagersaremativated to continuousy updatetheir knowledge,
understanding and skillsto meet the predicted changesin realm of business.

(d) I'mageBuilding: Environmental understanding hel psthe bus nessorganizationsinimproving
their image by showing their sengitivity to theenvironment withinwhichthey areworking. For
example, in view of the shortage of power, many companies have set up Captive Power
Plants (CPP) intheir factoriesto meet their own requirement of power.

(e) Meeting Competition: It hepsthefirmsto andyzethecompetitors strategiesand formulate
their own strategiesaccordingly.

(f) Identifying Firm’s Strength and Weakness: Businessenvironment helpsto identify the
individua strengthsand weaknessesin view of thetechnologica and globa developments.

2. Describein brief the economic environment of business?

Ans Thesurvival and success of each and every business enterprise depend fully onitseconomic
environment. Themainfactorsthat affect theeconomic environment are:

(8 Economic Conditions: The economic conditions of a nation refer to a set of economic
factorsthat havegreat influence on business organizationsand their operations. Theseinclude
grossdomestic product, per capitaincome, marketsfor goodsand services, availability of
capita, foreign exchangereserve, growth of foreign trade, strength of capital market etc. All
these help inimproving the pace of economic growth.

(b) EconomicPalicies All busnessactivitiesand operationsaredirectly influenced by theeconomic
policiesframed by thegovernment fromtimetotime. Someof theimportant economic policies

ae
() Industrid policy
(i) Fiscd policy

(i) Monetary policy

(iv) Foreigninvestment policy

(v) Export—mport policy (Exim policy)
Thegovernment kegpson changing thesepoliciesfromtimetotimeinview of thedevel opments
taking placein the economic scenario, political expediency and the changing requirement.

Every businessfirm hasto function strictly within the policy framework and respond to the
changestherein.
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(c) Economic System: Theworld economy isprimarily governed by threetypes of economic
systems, viz., (i) Capitalist economy; (ii) Socidist economy; and (iii) Mixed economy. India
has adopted the mixed economy system which implies co-existence of public sector and
private sector.

3. Explain any two non-economic environment of business.

Ans Non-economic environment comprisessocid, political, lega, technological, demographic and
natural environment. All these have abearing on the strategies adopted by thefirmsand any
changeintheseareasislikely to have afar-reaching impact on their operations. The various
elements of non-economic environment areasfollows.

(& Social Environment

Thesocia environment of businessincludes social factorslike customs, traditions, values,
beliefs, poverty, literacy, life expectancy rateetc. Thesocial structure and thevaluesthat a
soci ety cherishes have aconsiderabl e influence on the functioning of businessfirms. For
example, during festive seasonsthereisan increasein the demand for new clothes, sweets,
fruits, flower, etc.

(b) Palitical Environment

Thisincludesthepolitica system, thegovernment policiesand attitude towardsthe business
community and the unionism. All these aspects have abearing on the strategies adopted by
thebusg nessfirms. Thestahility of thegovernment a soinfluencesbusinessand rel ated activities
to agreat extent. It sendsasignal of strength, confidence to variousinterest groups and
investors. Further, ideology of thepalitical party asoinfluencesthe business organisation and
itsoperations.

(c) Legal Environment

Thisrefersto set of laws, regulations, which influence the business organi sations and their
operations. Every business organi sation hasto obey, and work within theframework of the
law. Theimportant legidationsthat concern the businessenterprisesinclude, CompaniesAct,
1956, Foreign Exchange Management Act, 1999, FactoriesAct, 1948 etc.

(d) Technological Environment

Technological environment include the methods, techniques and approaches adopted for
production of goodsand servicesand itsdistribution. Thevarying technologica environments
of different countriesaffect thedesigning of products. But whentheseare madefor India, they
haveto beof 220 valts. Inthe modern competitive age, the pace of technological changesis
very fast. Hence, in order to survive and grow in the market, a business has to adopt the
technologica changesfromtimetotime.
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(e) Demographic Environment

Thisreferstothesize, density, distribution and growth rate of population. All thesefactors
haveadirect bearing on thedemand for variousgoodsand services. Thehighriseof population
indicatesthe easy availability of abour. Theseencouragethe businessenterprisesto uselabour
intensivetechniques of production. Moreover, availability of skill labour in certain areas
motivatesthefirmsto set up their unitsin such area. Thus, afirmthat keepsawatch onthe
changes on the demographi ¢ front and readsthem accurately will find opportunitiesknocking
at itsdoorsteps.

(f) Natural Environment

Thenatura environment includesgeographica and ecologica factorsthat influencethebusiness
operations. Thesefactorsincludetheavailability of natural resources, weather and climatic
condition, location aspect, topographical factors, etc. Businessisgreatly influenced by the
nature of natural environment. For example, sugar factoriesare set up only at those places
where sugarcane can begrown.

Explain thesocial responsibility of businesstowar dsdifferent groups.

Every businessenterpriseisanintegral part of the society. It usesthe scarce resources of the
society to continueand grow. Hence, it isimportant that no activity of businessisinjurioustothe
long runinterestsof the society.

M eaning of Social Responsibility

Socid responsbility of businessrefersto the obligation of businessenterprisesto adopt policies
and plans of actionsthat are desirable in terms of the expectation, values and interest of the
society.

Social Responsibilities Towar ds Different Groups

Let usnow look at therespons bilitiesof the businesstowards different groups.

(&) Responsibility towardsthe shareholdersor owners. The shareholders or owners are
thosewhoinvest their money inthe business. They should be provided with afair returnon
their investment. It hasto beensured that therate of dividend iscommensurablewiththerisk
involved and the earnings made. Besides dividends, the shareholders aso expect an
appreciationinthevaue of shares. Thisisgoverned primarily by company’sperformance.

(b) Responsibility towardsthe Employees: A businessenterprise must ensureafair wageor
salary to theworkers based on the nature of work involved and the prevailing ratesin the
market. Theworking conditionsmust be good inrespect of safety, medical facilities, canteen,
housing, leave and retirement benefitsetc.

(c) Responsibility towardsthe Consumers: A businessenterprise must supply quality goods
and services to the consumers at reasonable prices. It should avoid adulteration, poor
packaging, mideading and dishonest advertising, and ensure proper arrangement for attending
to customer complaintsand grievances.
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(d) Respongbility towar dsthe Gover nment: A bus nessenterprise must follow theguidelines
of the government while setting up the business. It should conduct the businessin lawful
manner, pay thetaxes honestly and ontime. It should not indulgein any corrupt practicesor
unlawful activities

(e) Responsibility towards the Community: Every business is a part and parcel of our
community. Soit should contribute towardsthe general welfare of the community. It should
preserve and promote social and cultural values, generate employment opportunity and
contributetowardsthe upliftment of weaker sectionsof the society. It must take every stepto
protect the physical and ecological environment of the society. It should contributeto the
community devel opment programmeslike public health care, sports, cultural programmes.

Discusstherecent development in Indian economy?

Theeconomic environment of businessin Indiahasbeen changing at afast ratemainly duetothe
changesin the economic policies of the government. At thetime of independence, the Indian
economy wasbasically agrarian with aweak industrial base. To speed up theindustrial growth
and solve various economic problems, the government took several stepslike state ownership
on certain categories of industries, economic planning, reduced role of private sector, etc. The
Government adopted several control measureson thefunctioning of private sector enterprises.
Asaresult, thegovernment of Indiaintroduced aradical changeineconomic policiesin 1991.
L et usdiscussthe devel opmentsunder three heads, viz., (a) Liberaisation, (b) Privatisation, and
(c) Globdisation.

(A) Liberalisation

Liberaisation refersto the process of €liminating unnecessary controlsand restrictionsonthe
smooth functioning of businessenterprises. Itincludes:

(i) Abolishingindugtria licensang requirement inmost of theindustries,
(i) Freedomindeciding thescaleof businessactivities;.
(i) Freedominfixing pricesof goodsand services,
(iv)  Simplifying theprocedurefor importsand exports;
(v) Reductionintax rates; and
(vi) Simplified policiestoattract foreign capital and technology to India.

Through thisliberalisation process, Indian Economy has opened up and started interacting
withtheworldinabigway. Thishasresulted in easy entry of foreign businessorganizationsin
India Ultimately, liberdlization hashelped usinachieving ahigh growthrate, easy avail ability
of goodsat competitiverates, ahealthy and flourishing stock market, high foreign exchange
reserve, low inflationrate, strong rupee, good industrial relations, etc.
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(B) Privatisation
Privatisation refersto reducing therole of public sector by involving the private sectorsin
most activities. Dueto the policy reformsannounced in 1991, the expansion of public sector

hasliterally cometo ahalt and the private sector registered fast growth in the postliberalised
period. Theissuesof privatisationinclude:

(i) reductioninthenumber of industriesreserved for the public sector from 17 to 8 (reduced
further to 3 later on) and theintroduction of selective competitionin thereserved areg;

(i) disinvestment of sharesof selected public sector industrial enterprisesin order toraise
resources and to encourage wider participation of general public and workersin the
ownershipinbusiness,

(i)  improvement in performancethrough an MoU system by which managementsareto be
granted greater autonomy but held accountablefor specified resuilts.
(C) Globalisation

Globalisation means‘ integrating’ the economy of acountry with theworld economy. This
implies free flow of goods and services, capital, technology and labour across national
boundaries. To achievethese objectivesof globdisation, the government hasadopted various
measuressuch asreductionin custom duties, remova of quantitativerestrictionsor quotason
exportsand imports, facilitating foreign investment and encouragement of foreign technol ogy.
These measures are expected to achieve ahigher rate of growth, enlargement of employment
potential, and reduction of regiona disparities.

Short Answer Type Questions

1. How doesdemographic environment of businessinfluencethebusinessactivities?
Ans: Featur esof Business Environment:
Thefeaturesof business environment can be summearised asfollows.

(8 Businessenvironment isthe sumtotal of all factors external to the businessfirm and that
greetly influencestheir functioning.

(b) It coversfactorsand forceslikecustomers, competitors, suppliers, government, and thesocid,
culturd, politica, technological andlegd conditions.

(©) Thebusnessenvironmentisdynamicin nature, which means, it kegpson changing.

(d) Thechangesinbusinessenvironment areunpredictable. Itisvery difficult to predict theexact
nature of future happenings and the changesin economic and socia environment.

(e) BusinessEnvironment differsfrom placeto place, regionto region and country to country.
Palitica conditionsin Indiadiffer fromthosein Pakistan. Tasteand valuescherished by people
inIndiaand Chinavary considerably.
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3. What ismeant by mixed economy?

Ans. Co-existenceof public and private sectors.

4. What ismeant by EXIM policy?

Ans: Itaimsat increas ng exportsand bridgesthe gap between export and import. Through thispolicy,
thegovernment announcesvariousduties levies. Thefocusnow-a-dayslieson removing barriers
and controlsand lowering the custom duties

5. What ismeant by theterm ethics?

Ans Theword'ethics originated fromthe Gresk word* ethos meaning character, conduct and activities
of the people based on mora principles. Itisconcerned with what isright and what iswrong in
human behaviour on thebasisof standard behaviour or conduct accepted by the society. Honesty,
truthfulness, compassion, sympathy, feeling of brotherhood etc. are considered ethical.

6. What isknown astheloss of value of asset due to technological changes?

Ans. Depletion/Obsol escence

7. What type of businessenvironment istheincreased demand for new clothsduringthe
festival season?

Ans; Socia businessenvironment

8. What is meant by encouraging the role of private sector by reducing the role of
gover nment sector in economic activities?

Ans. Privatisation
9. What ismeant by reduction of gover nment’ssharein public sector enter prises?

Ans Dis-investment

10. What ismeant by mixing one country’seconomy with world economy?

Ans Globdization

11. What isthe name of economic system in India?

Ans. Mixed economy.



4 Modern Modes of Busness

L ESSON

I ntroduction

You know that normally, to buy goodsand serviceswevisit the nearby market, to book thetrain
ticketswe goto therail reservation counters, to make deposits and withdrawal s of money wevisit
banks personally, and so on. But, now-a-daysall thesefacilitiesare available at our doorstep. The
| nformation and Communication Technology (ICT) hasmadeit aredlity. Oneof themgor advantages
that India gained due to globalisation has been our introduction to the world of technology. The
Multinational Corporations(MNCs) got an opportunity to explodethe Indian market with itsmodern
scienceand technol ogy. However, Indiatook no timeto adapt to the changing technol ogy and emerged
asasuccessful player intheworld market. In addition to thetechnological revolution, another concept
successfully introduced in the Indian market hasbeenthe* Outsourcing of Services or ‘ BusinessProcess
Outsourcing’ (BPO). It hashel ped the businessfirmsto concentrate ontheir core competencies. Inthis
lessonweshall learnin detail sabout all these modern modes of business.

Long Answer Type Questions

1. Definee-commerceand briefly discussesany four of itsmerits?

Ans Commerceinvolvesbuying and selling and support servicesliketransport, insurance, banking,
communication etc. When dl these activitiesare undertaken using information and communication
technologies, it istermed asel ectronic commerceor e- commerce.

In other words, e-Commerce refers to the process of conducting business with the help of
el ectronic devices using the computer and interconnected tel ecommunication network. Here,
offer for sale and its acceptance are made electronically through internet. It does not require
physical interaction between the partiesconcerned. Itisalsoknownas‘ on-linetrading’, ‘ on-line
shopping’ and ‘ e-shopping'.
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Benefits of E-commer ce/E-business
Themeritsof e-Commerce/e-Business can be summarised asfollows:

(& Wider Accessibility: Withthehelp of awell-devel oped computerised networking system,
thebusinessunitscan operate at the nationd aswell astheglobal level. Thebuyersand sdlers
from any part of theworld caninteract with each other. Thishel psin gaining exposureto new
markets.

(b) Improved Customer s Service: E-Commerce enablesacompany to be open for business
whenever acustomer needsit. Up-to-dateinformation about products can be offered onthe
web, making it easier and convenient for customersto select the best product. It also enables
suppliersof goodsand servicesto offer awide range of servicesto the customers, beforeas
well asafter sale, and respond to customers' querieswithout any delay.

(c) Shortened Transaction Time: Ane-Businesstransaction takesmuch lesstimeascompared
to the normal process of buying and selling because the producers are ableto cut short the
digtribution channel sand establish direct contact with theconsumers. It dso enablesacompany
tointroduceanew product intothemarket, gain cusomers' reaction quickly, effect thenecessary
changeswithout incurring heavy cost and lossof time.

(d) Cost Savingand Low Prices: Thereisasubstantia cost saving in businesstransactions
through e-commerce asthereishardly any display of goodsinvolved and need for large
stocksingodowns. Thenumber of employeesrequiredisasolimited. Thishel psin subgtantial
savingsin operationa costsand offersproductsat lower pricesto customers.

(e) EnlargeBusinessand Profits: With e-commerce, the companies are ableto approach a
larger number and variety of customersand gain exposureto new markets. Thisenablesthem
to enlargetheir businessvolumeand earn more profits.

(f) Convenienceto Customers. The customersalso stand to gain by e-commercein various
ways. They have accessto alarge number of suppliers, enjoy awider choice, and acquire
quality productsand servicesat competitive prices. They also receive prompt and efficient
serviceand gain information about new productseesily.

2. Explain any four new trendsof banking servicesunder thee-Banking mode.

Ans: Thenew trendsin banking sector areasfollows:

(a) Telebanking: A customer isgiven apassword number (knownasT-PINi.e., Telephonic
personal identification number) through which he can have accessto his/ her account over
telephoneand giveinstruction regarding withdrawal, issue of demand draft etc. The customer
can a so access hisaccount and giveinstructions by using the mobile phone. Similarly, the
bank can aso keep oninforming the customer regarding the vari ous schemes, opportunities,
|ast dates, etc. and attend to balance enquiries by the customers.
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(b) Internet Banking: Thisisanother way acustomer can have accessto hisaccount and give
instructions. It makesthetask of the customer easy as he can access hisaccount anywhere,
any timeand any number of times. The customer smply usesapassword number and getsthe
detailsof transactionsgitting at home.

(c) ATM: ATM, theacronymfor Automated Teller Machine, isincreasingly becoming popularin
banking industry. ATM isacomputerised machine used for most of theroutinejobsof abank.
Itisoperated by amagnetic plastic card popularly known asATM card. By insertingthe ATM
cardinthemachineand entering the PIN (Personal | dentification Number) the customer can
useit for withdrawal s and deposits of money. Thefirst ATM wasinstalled in London by
BarclaysBank intheyear 1967. InIndia, HSBC installed itsfirst ATM in 1987

(d) Debit Card: A debit cardisan el ectronic card that can be used conveniently whilemaking
payments. Thiscard isissued to the customers of the bank having current or savings deposit
account. Theholder of thiscard can usethiscard at severa outletsfor purchase of goodsand
services. This card allows the holder to spend upto the balance available in his/her bank
account.

(e) Credit Card: Some banksissue credit cardsto individuals who may or may not have an
account with them. Thecardsareissued toindividua safter verifying their credit worthiness.
Theindividual can usethose cardsat various outletsto make payments. The customersget a
credit period ranging from 10 to 55 dayswhich variesfrom bank to bank and the nature of
transactionsmade. The cardholder can also use his/her card to withdraw cash from ATMSs.

What ismeant by outsour cing of services? Explain itsmeritsand demerits?

Outsourcingisamanagement strategy by which an organi sation contractsout itsmajor non-core
functionsto specialised service providerswith aview to benefit from their expertise, efficiency
and cost effectiveness, and alow managersto concentrate ontheir core activities.

Merits of Outsourcing of Services

(&) It providesan opportunity to the organisation to concentrate on areasin whichit hascore
competency or strength.

(b) 1t helpsbetter utilisation of itsresources asthe management can focusitsattention on select
activitiesand attain higher efficiency.

(c) It helpsthe organisation to get an expert and specialised service at competitive pricesleading
to provision of improved serviceand reductionin costs.

(d) It enablesexpans on of bus nessasresources saved from outsourcing can beused for expanding
the production capacity and the product line and seek new markets.

(e) Apart from financia returns, it facilitates inter-organisational knowledge sharing and
collaborativelearning.
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Limitationsof Outsourcing of Services

(& Itmay beopposad by labour unionswhofed threatened by possiblereductionintheir strength
and prospects.

(b) Itreducesconfidentidity asoutsourcing involvessharingalot of information with others. This
impliesapossibility of itscommuni cation to the competitors by such persons.

(c) Globalised outsourcing at times causes resentment in the manpower of the home countries
whofedl threatened by increased competition.

(d) Theorganisation hiring othersmay facethe problem of lossof manageriad control becauseitis
moredifficult to manage outs de service providersthan managing one’ sown employees.

Inview of theabovelimitationsof outsourcing, it becomesnecessary for the outsourcing company
to takethe necessary preventive steps, remain in constant touch with the service provider, and

maintain control of the outsourced operations.

Short Answer Type Questions

1. Stateany four usesof internet in our daily life.

Ans Thelnternet, sometimescalled simply the‘ net’, isaworldwide system of computer network
through which the usersat any computer can accessthe information from other computers. It
providesinformation regarding science and technology, history, politics, sports, business, current
events, music, entertainment, news and many moretopics. It helpsthe usersinthefollowing

ways
(a) Browsetheinformation onany topic through the World Wide Web (www).
(b) Read newsavailablefromleading newspapersandtelevision channels.

(c) Exchangemessagesusinge-mail.

(d) Search databasesof government, individualsand private organisations.

(&) Trandferfiles, pictures, animationsetc.

(f) Communicatewith othersby chatting or talking to them personally when both of them are
connected to theinternet.

(9) Browseand search the catal ogues of goods and servicesand purchaseitemson-line.
(h) Set upawebsitewithinformation about productsand servicesof your organisation.
2. Describethedifferent types of eecommerce

Ans e-Commercetakesplace between companiesi.e., businessto business(B2B), between companies
and their customers (B2C), and customer to customer (C2C).
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i. Business to Business

B2B referstointeractionsbetween amanufacturer and asupplier of materialsand services, or
between amanufacturer and awholesder, or between awholesaler and aretailer. A network
of computersisused for making enquiriesseeking or placing orders, communicating supply of
goods, making payments, and so on.

ii. Businessto Customer

B2C, asthenameimplies, have businessfirms (manufacturer or retailers) at oneend and its
consumerson the other. It enablesabusinessfirm to bein touch with its customerson round
theclock basis. Itinvolvesawiderange of marketing activitiesincluding promotion, seeking
orders, intimating supply and soon.

ii. Costumer to Customer
C2C usudly involves consumersat both endsdeding in goodsfor which thereisno established
market mechanism asisthe case with used booksand househol d equipments.
3. Mention any four limitationsof ‘e-commerce’.
Ans A few limitationsof e-Business'e-Commerceare;

(&) Itlackspersonal touch with customers, which makesit unsuitablefor itemssuch asclothes,
jewellery, etc.

(b) Theweb can provideagood picture, adetailed description of the product, but the customer
cannot actually see, fed or try onthe goods he/sheisbuying.

(c) Thetransaction can befinaized quickly, but physica ddivery of goodsoften takeslongtime
and bedelayed. Thisleadsto alot of inconveniencefor the customers.

(d) Returnof faulty goodsbought on-line may often be more problematic and atime consuming
exercise.

(e) Shoppingthroughinternet isnot the same experience asashopping expeditionwith family or
friends. It isnot suitable for non-routine buying where oneisusually guided by advice of
friendsand family members.

(f) Onlinetransactionsare proneto anumber of risksthat can resultinto financid, reputational or
psychological lossesto the partiesinvolved inatransaction. Moreover, the privacy of persond
detailsand security of financia transactionsareaconcern for many users.

4. Describethetransaction processof ‘e-commerce’.
Ans Aswithany trading processes, the on-linetransactionsinvolvethefollowing stages:.

(8 Search: For making apurchase, the prospective customer hasto find an appropriate vender
by using variousweb sites, either directly or through asearch engine.
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(b) Order: Oncethevender hasbeenfound and goodsareidentified, the customer makes contact
and negotiatestheterms. When satisfied, the customer proceedsto the checkout that involves
filling up aregistration form to have an account with apassword. Thereafter, hecan placethe
order for theitemsput by himin hisvirtual shopping cart, an on-linerecord of what hasbeen
picked up whilebrowsing the on-linestore.

(c) Payment: Thenorma way for paying on-line purchasesisby the credit card. The customer
entersthe credit card numbers, expiry date and billing address on the order form, and the
vendor can verify the details. Debit cards, or store’s value cards can also be used for the
purpose. Alternatively, payments can be made by cheques sent by post.

(d) Ddlivery: Oncethe payment ismadeor isassured, the vendor arrangesfor delivery of goods
asper instructionsof the buyer.

(e) After Sales Service: In any transaction, there can be problems like damaged or faulty
goods. The e-vendors have to make the necessary arrangements for attending to such
complaintsand services.

5. Stateany two precautionsoneshould takewhilemaking on-linetransactions.

Ans Thereare numerousthreatsto the security of e-commercefrom the customer’ssideaswell as
thevendor’sside. Thefollowing stepsareusually taken to ensure security in onlinetransactions.

(8 Passwords: Inon-lineshopping, onehasto register with the on-linevendor to have an account
with him. Thisprovidesfor apassword to avoid login by an unauthorized person.

(b) Authentication: Sender of themessagemust beidentified precisdly using theoff-linevaidetion,
if necessary. Thisavoidsany possibility of fraud or misuse of the password.

(c) Encryption: It refersto the conversion of datainto acode so that it cannot beread by other
users. Thedataisconverted into the code by the sender and then decoded by thereceiver.
For this purpose, they usean encryption algorithm and binary numbers. Theother dternative
istheprivate (secret) key system.

(d) Digital Signatures: A digital Sgnaturemay beused to authenticate the sender of the message
and check theintegrity of the message so that no alteration takes placein trangit.

(e) Trusted Third Parties: Another way to ensuresecurity istotransmit acopy of thetransaction
toathird party trusted by both sidesand wheretherecord of thetransaction could beused to
Settleany dispute.

6. Mention any two features of outsour cing of services?

Ans Theinformationtechnology (IT) isoneareainwhichthisapproachisgrowingfast, andinrecent
years, outsourcing the operation of I T systems has been supplemented by amoveto outsourcing
thewhol e business processes such aspayroll processing, cheque processing, etc. Thisisknown
asBusiness Process Outsourcing (BPO).



Features of Outsourcing of Services
Thebasicfeatures of outsourcing of servicesare:

(& Itinvolvescontracting out an activity to an outside specialised agency which takescomplete
responsibility to handleit effectively using itsown manpower.
(b) Normally outsourcing isdonein case of non-coreactivities such ashousekeeping, security,
etc. But, of late, it hasbeen extended even to some of the core activities.
(¢) Therearetwo mainformsof outsourcing the business processes;
(i) Outsourcingtoathirty party, and
(i) Outsourcingtoitsown subsidiary company specialy formed to handleaspecific activity.
7. What is e-Business?

Ans Normaly, onemay usetheterms’ e-Commerce and’‘ e-Business interchangeegbly. But, inpractice,
theterm e-Businessisused in abroader sense. The e-Business coversnot only theinteraction
withitscustomersand suppliersbut also interactions and dealings among various departments
and personswithinthefirm. Thus, e-Businessisawider term which includes e-commerce and
other e ectronically conducted bus nessfunctionslike production, accounting, finance, personnel,
administration etc. In other words, e-Businessincludesnot only B2B, B2C, and C2C but also
Intra-B Commercei.e., interaction and dealingsamong various departmentsand personswithin
thefirm.

8. What isthemeaning of e-Post?

Ans e-Postisaserviceunder which printed or even handwritten messagesaretransmitted asemail on
internet. At the destination post offices, these messages are printed, enveloped and delivered
through the postman like other | etters. For this purpose, e-Post centres have been set upinthe
post officesinal districtsand mgor towns.

9. What doyou under stand by theterm e-ticketing?

Ans Purchasing tickets has become so easy now that you can makerailway reservationssitting at
home or even while you are on the move. If you have accessto internet you can have all the
detailsof railway information and accordingly you can book aticket. You haveto make payment
through credit cards/debit cards for on-line booking of tickets. You can also buy air tickets
through smilar methods.

10. When doyou called theinternet asinternet?
Ans: 1979

11. What isthe other name of e-commer ce?

Ans. e-shopping, or online-shopping
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12. What isknown as*“ Trandatinginto codelanguagein order to avoid otherstoread” ?
Ans. Encryption
13. WhatisATM?
Ans: Automated teller machine
14. When and wherethe ATM wasstarted first?
Ans. Barclay’sroad, Londonin 1967
15. Which card isused to make payments?
Ans: Debit card

16. Which cardisissued by thebanksbased on economic statusof individuals/customer s?
Ans:. Credit card

17. Which cardisused to spend money even though ther eisnobalancein the bank account?

Ans; Credit card

18. Which machineisused to withdraw the money from our bank account whenever it is
needed?

Ans ATM
19. What isthefacility that can be used by the customer to book through telephone?
Ans Teebanking

20. Which istheconvenient method tolink thebank accountswhenever and wherever itis
needed?

Ans Internet banking

21. What isknown assending of written or printed material over internet through e-mail?

Ans. E-posting
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5 Forms of Business Organization
LESSON

I ntroduction

You have studiedin thefirst lesson about the business, itssignificance and the classification of
businessactivities. You aread so awarethat these activitiesare carried out by individual sinan organised
form of abusiness house having different patterns of ownership and management. A singleindividual
may own the business or anumber of individualsmay cometogether to own the businessjointly. So,
based on ownership, we have different forms of business organisation like aproprietary concern, a
partnershipfirm or acompany. Inthislesson, youwill learn about thevariousformsof busnessorganization
(excluding ajoint stock company), their characteristics, meritsand limitations, suitability and the steps
involvedinther formation.

Long Answer Type Questions

1. What ismeant by soleproprietorship? Stateitsmeritsand demerits.

Ans  SoleProprietorship’ form of business organization refersto abusiness enterprise exclusively
owned, managed and controlled by asingle personwith all authority, responsibility and risk.

“A typeof businessunit where one personissolely responsiblefor providing the capital and
bearing therisk of the enterprise, and for the management of thebusiness.” - J.L. Hanson.

Meritsof SoleProprietor ship form of BusinessOrganisation

(& EasytoFormandWind-up: Itisvery easy and smpletoformasole proprietorship form of
bus nessorganisation. Nolegal formalitiesarerequired to be observed. Smilarly, thebusiness
can bewind up any timeif the proprietor so decides.

(b) Quick Decison and Prompt Action: Nobody interferesintheaffairsof the soleproprietary
organi sation. So he/she can take quick decisionson thevariousissuesrel ating to businessand
accordingly prompt action can betaken.
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(c) Direct Motivation: Insoleproprietorship form of businessorganizations, theentire profit of
the businessgoesto theowner. Thismoativatesthe proprietor towork hard and run the business
efficiently.

(d) Flexibility in Operation: It isvery easy to effect changes as per the requirements of the

business. Theexpansion or curtailment of businessactivitiesdoesnot requiremany formalities
asinthecase of other formsof business organisation.

(e) Maintenanceof Business Secrets: The businesssecretsare known only to the proprietor.
Heisnot required to discloseany information to othersunlessand until hehimsalf so decides.
Heisaso not bound to publish hisbusinessaccounts.

(f) Personal Touch: Sincethe proprietor himself handleseverything relating to business, itis
easy to maintain agood personal contact with the customersand employees. By knowingthe
likes, didikesand tastes of the customers, the proprietor can adjust hisoperationsaccordingly.
Smilarly, astheemployeesarefew and work directly under theproprietor, it hdpsinmaintaining
aharmoniousrelationship with them, and run the businesssmoothly.

Limitationsof SoleProprietorship

(@ Limited Resour ces: Theresourcesof asoleproprietor aredwayslimited. Beingthesingle
owner itisnot dwaysposs bleto arrange sufficient fundsfrom hisown sources. Again borrowing
fundsfromfriendsand relatives or from banks hasitsownimplications. So, the proprietor has
alimited capacity to raisefundsfor hisbusiness.

(b) Lack of Continuity: Thecontinuity of the businessislinked with thelife of the proprietor.
I1Iness, death or insolvency of the proprietor canlead to closure of the business. Thus, the
continuity of businessisuncertain.

(¢) Unlimited Liability: Thereisno separate entity of thebusinessfromitsowner. Intheeyesof
law the proprietor and the business are one and the same. So personal properties of the
owner can also be used to meet the business obligations and debits.

(d) Not Suitablefor Large Scale Oper ations. Sincetheresourcesand the manageria ability
islimited, sole proprietorship form of business organisation isnot suitablefor large-scale
business.

(e) Limited Managerial Expertise: A sole proprietorship form of businessorganization aways
suffersfrom lack of managerial expertise. A single person may not bean expertinall fields
like, purchasing, sdlling, financing etc.

2. Define partnership and state any three of itsfeatures?

Ans ‘Partnership’ isan association of two or more personswho pool their financial and managerial
resourcesand agreeto carry onabug ness, and shareitsprofit. The personswho formapartnership
areindividualy known as partnersand collectively afirm or partnership firm.
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TheIndian Partnership Act, 1932 which defines partnership as* the rel ation between persons
who have agreed to share the profits of the business carried on by all or any of them acting for
al’.

Characteristicsof Partner ship Form of BusinessOr ganisation

Based on thedefinition of partnership asgiven above, thevarious characteristics of partnership
form of bus ness organisation, can be summarised asfollows:

(& Twoor MorePersons: Toform apartnership firm atleast two personsarerequired. The
maximum limit onthenumber of personsistenfor banking busnessand 20for other businesses.
If the number exceedsthe abovelimit, the partnership becomesillegal and therelationship
among them cannot be called partnership.

(b) Contractual Relationship: Partnershipiscreated by an agreement among the personswho
have agreed tojoin hands. Such personsmust be competent to contract. Thus, minors, lunatics
and insolvent persons are not eligible to become the partners. However, aminor can be
admitted to the benefits of partnership firmi.e., he can have sharein the profitswithout any
obligationfor losses.

(c) SharingProfitsand Business: There must be an agreement among the partnersto share
the profitsand losses of the business of the partnership firm.

(d) Existenceof Lawful Business. Thebusinessof which the personshave agreed to sharethe
profit must belawful. Any agreement toindulgein smuggling, black marketing etc. cannot be
called partnership businessintheeyesof law.

(e) Principal Agent Rdationship: Theremust be an agency relationship between the partners.
Every partner isthe principa aswell asthe agent of thefirm. When apartner deal swith other
parties he/she acts as an agent of other partners, and at the same time the other partners
becometheprincipd.

() Unlimited Liability: Thepartnersof thefirmhaveunlimited liability. They arejointly aswell
asindividually liablefor the debtsand obligations of thefirms. If the assetsof thefirmare
insufficient to meet thefirm’sliabilities, the personal propertiesof the partners can also be
utilized for thispurpose. However, theliability of aminor partner islimited to theextent of his
shareintheprofits.

(9) Voluntary Registration: Theregistration of partnership firm isnot compulsory. But an
unregistered firm suffersfrom some limitationswhich makesit virtually compul sory to be
registered.

3. Discussany threemeritsand demeritsof partner ship firm of businessor ganization?

Ans Meritsof Partnership

(a) EasytoForm: A partnership canbeformed easily without many legd formalities. Sinceitis
not compulsory to get thefirm registered, asmpleagreement, either inord,, writing or implied
issufficient to createapartnership firm.
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(b) Availability of L ar ger Resour ces. Sincetwo or more partnersjoin handsto start partnership
firmit may be possibleto pool more resources as compared to sole proprietorship form of
bus nessorganisation.

(c) Better Decisions: In partnership firm each partner hasaright to take part in the management
of thebusiness. All major decisionsaretaken in consultation with the consent of al partners.
Thus, collectivewisdom prevailsand thereisless scopefor recklessand hasty decisions.

(d) Flexibility: Thepartnershipfirmisaflexibleorganisation. At any timethe partnerscan decide
to changethe size or nature of business or area of its operation after taking the necessary
consent of al the partners.

(e) Sharingof Risks. Thelossesof thefirmare shared by al the partnersequally or as per the
agreedratio.

(f) Keen Interest: Sincepartnerssharethe profit and bear thelosses, they take keeninterestin
theaffairsof thebusiness.

(9) Benefitsof Specialisation: All partners actively participate in the business as per their
gpecidisation and knowledge. Inapartnership firm providing legal consultancy to people, one
partner may deal with civil cases, onein crimina cases, another inlabour casesand soonas
per their areaof specialisation.

(h) Protection of Interest: Inpartnership form of businessorganisation, therightsof each partner
and higher interestsarefully protected. If apartner isdissatisfied with any decision, hecan
ask for dissolution of thefirm or can withdraw from the partnership.

(i) Secrecy: Businesssecretsof thefirm are only known to the partners. It isnot required to
discloseany informationtotheoutsiders. It isal so not mandatory to publish theannud accounts
of thefirm.

Limitationsof Partnership Form of BusinessOrganisation
A partnershipfirmaso suffersfrom certain limitations. Theseareasfollows:

(& Unlimited Liability: Themost important drawback of partnership firmisthat theliability of
thepartnersisunlimitedi.e., the partnersare personaly liablefor the debt and obligations of
thefirm. In other words, their personal property can aso be utilized for payment of firm’s
lichilities

(b) Ingtability: Every partnership firm hasuncertain life. The death, insolvency, incapacity or the
retirement of any partner bringsthefirmto anend. Not only that any dissenting partner can
givenaticeat any timefor dissolution of partnership.

(c) Limited Capital: Sincethetotal number of partners cannot exceed 20, the capacity toraise
fundsremainslimited ascompared to ajoint stock company wherethereisno limit onthe
number of shareholders.
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ANs

5.

Ans

(d) Non-transferability of share: The shareof interest of any partner cannot betransferred to
other partnersor to the outsiders. So it createsinconveniencefor the partner who wantsto
transfer hisshareto othersfully and partly.

(e) Possibility of Conflicts: Inpartnership firmevery partner hasan equal right to participatein
the management. Also every partner can place hisor her opinion or viewpoint beforethe
management regarding any matter at any time. Because of this, sometimesthereisfrictionand
quarrel among the partners.

What isa Joint Hindu Family (HUF) business? Describeitsmain char acteristics?

HUF isauniqueform of businessorganisation that prevailsonly in Indiaand that too among the
Hindus. The Joint Hindu Family (JHF) businessisaform of businessorganisation run by HUF,
wherethefamily membersof three success ve generationsown the businessjointly. The head of
thefamily known asK artamanagesthe business. The other membersare called co-parceners.

Characteristicsof JHF Form of BusinessOr ganisation
The Joint Hindu family businesshascertain specia characteristicswhich areasfollows:

(& Formation: In JHF businessthere must be at | east two membersinthefamily, and family
should have some ancestral property. Itisnot created by an agreement but by operation of
law. (b) L egal Status: The JHF businessisajointly owned business. It isgoverned by the
Hindu Succession Act, 1956.

(¢) Membership: In JHF business outsidersare not allowed to becomethe coparcener. Only
the membersof undivided family acquire co-parcenershiprightsby birth.

(d) Profit Sharing: All coparcenershave equal shareinthe profitsof the business.

(e) Management: Thebusinessismanaged by the senior most member of thefamily known as
Karta. Other membersdo not havetheright to participatein the management.

(f) Liability: Theliability of coparcenersislimitedto theextent of their shareinthebusiness. But
the Kartahasan unlimited liability. Hispersonal property can also be utilised to meet the
businessligbility.

(9) Continuity: Death of any coparcenersdoesnot affect the continuity of business. Evenonthe

death of the Karta, it continuesto exist asthe eldest of the coparcenerstakes position of
Karta

Explain the various merits and demerits of a Joint Hindu Family form of business
organisation.
Joint Hindu Family businesshasthefollowing merits.

(&) Assured Sharesin Profits: Every coparcener isassured of an equal sharein the profits
irrespectiveof hisparticipationintherunning of the business. Thissafeguardstheinterest of
minor, sick, physically and mentdly chalenged coparceners.
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6.

Ans

(b) Quick Decison: TheKartaenjoysfull freedomin managing thebusiness. It enableshimto
take quick decisonswithout any interference.

(c) Sharing of Knowledge and Experience: A JHF business provides opportunity for the
young members of thefamily to get the benefits of knowledge and experience of theelder
members. It also helpsinincul cating virtueslikediscipline, self-sacrifice, toleranceetc.

(d) Limited Liability of Members: Theliability of the coparcenersexcept the Kartaislimited
totheextent of hissharein the business. Thisenablesthemembersto runthebusinessfredly
just by following theinstructionsor direction of the Karta.

(e) Unlimited Liability of theK arta: Becauseof theunlimited liability of the Karta, hispersona
properties are at stake in case the business fails to pay the creditors. This clause of JHF
businessmakesthe Kartato manage businessmost carefully and efficiently.

() Continued Existence: Thedeath or insolvency of any member doesnot affect the continuity
of thebusiness. Soit can continuefor along period of time.

(9) Tax Benefits: HUF isregarded as an independent assesseefor tax purposes. The share of
coparcenersisnot to beincludedin their individual incomefor tax purposes.

Limitation of JHF For m of BusinessOr ganisation

(@ Limited Resour ces: JHF businesshasgenerally limited financial and manageria resource.
Therefore, itisnot considered suitablefor large business.

(b) Lack of Mativation: Thecoparcenersget equd shareintheprofitsof thebusinessirrespective
of their participation. So generally they are not motivated to put intheir best.

(c) Scopefor Misuseof Power : Sincethe Kartahasabsol ute freedom to manage the business,
thereisscopefor himto misuseit for hispersonal gains. Moreover, he may have hisown
limitations

(d) Instability: Thecontinuity of JHF businessisawaysunder threat. A small rift within the
family may |lead to seeking partition.

Givethe definition of cooper ative society as per the Indian Cooper ative Societies Act
1912. State any three characteristics of cooperative society form of business
organisation?

Theterm cooperation isderived fromthe Latinword * co-operari’, wheretheword ‘ Co’ means
‘with’ and ‘ operari’ mean ‘towork’. Thus, theterm cooperation meansworking together. So
thosewho want to work together with some common economic objectives can form asociety,
whichistermed as cooperative society.

The Section 4 of the Indian Cooperative Societies Act 1912 defines Cooperative Society as“a
society, which hasits objectives for the promotion of economic interests of its membersin
accordancewith cooperative principles.”
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Characteristics of Cooper ative Society

Based ontheabovedefinition we canidentify thefollowing characteristics of cooperative society
form of busi ness organisation:

(8 Voluntary Association: Membersjoin the cooperative society voluntarily i.e., by their own
choice. Persons having common economic objective can join the society asand when they
like, continueaslong asthey likeand |eavethe society and when they want.

(b) Open Member ship: Themembershipisopentoal thosehavingacommon economicinterest.
Any person can becomeamember irrespective of higher caste, creed, religion, colour, sex
€tc.

(¢) Number of Members: A minimum of 10 membersarerequired toform acooperative society.
In case of multi-state cooperative soci eties the minimum number of membersshould be 50
from each statein casethemembersareindividuas.

(d) Registration of the Society: In India, cooperative societies are registered under the
Cooperative Societies Act 1912 or under the State Cooperative SocietiesAct. The Multi-
state Cooperative Societies areregistered under the Multi-state Cooperative Societies Act
2002. Onceregistered, the society becomesaseparate lega entity.

(e) StateControl: Sinceregistration of cooperative societiesiscompul sory, every cooperative
society comesunder the control and supervision of thegovernment. The cooperative department
keepsawatch on thefunctioning of the societies. Every society hasto get itsaccountsaudited
from the cooperative department of the government.

(f) Capital: Thecapital of the cooperative society is contributed by its members. Since, the
members contributionisvery limited, it often dependson theloan from government and apex
cooperativeingitutionsor by way of grantsand ass stancefrom Stateand Central Government.

(9) Democratic Set Up: The cooperative societiesare managed in ademocratic manner. Every
member hasaright to take part inthemanagement of the society. Themembersof themanaging
committee are e ected on the basis of one-man one-voteirrespective of thenumber of shares
held by any member.

(h) ServiceMotive: Theprimary objectiveof al cooperative societiesisto provide servicesto
itsmembers.

(i) Returnon Capital Investment: Themembersget return ontheir capital investment inthe
formof dividend.

(j) Digtribution of Surplus: After giving alimited dividend to the membersof the society, the
surplusprofitisdistributedin theform of bonus, keeping asideacertain percentageasreserve
and for genera welfare of the society.
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7. Discussthe merits of co-operative society?

Ans  Thecooperativesociety istheonly form of businessorgani sationwhich givesutmost importance
toitsmembersrather than maximiangitsown profits Themeritsof thisform of busnessorganization
aresummarized below.

(a) EasytoForm: Any 10 adult memberscan voluntarily form an association get it registered
with the Registrar of Cooperative Societies. Theregistrationisvery smpleand it doesnot
requiremuch legal formdlities.

(b) Limited Liability: Theliability of the membersof the cooperative societiesislimited upto
their capital contribution. They arenot personaly liablefor the debt of the society.

(c) Open Member ship: Any competent like-minded person can join the cooperative society
any timehelikes. Thereisno restriction on the grounds of caste, creed, gender, colour etc.
Thetimeof entry and exit isalso generally kept open.

(d) SateAssstance: Theneed for country’sgrowth has necessitated the growth of the economic
status of the weaker sections. Therefore, cooperative societies aways get assistanceinthe
formsof loans, grants, subsidiesetc. fromthe stateaswell as Central Government.

(e) StableLife: Thecooperative society enjoysthe benefit of perpetual succession. Thedesth,
resignation, insolvency of any member does not affect the existence of the society because of
itsseparatelegd entity.

(f) Tax Concession: Toencourage peopletoform co-operative societiesthe government generdly
providestax concessionsand exemptions, which keep on changing fromtimetotime.

(9) Democratic Management: The cooperative societies are managed by the Managing
Committee, which is elected by the members. The members decide their own rules and
regulationswithinthelimitsset by thelaw.

Short Answer Type Questions

1. Statethefeaturesof sole-proprietor ship form of businessor ganization?
Ans. Themain characteristics of sole-trading concernareasfollows:

(& SingleOwner ship: Thesoleproprietorship form of business organisation hasasingleowner
who himsdlf/herself sartsthe businessby bringing together al theresources.

(b) No Separation of Owner ship and M anagement: The owner himself/herself managesthe
businessas per his’/her own skill and intelligence. Thereisno separation of ownership and
management asisthe case with company form of businessorganisation.

(c) LessLegal Formalities: The formation and operation of a sole proprietorship form of
bus ness organi sation doesnot involveany lega formdities. Thus, itsformationisquite easy
andsmple.
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(d) No SeparateEntity: Thebus nessunit doesnot havean entity separate from theowner. The

businessman and the business enterprise are one and the same, and the businessman is
responsiblefor everything that happensin hisbusinessunit.

(e) No Sharingof Profit and L oss: The sole proprietor enjoysthe profitsalone. At the same

time, theentirelossisalso borne by him. No other person isthereto sharethe profitsand
losses of the business. He a one bearstherisks and regpsthe profits.

() Unlimited Liability: Theliability of the sole proprietor isunlimited. In caseof loss, if his

bus nessassetsare not enough to pay thebusinessliabilities, hispersona property canasobe
utilised to pay off theliabilitiesof thebusiness.

(99 One-man Control: Thecontrolling power of the sole proprietorship businessawaysremains

with the owner. He/sherunsthe businessasper his’her ownwill.

2. Mention thedifferent typesof partners?

Ans ‘Partnership’ isan association of two or more personswho pool their financial and managerial
resourcesand agreeto carry on abusiness, and shareitsprofit. The personswhoformapartnership
areindividualy known aspartnersand collectively afirm or partnership firm. Thus, depending
upon theextent of participation and the sharing of profits, liability etc., partnerscan be classified
into various categories. Theseare summarised hereunder.

Activepartners. Thepartnerswho actively participatein the day-to-day operationsof the
businessare known as active partnersor working partners.

Sleeping partners: The partnerswho do not participatein the day-to-day activities of the
businessare known as deeping or dormant partners.

Nominal partners. Nomina partnersalow thefirmto usetheir nameaspartner. They neither
invest any capital nor participatein the day-to-day operations. They are not entitled to share
theprofitsof thefirm. However, they areliableto third partiesfor al the actsof thefirm.

. Partner by Estoppel: A person, who behavesin the public in such away asto give an

impression that he/sheisapartner of thefirm, iscalled ‘ partner by estoppel’ . Such partners
arenot entitled to sharethe profitsof thefirm, but arefully liableif somebody suffersbecause
of hig’her falserepresentation.

. Partner by Holding out: If apartner or partnership firm declaresthat aparticular personis

apartner of their firm, and such aperson doesnot disclaimit, then he/sheisknown as* Partner
by Holding out’. Such partnersare not entitled to profitsbut arefully liable asregardsthe
firm’'sdebts.

3. What ismeant by ‘partnership deed’?

Ans Theremust be an agreement among the partnersto carry on the business and share the profits
and losses. The agreement may beora, written or implied. Whenisinwriting and duly signed by
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theall the partners, it isknown as partnership deed. The agreement, i.e., the partnership deed
must containthefollowing:

(i) Nameof thefirm
(i) Natureof thebusiness
(i) Namesand addressesof partners
(iv) Locationof business
(v) Duration of partnership, if decided
(vi) Amount of capital to be contributed by each partner
(vii) Profitandlosssharingratio
(viii) Duties, powersand obligationsof partners.
(iX) Salariesand withdrawalsof the partners
(X) Preparation of accountsand their auditing.
(xi) Procedurefor dissolution of thefirmetc.

(xii) Procedurefor settlement of disputes

However, in the absence of an agreement, the provisions of the Indian Partnership Act, 1932

shdl apply.

4. Statethedifferent types of cooperative societiesthat exist in India?

Ans Thecooperative organizationsare set upin different fieldsto promote the economic well-being

of different sections of the society. So, according to the needs of the people, wefind different

typesof cooperative societiesin India. Some of theimportant typesare given below.

(8 Consumers Cooper ative Societies. These societiesareformed to protect theinterest of
consumers by making avail able consumer goods of high quality at reasonableprice.

(b) Producer’sCooper ative Societies. These societies are formed to protect the interest of
smdl producersand artisansby making availableitemsof their need for production, likeraw
materias, toolsand equipmentsetc.

(c) Marketing Cooper ative Societies. To solvethe problem of marketing the products, small
producersjoin hand to form marketing cooperative societies.

(d) Housing Cooper ative Societies: To provideresidentia housesto the members, housing
cooperative societiesareformed generally in urban areas.

(e) Farming Cooper ative Societies. These societiesareformed by thesmall farmersto get the
benefit of large-scaefarming.

(f) Credit Cooper ative Societies. These societies are started by personswho arein need of
credit. They accept depositsfrom the membersand grant them |oans at reasonabl e rate of

interest.
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5.

State the necessity of the formation of the co-oper ative society?

Ans A cooperative society can beformed as per the provisions of the Cooperative SocietiesAct,

Ans

ANs

ANs

1912, or under the Cooperative Societies Acts of the respective states. The variouscommon
requirements prescribed for registration of acooperative society areasfollows:

(&) Theremust beat least 10 persons having common economic interest and must be capabl e of
entering into contract. For multi-state cooperative societies at least 50 individual members
from each state should be present.

(b) A suitablename should be proposed for the society.
(c) Thedraft bye-lawsof the society should be prepared.
(d) After completing the aboveformalities, the society should gofor itsregistration.

(e) For regigtration, applicationin prescribed form should be madeto the Registrar of Cooperative
Societies of the Statein which the society isto beformed.

(f) Theapplication for registration shall be accompanied by four copies of the proposed bye-
lawsof thesociety.

(9) Theapplication must besigned by every member of the society.

(h) After scrutinizing of the application and the bye-laws, theregistrar issuestheregistration
certificate.

(i) Thesociety can start itsoperation after getting the certificate of registration.
What ismeant by businessor ganization?

To carry out any businessand achieveitsobjectiveof earning profit itisrequired to bring together
all theresourcesand put theminto action in asystematic way, and coordinate and control these
activitiesproperly. Thisarrangement isknown asbus ness organization.

Writethebusinessactivitiessuitableunder partnership firm?

Business activities like construction, providing legal services, medical services etc. can be
successfully run under thisform of business organization. It isalso considered suitablewhere
capital requirement isof amedium size. Thus, businesslike awholesale trade, professional
services, mercantile housesand small manufacturing units can be successfully run by partnership
firms

Why should theliability of Kartabeunlimited?

Because of the unlimited liability of the Karta, hispersonal propertiesare at stakein casethe
businessfailsto pay the creditors. This clause of JHF business makes the Kartato manage
businessmogt carefully and efficiently.
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9. What istheliability of asoletrader?

Ans Unlimited

10. How many numbersof partnerswill betherein apartnership firm?
Ans: 10

11. What kind of relation exisssamongthepartnersin partner ship firm?
Ans Principd-agent

12. What isneeded among thepartnersto start partner ship business?
Ans: Partnership deed

13. What istheliability of aminor partner in thepartnership firm?
Ans: Totheextent of hiscapital

14. Statethepartner who doesn’t sharethelossesin partnership firm?
Ans. Minor partner

15. Whoishead in Joint Hindu family?
Ans Karta

16. Whoaretheother membersof Joint Hindu family?
Ans. Co-parceners

17. Howtoprocuremembership in aJoint Hindu family?
Ans. By virtueof birth

18. What isthe method of getting member ship only by male membersin a Joint Hindu
family?

Ans. Mitakasharasystem of Hindu Law
19. Inwhich statesthe Dayabhaga method is existed?
Ans West Bengd, Assam
20. How many generationsget themember ship in aJoint Hindu family?

Ans. 3

21. HowtheprofitsaresharedinaJoint Hindu family?
Ans Equaly



22. What istheliability of thehead of Joint Hindu family?
Ans Un-limited

23. What istheminimum and maximum number of member sin a co-oper ative society?
Ans Minimum-10, Maximum-unlimited

24. Statetheminimum number of membersin amultiple state co-oper ative society?
Ans 50

25. What istheliability of a member in a co-oper ative society?

Ans Un-limited

26. Who organizesthe co-oper ative societies?

Ans Managing Committees

27. What type of co-operative societiesisto be established to cater the needs of public?
Ans. Co-operativecredit society

28. Under which Act the co-oper ative societiesareto beregistered in India?

Ans. Co-operative SocietiesAct, 1912,
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Company form of Business
Organization

L ESSON

I ntroduction

You must beawarethat during the second five-year plan periodfive sted plantswere established
inIndia sunderdevel oped areasto give aboost to theindustrialization of the country. Do you know
who ownsthese stedl plants?Itisthe Government of India. It hasset up aJoint Stock Company known
as Steel Authority of IndiaLimited (SAIL) for thispurpose. You must have aso heard the names of
State Bank of India(SBI), Nationa Thermal Power Corporation (NTPC), Grasm IndustriesLimited
(GIL), RelianceIndustriesLimited (RIL) and TataStedl Limited. Theseareall big businessunitsand
organized intheform of Joint Stock Companies. Inthislesson weshall learnin detail about the Joint
Stock Company form of businessorganization.

Long Answer Type Questions

1. Explain any fiveadvantagesand limitationsof Joint Stock Company.

Ans. A company isan artificia person created by aprocessof law, it hasaperpetua successonanda
common sedl.

Merits:;

A company form of businessorgani zation isvery popular for undertaking big business. It hasthe
following merits-

(& LargeResources: A joint stock company canraiselargefinancial resourcesbecause of its
large number of membersand it can rai sefundsthrough debentures, public deposits, loans
fromfinancid inditutionswithout much difficulty.

(b) Limited Liability: Inajoint stock company theliability of itsmembersislimited to theextent
of sharesheld by them.
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(c) Continuity of Existence: A company isan artificial person created by law and possesses
independent legal status. It isnot affected by the death, insolvency etc. of itsmembers. Thus,
it hasaperpetua existence.

(d) Benefitsof Large-scale Operation: Thejoint stock company istheonly form of business
organisation which can provide capital for large-scale operations. It resultsin large-scale
production consequently leading toincreasein efficiency and reductioninthe cost of operation.
It further opensthe scopefor expansion.

(e) Liquidity: Thetransferability of sharesactsasan added incentiveto investorsasthe shares
of apublic company can betraded easily in the stock exchange. The public can buy shares
when they have money toinvest and convert sharesinto cash when they need money.

(f) Professional M anagement: Companies, because of the complex nature of their activities
and large volume of business, require professional managersat every level of organisation.
Because of thesize of their businessand thefinancia strength they can afford to appoint such
managers. Thisleadsto efficiency inmanagement of their affairs.

(9) Research and Development: A company generaly investsalot of money onresearch and
development for improved processesof production, designing and innovating new products,
improving quality of product, new waysof training itsstaff, etc.

(h) Tax Benefits: Although the companiesarerequiredto pay tax at ahighrate, in effect their
tax burdenislow asthey enjoy many tax exemptionsunder Income Tax Act.

Limitations.

Inspite of several merits of ajoint stock company as discussed above, thisform of business
organization a so suffersfrom many limitations. Theimportant limitationsare given below:

(@ Difficult toForm: Theformation of acompany involvescompliancewith anumber of lega
formditiesunder the Companies Act and compliancewith several other rulesand regulations
framed by the government fromtimetotime.

(b) Control by aGroup: Theoretically acompany issupposed to be managed by trained and
experienced Directors. But practically thisisnot soin many cases.

(c) ExcessiveGovernment Control: A company isexpected to comply with the provisions of
severa Acts. Non-compliance with these, invites heavy penalty. Thisaffects the smooth
functioning of thecompanies.

(d) Delay in Decision Making: A company hastofulfill certain procedural formalitiesbefore
making certain decisions, asthey requirethe approval of the Board of Directorsand/or the
General Body of shareholders. Such formalities aretime consuming and therefore, some
important decisionsmay be delayed.

(e) Lack of Secrecy: Itisdifficult to maintain secrecy in many matters asthey may require
approval of board of directorsand/or general body whose proceedingsare usually opento
public.
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(f) Social abuses: A joint stock company isalarge-scale business organi zation having huge
resources. Thisprovidesalot of power to them. Any misuse of such power createsunhealthy
conditionsinthesociety e.g. influencing politiciansand government in getting their work done;
exploiting workers, consumersand investors, etc.

Short Answer Type Questions

1. Describeany fivecharacteristics of Joint Stock Company.
Ans. Themain featuresof ajoint stock company areasfollows:

(& Artificial Person: A joint stock company isan artificial personinthe sensethat it iscreated
by law and does not possess physical attributes of anatural person. It cannot eat or walk,
smileor marry, read or write. However, it hasalegal statuslikeanatural person.

(b) Common Seal: Sinceacompany hasno physical existence, it must act through itsBoard of
Directors. But al contracts entered by them shall haveto be under the common seal of the
company. Thiscommon sedl istheofficial signature of the company. Any document with the
common seal and duly signed by an officer of the company isbinding on thecompany.

(c) Perpetual Existence: Thecompany enjoyscontinuousexistence. Degth, lunacy, insolvency
or retirement of the membersdoesnot affect thelife of the company. It goeson forever. Since
itiscreated by law, it can only be dissolved by law.

(d) Limited Liability of Members. Thecompany form of businessisableto attract large number
of peopletoinvest their money in sharesbecauseit offersthemthefacility of limited risk and
ligbility. Theliability of amember islimited to theextent of theamount of sharesheholds. For
example, if ‘A" holds one share of Rs. 100 and has paid Rs. 75 on that share, hisliability
would belimited only upto Rs. 25.

(e) Transferability of Shares: The members of the company (Public company) are freeto
transfer the sharesheld by themto othersasand when they like. They do not need the consent
of other shareholdersto transfer their shares.

2. Explain any fiveadvantagesof Multinational Cor poration for thehost country?

Ans A company registered in one country but carries on businessin anumber of other countriesis
known asmulti-national company.

TheMultinational Corporationsenjoy severa advantagesby way of huge earningsdueto large-
scale production and distribution activitiesacross nationa borders. Besides, thehost countriesin
which the Multinational Corporations operate also deriveanumber of advantages. Theseare;

(8@ Investment of Foreign Capital: Directinvestment of capital by Multinational Corporation
hel ps under-devel oped countriesto speed up their economic devel opment.
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(b) Generation of Employment: Expansion of industria and trading activitiesby Multinational
Corporation leadsto creation of employment opportunitiesand raising the standard of living
inhost countries.

(c) Use of Advanced Technology: With substantial resources Multinational Corporation
undertake Research and Devel opment activitieswhich contribute to improved methods and
processesof production and thus, increasethe quality of products. Gradually, other countries
also acquirethesetechnol ogies.

(d) Growth of Ancillary Units: Suppliersof materiasand servicesand ancillary industriesoften
grow in host countriesasaresult of the operation of Multinational Corporation.

() Increasein Exportsand I nflow of Foreign Exchange: Goods produced inthehost countries
are sometimes exported by Multinational Corporation. Foreign exchange thus earned
contributesto theforeign exchangereservesof host countries.

(f) Healthy Competition: Efficient production of quality goodsby multinational corporations
prompt the domestic producerstoimprovetheir performancein order to surviveinthemarket.

3. Statethedifferencebetween partnership and Joint Stock Company.?

Ans
Bads Partnerhsip Joint Stock Company
Formation Itiseasy toform, asregistrationis | It requiresmany lega formalitiestobe
not compulsory. compl eted before the company comesinto
existence.

Operation Governed by the Partnership Act, | Governed by the CompaniesAct,1956.

1932.

Legd status No separatelegal entity Separatelega entity fromitsmembers

Ligbility Joint and severa to an unlimited Limited tothefacevalueof sharesheld.
extent.

Finance Reatively limited scopeforraisng | Vast and unlimited scopefor raising finance.
finance.

4. Stateany fivefactorsrequired tobeconsidered whilechoosingtheright form of business
organization?

Ans  Whilesdecting aform of businessorganisation, we anaysedifferent factorsand try to choosethe
most suitableform according to our financial and manageria capabilities. Thefollowing factors
may be considered in salecting theright form of business organisation.

(a) Easeof formation: A soletrader can commenceand withdraw from businessat any timeat
hisown option. In partnership, mutua trust and faithisvery much required. Company requires
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many legal formalitiesfor itsformation. Sole proprietorshipisthereforetheeasiest toform.

(b) Availability of L arge Resour ces: One-man businessisthe best intheworld if the owner
has enough resources and ability to manage. This statement showsthat asingle personis
unableto undertake big businessmainly because of limited resourcesand managerid ability.
In partnership a so thefinancia resourcesof partnersarelimited. Therefore, only acompany
can raise enough capital and hire expert knowledge required for the management of abig
business.

(c) Liability or Risk: Theliability of membersisunlimited both in sole proprietorship and
partnership and limited in case of acompany and cooperative societies. Sncemembershesitate
to undertake big risk they prefer toinvest inacompany.

(d) Stability: Stability isessentia for the success of any business. The existence of acompany
and cooperative society does not depend on the health and wealth of its members. Sole
proprietorship and partnership forms are dissol ved but company form of an organisation
continuesirrespective of thedegth or insolvency of any of itsmembers.

(e) Flexibility: Anidea form of businessmust haveflexibility in operations. Decisonsmust be
taken quickly andimplemented promptly for itsfunctioning. Any rigidity initsfunctioning will
not be beneficid for the survival and growth of abusiness.

5. Distinguish between aprivateand public company.?

Ans
Basis Privatecompany Publiccompany
Minimumnumber | A minimum of two membersis A minimumof ssvenmembersisrequired
of members required for aprivate company. for apublic company.
Maximumnumber | Themaximum number of Thereisno limit on maximum number
of members membersis50. of members.
Paid-up capita [t must haveaminimumpaid-up | It must haveaminimum paid-up capita
capital of Rs.100000/- of Rs.500000/-

6. Statethesuitability of joint stock company form of businessor ganization?

Ans A joint stock company issuitablewherethevolumeof businessislarge, theareaof operationis
widespread, therisk involvedishigh and thereisaneed for hugefinancia resourcesand manpower.
Itisalso preferred when thereisneed for professional management initsoperations. In certain
bus nesses|ike banking and insurance, joint stock company formisthemost suitable.

7. Writethefeaturesof aprivate company?

Ans  Under the Companies Act, 1956, by * Private Company’ we mean acompany, which hasthe
following features—
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ANs

9.

Ans

10.

Ans

1.

Ans

12.

Ans

13.

(& It cannot have morethan 50 members. Employeesof the company arenotincludedinthis.
(b) 1t cannat invitethe public to purchaseits sharesand debenturesthrough open invitation.
(©) Itredtrictstherightsof themembersto sall or transfer their shares.

(d) 1t must have aminimum paid up share capita of Rs.1,00,000.

What ismeant by asharein ajoint stock company?

Thetotal capital of acompany isdivided into small parts, each partisknown asashare.

What ismeant by acompany asper CompaniesAct 19567?

A company isan artificial person created by aprocessof law, it hasaperpetual successionand
acommon seal.

What ismeant by multinational companies?

A company registered in one country but carrieson businessin anumber of other countries.

What is the difference between a public and private company in respect of
commencement of business?

A privatecompany can dart itsbus nessimmediately uponitsincorporation. But, apublic company
can gartitsbusinessonly after obtaining acertificatefrom the Registrar of Companies.

How to deter minethe public company and a privatecompany based on their names?

A private company must suffix ‘ Private Limited’ toitsname. But, apublic company must suffix
words'‘ Limited toitsname.

How can you say that acompany isan artificial person?

Ans: Itiscreated by aprocessof law. It doesnot have aphysical existence.

14.

Ans

Statethefeaturesof a public company.

Artificiad person, common sedl, perpetud succession, limited liability, transferability of shares.
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Formation of Joint Stock Company

I ntroduction

Formation of ajoint stock company involvesalengthy legal procedure. Itsregistrationwiththe
Registrar of Companiesisobligatory, beforeit can commenceitsbusiness. Inthislessonyou shall learn
about the various stagesinvolved in theformation of aJoint Stock Company and have anideaabout the
important documentsthat regulateitsfunctioning.

Long Answer Type Questions

1. Statethestepsinvolved in promotion of acompany.

Ans: Thetask of promotion usudly involvesthefollowing four stepsor phases.
1. Discovery of abusinessidea
2. Invedtigationand Verification
3. Assambling
4. Financing theProposition
Let usknow indetail about these steps.
1. Discovery of a Business |dea

The processof busi ness promotion beginswith conception of anideaof businessopportunity.
Theideamay comefrom non-availability of any product to satisfy the existing need of people
or inability of an existing product to satisfy the changing need of the peopleor anew invention
that can create anew product.
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Ans

2. Investigation and Verification

Oncetheideahasbeen conceived, athoroughinvestigation is madeto establish the soundness
of theproposition, taking into consderationitstechnica feasbility and commercid viability.

3. Assembling

Oncethe promoter isconvinced of thefeas bility and profitability of the proposition, hetakes
stepsin assembling or making arrangementsfor al the necessary requirementssuch asland,
building, machinery, tools, capital, etc. Decisionisalso to be maderegarding size, location
and layout etc. for the plant, and make contractswith suppliersfor raw materias, enter into
agreement with the deal ersto purchase equi pments, make agreement with bankersto finance
andtakeinitia stepsfor the setting up of aCompany.

4. FinancingthePropostion

Atthisstage, financia plansare prepared with respect to the amount of capital required, the
natureof capita structurei.e., the proportion of capita to beraised from ownersfund and that
from borrowing from banksand others, and how and when to raisethe share capital fromthe
genera public. Agreementsare made with merchant bankers, underwritersand stock brokers
who areto assist the capital issueand so on.

What ismeant by Articles of Association? Stateitscontents.

TheArticlesof Association (A0A) of acompany containsthevariousrulesand regulationsfor the
day to day management of the company. These rules are also called the bye-laws. It covers
variousrightsand powersof itsmembers, duties of the management and the manner inwhich
they can be changed. It definestherel ationship between the company and itsmembersand a'so
among the membersthemselves. Therulesgiveninthe AoA must bein conformity with the
Memorandum of Association.

Articlesof Association of acompany generaly contain rulesand regulationswith regardto the
following matters:
(@ Preliminary contracts
(b) Useand custody of common sedl
(c) Allotment, cdlsandlienonshares
(d) Transfer andtransmission of shares

(e) Forfeitureand re-issue of shares

(f) Alterationof sharecapita

(9) Issueof sharecertificatesand sharewarrants

(h) Conversionof sharesinto stock

(1) Procedureof holding and conducting company meetings

(j) Votingrightsand proxiesof members
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Ans

4,

(k) Quadlification, appointment, remuneration and power of Directors
(I) Borrowing powersand methodsof raising loans

(m) Payment of dividendsand cregtion of reserves

(n) Accountsand audit

(o) Windingup.

A company canregister itsown Articlesof Association or adopt Table A, which containsamodel
st of rulesasgiveninthe Schedulel of the CompaniesAct.

What ismeant by Memorandum of Association? Stateitsclauses.

TheMemorandum of Association (MoA) isthe principa document intheformation of acompany.
Itiscalledthe’ charter’ of the company. It containsthefundamental conditionsuponwhichthe
company isallowed to beincorporated or registered. It definesthelimitations of the powers of
the company. The purpose of memorandum isto enabl e the sharehol ders, creditorsand those
who deal with the company to know what its permitted range of activitiesor operationsis. It
definesthe relationship of the company with the outsideworld.

Clauses
TheMemorandum of Association usualy containsthefollowing Six clauses:
(8 NameClause: It containsthe name by which the company will be established.

(b) Situation Clause: It contains the name of the state in which the registered office of the
company isor will besituated.

(c) ObjectsClause: It containsdetailed description of the objectsand rights of the company, for
whichitisbeing established.

(d) Liability Clause: It containsfinancia limit upto whichthe shareholdersareliableto pay off
to the outsiders on the event of the company being dissolved or closed down.

(e) Capital Clause: It contains the proposed authorized capital of the company. It givesthe
classification of theauthorized capitd into varioustypesof shares, (likeequity and preference
shares) with their numbersand nomina vaue.

(f) Subscription Clause: It containsadeclaration by personswho aredesirousof being formed
into and agreeto subscribeto the number of shares mentioned against their names.

Define a prospectus and state its contents.

Ans After getting the Certificate of Incorporation or Registration apubliclimited company invitesthe

publicto subscribetoitsshares. Thisisdoneby issuing adocument called * prospectus.’

Under the CompaniesAct, aprospectus hasbeen defined as* any document described or issued
asaprospectus and includes any notice, circular, advertisement or other document, inviting
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depositsfrom the public or inviting offersfrom the public for the subscription or purchase of
shares or debentures of acompany or body corporate’.

The prospectususudly containsthefollowing information whichisconsidered important for the
prospectiveinvestorsof sharesand debentures of the company.

(a) Generd informationregarding thename, officeof the company, stock exchangewhere shares
areto belisted, date of opening and closing of theissue, credit rating information, name of
underwriters, brokersand bankers.

(b) Capitd structure of the company.

(c) Termsof payment and application procedure.
(d) Company management and detail sof the project and project report.

(e) Other listed companiesunder the same management.

() Outstanding litigationsand defaullts.

(9) Management perception of risk factors.

The prospectus must be prepared with great care because on the basis of itsdetail sthe public
subscribesto the capital of the company. No factsshould bewithheld inthis. It must not contain

evenanideaof falsehood. It should contain only truth, compl ete truth and nothing but truth. The
future schemesand bright futures of the company are presented through this.

5. Givethediffer encesbetween memor andum of association and articles of association.?
ANs
Basis M emor andum of Association Articlesof Association
Subject matter | It containsaimsand objectives It containsrulesfor implementation of the
of thecompany. aimsand objectivescontained inthe
Memorandum of Association

Rdaionship It definesthereationship between | Articlesdefinethereationship betweenthe

the company and outsiders company and itsmembers.
Amendment Itisvery difficult toamend theaims| TherulesgivenintheArticlescanbeeasly
and other provisions. amended by aspecial resolution.
Limitations TheprovisongivenintheMemo- | TherulesgivenintheArticlesof Association
randum of A ssociation cannot can neither be outside the scope of the
be outside the scope of the CompaniesAct nor of theMemorandum of
CompaniesAct. Association.
Obligation Itisobligatory for acompany to Itisnot obligatory to submit thisdocument

prepare and submit thisdocument | tothe Registrar of Companies.
tothe Registrar of Companies.
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Short Answer Type Questions

1.

Asapromoter, how will you obtain certificateof commencement of business? Explainin
brief?

Ans. Incaseof aprivatelimited company, it canimmediately Sartitsbusnessassoon asitisregistered.

Ans

3.

Ans

However, incaseof publiclimited company acertificate, known as’ certificate of commencement
of business', must be obtained from the Registrar of Compani esbefore starting itsoperation. For
thispurposeit hastofileastatement with thefollowing declarationsto the Registrar of Companies.

(&) That aprospectushasbeenfiled with the Registrar of Companies.
(b) That the shareshave been allotted upto the amount of the minimum subscription.

(c¢) That the Directorshavetaken up or purchased the minimum number of sharesrequiredto
qualify themto beDirector.

(d) That nomoney isliableto becomerefundableto the applicantsby reason of failureto obtain
permission for sharesto betraded in arecognised stock exchange.

(e) A statutory declaration by a Director or the Secretary of the company stating that the
requirementsrel ating to the commencement of busi ness have been duly complied with.

The Registrar of Companieswill scrutinize all these documentsand if heissatisfied that the
processof securing the minimum prescribed capital hasbeen donehonestly and efficiently and
the minimum prescribed capital hasbeen obtained from the public, thenheshdl issueaCertificate
of Commencement of Business.

Writeabout theimportant documentspr epar ed whilefor mingacompany?

There arethree basic documents, which are prepared and filed with the Registrar during the
formation of acompany. Theseare:

1. Memorandum of Association (MoA)
2. Articlesof Association (ACA)

3. Prospectus

Out of thesethree documents, MoA and AoA arefiled with the Registrar of Companiesbefore
theregigration aong with other supporting documentswhileasking for certificate of incorporation.
The prospectusisissued to the public at thetime of subscriptionto capital.

State the objectives of issue a prospectus.

Themain objectivesof issue of aprospectusare:

(& Toinform the public about thecompany;
(b) Toinduce peopletoinvest inthe sharesor debenturesof the company; and
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ANs

Ans

Ans

(c¢) Toprovideanauthenticinformation about the company and thetermsand conditionsof issue
of sharesand debentures.

What ismeant by authorized capital of acompany?

It contains the proposed authorised capital of the company. It givesthe classification of the
authorised capital into varioustypesof shares, (like equity and preference shares) with their
numbersand nomina vaue.

What arethestagesin thefor mation of ajoint stock company?

Theformation of acompany, right from the origin of ideato establish acompany goesthrough
four different stages, like:

Stage— Promotion

Stage- |1 Incorporation

Stage- 111 Raising of Capital

Stage- 1V Commencement of Business
Whoisapromoter?

A promoter isaperson or agroup of personswho think of forming acompany and take necessary
stepsfor the same.

Statethemeaning of an entrepreneurial promoter ?

Entrepreneurial promoter ispeople, who conceive new ideas of business, take necessary steps
to set-up the business unit to giveit ashape and ultimately control and manageit.
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PUBLIC SECTOR ENTERPRISES

L ESSON

I ntroduction

You havelearnt about variousformsof businessorganizations, which primarily relateto private
enterprises. Traditionally, businessactivitieswereleft mainly toindividua and private organizations, and
the government wastaking care of only theessentia servicessuch asrailways, e ectricity supply, postal
servicesetc. But, it was observed that private sector did not take interest in areaswherethe gestation
period waslong, investment was heavy and the profit margin waslow; such as machine building,
infrastructure, oil exploration, etc. Not only that, industrieswerea so concentrated in someregionsthat
had certain natura advantageslikeavailability of raw materias, skilled labour, nearnessto market. This
ledto regional imbalances. Hence, the government whileregulating the business activities of private
enterpriseswent infor direct participationin businessand set up public enterprises. Inthischapter, you
will learn about the natureand characteristics of public enterprisesand theformsof their organization.

Long Answer Type Questions

1. What ismeant by public sector enterprises? Statein brief itsfeatures?

Ans Thebusnessunitsowned, managed and controlled by the central, state or local government are
termed aspublic sector enterprisesor public enterprises. These area so known as public sector
undertakings.

A public sector enterprise may be defined asany commercia or industrial undertaking owned
and managed by the government with aview to maximize social welfareand uphold the public
interest.

Public enterprisesconsist of nationaized private sector enterprises, such as, banks, lifeinsurance
corporation of Indiaand the new enterprises set up by the government such asHindustan Machine
Tools(HMT), GasAuthority of India(GAIL), State Trading Corporation (STC) etc.
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Ans

Features

Looking at the nature of the public enterprisestheir basi ¢ characteristics can be summarized as
folows

(8 Government Owner ship and Management: The government may either wholly own the
public enterprisesor the ownership may partly be with the government and partly with the
privateindudridistsand thepublic. Inany casethecontrol, management and ownershipremains
primarily with the government. For example, Nationa Thermal Power Corporation (NTPC),
Oil and Natural Gas Corporation Ltd. (ONGC).

(b) Financed from Gover nment Funds: Thepublic enterprisesget their capital from Government
Funds and the government hasto make provision for their capital initsbudget.

(c) PublicWelfare: Public enterprisesare not guided by profit motive. Their mgor focusison
providing the service or commodity at reasonable prices. Take the case of Indian Qil
Corporation or GasAuthority of IndiaLimited (GAIL). They provide petroleum and gasat
subsidised pricestothe public.

(d) Public Utility Services: Public sector enterprises concentrate on providing public utility
servicesliketransport, e ectricity, telecommunication etc.

(e) Public Accountability: Public enterprisesare governed by public policiesformulated by the
government and are accountableto thelegidature.

(f) Excessive Formalities: Thegovernment rulesand regul ationsforce the public enterprises
to observeexcessiveformditiesin their operations. Thismakesthetask of management very
sengtiveand cumbersome.

How arethepublic sector enter priseshelpingin thebalanced development of thelndian
economy and promoting publicwelfarein thecountry?

All enterprisesin our country arenot public enterprises. Thereismixed economy in our country
and the private as well as the public sector contribute to the devel opment of our economy.
However, there are only some selected areasin which the government establi shesits enterprises
for abaanced devel opment of theeconomy and promotepublicwelfare. Thereareseverd areas
wherehugeinvestment of capital isnecessary but themargin of profitiseither meager or it canbe
obtained only after along period asin case of generation and supply of electricity, machine
building, construction of dams, etc. The private businessmen hesitateto establish their enterprises
in these areas but they cannot be neglected in public interest. As such these enterprises are
established and run by the government.

Industrial progressisof utmost importancefor the development of the country andfor this, itis
necessary that somebasicindustrieslikeail, cod, gas, iron, steel, production of heavy eectrica
goods, etc., areto befully developed. Public enterprises give impetusto the devel opment of
these basicindustriesand a so help in the devel opment of the private sector with their products
and services.
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The development of public enterprises also prevents concentration of economic power inthe
hands of anindividual, or agroup of individuals. Not only arethat, in our country economic
inequalitiesincreasing. Poor are becoming poorer and therich morerich. The public enterprises
can helpinreducinginequalitieswith thehelp of variouspalicieslike utilizing theearned profitsin
publicwelfareactivitiesand by selling raw materid tothesmall scaleindustriesat |ower prices.

Itisalso necessary for the economic progress of the country that industrieswhich can decrease
importsand increase exports are only promoted. Public enterprises a so ensure promotion of
suchindustries.

Thereisan old belief that the benefits derived from the nature should be made availableto all
without any distinction. The public enterprisesensurethat land, oil, coa, gas, water, eectricity
and other necessary resourcesaremade availableto al at fair prices.

The security of the country issupreme. There should be no compromisein ensuring this. The
production of fighter aeroplanes, armsand ammunition etc, connected with the security of the
country is put under the domain of Public Enterprisesfor the purpose. Thus, public welfare
planned economic devel opment of the country, regiona baance, import substitution and checking
concentration of economic powersarethe major goalsachieved through public enterprises.

3. What isaGovernment Company? How isit different from Statutory Cor poration?
Giveany fivesuch distinctions?

Ans  Statutory Corporation (or public corporation) refersto acorporate body creeted by the Parliament
or StateLegidatureby aspecid Act which definesitspowers, functionsand pattern of management.
Statutory corporation isalso known as public corporation. Itscapita iswholly provided by the
government. Examplesof such organisationsare Lifelnsurance Corporation of India, State Trading
Corporation etc.

Government Company refersto the company inwhich 51 percent or more of thepaid up capital
isheld by thegovernment. It isregistered under the Companies Act and isfully governed by the
provisonsof theAct. Most bus nessunitsowned and managed by government fall inthiscategory.
Thedifferencesbetween Statutory and Government Company are shown inthefollowing table
Difference Public/Statutory companies Gover nment companies
Egablishment | By the Parliament under aspecial Act.| By aMinistry with or without private
participation.
Legd Status Separate entity to sue and be sued. Separate corporate existence.
Capitd Provided whally by the government. Part of it may be provided by private
entrepreneurs.
Management | Board of Directors Board of Directorsmay include private
individuas
Control and Parliament Government (concerned Ministry)
accountability
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4. Explainthemeritsof a Statutory Corporation over a Departmental Undertaking?

Ans  Statutory Corporation asaform of organisation for public enterprises has certain advantagesthat
can besummarised asfollows:

(& Expert Management: It has the advantages of both the departmental and private
undertakings. These enterprisesare run on business principles under the guidance of expert
and experienced Directors.

(b) Internal Autonomy: Government hasno direct interferencein the day-to-day management
of these corporations. Decisions can betaken promptly without any hindrance. Questions
may be asked about the working of departmental undertaking in the Parliament and the
concerned Minister hasto satisfy the public with hisreplies. Assuch they cannot take any
step, which may harmtheinterest of any particular group of public.

(c) Responsibleto Parliament: Statutory organisationsare responsibleto Parliament. Their
activitiesarewatched by the pressand the public. Assuch they haveto maintainahighlevel
of efficiency and accountability. Departmenta undertakingsareresponsbleto the publicthrough
Parliament.

(d) Flexibility: Asthese areindependent in matters of management and finance, they enjoy
adequateflexibility intheir operation. But departmenta undertakingslack flexibility because
itspoliciescannot be changed instantly.

5. Describetheroleof public sector in Indian economy?

Ans Public sector enterprises occupy an important place in the Indian economy. At the time of
independence, the Indian economy wasbasically agrarian with aweak industrial base. There
were very few public sector enterprisesin our country. The Indian Railways, the Posts and
Telegraphs, the Port Trust, Government Salt Factorieswerethe prominent public sector enterprises.
After getting independence, the government felt that if the country needsto speed up itseconomic
growth, then gtate sinterventionin al sectorsof the economy isinevitable.

Thereisno doubt that public enterpriseshave played asignificant roleinthelndian economy. But
the overall performance of most of the public sector enterprisesisnot satisfactory. Therate of
return on capital investment isvery low. To improvethe performance of the public enterprise,
Government of Indiahastaken several measures. On 24 July 1991 the Government of India
announced its Industrial policy to improve the performance and portfolio of public sector
enterprises. The new economic policiesa so emphasised on liberalisation, privatisation and
globdisation of Indian economy. Theroleof public sector wasredefined. In July 1997, Government
identified nine central public sector enterprisesas‘ Navaratnas . They are BHEL , BPCL, GAIL,
HPCL, 10C, MTNL, NTPC, ONGC, SAIL. These public sector enterprises have been given
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autonomy for capital investment, to enter into joint ventures, to raise capital from domestic and
international market etc. In October 1997, the Government granted enhanced autonomy and
delegation of financia power to someother profit making public sector enterprisesand categorised
themas‘Miniratnas . Presently thereare45 MiniratnaPublic Sector Enterprisesfunctioningin
India

Short Answer Type Questions

1. Explain (a) Fulfillment of social objectivesand (b) Control over economic activitiesas
meritsof Departmental Undertakings.

Ans

(@ Fulfillment of Social Objectives. Thegovernment hastotal control over these undertakings.
Assuchit canfulfill itssocial and economic objectives. For example, opening of post offices
infar off places, broadcasting and tel ecasting programmes, which may lead to the social,
economic and intellectual development of the people, are the socia objectives that the
departmental undertakingstry tofulfill.

(b) Control over Economic Activities: It hel psthe government to exercise control over the
specialised economic activities and can act asinstrument of making social and economic

policy.
2. Explain any two limitationsof Statutory Cor por ations?

Ans

(8 Government Interference: Itistruethat the greatest advantage of statutory corporationis
itsindependence and flexibility, but it isfound only on paper. Inredlity, thereisexcessive
government interferencein most of thematters.

(b) Rigidity: Theamendmentsto their activitiesand rights can be made only by the Parliament.
Thisresultsin severa impedimentsin businessof the corporationsto respond to the changing
conditionsand takebold decisions.

(¢) Ignoring Commer cial Approach: Thestatutory corporationsusualy facelittle competition
and lack of moativationfor good performance. Hence, they suffer fromignoranceof commercia
principlesinmanagingtheir affairs.

3. Definepublic sector enterprises?

Ans  Any commercia or industrid undertaking owned and managed by thegovernment withaview to
maximize socid welfareand uphold the publicinterest.
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ANs

Ans

Ans

ANs

9.

Ans

What ismeant by statutory/public cor poration?

It refersto a corporate body created by the Parliament or State L egislature by a special Act
which definesits powers, functionsand pattern of management. Statutory corporationisaso
known as public corporation.

What isthemeaning of departmental or ganizations?

Departmenta undertaking form of organizationisprimarily used for provision of essentid services
suchasrailways, postal services, broadcasting etc. Such organizationsfunction under the overdl
control of aMinistry of the Government.

What ismeant by agover nment company?

It refers to the company in which 51 per cent or more of the paid-up capital is held by the
government. Itisregistered under the CompaniesAct.

Mention two important goalsachieved by the gover nment enter prises?

Balanced regional development, boost the basi ¢ industries of an economy.

Stateany four featuresof departmental stores?

Themainfeaturesof departmental undertakingsareasfollows:

(8 Itisestablished by thegovernment anditsoveral control restswith the Minister.

(b) Itisapart of thegovernment and ismanaged like any other government department.
(©) Itisfinanced through government funds.
(d) Itissubject to budgetary, accounting and audit control.

(e) Itspolicy islaid down by thegovernment and it isaccountableto thelegidature.

Writeany two differ ences between private sector and public sector

Basis Private sector Public sector

Objective Maximization of profit Maximise socia welfareand ensure baanced

Ownership Owned by individuas. Owned by government.

economic development
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Entrepreneurship

L ESSON

I ntroduction

You learnt about the nature and scope of businessand thevariousformsof businessorgani zations.
Having compl eteideaabout these aspectsif you plan to enter into theworld of businessyou haveto
identify asuitableline, arrangetheresourcesand utilizethem in the best possible manner for thebusiness.
Of coursethisinvolvesrisk at every stepinyour venture. The person who takestherisk and organizes
theresourcesiscalled asentrepreneur and what he doesistermed as entrepreneurship.

Long Answer Type Questions

1. Writeabout different typesof entrepreneurs.

Ans ‘Entrepreneur’ isthe person who establishesthe businesswith necessary capital and labour and
organizesthe samein an efficient manner.

Typesof Entrepreneurs

Trading entrepreneur s. Thesearethe entrepreneurswho bring productsfrom the production
placeand sdllsinthemarket. They find the customer needsand wantsand informto the producer.
Similarly they aso inform about the changesthat have been taken placein the market.

Industrial entrepreneur: Heis a successful entrepreneur who succeeds in business by
manufacturing the productswith innovative methods based on hisideas, by facing risksand
uncertainities.
AgricultureEntrepreneurs:. InIndiathereare so many agricultural scientistssuch as Sri J.P.
Kurian, Dr. Swaminathanwho arehighly gppreciablefor their contribution towardsnew innovations
incultivation and highyielding crops.
Service Entrepreneurs. There are So many service entrepreneurs are there in our country.
They areingpiring the peoplethroughtheir services.
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ANs

Technology Sector : Satish Davan, Abdul Kalam, Infosys NarayanaMurthy, SivaNadar etc.
arethe personswho have contributed alot for thetechnol ogy development in the country.

In additionto the above, thereare many peoplewho have served for the devel opment of certain
geographicd areas. Politicians, socia leaderswho have donealot for the devel opment of these
areasinIndia. These peoplearecalled urban entrepreneursor rural entrepreneurs. Thereare
also gender entrepreneurs. That meansthereare maleand femaeentrepreneursinal the sectors
inlndia

Describeany fivequalitiesthat a per son should possessto bea successful entrepreneur.
(OR) Padmavamsee comesfrom afamily of weaver swho have been working on asmall
scaleon their handloom. She dreamsof tur ning the family vocation into aworld-wide
business. To start and set up abusinessenterprisein thisfield what arethefactorsshe
should consider ?

Thelndian businesshas seen great successful entrepreneurslike Tatas, Birlas, Modi, Dalmiaand
many morewho came up recently such asAmbanis, Mittals, Jindals, etc. The questioniswhat
makesan entrepreneur successful? Did they all have certain common qualities?

Theanswer is, they al had certain prominent qualitieswhich can be summarised asfollows.

(@ Initiative: Anentrepreneur must have aninnovative aptitude, pick theright opportunity, and
initiate action. Hence, the ability of an entrepreneur to take initiativeisthekey to the success
of theventureto agreat extent.

(b) WideK nowledge: An entrepreneur should havewide knowledge of the economic and non-
economic environment of businesslike the market, consumer attitudes, technology, etc.

(c) Willingnesstoassumerisk: Entering any ventureisfull of risksand uncertainties. In order
to deal with variouskindsof risksand uncertainties efficiently, the entrepreneur should have
willingnessand necessary foresightednessto assumerisks.

(d) Open mind and optimistic outlook: An entrepreneur should have an open mind. He/she
must possess a dynamic and optimistic outlook so as to predict changes in the business
environment and respond effectively without del ay.

(e) Adaptability: The entrepreneur must understand the ground realities of the business
environment. He/she should be prepared to adapt to the changestaking placein the system.
Any resistanceto change and delay in responding thereto shall lead to | osing the opportunity
of taking advantage thereof.

(f) Sdf-confidence: For achieving successinlife, oneshould have confidencein himsdlf/ hersdf.
A person who lacks confidence can neither do any work himsdlf/herself nor inspire othersto
work. Self-confidenceisreflected in courage, enthusiasm and the ability to lead.

(9) Leadership Qualities: Anentrepreneur should possessthe qualities of agood leader. He/
sheshould havethetraits of self-discipline, presence of mind, sense of justice, honour and
dignity and abovedl, ahighmora character.
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3.

ANs

ANs

What aretheimportant functions performed by entrepreneurs, after conception of a
business idea?

Thefunctionsof an entrepreneur can be summarized asfollows.

(8 Conception of anidea: Anentrepreneur isthe person with acreative mind who canidentify
busi ness opportunities and take stepsfor the conversion of ideasinto successful business
ventures, and givethem aconcrete shape.

(b) Promotion: Infact, promotion may be undertaken for setting up anew business, small or
large expansion of an existing business or for combining two or more businessfirms. Asa
promoter, theentrepreneur hasto conduct feasi bility studies, decideto theform of organisation,
assembletherequired fundsand people, and give aconcrete shapeto thebusinessproposition.

(©) Innovation: Anentrepreneur isalso seen asaninnovator who triesto devel op new technol ogy,
productsand markets. Theentrepreneur useshiscrestiveabilitiesto do new thingsand exploit
opportunitiesinthe market.

(d) Bearer of risksand uncertainty: Starting of anew businessventureinvolvesgood amount
of risk and uncertainty. To start with, it isthe entrepreneur who assumesrisksandis prepared
for thel ossesthat may arisebecause of unforeseen Situationsinfuture. Infact, itishiswillingness
to takerisksthat helpshim to takeinitiativesin doing new thingsor trying new methods of
production.

(e) Arrangingnecessary capital: Arranging fundsisoneof thebiggest hurdlesin settingup a
new entrepreneur. Itishewho hasto providetheinitial capital (otherwiseknown as'risk
capital’ or ‘ seed capita’) for arting the ventures and then make the necessary arrangements
for raising additional fundsrequired to carry on and expand the business.

() Saffing: Anentrepreneur hasto designtheorganisationa structureand recruit suitable persons
for various positions. He al so makes an estimate for skilled and unskilled workersrequired
and makesarrangementsfor their recruitment.

“ A per son whoishaving sufficient money can becomea successful entrepreneur” —Do
you agreewith thisstatement? Givereason in support of your answer.

Entrepreneurship iscreative and innovative processwhich builds new businesses. But aperson
whoishaving money can become asuccessful entrepreneur isadoubtful statement. Because
many entrepreneurswere not having money or property.

For example, Mr. Chaterjeeisan ordinary graduatefrom KolkataUniversity. Actudly theresidents
of Kolkataarevery busy with their day-to-day work, they do not have eventimeto clean their
houses. By taking thisasan opportunity, Mr. Chaterjee purchased avacume cleaner by investing
Rs. 3000. Withthat he started cleaning housesin Kolkataby taking money. Now hebecamebig
businessmaninKolkata
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Dr. Karsan Bhai Patdl istheowner of NirmaLimited. In1980sheused to sdll surf by goinginto
thestreets. Now he became owner of the Nirma Company Limited.

If you take another example Late Sri G. Pulla Reddy was selling sweets on the roads on his
bicycle. Now thequality sweetsare“G. PullaReddy Sweets’.

Sri N. R. Narayana Murthy was an ordinary job holder. With the efforts of hiswife and by
himself he becameafamouspersonality inthefield of information technology. Mr. Steave Jobs
who passed away recently established Apple Company in America. With hiscontinuousefforts
he created revol ution ininformation technology.

Short Answer Type Questions

1

ANs

Ans

3.

Ans

Explain about thethreerolesplayed by an entrepreneur.
Broadly speaking the entrepreneur playsthreeroleseffectively.

Innovator: Asaninnovator entrepreneur introduces new productsin the market, opening of
new market and creates demand for the products.

Good Organiser: Entrepreneur isonewho organizesand co-ordinatesthefactorsof production
i.e. land, labour and capital to develop the business.

Risk Bearer: By bearing the risks and uncertainities the entrepreneur successfully runsthe
busness.
Statetheimportanceof Entrepreneur ship in theeconomic development of acountry.

It has been said that entrepreneurship isessential for economic development. In capitalistic
economies, theentrepreneursplayed animportant roleintheir development. Insocidist economies,
the state played therol e of the entrepreneur. But in adevel oping country likelndiawhichfollowed
the path of mixed economy, both the government and the private entrepreneursplayed an equaly
important role. Thus, entrepreneurship:

(8 helpstheformation of capital by bringing together the savingsand investments of people;

(b) provideslarge-scale employment opportunitiesand increasesthe purchasing power of the
people;
(c) promotesbalanced regiona development inthecountry;

(d) helpsinreducing concentration of economic power (power to own thefactor of productionin
afew hands).

What ar ethe obj ectives of Entrepreneur ship Development Programmes(EDPs)?
Theimportant objectivesof EDPsareto:
(a) developand strengthenthequality of entrepreneurship;
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Ans

Ans

Ans

Ans

(b) select suitable productsand formulate variousfeasible projects;

(c¢) acquaint people with the process and procedure involved in setting and running asmall
enterprises,

(d) trainand preparethe entrepreneursto face the challenges of businessrisk;

(e) broaden thevision about businessand help itsgrowth within the parametersof law.

What problemsdo entrepreneur sfacein * Selection of Business (OR) Statethemeaning
of feasibility study or project report?

Theentrepreneur might behaving avery good businessidea. However, successful implementation
of theideainto businessactivity involvesapainstaking exercise. First of dl, he/she hasto study
the market to know whether theidea of productsor services could be accepted by the market.
For the purpose, the entrepreneur hasto determinethe market demandsof theintended products/
servicesand carry out exercisesto find out the projected costs of the product or services. Inthis
way, the entrepreneur shall be ableto know asto whether theventureisprofitable or not. This
systematic exerciseisknown asa‘feasbility study’ and presented in theform of areport known
as‘Feasibility Report’ or * Project Report’.

Giveabrief outlineof entrepreneurial practicesin India.

Financid ingtitutionshave hel ped towardsproliferation of entrepreneurshipin our country. Some
of thesefinancial ingtitutions have also started providing venture capital to young and upcoming
entrepreneurs. The sustained efforts of the government and financial ingtitutions have started
yielding results. Theresultsare more prominent inthe post liberaisation period (1990). Mr. N.R.
NarayanaMurthy of Infosystechnol ogiesand Mr. Shiv Nadar of HCL technologiesarethe best
examples. However, avast mgjority of entrepreneursare engaged intiny and small-scaleunits.
Theusua problemsfaced by such business establishmentsinclude shortage of material, capital
and power, lack of training facilities, lack of quality control, inadequate marketing facultiesand so
on. Thegovernment hasto addressthese problems permanently so that entrepreneurshipinindia
could reach new heights.

Distinguish between entrepreneur and promoter

An entrepreneur isalso known as the promoter as he also assemblesthe requisite funds and
people undertakestherisk and gives ashapeto the business proposition. However, intheory,
there existsafinedistinction between thetwo. Those who visualize abus ness opportunity and
areready to bear therisk aretermed as* entrepreneurs whilethosewho take stepsto set up the
businessand makeit operationa areknown as promoter.

What ismeant by entr epreneur ship?

Theterm*entrepreneurship’ refersto thefunctions performed by an entreprenevr. Itisthe process
involving variousactionsto be undertaken by the entrepreneur in establishing anew enterprise. In
fact, what an entrepreneur doesisregarded asentrepreneurship.
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10

=g Fundamentals of Management

I ntroduction

L et ustakethe example of ahousewife. Sheisthe person who managesall the household work.
Shedecides upon anumber of thingslike—how to decorate the houseintermsof furniture, curtains,
bed sheets, sofacovers, crockery, cooking utensilsetc.; what type of food isto be served to family
members, what shall bethetiming of breakfast, lunch, dinner, etc.; and then arrangestherequisite
materia sto preparethefood, hiresamaid/ servant to assist household work onapart timeor full time
bas sand looksafter many other such work. Shenot only decidesal thesebut ensuresthat all thiswork
iscarried out properly. For this purpose she does somework herself and may distribute certain work
among thefamily membersso that work iscarried on smoothly. For example, shemay assignthetask
of dropping the children to the school to her husband, thetask of clearing thebed to the el dest child, the
task of cleaning utensiisto the part timemaid and so on. Every housewifedoesdl thiswork inher own
way depending upon her understanding, interest and commitment and so also theresourcesavailable.

Similarly, takethe case of aschool teacher whoisgiven thetask of taking school childrenona
picnic. Theteacher also decides upon anumber of thingslike—whereto go, when to go, how many
studentsand other teacher shall go, how much money isrequired whereto get such money, by what
time students must come back, how to collect them from home and drop them and so on. Consider any
two such shopsowned by individuals as sole-proprietors. Both of them do anumber of activitieslike
procuring goodsfrom manufacturers/ wholesa ersand selling them to consumers, maintaining records
of transactions, paying taxes, supervising the staff, and making effortsto improve sales, etc.

On analyzing the above exampl eswe find one thing common among the housewife, the school
teacher aswell asthegrocery owner i.e,, they ared| involvedin managing animportant activity namely
thehousehold, the school picnic and the bus nessrespectively. Thus, wefind management everywhere,
every housewife manages her household work, every professional manages his tasks and every
bus nessman manageshisbus ness. Inthislesson weshall |earn about the concept of management inthe
context of managing abusiness, and its characteristics, nature, importance, functionsand the general
principlesguiding managerid actionsin the management process.
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Long Answer Type Questions

1. Definetheterm ‘management’? Stateitsnature.

Ans  Management refersto the process of using men, money, machines, materia and processesthrough
proper direction, coordination and integration of severa activitiesso asto producedesired results
and attain predetermined goals. In other words, management consists of aseriesof activities
classfiedinto variousfunctionslike planning, organising, staffing, directing and controlling.

Nature of M anagement
The nature of management can be better appreciated by looking at it
e asaprocess
e asadisipline
e asagroupof individuas
e asaprofession,and
e asascienceaswell asanart.
(& Management as a Process

Management consstsof aseriesof inter-related activitiesof planning, organising and controlling.
All activitiesare undertaken in aproper sequencewith asystematic approach so asto ensure
that al actionsare directed towards achievement of common goals. Thus, itisregarded asa
process of organising and employing resourcesto accomplish the predetermined objectives.

(b) Management as a Discipline

Management isasystematised body of knowledgethat has devel oped, grown and evolved
over theyearsthrough practiceand research. The knowledge so cumulated isdisseminated to
successive generations of managersand used by themin performing their jobs. Thus, it has
becomeaseparatefield of study withitsown principlesand practicesand thus, evolved asan
independent di sciplinewithitsown techniquesand approaches.

(c) Management asa Group
Management normally refersto agroup of managersworkinginan organisation. Itincludes
thetop executiveaswell asthefirst linesupervisors. These managersperformtheir functions
jointly asagroup. The successof businessdoesnot depend on the efficiency of one, but of all
managestaken together. Managerswork asateam so that objectivesof thebusinessarefully
achieved.

(d) Management asa Science aswell asan Art

Management isregarded asascienceaswell asan art. Sciencerefersto asystematic body of
knowledge with reference to understanding of some phenomenon or subject or object of
study. Any subject of study to be called ascience should havethefollowing characteristics:

80



(i) Theremust beasystematized body of knowledge that includes concepts, people and
theories.

(i)  Weshould beableto establish acause and effect rel ationship.
(i)  Itsprinciplesshould beverifiable.

(iv) It should ensurepredictableresults.

(v) Itshould haveuniversal application.

Management asasubject of study fulfilsalmost all the above characteristics. Theoriesand
techniqueslike scientific management, PERT and CPM, break even analysis, budgeting etc.
aredl scientificinnature.

Asfor theart, it refersto bringing about the desired result through application of kill. Itisa
personalised process and statesthat thereisno best way of doing athing. Thus, itiscregtive
and itimprovesby practice.

Thus, management isacombination of both scienceand art.

(e) Management as Profession

Any occupation that satisfiesthefollowing requirementsiscalled aprofession.
I.  Itmust be an organised and systemati sed body of knowledge.
ii. Thereisawaysaformal method of acquisition of such knowledge.
iil.  Thereexistsan association to devise certain code of conduct for the professionals.

iv. A professionisno doubt an occupation to earn one’slivelihood but thefinancial reward
isnot themain measure of their success.

2. Statethevariousfunctionsof management.

Ans Inevery organisation, the managers perform certain basic functions. These are broadly divided

into Six categoriesviz., planning, organising, staffing, directing, coordinating and controlling. These

arediscussed asfollows;

(& Planning

Planning isdeciding in advancewhat isto bedone, whenitisto bedone, how itisto bedone.
Thisinvolvesforecagting, establishing targets, devel oping the policiesand programming and
scheduling the action, procedure, etc., Thus, planning requires decisionsto be made on what
should bedone, how it should be done, who will doit, whereit will bedone, and why itisto
be done.

(b) Organising

After the plans have been drawn, management hasto organisethe activities, and physical
resources of the firm to carry out the selected programmes successfully. It also involves
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Ans

determining the authority and responsibility rel ationshipsamong functions, departmentsand
personnd at variouslevel sto ensure smooth and effective function together inaccomplishing
theobjective.

(c) Staffing
Staffing isconcerned with employing peoplefor thevarious activitiesto be performed. The
objectiveof staffing isto ensurethat suitable people have been gppointed for different positions.

Itincludesthefunctionsof recruitment, training and devel opment, placement and remuneration,
and performanceappraisal of theemployees.

(d) Directing
Thedirecting function of management includes guiding the subordinates, supervising their
performance, communi cating effectively and motivating them. A manager should beagood
leader. He should be ableto command and issueinstruction without arousing any resentment

among the subordinates. He should keep awatch on the performance of hissubordinatesand
hel p them out whenever they comeacrossany difficulty.

(e) Contralling

Thisfunction of management consists of the stepstaken to ensure that the performance of
work isin accordance with the plans. It involves establishing performance standards and
measuring theactua performancewiththestandards set. If differencesarenoticed, corrective
steps are taken which may include revision of standards, regulate operations, remove
deficienciesand improve performance.

(f) Co-ordinating
Astheproper functioning of every organ of ahuman body isimportant for ahealthy body, the
work of every department isimportant for the organi sation asawhole. Managers should,
therefore, seethat everybody in the organi sation understandsits obj ectivesand worksin co-

operation with othersto achieve these objectives. Thisfunction of management iscalled co-
ordination. It congistsof harmonising group effort so asto achieve common objectives.

Statethefourteen principlesof management given by Henry Fayoal.

Henry Foyal, Director of acoal mining company in France made asystematic analysisof the
process of management. He strongly felt that managers should be guided by certain principles,
and evolved 14 generd principlesof management which areknown asprinciplesof management.
Thesearediscussed below:

1. Division of Work: This principle suggests that work should be assigned to a person for
which heisbest suited. Work should bedivided into compact jobsto beassgned toindividuas.
Thisfacilitatesgpeciaisation and improvesefficiency.

2. Authority and Responsibility: Responsibility meansthework assigned to any person, and
authority meansrightsthat aregivento him to manage people and thingsto ensure performance.
In other words, authority should go hand in hand with theresponsbility for effectiveresults.
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10.

11.

12.

. Discipline: Thisprincipleemphas sesthat subordinates should respect their superiorsand

obey their orders. On the other hand, superiors behaviour should be such that they make
subordinates obedient. If such disciplineisobserved, therewill be no problem of industrial
disputes.

. Unity of Command: A subordinate should work under the supervision of one superior only

fromwhom hegetsingtructionsand towhom heisaccountable. It avoidsconfusioninauthority
andingtructions.

. Unity of Direction: Each group of activities having the same objective must have one head

and one plan of action. Otherwise, there may be wastage, over expenditure and useless
rivalry among themanagers.

. Subordination of Individual Interest to General Interest: Whiletaking any decision, the

collectivegood and collectiveinterest of the organisation asawhole should be preferred to
individua interests. Theindividua’ sinterest should be subordinated to the overall interest of
the organisation. Thisensureswelfare of the organi sation aswell asitsindividua members.

. Remuner ation: Management should try to givefair wagesto the employeesso asto ensure

reasonabl e sati sfaction of workersand productivity for the organisation.

. Centralisation: When asingle person controlstheaffairsof an organisation, itissaid tobe

complete centralisation. In small concerns, asingle manager can supervisethework of the
subordinateseasily, whilein abig organisation, control isdivided among anumber of persons
tofacilitate operationa decision making at variouslevels. Fayol’ sopinion wasthet thereshould
beaproper bal ance between centralisation and del egation of authority in an organisation.

. Scalar Chain: Thisisthechain of authority relationship from the highest to thelowest ranks.

Thisimpliesthat subordinatesreport to their immediate supervisorswho, inturn, report directly
totheir own boss. Theorder of thischain should be maintained when someinstructionsareto
be passed on or enquiriesare to be made.

Order: Placement of men and material s should be properly made. Proper space should be
made available where material s can be kept safely. Each man should be provided thework
for which heisbest suited.

Equity: Thisprinciplerequiresthe managersto bekind and just to workers. Thispromotesa
friendly atmosphere between superiorsand subordinatesand motivatesthemto performtheir
dutiesefficiently.

Stability of Tenure: Employeesshould be provided stability and continuity of their tenure of
employment. There should not befrequent termination of employees. Thiscould be achieved
through attractive remuneration and honourabl etreatment of personnel.
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13. Initiative: Thisimpliesencouraging initiativeamongitspersonnel to chaking out and execution
of aplanto achievethe desired results.

14. Esprit deCor ps. TheseFrenchwordsmean team spirit. Managers should infusethe spirit of
team work and cooperation among the employees. It hel psin devel oping an atmosphere of
mutual trust and asense of unity.

Fayol madeit clear that these principles can be applied to most organi sations, but these are not
absolute principles. Organisationsare at liberty to adopt those which suit themor to deleteafew
according totheir needs.

4. Mention thedifferent characteristics of management.
Ans Thevariouscharacterigticsof management are:

(& Management is universal: It means that management is required for every type of
organisation. It may beabusinessorganisationor socid or palitical. Itisauniversa phenomenon
andiscommon and essential elementinal organisations.

(b) Management isgoal directed: Every organisation is created to achieve certain goals.
Management of an organisation isalwaysamed at achievement of the organisationd goals.

(c) Management isacontinuouspr ocess. Management iSan ongoing process. It continuesas
long asthe organi sation exists. No activity can take place without management.

(d) Management isan integrating process: All thefunctions, activities, processesand operations
areintermixed among themselves. It isthetask of management to bring them together and
proceed in acoordinated manner to achieve desired result.

(e) Management isintangible: Management isnot aplacelikeagraphic showing Board meeting
or agraphic showing aschool Principal at her office desk which can beseen. Itisan unseen
forceand you canfed itspresenceintheform of rules, regulation, output, work climate, etc.

(f) Management ismulti-disciplinary: Management of an organi sationrequireswideknowledge
about variousdisciplinesasit covershandling of man, machine, material and looking after
production, distribution, accounting and many other functions.

(90 Management isasocial process: Themost important aspect of management ishandling
peopleorganized inwork groups. Thisinvolvesdevel oping and motivating peopleat work
and taking care of their satisfaction associal beings. All managerial actionsare primarily
concerned with relations between peopleand so it istreated asasocial process.

(h) Management issituational: The success of management depends on, and varies from,
Situation to situation. Thereisno best way of managing. The techniquesand principles of
management arerelative, and do not hold good for all Situationsto come.
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Short Answer Type Questions

1

Describeany two pointsof importance of management.

Ans  Intoday’sscenariowith globaisation, job specidisation, changing technologies, new respongihilities

3.

ANs

of business, consumerism, competition and emphasison research and devel opment, therole of
management has grown multifold. Its importance is reflected in the positive result that the
organisation can get in respect of thefollowing.

(& Attainment of Goals

Every organisation hasagod to achieve and each employeein the organisation also hashis
own goalsthat hewantsto achieve. Even at operational level each department, each unit or
even each group hasagoal that it wantsto achieve. It isonly through proper management.

(b) Stability and Growth

Management Srivesto utilisetheavailableresourcesof theorganisation effectively and efficiently.
It controlstheactivitiesand operations, integratesthe functions, motivatesthe employees, and
mai ntainsthe health of the organisation in the ever changing environment. It thus, ensures
stability to theworking of the organisation and contributesto itsgrowth.

(c) Changeand Development

Management keepsitsdf intouch with the changesin theenvironment and foresees devel opment
inthefuture. Accordingly, plansare madeto keep the organi sation ready to meet thechallenges.
Thetechnol ogies, operations, process as human factors are devel oped on acontinuousbasis
keeping an eyeonthefuture.

(d) Efficiency and Effectiveness

By proper planning, staffing, organising, coordinating, directing, and itscontrolling activities,
themanagement hel psin achieving efficiency and effectivenessto human effortsand operations.

Write about the different levels of management. (OR) Describe the hierarchy of
management.

Therearecertain levels of management with varying degree of authority and responsibilities.
Some managers decide about the obj ectives of the businessasawhole; somemanagersperform
functionsto achievethese objectivesin different departments and some of the managersare
concerned with the supervision of day-to-day activitiesof workers. Managersperforming different
typesof dutiesmay, thus, bedivided into three categories:

i. Top-Level Management

Thetop level management includes Board of Directorsand the Chief Executive. The chief
executivemay havethe designation of Chairman, Managing Director, President, Executive
Director or Generd Manager. Thislevel determinesthe objectivesof thebusinessasawhole
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and laysdown policiesto achieve these objectives. Thetop management a so exercisesan
overdl control over theorganisation.

ii. Middle-Level Management

Themiddle-level management includes heads of variousdepartments, e.g., production, saes,
etc., and other departmental managers. Theobjectivesof thebusinessasawholearetrandated
into departmental objectivesfor the middlelevel management. Middlelevel managersare
particularly concerned with theactivitiesof their respective departments.

iii. Lower-L evel Management

Thelower-level management consistsof foremen and supervisorswho look after the operative
workers, and ensurethat thework iscarried out properly and on time. Thus, they havethe
primary respons bility for theactua production of goodsand servicesin the organisation.

Thesethreelevel sof management taken together formthe* hierarchy of management.’

4. Can management betreated asa profession? Givereasonsin support of your answer.
Ans  Any occupation that satisfiesthefollowing requirementsiscalled aprofession.
(i) It must bean organised and systematised body of knowledge.

i) Thereisdwaysaforma method of acquisition of such knowledge. Inother words, individuas,
to pursue aspecific profession, must acquire the speciali sed knowl edge through someformal
inditutions

(iii) Thereexistsan association to devise certain code of conduct for theprofessionals. Thiscode
of conduct laysdown normsto be observed by the professionalswhile doing their job.

(iv) A professionisno doubt an occupation to earn one'slivelihood but thefinancia rewardisnot
themain measure of their success.

Though management may not meet al therequirementsof aprofessonin strict senseof theterm,
but it meetsmost of theaboverequirementsandis, now adays, regarded afullfledged profession.

5. What ismeant by scientific management?

Ans EW. Taylor, well-known management expert or the Father of Scientific Management, worked
asan apprentice, machinist, foreman and ultimately asthe chief engineer of asteel company in
U.S.A. Taylor suggested a new approach to management early in the 20 century. Thisis
known as* Scientific Management’ . Thebasic principlesdeveloped by Taylor asprinciples of
scientific management were:

1. Development of atrue scientific approach to management replacing the old rule of thumb
method, which would enable managers, among other things, to determinethe best method of
performing each task;
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Ans

Ans

Ans

10.

ANs

ANs

12.

ANs

13.

ANs

2. Scientific selection and placement of workersso that each worker could be assigned thetask
for which heisbest suited;

3. Scientifictraining and development of workersso asto achievethehighest level of efficiency;
and

4. Close co-operation between management and labour to ensurethat work iscarried out in
accordancewith the scientific principleswhich are devel oped.

A number of techniquesliketime study, motion study, standardization of equi pment and working
conditions, and differential piece rate of wages were also developed to facilitate scientific

management.
What ismanagement?

M anagement consists of aseriesof activitiesclassified into variousfunctionslike planning,
organizing, saffing, directing and controlling.

What isplanning?
Planningisdeciding in advance what isto bedone, whenitisto bedone, how itisto bedone.
What isorganizing?

After the planshave been drawn, management hasto organizetheactivities, and physical resources
of thefirmto carry out the sel ected programmes successfully.

What isstaffing?
Itisconcerned with employing peoplefor thevariousactivitiesto be performed.
What isdirecting?

Directing includes guiding the subordinates, supervising their performance, communicating
effectively and motivating them.

What iscontrolling?

It consists of the stepstaken to ensure that the performance of work isin accordance with the
plans

What isco-ordination?

It consists of harmonizing group effort so asto achieve common objectives.

What isdivision of work?

Thework should be assigned to aperson for whom heis best suited. Work should bedivided
into compact jobsto beassigned toindividuals.
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11

Planning and Organizing
LESSON

I ntroduction

Inthe previouslesson, you learnt about the various functions of management, viz., planning,
organizing, staffing, directing, coordinating and controlling. Inthislessonwe shdl discussthefirst two
functionsi.e., planning and organizing emphasi zing the nature, importance and process of planning, and
thebasic concepts of organizing including process of organizing, the organization structure, delegation
and decentralization of authority.

Long Answer Type Questions

1. Discussany four stepsin planning process.

Ans Panningisaprimary function of management. Planning isdeciding in advancewhat isto bedone
and how itisto bedone.

PLANNING PROCESS/STEPS IN PLANNING

Planning in organization followsastep-by-step processwithout whichit may bedifficult to build
up proper plansand ensuretheir implementation. Such stepsareasfollows.

1. Establishment of objectives

Every organization hassomegod sthat it wantsto achieve. Planning actualy startswith defining
these goasinmore concrete, clear and unambiguousterms. Thisenablesthemanagementin
gaining clarity on what they haveto achieve and then plan all activitiesaccordingly. Hence,
establishing organizationa objectiveisapre-requisitefor good and meaningful planning.

2. Making assumptions (establishing premises) about the external and internal
conditions
M aking assumptions about the future environment of businessisthe second step in planning.
These assumptions about the future environment of the business are known as planning
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premises. These premisesmay be externa or internal. Externa planning premisesrelateto
conditionsoutsdethebusiness. Interna planning premisesrelateto conditionsprevailingwithin
theorganization.

3. Development of alter native cour ses of action

Thenext epin planningistoidentify theaternative coursesof actionto achievetheobjectives
set. For example, to achieve the objective of increasing the profits of abusinessunit, any one
or moreof thefollowing alternatives can be used:

e Increasethesaeof itsexisting products
e Improveproduct quality
e Addnew productsproduct lines
e Increasethepricesof products
e Reducecosts
4. Evaluation of Alter natives

Evaluation of dternativesisthefourth stepin planning. When aternative coursesof actionare
there before amanager, he hasto examine the feasibility and the possible results of each
course of action before sel ecting the best course.

5. Selectingtheappropriate cour seof action

After evaluating the alternativesthe manager will select that aternativewhich givesmaximum
benefit at minimum cost. I n selecting the best course from among the dternatives, managers
should aso keep inmind their own limitations of resources. Soinmaking thefina selection
from among the aternative courses of action, the management will ultimately be guided by:

(@ theopportunitiesprovided by theexternal environment; and
(b) theability of the businessunit to take advantage of these opportunities.
6. Arrangingfor implementation

After themanagement hasfindised their choice, it should build up the necessary Strategiesand
action planfor itsimplementationin dueconsultation with al key personnd who aretoimplement
it.

2. Describetheorganization structure?

Ans  Theprocessof organisation culminatesinto an organi sation structurewhich congtitutesanetwork
of job positions and the authority relationships among the various positions. Based on the
arrangement of activities, two most commonly used formsof organisation structureare (1) functiond
structure, and (2) divisiona structure. These arediscussed hereunder.
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1. Functional Structure

Anorganisation sructureformed by grouping together al activitiesinto functiona departments
and putting each department under one coordinating head iscalled functiona structure. Thus,
inany indugtrid enterprisethefunctionslike manufacturing, marketing, finance, and personndl
may constitutethe mgjor separate units (departments) of the enterprise. It may be noted that
themajor unitsuse arefurther divided into sub-units (seethefollowing chart). For example,
the manufacturing department may besub-divided into stores, repairs, maintenance, production,
etc.

Functional Structure

Chief
Executive

T S e}

—
Production Training and

Development

! Debt

—1 1
Repairs and Collection
Maintanence Remuneration

=

Thisform of organisation structure helpsin devel oping functional specidisationineach unit
duly headed by an expert in that functional area. Thisfacilitatesthe coordination withinthe
department sncedl arefully familiar with thevariousactivitiesinvol ved. However, thistypeof
sructureisconsidered suitablefor small and medium size organisations.

2. Divisional Structure

Inlargeorganisationsdealingin multiple productsand serving anumber of distinctive markets,
thedivisiona structureisconsidered moresuitable. Under such structuretheorganisationis
dividedinto unitsentrusted with al activitiesrel ated to different productson different territories
(markets). Each divisiona headisrequired tolook after al functionsrelated to the product or
market territory. It isshown below.
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Divisional Structure
(Product Based)

Chief
Executive
L
L | L] | L L}
Automobile Refrigerators Marketing

=1 Personnel =1 Personnel

=1 Production =1 Production

=1 Marketing =1 Marketing

ol Accounting al Accounting

Under divisonal structure, most activitiesassociated with aproduct or product group can be
well coordinated and its profitability easily ascertained. Moreover, it provides opportunity to
divisional managersto take prompt decisionsand resolveall sortsof problemswithout much
difficulty. However, thisstructureisexpensive and givesriseto duplication of efforts.

3. Discussthedelegation of authority and stateitsimportance.

Ans Inorganisations, itisdifficult onthe part of amanager to completedl thejobsassgnedtohim. He
thus, can take help from othersby asking them to do someof thework inaformal way. It means,
he can assign some of thework to his subordinate and give them authority to carry onthework
and at the sametime make them accountable.

Thisactive processof entrustment of apart of work or responsbility and authority to another and
the creation of accountability for performanceisknown as delegation. Thus, there arethree
elementsof delegation asfollows.

1. Assgnment of Responsibility: Thisisalso known asentrustment of duties. Duties can be
divided into two parts. onepart, which theindividua can perform himself and the other part,
which he can assign to hissubordinatesto perform.

2. Granting Authority: Authority heresmply referstotheofficial powersand position required
to carry on any task. When duties are assigned to subordinates then the required authority
must aso be conferred on him.
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ANs

3. Creating Accountability: Thisrefersto the obligation on the part of the subordinates, to
whom responsibility and authority are granted to seeto it that the work isdone. In other
words, the delegateeisfully answerableto hissuperior for performance of thetask assigned
to him. Thus, the superior ensures performance through accountability by hissubordinate.

I mportance of Delegation

e Ddegationisconsdered asoneof the most important elementsin the process of organization
because, it reducestheload on managersaswork issuccessfully shared by the subordinates.

e Thisimprovesthemanageria effectiveness because by delegating agood part of work tothe
subordinate the managersare able to concentrate on important matterswhich requirethem
persond attention.

e Thedeegation of respong bility with commensurate authority offersagood workable solution.

e It asoprovidesan opportunity for subordinatesto devel op, and motivates and preparesthem
for taking up higher responsibilitiesinfuture.
e Itleadsto creating ahealthy work environment and harmony among the employees. Thus,
del egation facilitates organi zational growth and prosperity.
Explain the meaning of formal and informal organisations. What ar e the differences
between these two?

Formal organisationreferstotheofficialy established pattern of relationship among departments,
divisonsand individual sto achievewel|-defined goalsand isaconscioudy designed structure of
roles.

Informal organisations on the other hand, refers to relationship between individualsin the
organisation based on persond attitudes, likesand didikesand originatesto meet their social and
emotional needs and devel ops spontaneously. However, they differ in respect of their origin,
purpose, structure, and authority, channelsof communi cation and behaviour of members.

Thedifferencesbetween formal andinformal organizationsare showninthefollowing table.
Formal Organisations I nformal Organisations

Itiscreated by thetop management. 1. Itisnot created by top management. It arisesout
of thenatural desire of the peopleto associate.

It iscreated to get thejobs of an 2. Itisformedto satisfy those needs of members

organisation performedinaplanned which cannot be satisfied through formal

and systematic manner. organisation.

Itismanaged by officialy appointed 3. Membersof theinformal group select someone

managers. astheir leader to take care of theinterests of the
group members.
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4. Managersof formal organizationhave 4. Theauthority of theleader of theinformal group

forma authority. depends upon the combined support of group
members.

5. Forma organisationispermanent 5. Informa organisationisof temporary nature. It
and stable. changesitsszeand membershipfromtimetotime.

Short Answer Type Questions

1. What ismeant by planning? Explain any threefeaturesof planning.

Ans Planningisdecidinginadvancewhat isto bedoneinfuture. Itinvolvesthesdection of objectives,
policies, procedures and programmesfrom among theaternatives.

Features

Thebasicfeaturesof planning can besummarized asfollows:

(8 Planningistheprimary function of management asevery activity needsto be planned before
itisactualy performed.

(b) Planningisawaysgod directed. A manager cannot plan anything unlessheknowswhat he
wantsto achieve. Thus, planningistaking such steps so asto achievethedesired goal.

(c) Panningispervasiveat al levelsof management and soasofor al functiona area.
(d) Planningisalwaysfuturistic. It isdeciding in advance what to do, how to do, etc.

(e) Planningisanintellectua activity and requirescertain conceptua skillstolook ahead into the
future. It needs good foresight and sound judgment to anticipate future events, develop
alternative courses of action and maketheright choice.

(f) Planningisacontinuousprocess.
(9) Planning basicdlly involvesmaking choices.
(h) Planningisflexible. Planning isdoneon the basisof someforecastswhich may not materalise.
Hence, plans haveto be changed in accordance with the changed conditions.
2. Describeany four pointsof importance of planning.

Ans Planningisthemostimportanceof al the management functions. Someof theimportancesareas
folows

(8 Planning reducesuncertainty, risk and confusionin operation. Through planning, thefuture
courseof actionisknownto all and so, everybody knows exactly what needsto be done.
Thisgivesasenseof direction resultingin efficiency in operations.

(b) Planning guidesthe decision making by the managers. Planning of goalsto be achieved and
the course of action to befollowed to achievethe goal act asaguideintheir own decision
making and action plans.

93



Ans
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(c) Planning helpsinachieving coordination and facilitatescontrol. Proper planningintegratesthe
tasksat the operational level, thereby making coordination more effective. It also helpsin
identifying deviationsand taking the corrective action.

(d) Panningwithandement of flexibility makesthe organi sation adaptable. In other words, planning
makesthe organi sation cgpable of coping with the changing environment and facing challenges.

(e) Planning leadsto economy and efficiency in operations. Best methods are selected out of
availablechoices, thus, reducing overlapping and wasteful activities.

() Planning beginswith the determination of objectivesand directed towardstheir achievement.
It keepsthe executivediveand dert. Managershaveto review the progress periodical ly and
recast their strategiesto meet the objectives.

It should be noted that planning also has certain limitations, asthe plansare based on certain
assumptionsand incompleteinformation. Hence, the management hasto bevigilant and provide
for necessary flexibility to take care of changed situations.

Describe the stepsin the organising process.
Theprocess of organising consistsof thefollowing steps—

1. Identification of activities: Every enterpriseis created with aspecific purpose. Based on
this, theactivitiesinvolved can beidentified.

2. Grouping of activities: Onceactivitiesareidentified, then they need to be grouped. They
aregroupedindifferent ways. Theactivitieswhich aresimilar in nature can begrouped asone
and aseparate department can be created.

3. Assgnment of responsbilities: Having compl eted the exercise of identifying, grouping and
classfyingal activitiesinto specificjobs, they can beassigned to individua sto take care of.

4. Grantingauthority: Onthebasisof responsbilitiesgiven to specificindividuals, they are
alsoto begiven the necessary authority to ensure effective performance.

5. Egtablishing relationship: Thisisavery important job of management aseverybody inthe

organi sation should know asto who he/sheisto report, thereby establishing astructure of
relationships. By doing so, rel ationshipsbecome clear and del egationisfacilitated.

Distinguish between delegation and decentralization.
Decentralisationisnot same asdel egation. Thepointsof differencesare-

e Whilede egationisthe processof assigning responsibility and authority and thereby creating
accountability; decentralisation istheultimate outcome of planned delegation.

e Delegation of authority takes place between the manager and his subordinates while
decentrdisationinvolvestheentire organisation, and isbetween top management and divisons/
departments.
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Ans

e Delegation isdoneto speed up thework and isessential in trace; while decentralizationis
optiond andisusudly doneinlarge scale organisations.

e Incaseof delegation the responsibility and authority del egated may bewithdrawn by the
delegator; whichisnot so easy in case of decentralisation.

What isdecentralization? Stateits benefits.

Decentralisation refersto asystematic effort to del egate authority at al levelsof management and
indl departments. Thisshiftsthe power of decision makingtolower level under awell consdered
plan.

Benefits
Decentralisation has number of benefits.
I. It reducestheworkload of thetop level management.
ii. It motivatesthe employeesand givesthem more autonomy.
iii. 1t promotesinitiativeand cregtivity.
iv. Itaso helpsemployeesto take quick and appropriate decisions.
V. In the process the top management is freed from the routine jobs and it enables them to
concentrate on crucia areasand plan for growth.
Discusstheauthority relationship among staff member sin an or ganization.

When apersonisgiven certain dutiesto perform, he must be given necessary authority to carry
ontheactivity successfully. Otherwise, hewill not ableto dothework. Smilarly, in an organisation
every member must have some sort of authority while performingindividua job. In other words,
theremust be an authority relationship among the staff members. Thus, onthe basisof nature,
authority may be of threetypes.

(8 Lineauthority;

(b) Staff authority; and

(o) Functiona authority.

Let ushaveabrief ideaabout all thesetypes.
(& LineAuthority

Lineauthority istheauthority of amanager over hisimmediate subordinates. Lineauthority is
the right of a manager to issue order and to see that these orders are carried out. A line
manager getstheauthority from hissupervisor and sharesit with hissubordinates. Soit flows
fromtop to bottom.
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(b) Staff Authority

Whenthework of linemanagersincreases, staff officersare gppointed to helpthem. Thejob
of staff officersisto giveadvice, information, suggestion and guidance. Staff peoplecanonly
advice. Thelr advice can be accepted or rejected by line managers. So, staff authority refers
totherespongbility and authority of providing advice and servicesto theline managers.

(¢) Functional Authority

Functiond authority issimilar tolineauthority, but itisexercised over apersonwhoisnot the
immediate subordinate of amanager.

7. Statetheimportanceof organizing.
Ans

1. Organizing isessentia becauseit facilitatesadministration aswell asoperation of enterprise.
By grouping work and people properly, productionincreases, overload of work ischecked,
wadtageisreduced, duplication of work isrestricted and effective del egation becomespossible.

2. Organizingfacilitatesgrowth and diversification of activitiesthrough clear divison of work. It

helpsin devel oping aproper organization structure and the extent and nature of decentralization
can be determined.

3. Inadditiontothe above, organizing a so providesfor theoptimum use of technica and human
resources.

4. It also encouragescrestivity and enhancesinteraction among different level sof management
whichleadsto unification of effortsof all.

8. What arethe objectives of business?
Ans Themain objectiveof businessisto earn profit.
9. Stateany two advantagesof planning?
Ans . Itreducesuncertainty, risk and confusionin operation.
ii. It guidesthedecision making by themanagers.
iii. It hepsinachieving co-ordination and facilitates control.
10. What ismeant by planning premises?

Ans  Making assumptionsabout thefuture environment of business.
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12.

ANs

13.

Ans

14.

ANs

15.

Ans

What arethevarioustypesin premises?

Planning premisesmay beinterna and externd premises, controllableand non controllableplanning
premises.

What isstrategic planning?

The process of setting future obj ectives and deciding on thewaysand means of achieving them.
What isformal organization?

It referstotheofficially established pattern of relationship among departments, divisionsand
individualsto achievewel|-defined goa sand conscioudy designed structure of roles.

What isinformal or ganization?

It refersto rel ationship between individual sin the organi zation based on persond attitudes, likes
anddidikes.

What isauthority?

When apersonisgiven certain dutiesto perform, he must be given necessary authority to carry
ontheactivity successfully.

97



12

Staffing

L ESSON

I ntroduction

Inasmal businessunit, likeagrocery shop, theowner may not need othersto help himinrunning
the shop, ashemay himself be abletolook after all theactivities. But asthe businessgrowsinsizehe
may find it difficult to manageall the activities alone and may haveto find out suitable personsand
employ them. Itisquite possiblethat you may start your own businessand face such asituation and
employ peopleto assist you in running the business. Alternatively, you yoursalf may beajob seeker. In
both the situations, you may find it useful if you know how employees are recruited, selected and
trained for the various positionsin an organisation. In thislesson, you will learnin detail about the
staffing functionincluding the sources of recruitment, the process of sel ecting the employeesandthe
variousmethodsof their training and development.

Long Answer Type Questions

1. Briefly describe any four stepsinvolved in the selection process.

Ans Theprocessof staffing startswith ascertaining the required number of various categories of
employeesfor the organisation. Thisisknown asmanpower planning. It decidesthekindsof staff
and the number of staff required for the organisation. Thisisdonethrough severa methodslike
job analysis, workload analysis, etc. The next thing to be donein the staffing processisthe
recruitment exercise, i.e., finding out the avail able manpower frominterna and external sources.
Thenext sepisto select theright person from theavailable manpower through testsand interviews
and makeagppointments. Thisisfollowed by their placement onthejolbsand necessary introduction
of thework environment and the rules of compensation, promotion, transfer etc. Thus, thevarious
stepsinvolved inthe process of staffing areasfollows.

(a8 Manpower Planning
(b) JobAndyss
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(©) Recruitment

(d) Sdection

(e) Placement

(f) Induction

(9 Trainingand Development
(h) PerformanceAppraisa

(i) Compensation

(j) Promotionand Transfer

L et usnow discussthese aspectsbriefly to gain more clarity.
a MANPOWER PLANNING

Manpower planning refersto the processof estimating the manpower requirement of an organisation.
While estimating the manpower requirement, the management generally keepsinmind the
availableinfrastructure including the technol ogy, production schedule, market fluctuation,
demand forecasts, government’spoliciesand so on.

b.JOB ANALYSIS

In the context of recruitment, one must be conversant with another important aspect of manpower
planningviz, jobanalyss, whichisapre-requisitefor any recruitment exercise. Thejobanalysi's
hel psin determining the quaifications, skillsand experiencerequired for various categories of
employees.

Cc. RECRUITMENT

Theterm recruitment isoften used to signify employment. It just refersto oneof theinitial stepsin
employment of peoplei.e., searching for suitable candidatesfor the variousjob positionsto
befilled up from timeto timein the organisation. Thus, recruitment isthe processof finding
and attracting suitable applicantsfor employment.

d. SELECTION

Selection refersto the process of choos ng the most suitable person from among thelist of interested
candidates. It involves going through the qualification and experience of al candidatesand
matching them with the expectation for the job so asto decide on the most suitable onesfor
thejob. Theentire process goesthrough anumber of stepswhich may becalled asselection
procedure.

e. PLACEMENT

If the sel ected candidate decidesto join the organi sation, he/she hasto report to the concerned authority
and formally joinsthe organisation by giving hisconsent inwriting. Then he/sheisplacedto
perform specificjob. Thus, placement refersto selected candidate’ sjoining the positionsin
the organisation for which they have beggysel ected.



f. INDUCTION

Inductionistheprocessof introducing new employeesto theorganisation. Usudly theimmediate
supervisor of the new employeeintroduceshimto hiswork environment. A proper induction
programmeislikely to reduce hisanxiety on how to copewith thework and how to become
part of the organisation and helps in development of a favourable attitude towards the
organisation and thejob.

0. TRAINING AND DEVELOPMENT

Héelping the employeestoimprovetheir knowledgeand skill so asto beableto performtheir
tasksmoreefficiently isknownastraining. Itisan organised activity for increasing theknowledge
and skillsof peoplefor aspecific purpose. Theterm * development’ refersto the process of
not only building up theskill and abilitiesfor specific purposebut a so the overal competence
of employeesto undertake moredifficult and challenging tasks.

h. PERFORMANCE APPRAISAL

In simple words, performance appraisal means judging the performance of employees.
Specificdly, it meansjudging there ativeabilitiesof employeesat work in asystematic manner.
This enables managers to identify employees who are performing the assigned work
satisfactorily.

i. COMPENSATION

Theterm* compensation’ refersto awiderangeof financial and nonfinancia rewardstothe
employeesfor servicesrendered to the organisation. It includeswages, salaries, allowances
and other benefitswhich anemployer paysto hisemployeesin consderationfor their services.
Compensation may bedivided into two categories:

(8 Base/primary compensation.
(b) Supplementary compensation.

‘Base or primary compensation’ isafixed amount paid every month to an employee. It
includeswages, salary and alowancespaid to an employeeirrespective of hisperformance.

‘ Supplementary compensation’ refersto the compensation paid to the employeesto motivate
themtowork moreefficiently. It isalso known asincentive compensation. Theincentivesmay
be monetary or non-monetary.

J. PROMOTION AND TRANSFER

When an employeeisassigned ajob involving greater responsbilities, more pay, higher status
and prestige than hig/her present job, itisknown as‘ promotion.” Thus, promotion refersto
the advancement of an employeeto ahigher level or position.

‘Trandfer’ refersto atype of job changewhereany employeeisassigned adifferent job of the
samerank and pay, or when an employeeisassigned asimilar job in another unit of thefirm.
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2. Briefly explain the various sources of recruitment? (OR) Explain any four external
sour cesof recruitment?

Ans Onemust beaware of the sources of recruitment before publicizing the specific staffing needs
and induce the suitable personsto apply for thejob positionsinvolved. These sources can be
internal and external.

(A) Internal Sour ces. Inany business, existing employees expect that they will have chancesof
promotion andwill beconsderedfor higher positionsbeforeoutsdersare consdered. Managers
therefore may promoteand transfer some of the existing employeestofill thevacant positions.

(B) External Sources: Under this, the managershaveto recruit some personsfrom outsidethe
organisation. Thevariousexterna sourcesof recruitment areasfollows.

@

()

©

(d)

©

)

MediaAdvertisements. Thisisavery popular medium of advertisng. Theadvertisement
containsdetail sabout thejob, its nature, the qualification required to do thejob, how to
apply, etc. Thejob advertisementsare a so givenin magazines, specialized employment
magazineslike Employment News, Rozgar Samachar, etc. Now-a-dayswed so commonly
find such advertisementsin variousdectronic medialikete evison and internet.

Employment Exchanges: In India, employment exchanges have been set up by the
government. The employer informs about the vacancies to the nearest Employment
Exchange. The Employment Exchange, in turn, identifiesthe names of the qualified
employment seekersalready registered withit, and forwardsthem to the empl oyer for
congderation.

Educational I nstitutions: Asand when the need arises, the companies send one or
moreof their senior executivesto theinditutionsof reputeimparting professiona/technica
education to students. These executivestaketheinterview of theinterested candidates
and select the suitable candidates as per their requirement. This processis popularly
known ascampusinterview.

Unsolicited Application: Thoselooking for jobs often apply ontheir owninitiative.
They assumethat certain vacanciesarelikely to arise, and apply without referencesto
any job advertisement. Managers keep arecord of such applications and contact the
suitable candidateswhen they need them.

Recruitment at the Factory Gate: Thisisfound mainly in case of factory workersto
berecruited on daily wages. Such workersgather inthe morning at thefactory gateto
serve as casua workers. These casua workers having served in the factory for some
timemay be cons dered for regular employment at some stage.

Referrals: Quite often the management getsreferences about interested workersfrom
different sourceslikeworkersunions, previousemployees, existing employees, clientsof
the organisation etc. These sourcesareimportant becausetheir recommendationsare
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made by peoplewho are associ ated with the organi sation and arefully conversant with
its requirements. But one should be very much cautious while considering such
recommendations.

(@9 Private Employment Agencies: In urban areas, anumber private organization has
started functioning asemployment agencies. These agenciesregister with them thenames
of theindividua swho are seeking employment and try to arrangejob interviewsfor such
candidates. Companiesoften get in touch with such agenciesto providethem the details
of suitablecandidatesfor variousjobs.

3. Briefly discussthe selection procedure.

Ans Thesdection procedure consistsof anumber of stepsinlogical order toidentify the candidates
who areto befinally appointed. These stepsare:

(8 Screeningtheapplications

(b) Holdingtests

() Sdectioninterview

(d) Checkingreferences

(e) Medical examination

(f) 1ssueof appointment |etter

Let usdiscussall thestepsin brief.
(& ScreeningtheApplications

Screening exerciseinvol ves checking the contents of the gpplicationsso asthe ascertainwhether
or not theminimum eligibility conditionsarefulfilled by the candidateswho have applied for
thejob. The purpose of screeningisto preparealist of eligible candidates. Candidates not
eligiblearethereby excluded from further consideration.

(b) Holding Tests

After screening the applications, eligible candidates are asked to appear for selection tests.
Thesetestsare madeto discover and measurethe skill and abilitiesof the candidatesinterms
of the requirements of thejob. All those who have passed thetest are qualified for further
processing and thosewho havefailed are not to be considered.

(¢) Conductinglnterview

Interview isthemost important part of the selection procedure. Inaninterview, the candidate
has aface-to-faceinteraction with the employer or representatives of the employer, where
they try tojudgetheability of the candidate. They a so get an opportunity togointothedetails
of the candidate' sbackgroundwhich helpsalotin ngthecandidates suitability.
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(d) Checking of References

In addition to the requisite educational qualification, skill and experience, it isexpected that
the candidateswho areto be cons dered for employment must have other qualitieslikebaanced
temperament, honesty, loyalty, etc. These qualities cannot bejudged on the basisof any test.
Therefore, information isobtained and verified fromthe heads of educationd ingtitutionswhere
the candidates have studied, or from the personswhose names are given by the candidatesas
referee, or from their previous employers. For certain jobs, like the job of acashier or a
security guard, reliability isavery important job requirement.
(e) Medical Examination

Candidatesfinally selected for the job are asked to undergo medical examination to see
whether the selected candidatesare physically fit for thejob. A proper medical examination
ensureshigher standard of health of the employeesand their physical fithesswhich, inturn,

reducesthelabour turnover, absenteei sm and accidents. Medical test isessential for certain
typesof jobsasinthe case of policeand army, where physicd fitnessisvery important.

(f) I'ssueof Appointment L etter

Candidatesfinaly sdected are offered tojoin the organi zation for which aforma appointment
letter isissued containing the nature of job, theremuneration, pay scale, and other termsand
conditionsrelating to employment.

Short Answer Type Questions

1. Describetheimportanceof staffing.
Ans Thebenefitsof good staffing areasfollows.

(@ Ithdpsingetting right peoplefor theright job at theright time. Thefunction of staffing enables
themanager tofind out asto how many workersare required and with what qualificationsand
experience.

(b) Through proper selection the organization gets quality workers, and through proper training
theperformancelevel of theworkerscan beimproved.

(©) 1thelpsinprovidingjob satisfaction to theemployeeskeeping their morale high. With proper
training and devel opment programmestheir efficiency improvesand they fedl assured of their
career advancements.

(d) Through proper staffing, individualsarenot just recruited and selected but their performance
isregularly appraised and promotions made on merit. For al these, certain rulesare madeand
areduly communicated to all concerned. Thisfostersharmony and peaceinthe organization.
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2.

What ismeant by training? Explain thedifferent methodsof training.

Ans  Trainingisnecessary for new employeesaswell astheexisting employeesfor improving their

Ans

performanceat work. For new employees, training isnecessary to help them get acquainted with
the method of operation and skill requirement of thejob. For existing employees, training at
periodical intervalsishelpful for learning better ways of doing thework, and a so asand when
they haveto undertake new jobs. Thus, training hel psemployeesto improvetheir knowledge
and skill and makethem performtheir tasksmoreefficiently. It also helpsthemin promotionand
improvestheir attitudesand confidencelevels.

Methodsof Training

Therearedifferent methods of giving training to the employeeswhich can bedivided into two
broad categories.

1. On-the-Job methods, and
2. Off-the-Job methods.

1. On-the-Job Training: Inthese methods, the employees|earn about their jobswhiledoing
thework duly assisted by their supervisorsor seniors. These methodsencourage salf-learning
through practice. Job instruction or coaching, and job rotation, learning whileworking asan
assi stant to asenior, understudy positions, temporary promotions are some of the common
methods of on-the-jobtraining.

2. Off-the-Job Training: Thesemethodsinvolvetraining employeesaway fromthework place.
L ectureswith demonstration, conferences, case discussions, video showsand filmsaresome
of the common methods used as off-the-job training methods. Then, thereisanother off the
jobmethod of training called vestibuletraining. The‘vestibuletraining’ referstothetraining
ingpecialy designed workshopsinwhich an attemptismadeto duplicate asclosely aspossible
the actual condition of thework place.

Explain performanceappraisal?

Insmplewords, performance gpprai s meansjudging the performance of employees. Specificaly,
it meansjudging therelative abilitiesof employeesat work in asystematic manner. Thisenables
managerstoidentify employeeswho are performing the assigned work satisfactorily, and those
who arenot ableto do so, and why. To befair, performance appraisal needsto be carried out
using the same methods and keeping in view uniform standards of work. Generally itisthe
respons bility of supervisorsto carry out performanceappraisal of their subordinates, and report
ittotheir own superiors. Hemay aso haveto identify the causes of the performance especidly if
it hasfallen short of the expected performance.
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4.

The standard of performance or the expected level of performance of an employeeonajob
formsthebasisof judging how well the empl oyee has performed, and whether oneemployeeis
more efficient than the other in doing asimilar job. Theyardstick placed may bethedesired
quantity of output, the quality of work done, minimization of wastage of materialscausedinthe
process of work etc. The choice depends upon thetype of job involved.

On which aspect the success of business depends?

Ans Staffing

5.

Ans

Ans

Ans

Ans

Ans

10.

ANs

ANs

12.

Ans

How the development of staff takesplacein an organization?

Helping the employeesto improvetheir knowledge and skill so asto be ableto performtheir
tasksmoreefficiently.

What ishuman resour ce planning?

Man power or human resource planning refers to the process of estimating the manpower
requirement of an organisation

What isjob analysis?
Determining thequdlifications, skillsand experiencerequired for various categoriesof employees.
What isrecruitment?

Searching for suitable candidatesfor thevariousjob positionsto befilled upfromtimetotimein
theorganization.

What arethe sourcesof recruitment?

Internal and external sources.

What aretheinternal sourcesof recruitment of the staff?
Promotionsgiventotheexigting staff.

What aretheexternal sourcesof recruitment of the staff?
Mediaand advertisement, employment exchanges.

What isreference consider ation?

Quite often the management getsreferencesabout interested workersfrom different sourceslike
workersunion, previous employees, existing employeesetc.
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13

aaon Directing

I ntroduction

Themanageria function of directingisliketheactivitiesof ateacher inaclassroom. Inorder to
teach, ateacher hasto guide hisstudents, maintain discipline, inspirethem and lead them to thedesired
goal. Itisavery important function in the management of any enterprise. It hel psthe managersin
ensuring quality performance of jobs by the employeesand achievement of organizational goals. It
involvessupervision, communication and providing leadership to the subordinatesand motivating them
to contributeto their best of capability. Inthislesson we shal learn about thisfunction in detail.

Long Answer Type Questions

1. What iscommunication? Explain how communication isan important eement of directing
functionsof management.

Ans Communicationisabas c organizational function, which refersto the processby which aperson
(known as sender) transmitsinformation or messagesto another person (known asreceiver).
The purpose of communication in organizationsisto convey orders, instructions, or information
so asto bring desired changes in the performance and or the attitude of employees. Proper
communication resultsin darity and securing thecooperation of subordinates. Faulty communication
may create problems due to misunderstanding between the superior and subordinates. The
subordinates must correctly understand the message conveyed to them. Thus, in communiceation:

e therearetwo parties, oneisknown asthe sender and the other isknown asreceiver;
e thereisamessage sent by the sender to thereceiver; and
e thereceiver recelvesthe message and understandsit.

Communication does not always flow from supervisor to subordinate. It can also befrom a
subordinateto asupervisor.

106



ANs

I mpor tanceof Communication

Communicationin organisationsissoimportant that it issaid to bethelifeblood of theorganisation.
Successof direction largely depends on how effectively the manager can communicatewith his
subordinates. Proper communication in organisationsat all levelsand between all levelscan
improve both the quantity and quality of output. Some of the benefitsof communication areas
follows

e Communication hel psemployeesto understand their role clearly and perform effectively.

e It helpsinachieving co-ordination and mutual understanding whichinturn, leadstoindustrial
harmony and increased productivity.

e Communicationimproves managerid efficiency and ensurescooperation of the staff.
e Effectivecommunication hel psin moulding attitudesand building up employees morae.

e Communication isthe meansthrough which del egation and decentralisation of authority is
successfully accomplished inan organisation.

Statethedifferent typesof communication on the basisof direction.

Communication can bedoneorally or inwriting or even through gestures. Communi cation may
be madethrough formal or informal channels. Thus, the varioustypes of communication areas
follows.

0]
(i)

On thebasisof channel used | Onthebasisof direction | On the basis of mode used
Formd () Upward (i) verba - (a)ord, (b) written
Informd (i) Downward (i)  Non-verbd (gestural)

(i)  Horizontad
(v) Diagond

The path through which information flowsiscalled * channel of communication’. Let usnow
discussthesebriefly.

(& Formal and Informal Communication

Inevery organisationwe havebothforma andinformal channels. The pathsof communication
which arebased on rel ationship established formally by management aretheformal channels.
Communication, which takesplace on the basisof informal or social relationsamong staff, is
caledinforma communication. Infact, it may bepurely persond or related to organisational
matters.

(b) Upward, Downward, Horizontal and Diagonal Communication
Onthebasisof theflow or direction of communicationin organisations, it can beclassfied as
upward, downward, horizontal or diagonal.
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When employees make any request, appeal, report, suggest or communicate ideasto the
superior, theflow of communicationisupwardi.e., from bottom to top.

Upward communication encourages empl oyeesto participate actively in the operations of
their department. They get encouraged and their sense of responsi bility increaseswhen they
areheard by their supervisorsabout problems affecting thejobs.

When communication is made from superiorsdown the hierarchy it iscalled adownward
communication. Communi cation of work assgnments, notices, requestsfor performance, etc.
through bulletin boards, memos, reports, speeches, meetings, etc, aredl formsof downward
communication.

Communication can a so beamongst membersat the samelevel inthe organisation. Thisis
known ashorizontd flow of communication. Here, the communication isamong peopleof the
same rank and status. Such communication facilitates coordination of activitiesthat are
interdependent.

When communication ismade between people who are neither in the same department nor at
thesamelevel of organizationa hierarchy, itiscalled diagonal communication. Thistype of
communication doestake place under specid circumstances.

(c) Verbal and Non-verbal Communication

On the basis of the mode used, communication may be verba or non-verbal. While
communicating, managersmay talk to their subordinateseither faceto face or ontelephoneor
they may send | etters, issuenotices, or memos. Theseared| verba communication. Thus, the
verbal modes of communication may beoral and written.

Sometimesverbal communicationissupported by non-verbal communication such asfacial
expressionsand body gestures. For example—wave of hand, asmileor afrown etc. Thisis
alsotermed asthegestural communication.

3. What ismeant by theterm supervision in management? Explain briefly thefunctions
and importanceof asupervisor.

Ans After theemployeeshave beeninstructed regarding what they haveto do and how todo, itisthe
duty of the manager to see that they perform the work as per instructions. Thisisknown as
supervision. Supervisors solve most of the routine job-related problems of subordinates.
Supervisor, thus, performsthefollowing functions:

e clarifiesordersand instructionsissued to subordinates and ensuresthat they have understand
andfollow thesefully;

e ensuresthat subordinates havetherequired facilitiesto performtheir jobs;
e keepsawatch and guidesthe activitiesof subordinatesin performing their jobs;
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ANs

e broadensthehorizon of hissubordinates by making them aware of thewider aspectsof their
day-to-day work;

e coordinatesthework of different subordinatesunder him; and
e detectserrorsand omissionsand ensurestheair rectification.
I mportance of Supervision

It must beclear that supervisionisof great significancein getting thework doneas per plansand
asscheduled. Onthebasisof theinfluence onthework at operational level and human approach
to the problems of workers, the supervision can ensure workers cooperation and support in
achieving organizationa objectives.

Supervisorsare the key people among managersat different levels. They arethelink betweenthe
top and middle management and the workers. They are the mouthpiece of management for
communicating itsideas, plansand policiesto theworkersand employees. Thus, itisonly the
supervisor who, asamember of the management team, iscapabl e of devel oping linkstoworkers.
Supervisorsare expected to maintain the best and friendly relationswith their seniorsaswell as
with theworkersand enjoy thetrust and confidence of both management and operatives.

Explain theterm leader ship and statethequalitiesof agood leader. (OR) * L eader ship
isconsider ed asthemost important element of thedir ecting function of management” .
Inthelight of thisstatement, explain theimportance of leader ship.

A personwhoisabletoinfluence othersand makethem follow hisingtructionsiscalled aleader.
L eadership isthe process, whichinfluencesthe peopleand inspiresthemtowillingly accomplish
the organisational objectives. The main purpose of managerial leadership isto get willing
cooperation of theworkgroup in pursuit of thegoals.

I mportance of L eader ship

Leadershipisessential infunctioning of any organisation and itsimportance and benefitsare
varied. Someof theseimportancesare:

e |eadershipimprovesthe performance of the employees. L eaders can motivate thefollowers
towork and thereby increasetheir performancelevel.

e With continuoussupport and guidance, |leadersareableto build confidenceamong thefollowers,
thereby increasing speed and accuracy and decreasing wastage.

o withfriendly and cooperative effortstheleader isableto build employees moralewhichin
turn contributeto higher productivity.

L eader ship Qualities
In order to be successful, aleader must possess certain qualities.

I. A good leader should be professionally competent, intelligent, analytical and he/she should
haveasenseof fair play, including honesty, sincerity, integrity, and sense of respongibility.
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Ii. Hemust possessinitiative, perseverance, bediligent and redistic in hisoutlook. Hemust also
be ableto communicate hissubordinates effectively.

iii. Humanrelation skillsareamust for any leader.

iv. Thesuccessor effectivenessof aperson asaleader depends upon hisbehaviour pattern or
leadership styleinrelationto thefollowers.

v. Toget thingsdone, managershavetoinfluencether subordinatesand seek their voluntary co-
operation.

When |eadersinvolve peoplein determining goals, and build up team spirit, chances are that
peoplewill follow themvoluntarily.

Short Answer Type Questions

1. What ismeant by directing? Explain in brief theimportance of directing.

Ans Directingisconcerned withingtructing, guiding, supervising andinpiring peopleintheorganisation
to achieveitsobjectives. It isthe processof telling peoplewhat to do and seeing that they doitin
the best possiblemanner.

IMPORTANCE OF DIRECTING

Plansremain mere plansunlessthey are put into action. In the absence of direction, subordinates
will have no idea as to what to do. They will probably not be inspired to complete the job
satisfactorily. Implementation of plansis, thus, largely the concern of directing function. Asa
function of management, directingisuseful in many ways.

e It guidesand hel psthe subordinatesto completethe given task properly and as per schedule.

e It providesthe necessary motivation to subordinatesto completethework satisfactorily and
striveto do them best.

e It helpsin maintaining disciplineand rewarding thosewho do well.

e Directinginvolvessupervision, whichisessentia to make surethat work isperformed according
totheordersand instructions.

o Different peopleperformdifferent activitiesintheorganisation. All theactivitiesareinterrel ated.
In order to co-ordinatethe activities carried out in different partsand to ensure that they are
performed well, directing isimportant. It thus, hel pstointegratethevariousactivitiesand so
asotheindividua goalswith organisationa goals.

e Directinginvolves|eadershipthat essentially helpsin creating appropriate work environment
and build up team spirit.
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2. What isthemeaning of theterm motivation? Describetheimportance of motivation.

Ans

Ans

4,

Motivationisoneof theimportant e ementsof directing. |ssuanceof proper ingtructionsor orders
doesnot necessarily ensurethat they will be properly carried out. It requiresmanager toinspire
or inducethe employeesto act and get the expected result. Thisiscalled motivation.

I mportanceof Mativation

Whileperforming ajob twothingsarerequired, the ability to work and thewillingnessto work.
Without willingnesstowork, ability towork cannot produceresults. Theimportance of motivation
liesin converting thisability to work intowillingnesstowork. Performance dependson ability as
well aswillingness; and willingness depends on mativation. Thus, motivationisakey eementin
directing peopleto do thejob. Some of the other benefits or importance of motivation are:

e With proper motivation there can be maximum utilisation of thefactorsof production likemen,
money, materia etc.;

o if employeesaremotivated it will reduce employeeturnover and absenteeism;

e Motivation fostersasense of belongingnessamong the empl oyeestowardsthe organisation
and asoimprovestheir morde;

e motivation he psinreducing the number of complantsand grievances. Thewastage and accident
rate also comedown; and

e With proper motivational techniques management can attract competent and best quality
employees.
State the essential elements of the managerial function of directing. (OR) State the
functionsof directing.

Directingisconcerned withingtructing, guiding, supervisng andinspiring peopleintheorganisation
to achieveitsobjectives. It isthe processof telling peoplewhat to do and seeing that they doitin
the best poss ble manner. Thedirecting functionthus, involves:

e telling peoplewhat isto be done and explaining to them how to doit;

e issuinginstructionsand ordersto subordinatesto carryout their assignmentsas schedul ed;

e supervisngther activities,

e inspiring them to meet the mangers expectation and contribute towardsthe achievement of
organizational objectives, and

e providing leadership.

Whoinvolvesin directing?

Ans Directorgorganisers
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Ans

Ans

Ans

ANs

10.

Ans

ANs

12.

Ans

13.

Ans

What are the activities involved in directing? (or) Name the different elements of
directing.

Communication, supervison, motivation and leedership arethefour essentid dementsof directing.
What thedirecting does?

Itisconcerned withinstructing, guiding, supervising and inspiring peoplein the organization to
achieveitsobjectives.

What isthe process of execution of planslaid down by the manager s?

Directing

What ismeant by communication?

It refersto the process by which aperson transmitsinformation or messagesto another person.
What ismeant by body language?

Communication through facial expression and body gestures. For example, wave of hand, a
gmile. Thisisalso termed asthe gestura communication

What doyou meant by supervision?
Keepsawatch and guidesthe activities of subordinatesin performing their jobs.

What ismotivation?

It isaforcethat inspires aperson at work to intensify hiswillingness to use the best of his
capability for achievement of specific objectives.

What isleader ship?
Itistheability to persuade and motivate othersto work in adesired way for achieving thegoal.

Whoisaleader?

A person who persuades others and makesthem follow hisinstructionswillingly iscalled a
leader.
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O Co-ordination & Controlling

I ntroduction

You have learnt about the various functions of management and gone through the details of
planning, organisng, saffing and directing functions. Inthischapter weshd| learnthedetall sof coordineting
and controlling functions. You know that the various business activities of an organisation are grouped
and carried out by different departments and within each department thereisdivision and sub-division.
In order to achievethe organisationa goalseffectively, thereisneed to ensurethat activitiesof such
divisions, sub-divisionsand departments are harmoni sed and duly monitored so that the performance
of the organi sation conformsto the plans and the prescribed time schedule. Thisisachieved through
proper coordination and control of the activitiesof al groups. Let usnow learn about the concepts of
coordination and control and the various stepsinvolved in the control process.

Long Answer Type Questions

1. What ismeant by control? Explain various stepsof the processof control.

Ans  Manageriad planning resultsintheframing of objectivesand laying down of targets. Controlling as
afunction of management refersto the eva uation of actua performance of work against planned
or standard performance and taking the corrective action, if necessary.

AccordingtoHenri Fayal, “ Control congstsin verifying whether everything occursin conformity
with the plan adopted, theinstructionsissued and principlesestablished.”

Accordingto Brech, “ Control ischecking current performance against predetermined standards
contained in the plans, with aview to ensure adequate progress and satisfactory performance,
and a so recording the experience gained from the working of these plansasguideto possible
future needs.
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Processof Control
The processof control consistsof various steps. L ook at thefollowing example.

Ramisemployed in agarments manufacturing company. Hisjob isthat of sewingtrousers. His
supervisor specifiesthat he should sew 20 trousersin aday. Thisisthefirst step of the control
process, i.e., fixation of standards. At the end of the day, the supervisor counts and findsthat
Ram has completed only 18 trousers. Thus, the* measurement of performance”’ isthe second
stepinthecontrol process. Then hecomparesit with the standards. Thisisthethird step of the
control process called “ comparison of performance with standards’. While comparing the
performance of the other workers he findsthat the two workers have produced lessthan the
standard. When the supervisor triesto ascertain the reasonsfor the poor performance, hefind
that machines onwhich the other two workerswereworking had devel oped somefault. Thisis
thefourth stepin controlling and isknown as* ascertaining reasonsfor deviation”. Then, inorder
to avoid such unexpected defectsin machinery infuture, the supervisor decidesthat everyday
therewill beaninspection of al toolsand equipments. Thisis* correctiveaction”, whichisthe
fifthand last epin controlling.

Measureme
nt of
Performance

omparison
of

Fixation of Performance

Standard

Control

Process

Corrective Ascertaining

action

reasons for
deviation

Let usnow discussthese stepsin detall.
1. Establishment of Standards

Setting standard isthefirst requirement of control. Standards arise out of plansand provide
thebasisof comparison. There can bedifferent typesof standards.

2. Measurement of Performance

When slandardsare established, thenext stepisto measurethe performanceat regular intervas.
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Performance should be measured asearly aspossiblesothat if acorrectiveactioniscalledfor
it may betakenintime.

3. Comparison of Performancewith ssandards

Thenext step inthe control processiscomparison of actud performanceagaing the standards.
In case the standards set are well defined and can be measured objectively, comparison
becomesvery simple. Comparison of actual and standard performance may lead to three
possible outcomes: actua performance may be(a) equal to, (b) morethan, or (c) lessthanthe
standard. If actua performanceisequal to the standard, managers need not take any action
but where deviationsare noticed, corrective action becomes necessary. The managersshould
ascertain whether these deviationsarewithin the permissiblerange or outsideit. Corrective
action becomesnecessary only for deviationswhich fal outsidethe permissiblerange.

4. Detecting thereasonsfor deviations

Before taking any corrective action, managers should try to ascertain the reasonsfor the
occurrence of deviations. Thefault may bethat standardsfixed were unattainablerather than
thesubordinate' sinefficiency. Hence, itisessentia that the reasons, which caused thedevition,
be ascertai ned to determine the appropriate corrective action.

5. Taking correctiveaction

Oncethe causesfor deviationsbecomeknown, the next stepisto goinfor acorrectiveaction
which may involverevision of standards, changing the methods of selection and training of
workersor providing better motivation. Therectification of deviationsfrom the standards
should be undertaken promptly so that further losses are avoided.

Co-ordinationisneeded at all levelsand in all functional ar easof management. Comment.
(OR) Explain briefly why coordination iscalled essence of management?

Meaning

In every organization, different types of work are performed by variousgroupsand no single
group can be expected to achieve the goal s of the organization asawhole. Hence, it becomes
essentia that the activitiesof different work groups and departmentsshould be harmonized. This
function of management isknown as‘ co-ordination’ . It ensuresunity of actionamongindividuals,
work groups and departments, and brings harmony in carrying out the different activitiesand
functionsso asto achievethe organizational goalsefficiently.

Definition
“ According to Brech, Coordinationisba ancing and keeping together theteam by ensuring suitable

allocation of tasksto the various members and seeing that the tasks are performed with the
harmony among themembersthemsalves.”
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Significance

Thesignificanceof co-ordination asafunction of management mainly arisesfromthefact that
work performed by different groups, unitsor departmentsformintegral part of thetotal work for
which an organization isestablished. Without harmoni zed effort or unity of action, achievement of
goalsin some departments may run counter to that of the other departments, or the timing of
achievementsmay not fit in properly. Thishasto be avoided and the managers haveto prevent
overlgpping and conflict soasto achieveunity of action. Withincreasing Szeand scaleof operations,
thesignificanceof co-ordination becomesmoreimportant. Thisisbecauseof thefollowing reasons

(& Whenthereisgrowthinsizeand the volume of work, therewill be more people and work
groups. Sothereisgreater possibility of peopleworking at cross purposesasthe unit and
sub-unit goals may be considered moreimportant by them than the organizational goals.
Hence coordinating the activitiesin alarge concern becomesamajor task for the managers.

(b) Largeorganizationsgenerdly tend to haveactivities|ocated at different places, which may not
permit frequent and closeinteraction among people. Hence, the need for coordination becomes
greater and it becomesamajor responsi bility for themanagers.

(c) Growthinsizeof anorganization isoften combined with diversification of businessactivities.
Thismay be dueto new unrel ated products being added to the existing products. Asaresullt,
theremay bemoredivison and sub-divison of activities. At thesametime, thereisanincrease
inthe number of managerial levelsand vertical division of responsibilities. All these make
coordination moredifficult aswell asimportant.

Inview of theimportance of coordination inan organization, itissometimescalled the‘ essence
of management’ . Itisafunction of managersinal departmentsand branchesof an organization,
and applies at al levels of management. It ultimately helpsin reconciliation of goals, total
accomplishment of business obj ectives, and maintenance of harmonious rel ationship between
different groupsand ensuring economy and efficiency intheorganization.

Short Answer Type Questions

1. Planningand control areinseparable. Discussin brief.

Ans Planning and controlling are closely related and depend upon each other. Controlling depends
upon planning because planning providesthetargetsor sandardsagaing which actua performance
canbecompared. Controlling, on the other hand, apprai sesplanning. It bringsout the shortcomings
of planning and hel psto improve upon the plans. The manager revises the plan because the
control exerciseindicated that standard he had fixed was unreasonably high and beyond the
reach of theworkers. It may benoted that in order to exercise effective control, managers should
not only havethe standards but al so seethat information on the gaps between actua and standard
performanceismade availableand action takento rectify thedeviations, if any. Thisisessentia
because, without such information, managerswill not be ableto measurethe deviationsand,
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without corrective action, the entire control processwould be ameaninglessexercise. Thus,
contrallinginvolves

(i) knowing thenature, quantum and timeframe of thework;
(i) comparing the performancewiththeplan;
(iii) andysingdevidtion, if any;
(iv) taking corrective steps, and
(v) suggesting revison of plans, if necessary.
2. Stateany tworeasonsof importanceof control.

Ans Controllingisoneof theimportant functions of management. It pinpointsthe deviationsonthe
basi s of which managers can take corrective steps. If no control isexercised, work may not be
done as desired and inefficiencies may remain undetected. The importance of control has
cons derably increased now-a-daysdueto several reasons. Busnessunitshavegrowninsize
and include alarge variety of operations. Thereisgreater competition in the market among
different producersand sellers. Hence, the managers have to maintain and continuoudly improve
theefficiency of operations. For thispurpose, regular checking of thework doneisrequired. This
may aso helpinminimizing thecost and wastage. It isal o necessary that targetsof achievement
areraised fromtimeto timeand employeesduly rewarded for better performance of work. This
ispossibleonly through the processof control. Thus, controlling

(@ helpsinachievingthetargets,
(b) helpsintaking correctiveactionontime;
(¢) hdpsinmonitoring andimproving employeesperformance;
(d) helpsinachieving better coordination;
(€) helpsin better planning;
(f) hepsinminimisngerrors,
(g) facilitatesdecison making; and
(h) smplifiessupervison.
3. Stateany four characteristicsof control.
Ans. Thefollowing arethebasic characteristicsof control.

1. Planningisthebasisof control: Control issaid to be checking performance as per what
has been planned. So planning precedes controlling and sets the standards and targets of
performance.

2. Control isacontinuousprocess. It isan ongoing and dynamic function of management. It
involvesacontinuousreview of performanceand isnot aone-timeexercise. The period of
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control normally depends upon the nature of work, the amount of work and the policies of
management.

3. Control isall pervasive: Control isexercised at al levelsof management, andisdonein
every functional areaand at each unit or department. Thus, control isall pervasive.

4. Actionistheessenceof control: Control isan action-oriented process. Thevery purpose
of control isdefeated if correctiveactionisnot taken for improvement of performanceor the
revisonof plans.

5. Control isforward looking: Control isfuturisticin nature. It measurescurrent performance
and providesguidelinesfor the corrective action. Thisensuresfuture performance as per
plans. Thus, itisforward looking.

4. A good control system isone which is effective and servesits purpose. Explain giving
essentials of good control system.

Ans Inorder to ensurethat the control systemiseffective and servesits purpose, it must meet the
following requirements.

(& Simple: It should besimpleand easily understandable.

(b) Clear objectives: Objectivesshould beclearly and specifically laid down and expressedin
quantitativetermsleaving no scopefor subjectiveinterpretation.

(c) Appropriate: It should beappropriateto suit the requirements of the organisation. Control
sysemfor amanufacturing concernisto bedifferent fromthet of atrading or serviceorganisation.

(d) Flexible: 1t should beflexibleand responsiveto changing requirements of the organisation
and be adaptabl e to the new developments.

(e) Forward looking: Thecontrol system should bedirected towardsfuture. It should indicate
the steps to be taken in future so that the deviations do not continue and reduced to the
minimum.

(f) Concentrateon exceptions: An effectiveand economical control system must focusattention

onfactorscriticd to performance. If wetry to control every small aspect, thesystemislikely
to create problemsrather than ensuring planned performance, and may prove costly.

(g) Efficient control techniques: Thecontrol techniquesare considered efficient if they helpin
detecting thederivationsat an early stageand help in achieving thedesired results. Thereare
varioustechniquesor methodsthat areused for the purpose of control. Someof thesetechniques
are Break Even Analysis, Programme Evaluation and Review Technique (PERT), Critical
Path Method (CPM), Statistical Quality Control (SQC) and Management Audit etc.

5. What ismeant by establishment of standardsin controlling?

Ans Setting standard isthefirst requirement of control. Standards arise out of plansand providethe
basisof comparison. There can bedifferent typesof standards. For example, number of unitsto
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be produced per hour, cost of production per unit, permissible quantity of scrap and waste per
day, quality of productsetc.

What isco-ordination?

Co-ordination meansorderly arrangement of group effortsto provideunity of actioninthepursuit
of acommongoal.

What iscontrolling?

Control congstsin verifying whether everything occursin conformity with the plan adopted, the
ingtructionsissued and principles established.

State any two aspects of controlling.
I. Knowing the nature, qguantum and timeframe of thework,
ii. Comparing the performancewith the plan, and

iii. Suggesting revison of plans, if necessary.

State any two needsof controlling.
I. Helpsinachievingthetargets,

il. Helpsinachieving better co-ordination,

iii. Helpsintaking correctiveactionontime.

Statethe advantagesof co-ordination.

It helpsin reconciliation of goals, total accomplishment of business objectives, maintenance of
harmonious rel ationship between different groups and ensuring economy and efficiency inthe
organization.
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N Financing of Business

I ntroduction

You must have seen adoctor busy in running hisclinic, ashopkeeper salling groceries, or atailor
busy ingtitching clothes. They al are pursuing their occupationsor doing businessto earntherr livelihood.
To become successful intheir occupation or businessall of them need some amount of funds (money)
to buy the required materials, tool sand equipments. The doctor hasto purchase medical equipments
and furnitureto run hisclinic, the shopkeeper hasto buy groceries, thetailor hasto purchase sewing
machine, threads and other stitching materialsfor hiswork. Thus, any type of businessor occupation
requiresmoney at every stagesof itsoperation. Now, the question arisesfrom wheredo thebusinessmen
gather therequired amount of money? Arethey ableto manage with their own money to start and run
their busness?Obvioudly, itisdifficult andin caseof largebusiness, it isruled out. So we haveto know
what arethe various optionsavailableto them to arrange the required amount of funds (also called
capital). Inthislesson, we shdl try to find out the answer to such questions.

Long Answer Type Questions

1. What are’Debentures ? Describethreemeritsand threelimitationsof debenturesasa
sour ce of long-term financefor a company.

Ans Thecompaniescanraiselong term fundsby issuing debenturesthat carry assured rate of return
for investorsintheform of afixed rate of interest. It isknown asdebt capital or borrowed capital
of thecompany. Thedebentureisawritten acknowledgement of money borrowed. It specifies
thetermsand conditions, such asrate of interest, time of repayment, security offered, etc. These
areoffered to the public to subscribein the samemanner asisdonein the case of shares.

Thedebenture holdersarethe creditors of the company and are entitled to get interest irrespective
of profit earned by the company. They do not haveany voting right. Sothey do not interfereinthe
day-to-day management of the business. Ordinarily, debenturesarefully secured.
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Merits of Debentures

(a) Debenturesare secured loans. On winding up of the company, they are repayabl e before
making any payment to the equity and preference shareholders.

(b) Thedebenture holdersget assured returnirrespective of profit.

(c) Issueof debenturesenablesthe company to provide high return to equity shareholderswhen
theearningsof thecompany aregood. Thisiscalled Trading on Equity.

(d) Debentureholdershavenoright either to vote or take part inthe management of the company.
So by issuing debenturesthe company raisestheadditiona capita without diluting the control
over itsmanagement.

(e) Interest paid on debentures is treated as an expense and is charged to the profits of the
company. The company thus, savesincometax.

Limitationsof Debentures

(@ If theearningsof the company are uncertain and unpredictable, issue of debenturesmay pose
serious problemsdueto fixed obligation to pay interest and repay the principa. So, whenthe
company expectsgood and stableincome, then only it should i ssue debentures.

(b) The company, which issues debentures, creates a charge on its assets in favour of
debentureholders. So acompany not having enough fixed assets cannot borrow money by
issuing debentures.

(c) Theassetsof thecompany once mortgaged cannot be used for further borrowing. So, issue
of debenturesreducesthe borrowing capacity of the company.

2. Differentiate any four points between ‘Shares and ‘Debentures as sour ces of long-

term finance.
Ans Difference between Sharesand Debentures
Basis Shares Debentures

1. Status Shareholdersaretheownersof the | Debentureholdersarethecreditorsof the
company. They provideownership | company. They provideloansgeneraly for
capital whichisnot refundableunless| afixed period, which areto be paid back.
thecompany isliquidated.

2. Natureof | Shareholdersget dividends. Its Interest ispaid on debenturesat afixed rate.
refurnon | amount isnot fixed asit depends Interest ispayableevenif thecompany is
invesment | onthe profit of the company. running at aloss.

3. Rights Shareholdersarethereal ownersof | Debentureholdersdo not havetheright to
thecompany. They havetherightto | attend meetingsof thecompany. Sothey
voteand determinethe policiesof have no say in the management of the
thecompany. company.
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4. Security | Nosecurity isrequiredtoissue Generally debenturesare secured. So,

shares. sufficient fixed assetsarerequired when
debenturesareto beissued.
5. Orderof | Sharecapital ispaid back only after | Debentureholdershavethe priority of
repayment | paying the debentureholdersand repayment over shareholders.

creditors.

6. Rik Riskishigh dueto uncertainty of Littlerisk dueto certainty of return.
returns.

7. Control Shareholdershave acontrol over Debenturehol dersholdershave no control
theaffairsof thebusiness ontheaffarsof thebusiness

3. Explainthemain purposesfor which businessneedsfunds.

Ans Every businessrequires someamount of money to start and run the business. Whether itisa

small businessor large, manufacturing or trading or transportation business, money isan essential
requirement for every activity. Money required for any activity isknown asfinance. Sotheterm
‘businessfinance’ referstothemoney required for businesspurposesand thewaysby whichitis
raised. Thus, itinvolves procurement and utilization of fundsso that businessfirmswill beableto
carry out their operationseffectively and efficiently.

A businessunit cannot moveas ngle step without sufficient amount of finance. Hence, let uslearn
indetail asto why do the business need funds.

Every businessneedsfundsmainly for thefollowing purposes:

1.

To purchasefixed assets. Every type of business needs some fixed assetslike land and
building, furniture, machinery etc. A largeamount of money isrequired for purchase of these
assets.

. Tomeet day-to-day expenses. After establishment of abusiness, fundsare neededto carry

out day-to-day operationse.g., purchaseof raw materias, payment of rent and taxes, telephone
and electricity bills, wagesand salaries, etc.

. Tofund businessgrowth: Growth of business may include expansion of existing line of

businessaswdll asadding new lines. To finance such growth, one needs morefunds.

. Tobridgethetimegap between production and sales: The amount spent on production

isredised only when salesaremade. Normally, thereisatime gap between production and
sales and al so between sales and realisation of cash. Hence during thisinterval, expenses
continueto beincurred, for which fundsarerequired.

. Tomeet contingencies. Fundsare alwaysrequired to meet the upsand downsof business

and for some unforeseen problems. Suppose, amanufacturer anticipates shortage of raw
materid safter aperiod, then hewould liketo stock theraw materialsinlarge quantity. But he
will beabletodo soonly if sufficient money isavailablewith him.
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6. Toavail of busnessopportunities: Fundsareasorequiredto avail of businessopportunities.
Supposeacompany wantsto submit atender for which someamount of money isrequiredto
be deposited al ong with the application. When a stockist offers special discount on large
amount of purchaseof any particular materia then amanufacturer canavail of such offer, only
if hehasadequatefundsto buy it.

4. Writeexplanatory noteson:
(a) Retention of Profits, and (b) Public Deposits, asmethodsof long-term finance.

Ans (a) Retention of Profit

Likeanindividual, companiesaso set asdeapart of their profitsto meet future requirements
of capital. The portion of the profits, which isnot distributed among the shareholdersbut is
retained and reinvested in business, iscalled retained earnings or ploughing back of profits. As
per Indian Companies Act 1956, companiesarerequired to transfer apart of their profitsin
reserves|ike General Reserve, Debenture Redemption Reserveand Dividend Equalisation
Reserveetc. Thesereservescan beused to meet long-termfinancia requirementslike purchase
of fixed assets, renovation and modernisationsetc. Thismethod of financing long-term financia
requirement isalso called asRetention of Profit.

Merits
Following arethe benefits of retention of profit.

1. Cheap sourceof capital: No expensesareincurred when capitd isavailablefromthis
source. Thereisno obligation on the part of the company either to pay interest or pay
back the money. It can safely be used for expansion and moderni sation of business.

2. Financial stability: A company which hasenough reservescan face upsand downsin
business. Such companiescan continuewiththeir businessevenindepression, thushbuilding
upitsgoodwill.

3. Benefitstotheshareholders: Shareholders are assured of astable dividend. When
the company does not earn enough profit it can draw upon itsreservesfor payment of
dividends. Not only that their holding size canimprovewith issue of bonusshares. Dueto
reserves, thereiscapital appreciation, i.e., thevalue of sharesmay go up inthe share
market.

Limitations
Following arethelimitationsof retention of profit:

1. High Profit required: Thismethod of financing ispossible only when the company
earnshuge profitsand that too for many years.

2. Dissatisfaction among shareholders: Accumulation of profits often leads to low
dividend payment by companies. Not only that, the companiesmay not utiliseit for issue

123



of bonussharesto avoid higher dividend payment. Thismay createdissatisfaction among
theshareholders.

Mis-management of funds. Capital accumulated through retained earningsencourages
management to belesscareful with utilisation of fundswhich may lead tolow profitability.
Itisnotinthelong runinterest of the shareholders.

(b) Public Deposits

Under thismethod companies canraisefunds by inviting their shareholders, employeesand
thegenera publicto deposit their savingswith thecompany. To attract the public, the company
usudly offersahigher rate of interest than theinterest on bank deposit. The period for which
companies accept public depositsranges between six monthsto 36 months.

Procedure of raising fundsthrough Public Deposits

When an organisation wantsto rai sefundsthrough public depogitsit give an advertisement
inthe newspapers.

It declarestherate of interest, which may vary depending upon the period for which
money isdeposited.

It d s0 declaresthetimeand mode of payment of interest and the repayment of deposits.
Theamount of deposit should not exceed 25% of the paid up capita and general reserves.

Thecompany isd so required to maintain aRegister of Depositorscontainingal particulars
asto public deposits.

Merits

Following arethe meritsof public deposits.

1. Simpleand easy: Themethod of borrowing money through public depositisvery smple.
It doesnot requiremany legal formalities. It hasto be advertised in the newspapersand
areceiptistobeissued.

2. Nochargeon assets. Public depositsare not secured. They do not have any chargeon
thefixed assets of the company.

3. Economical: Expensesincurred on borrowing through public depositsare much less
than expenses of other methodslikeissue of sharesand debentures.

4. Flexibility:Publicdepositsbring flexibility inthecapita structureof thecompany. These
can be rai sed when needed and refunded when not required.

Limitations

Following arethelimitationsof public deposits.

1.

Uncertainty: A concern should beof high reputeand have ahigh credit rating to attract
publicto deposit their savings. Theremay besudden withdrawal sof deposits, which may
createfinancia problems. Depositorsareregarded asfair weather friends.
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2. Insecurity: Public depositsdo not have any charge on the assets of the concern. It may
not always be safe to deposit savingswith companies particul arly those, which are not
very soundfinancidly.

3. Limitsontheamount raised: Therearelimitson theamount that can beraised through
public deposits.

5. Discussbriefly any four methodsof raising short-term finance.

Ans Thereareanumber of methodsused for raising short-term finance. Theseare:

1
2
3

. Tradecredit
. Bank credit
. Factoring

4. Customers Advances

S.
6.

Installment Credit

Loansfrom Unorganised sectors

Let usknow in details about them.

1.

3.

TradeCredit

Trade credit refersto credit granted to manufacturers and traders by the suppliers of raw
materid, finished goods, components, etc. Usually bus ness enterprisesbuy goodson 30to
90 dayscredit. Thismeansthat the goods are ddlivered but paymentsare not made until the
expiry of theperiod of credit. Thistypeof credit doesnot makethefundsavailablein cash but
it facilitates purchases without making immediate payment which amountsto funding it by
suppliers. Thisisavery popular source of short term finance.

. Bank Credit

Commercia banksusualy provide short-term financeto businessfirms, whichisknown as
bank credit. When bank credit isgranted, the borrower getsaright to draw the amount of
credit asand when needed. Bank credit may begranted in any of thefollowing ways:

(@ Loansand Advances

(b) CashCredit

(c) BankOverdraft

(d) Discountingof Bill
Factoring

Factoring isamethod of raising short-term financefor the businessinwhichthebusinesscan
take advance money from the bank against the amount to be reali sed from the debtors. By
thismethod, thefirm shiftstheresponsibility of collecting the outstanding amount from the
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debtors on payment of a specified charge. Here the business gets the money in advance
without waiting for duedate. Alsoit savestheeffort of collecting the debts.

. Customers Advances

Sometimesbusinessmening & tother cusomersto make someadvance payment. Itisgenerdly
asked when thevalue of order isquitelarge or goodsordered are very costly. Customers

advancerepresentsapart of the payment towards sale price of the product(s), whichwill be
delivered at alater date. Customersgenerally agreeto make advance payment when such
goodsarenct easily availableinthemarket or thereisan urgent need of any goods. A firmcan
meet itsshort-term requirementswith the hel p of customers' advances.

. Loansfrom Unor ganised Sectors

In addition to the above methods of raising funds, the businessmen dwayshavetheoptionto
takethemoney from the unorgani sed sector likel oansfrom the moneylender (caledindigenous
bankers), friendsand relatives. To meet the short-term and urgent need of business, money
can be obtained from them either on personal security or on security of tangible assetsand
persona properties. Sincetheinterest charged onloansfrom unorgani zed sector isnormally
very high, the businessmen arenot very keento avail of loan from thissource.

6. Statethe differences between equity sharesand preference shares.
Ans
Basis of Equity shares Preference Shares
difference
(i) Choice Itiscompulsory toissuethese Itisnot compulsory toissuethese
shares. shares.
(i) Paymentof Dividendispaidontheseshares | Dividendispaid onthesesharesin
dividend only after paying dividendon preferenceto the equity shares.
preferenceshares.

(i) Returnofcapitd | Incaseof winding up of the In case of winding up of thecompany
company theequity sharecapital | thecapital isrefunded in preference
isrefunded only after therefund | over theequity shares.
of preference share capitdl.

(iv) VotingRight Theequity shareholdersenjoy The preference shareholdersdo not
votingrights. havevoting rights.

(v) Accumulationof | Thedividendsonequity sharesarel Theunpaddividendsareaccumulated

Dividend not accumulated and thereforecan| and are carried forward to thefuture
not be carried forward. yearsin caseof cumulativepreference
shares.
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7. Explainthedifferent typesof financial requirementsin abusiness.

Ans Inevery businessactivity money isanimportant aswell asessential component. Now let ussee
thenature and type of financia requirement of the businessenterprises.

Thetypeand amount of fundsrequired usudly differsfrom one businessto another. For instance,
if thesize of businessislarge, theamount of fundsrequired will also belarge. Likewise, the
financia requirementsare morein manufacturing businessas compared to trading business. The
businessneed fundsfor longer period to beinvested infixed assetslikeland and building, machinery
etc. Sometimes, the business al so needsfund to beinvested in shorter period. So based onthe
period for which thefundsarerequired, the businessfinanceisclassified into three categories.

(& Short-term Finance;
(b) Medium-term Finance; and
(¢) Long-term Finance;
L et usnow learn about each of themindetail.

Short-term Finance

Fundsrequired to meet day-to-day expensesare known as short-term finance. Thisisrequired
for purchase of raw materials, payment of wages, rent, insurance, electricity and water hills, etc.
Theshort-term financeisrequired for aperiod of oneyear or less. Thisfinancia requirement for
short periodisalso known asworking capital requirement or circulating capital requirement. It
may be noted that apart of theworking capital requirement isof along-term nature, ascertain
minimum amount of fundsare alwayskept to meet the requirement of stock and regular day-to-
day expenses.

M edium-ter m Finance

Medium-term financeisutilised for all such purposeswhereinvestmentsarerequired for more
than oneyear but lessthan fiveyears. Amount required to fund moderni sation and renovation,
gpecia promotional programmesetc. fall inthiscategory.

L ong-term Finance

Theamount of fundsrequired by abusinessfor morethan fiveyearsiscalled long-term finance.
Generaly thistype of financeisrequired for the purchase of fixed assetslikeland and building,
plant and machinery furnitureetc. Thelong-term financeisalso known asfixed capita assuch
needinfactis, of apermanent nature.

Short Answer Type Questions
1. ‘Financeisconsidered asthe life-line of the business, especially in the modern day’.
Givereasonsfor the same. (OR) State the importance of businessfinance.

Ans Financeisthemost important requirement of every businessand it isconsidered aslifelineof the
business. Inadequatefinance posesmany problemsand may bring anendtothelifeof thebusiness.
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Theimportanceof finance hasconsderably increased in modern daysdueto following reasonsin
additionto the usual need:

(&) Needfor LargeScale Operation: Now-a-daysbusnessactivitiesaregenerally undertaken
on alarge scale. The products of any country are now freely and easily availablein other
countries. Theentireworld hasbecomeabig market. Soto surviveinthebusinessworldthe
businessman hasto expand the horizon of hisactivitiesand function on largescale. This
expans on of businessawaysdemands morefunds.

(b) Useof M odern Technology: Use of latest technology in the process of production aswell
asdigtribution hasbecomeimperativefor every busnessnow-a-days. To meet the competition,
production process now demands use of modern machinery, equipmentsand tools. Hence,
thereisagreater need for financeto meet the challenge of theworld’smarkets successfully.

(c) Promotion of sales: Inthiseraof competition lot of money isto be spent on activitiesfor
promoting sales. Thisinvolvesadvertisement, persond sdling, useof sdespromotiona schemes,
providing after sales serviceand free homedelivery, etc. which need hugeamount of funds.

2. Explain any twowaysin which abusinessenter prisecan obtain bank credit.
Ans Bank Credit

Commercial banksusually provide short-term finance to businessfirms, which are known as
bank credit. When bank credit isgranted, the borrower getsaright to draw theamount of credit
asand when needed. Bank credit may be granted in any of thefollowing ways:

(& Loansand Advances: When acertain amount of money isadvanced by abank repayable
after aspecified period, itisknown asbank |oan. Such advanceiscredited to aseparateloan
account and the borrower hasto pay interest on thewhole amount of loan irrespective of the
amount of loan actually drawn. Usually loansare granted against security of assets.

(b) Cash Credit : Itisan arrangement whereby banksallow the borrower to withdraw money
uptoagpecified limit. Thislimitisknownascash credit limit. Thisfacility isgranted against the
security of goodsin stock or promissory notesor other marketabl e securitieslike government
bonds. Under thisarrangement, the borrower can draw, repay and again draw the amount
within thesanctioned limit. Interest ischarged only on theamount actualy withdrawn and not
ontheamount of entirelimit.

(c) Bank Overdraft : When abank allowsitsdepositorsor accounthol dersto withdraw money
inexcessof thebalancein his current deposit account upto aspecified limit, itisknown as
overdraft facility. Thislimit isgranted purely onthebasisof credit worthinessof the borrower.
Interest ischarged only onthe overdrawn money. Rate of interest in case of bank overdraftis
lessthan therate charged under cash credit.

(d) Discountingof Bill : Banksa so giveadvance money by discounting bill of exchange. When
abill of exchangeis presented before the bank for encashment, bank creditsthe amount to
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customer’saccount after deducting some discount. Theamount of discount ischarged onthe
bas sof theinterest for the period of bill. On maturity of thehill, the payment isreceived by the
bank from the drawee.

3. Give two merits and two limitations of equity shares, from the point of view of the
management.

Ans Meritsof Equity Shares(From Management point of view)
e A company canraisecapital by issuing equity shareswithout creating any chargeonitsfixed
assets.

e Thecapital raised by issuing equity sharesisnot required to be paid back during thelifetime of
the company. It will be paid back only when the company iswinding up.

e Thereisno binding on the company to pay dividend on equity shares. The company may
declaredividendsonly if thereare enough profits.

e If acompany raisesmorecapital by issuing equity shares, it leadsto greater confidenceamong
thecreditors.

Limitationsof Equity Shares(From M anagement point of view)

e Itrequiresmoreformalitiesand procedura delay to raisefundsby issuing equity shares. Also
the cost of raising capita through equity shareismore ascompared to debt.

e Astheequity shareholderscarry votingrights, groupsareformed to garner thevotesand grab
the control of the company. Thismay lead to conflict of interests, whichisharmful for the
smooth functioning of acompany.

4. Statethemeaning of ‘ Preferenceshares’. Explain any twotypesof preferencesharesa
company can issue.

Ans Preference Sharesarethose shares, which carry preferential rightsin respect of dividend and
return of capital. Beforeany dividend ispaidto theequity shares, thedividend at afixed rate must
be paid on the preference shares. Again at thetime of winding up, the holder of the preference
shareswill get thereturn of their capital before anythingispaid to the equity shareholders.

Types of Preference Shares

A company hasthe optionto issuedifferent typesof preference share. Let usseewhat arethe
different typesof preference shareacompany canissue.

(i) Convertibleand Non-convertiblePreference Share

The preference shareswhich can be converted into equity shares after aspecified period of
timeareknown as convertible preference share. Otherwise, it isknown asnon-convertible
preferenceshare.
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(i) Cumulativeand Non-cumulative Preference Share

In cumulative preference shares, the unpaid dividends are accumul ated and carried forward
for payment infutureyears. Ontheother hand, in non-cumulative preferenceshare, thedividend
isnot accumulated if itisnot paid out of the current year’sprofit.

(iii) Participatingand Non-participating Preference Share

Participating preference shares have aright to sharethe profit after making payment to the
equity shares. The non-participating preference sharesdo not enjoy such aright.

(iv) Redeemable and Irredeemable Preference Share

Preference shareshaving afixed date of maturity iscalled asredeemabl e preference share.
Here, the company undertakesto return theamount to the preference shareholdersimmediately
after theexpiry of afixed period. Wheretheamount of the preference sharesisrefunded only
at thetimeof liquidation, areknown anirredeemable preference shares.

5. Statethedistinction between cash credit and bank over dr aft.

Ans (i) Cashcreditisanarrangement of credit granted by abank to afirm. Thefirmmay or may not
have an account with the bank. Overdraft isgranted to an accountholder purely onthebasis
of hiscredit-worthiness. Credit worthinessisdecided by thefinancia soundnessof past dedlings
of the customer with the bank.

(i) Incaseof cash credit, theamount of credit is placed in aseparate account of the borrower.
Overdraft limitisgenerally granted to an existing account of the customer.

(i) Theamount of credit in case of cash credit depends upon thevalue of securitiesoffered. But
overdraft limit isdecided on the average balancein the customer’saccount.

(iv) Overdraftisgranted without the security of any assets. But for cash credit, security of tangible
assetsisan essentia requirement.

6. Distinguish between GDR and ADR.

Ans Theissueof Globa Depository Receipts (GDRs) and American Depository Recelpts (ADRS)
aredifferent methods of raising fundsfrom foreign sources. Under this method the shares of
Indian companiesareissued in theformsof depository receipts(Globa or American) that are
traded on theforeign markets.

Under GDR, sharesof the company arefirst converted into depository receiptsby international
banks. These depository receiptsare denominated in USdollars. Thenthese depository receipts
areoffered for saleglobally through foreign stock exchanges. The holdersof GDRsareentitled
for dividend just like shareholders. But they do not enjoy thethe voting rights. Many Indian
companieslikel CICI, Wipro etc. haveraised foreign capitd throughissueof GDRs.

Thedepository receiptswhich areissued by aUSA Bank for trading only in American Stock
marketsare known as American Depository Receipts(ADR). The ADRsareissued only to the
Americancitizens.
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7.

Ans

8.

Ans

ANs

10.

ANs

Ans

12.

Ans

13.

Ans

List thevariousneedsof thebusinessfor which fundsarerequired.
(& To purchasefixed assets
(b) To meet day-to-day expenses

(¢) Tofundbusinessgrowth
(d) Tobridgetimegap between production and sales.
(e) Tomeet contingencies

(f) Toavail of businessopportunities.

Give examples of specific expendituresfor which fundswill berequired for (a) Short-
term, (b) Medium term, and (c) L ong-term.

(@ (i) Purchaseof raw materia

(i1) Payment of eectricity bill (or any other suitableexample)
(b) (1) Modernizationand renovation

(i) Specia promotional programmes (or any other suitable example)
(©) (i) Purchaseof land and building

(b) Purchaseof furniture (or any other suitable example)

What ismeant by discounting of bills?

Banksalso give advance money by discounting bill of exchange. When abill of exchangeis
presented before the bank for encashment, bank creditsthe amount to customer’ saccount after
deducting somediscount. On maturity of thebill, the payment isreceived by the bank from the
drawee.

What istrading on equity?
Trading onequity referstotheuseof high debt for ensuring higher returnsfor theequity shareholders.
What is lease agreement?

Leaseisacontract whereby one can usethe assets of the other with due permission of the owner
on payment of rent without purchasing them

What is lease finance?

Itisasystem, which hel psthe businessto usethe plantsand machinery and other fixed assetsfor
along period of timewithout investing alarge amount of money in purchasing them.

Who islessor?

Theowner of the asset.
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14.

Ans

15.

Ans

16.

Ans

17.

Ans

18.

Ans

19.

Ans

20.

ANs

21.

Ans

22.

ANs

23.

Ans

24,

ANs

Who is lessee?
Theuser of the asset.
What ismeant by leasing?

Leasingisan arrangement that enablesabus nessenterpriseto use and exercise complete control
over theassetswithout owningit.

What is meant by sale and lease back?

Theuser of the assets may request theleasing company to purchaseitsexisting assetsand alow
themto usethe same assetson lease basis. Thisenablesthe user company to savethelong-term
fundsthat can be utilized for other purposes. Thisisknown as* saleand lease back’ .

What ismeant by preferential shares?

Preferentia sharesarethose shareswhich carry preferential rightsover equity shareswithregard
to the payment of dividend and repayment of capital .

What isdebenture?

Document/ instrument i ssued by acompany in acknowledgement of debt.
What isbond?

Aninstrument issued as acknowledgement of debt by an organisation.

Financeisconsidered aswhat of the business, especially in the modern day?
Lifeblood/lineof thebusiness.

Theshort-term loanswhich aregiven by commer cial banksto businessor ganizationsis
known as?

Bank credit

Nametheloan sanctioned by a bank payable after certain time.

Advances

What iscash credit?

It isan arrangement whereby banksallow the borrower to withdraw money upto aspecified
limit.

Givethefull form of thefollowing abbreviations:

(@ IFClI, (b) SFC, (c) SIDC, (d) GDR, (e) FDI, (f) ADRs
(@ Industria Finance Corporation of India

(b) StateFinancia Corporation
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25.

ANs

26.

Ans

27.

(c) Statelndustria Development Corporation

(d) Globa Depository Receipt

() ForeignDirect Investment

(f) American Depository Receipt

Which method of long-ter m financing, Public Deposit or Retention of Profits, arebeing
referred to, in each of thefollowing statements:

(a) Management islesscar eful about fundsutilization by thismethod.

(b) Toraisefundsthrough thismethod, an advertisement isgenerally given through the
newspapers.

(c) They offersflexibility and thefundscan berefunded when not required.

(d) They offer benefit to shareholders as company may draw upon itsreservesto pay
dividend tothem.

(e) No obligation on the company to pay interest on it or repay the money.

(a) Retentionof Profits

(b) Public Deposit

(c) Public Deposit

(d) Retentionof Profits

(e) Retentionof Profits

Give specific examplesof thefollowing kinds of assetsthat may be given assecurity for
obtaining bank credit:

(a) Document of titleto goods (b) Moveable goods (c) Jewellery or precious metals
(& Bill of Lading, Railway Receipts, Warehouse Warrant etc.

(b) Stock of raw materia likelesther, chemicalsetc. or finished goodslikeindustrial machinery,
leather shoesetc. (or any other suitable examples).

(c) Gold Bangles, Diamond Necklace, Silver ware (or any other suitable examples).

Which typeof bank creditisbeingreferred to here:

(@) Accountholder isallowed towithdraw an amount in excessof thebalancein hiscurrent
account in thebank.

(b) Thebank advancesmoney against adocument, after deducting somediscount.

(0) Interestischarged on theamount actually withdrawn, and not on theentireamount
sanctioned.

(d) Theamount iscredited to a separ ate account by thebank and interest ispaid by the
borrower on thewholeof thisamount, irrespective of theamount actually drawn.
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Ans (@) Bank Overdraft
(b) Discountingof Bill
(c) CashCredit
(d) Loansand Advances.

28. Some of the features of the different methods of raising long-term capital are given

below. Identify the features that relate to equity shares, preference shares and
debentures.

(i) In case of winding up of the company, the capital is refunded after payment of
debenturesbut befor e payment to equity shareholders.

(i) Their holdersarecreditorsof thecompany for afixed period.
(iif) Their holder sarethe owner sof thecompany and enjoy voting rights.

(iv) They bear high degreeof risk-in case of lossesthey do not get dividend and in case
of winding up of thecompany, they arethelast to get refund of their invested money.

(v) Their holdershaveno say in the management of the company and they do not have
theright to attend the company’smeetings.

Ans (i) Preferenceshares
(if) Debentures
(iii) Equity shares
(iv) Equity shares
(v) Debentures

29. Which typeof sharesisnot issued by the companiesin India?
Ans Irredeemable preference shares.

30. Whoarethedebentureholdersfor acompany?
Ans Creditors

31. Whoaretheshareholdersfor acompany?
Ans  Owners

134



16

N Sources of Long-term Finance

I ntroduction

Inthepreviouslessonyou learnt about the various methods of raisinglong-termfinance. Normally
the methods of raising finance are al so termed asthe sources of finance. But, asamatter of fact, the
methodsrefer only to theformsin which thefundsarerai sed, and hence may or may not includethe
sources from, or through which the funds are raised. Hence, we must a so have an idea about the
sourcesof finance. You will recall that the various sources of long-term finance had been duly identified
inthe previouslesson. We shall now learn in detail about those sources.

Long Answer Type Questions

1. Explain‘Capital Market’ asa sourceof long-term finance.

Ans ‘Capital market’ refersto the organization and the mechanism through which the companies,
other institutions and the government raise long-term funds. So it congtitutes all long-term
borrowingsfrom banksand financid ingtitutions, borrowingsfrom foreign marketsand raising of
capita by issuing varioussecuritiessuch asshares, debentures, bonds, etc. For trading of securities,
therearetwo different segmentsin capita market. Oneisprimary market andtheother issecondary
market.

I. Primary Market

Theprimary market dealswith new/freshissue of securitiesandis, therefore, known asnew
issue market. Thenew issue market primarily consistsof thearrangements, which facilitates
the procurement of long-term finance by the companiesintheform of shares, debenturesand
bonds.
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ii. Secondary Market

The secondary market on the other hand, providesaplacefor purchase and sale of existing
securitiesand isknown as stock market or stock exchange. The secondary market (stock
exchange) isan association or organization or abody of individua sestablished for the purpose
of assisting, regulating and controlling the business of buying, selling and dealing in securities.
It may noted that it is called asecondary market because only the securities already issued
can betraded on thefloor of the stock exchange.

2. What isthemeant by development banksor development financial institutions? Name
any three special financial institutionsand statetheir objectives.

Ans. A number of specia financid ingtitutions have been set-up by the centra and state governmentsto
providelong-term finance to the business organizations. They also offer support servicesin
launching of the new enterprisesand aso for expans on and moderni zation of existing enterprises.
Some of the important ones are Industrial Finance Corporation of India (IFCI), Industrial
Investment Bank of India(l1BI), Industrial Credit and Investment Corporation of India(ICICI),
Industrial Development Bank of India(IDBI), Infrastructure Development Finance Company
Ltd. (IDFC), Smadl IndustriesDevelopment Bank of India(SIDBI), State Industrial Devel opment
Corporations (SIDCs), and State Financial Corporation’s (SFCs), etc. Sincetheseinstitutions
provide devel opmental finance, they are a so known as Devel opment Banks or Development
Financia Institutions (DFI). Besidesthese devel opment banksthere areafew other financial
ingtitutions such aslifeInsurance Corporation of India(L1C), Genera Insurance Corporation of
India(GIC) and Unit Trust of India(UTI) which providelong-term financeto companiesand
subscribeto their share and debentures.

Let ushaveabrief ideaabout some of the Specia Financid Ingtitutions.

1. Industrial Finance Cor poration of India (I FCI): Itistheoldest SFI set upin 1948 with
the primary objective of providing long-term and medium-term financeto largeindustrial
enterprises. It providesfinancia assistancefor setting up of new industria enterprisesand for
expangonor diversficaion of activities. It a so providessupport to modernization and renovetion
of plant and equipment in existing industrid units. It can grant loan or subscribeto debentures
issued by companiesrepayablein not morethan 25 years. It can al so guaranteeloansraised
from other sources or debenturesissued to the public, and take up underwriting of the public
issue of shares and debentures by companies. For ensuring greater flexibility to meet the
needsof the changing financia system IFCI now standstransformedto IFCI Ltd. with effect
from 1 June 1993.

2. Industrial Credit and Investment Cor poration of India (ICICI): It wasset upin 1955
for providing long-termloansto companiesfor aperiod up to 15 yearsand subscribeto their
sharesand debentures. However, the proprietary and partnership firmswerea so entitled to
secureloansfrom ICICI. LikelFCI, the ICICI also guarantees|oans rai sed by companies
from other sources besidesunderwriting their issue of sharesand debentures. Foreign currency
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loanscan d so be secured by companiesfrom I CICl. Inthe context of theemerging competitive
scenario inthefinance sector, | CICI hasmerged with ICICI Bank Ltd., with effect from 3
May 2002. Consequent upon themerger, thel CICI group’ sfinancing and banking operations
have been integrated into asinglefull service banking company.

. Industrial Development Bank of India (IDBI): It wasset upin 1964 asasubsidiary of
ReserveBank of Indiafor providing financial assistanceto al typesof industria enterprises
without any restriction on thetype of financeand theamount of funds. It could also refinance
loansgranted by other financia institutionsand offer guaranteesfor theloansraised fromthe
capital market or scheduled banks. It al so discounts and rediscountsthe commercial billsof
exchange and undertakes underwriting of the public issues. IDBI, like ICICI, has also
transformed into acommercial bank and hasbeenretitled asIDBI Ltd. with effect from 1
October 2004 with IDBI Bank merged intoit.

. Indugtrial Invessment Bank of India(I1Bl): Theerstwhile Industrial Reconstruction Bank
of India(IRBI), an institution which was set up for rehabilitation of small units has been
recongtituted in 1997 asIndustria Investment Bank of India. Itisafull fledged all purpose
development bank with adequate operationd flexibility and autonomy. After thereconstruction
itsfocus has changed from rehabilitation finance to devel opment banking.

. Small IndustriesDevelopment Bank of India (S DBI): It wasset upin 1990 asajprincipal
financid ingtitution for the promotion, financing and devel opment of small-scaleindustrial
enterprises. Itisan apex institution of al the banks providing credit facility to small-scale
industriesin our country. It offersrefinancing of bills, rediscounting of bills, and several other
support servicesto Small ScaleIndustries (SSI). It undertakesawide range of promotional
and development activitiesfor improving theinherent strength of SSI unitsand creating avenues
for the economic devel opment of therura poor.

. StateFinancial Corporation’s(SFCs): Inorder to providefinancia assistanceto al types
of industria enterprises(proprietary and partnership firmsaswel | ascompanies) most of the
states of our country have set up SFCs. The primary objective of these corporationsisto
acce eratethe pace of Industrial development intheir respective states. SFCsprovidefinance
intheform of long-term loansor through subscription of debentures, offer guaranteetoloans
raised from other sourcesand take up underwriting of publicissuesof sharesand debentures
made by companies. However, they cannot directly subscribeto the sharesissued by the
companies. The SFC (Amendment) Act, 2000 has provided greater flexibility to SFCsto
copewith the changing economic and financia environment of the country.

. Statelndustrial Development Cor por ations (SI DCs): These corporationswere set up
in 1960s and early 1970s by most state governmentsfor promotions and devel opment of
medium and |large-scaleindustriesin their respective states. In addition to providing financial
assstancetoindustria units, they also undertakeavariety of promotiond activities. They also
implement the variousincentive schemesof the central and state governments.
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What ismeant by ‘Mutual Funds ? Explainitsfeaturesin brief.

Ans  Mutud fund refersto afund established intheform of atrust by asponsor to raisemoney through

Ans

oneor moreschemesfor investingin securities. Itisaspecid typeof investment ingtitution, which
actsasaninvestment intermediary that collectsor pool sthe savingsof alargenumber of investors
andinveststheminafairly largeand well diversfied portfolio of sound invesments. Thisminimizes
thelr risk and ensuresgood returnsto theinvestors. Thus, they act asaninvestment agency for
smadl investorsand agood sourcefor long-term financefor the business.

Featuresof Mutual Funds
Theessentid features of mutual fundsareasfollows;

1. Itisatrustinto whichanumber of investorsinvest their money intheform of unitstoforma
largepool of funds,

2. Theamountisinvested in securitiesby the managersof thefund.

3. Theamount isinvested in different securities of reputed companiesto ensure definite and
regularincome. Thus, it helpsinminimizing therisk.

4. Themutua fund schemesoften havethe advantagesof highreturn, easy liquidity, safety and
tax benefitstotheinvestors.

5. Thenetincomereceived ontheinvestmentsof thefund isdistributed over theunitsheld.

6. Themanagersof thefund are obliged to redeem the units on demand or on the expiry of a
specified period.

Describe‘external borrowings asaform of getting fundsfrom foreign sour ces.

Foreign Sources also play an important part in meeting the long-term financial needs of the
busnessinindia Theseusudly taketheform of (1) externd borrowings; (2) foreigninvestments
and; (3) depositsfrom NRIs. Let ushave abrief ideaabout these sources.

1. External Borrowings: Theseincludeloansobtained at concessional rates of interest with
long maturity period and commercial borrowings. Themajor sourcesof concessional loans
have been the International Monetary Fund (IMF), Aid India Consortium (AIC), Asian
Development Bank (ADB), World Bank (International Bank for Reconstruction and
Development) and International Financial Corporation. The World Bank grantsloansfor
specificindustrid projectsof high priority and given ether directly to anindustrial concernor
through agovernment agency. Thelnternationd Finance Corporation, an afiliate of theWorld
Bank, grantsloansto industrial unitsfor aperiod of 8to 10 years. Suchloansdo not require
government guarantee. Asfor theexternal commercial borrowings, their major sourceshas
been the export credit agencies like US EXIM Bank, the Japanese EXIM Bank, Export
Credit and Guarantee Corporation of U.K. and other government and multilateral agencies.
Theexterna commercia borrowingsare permitted by the government asan important source
of financefor Indianfirmsfor theexpansoninvestments.
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2. Foreign Investments: Theforeigninvestmentsinour country aregeneraly doneintheform
of foreigndirectinvesment (FDI) or throughforeign collaborations. Theforeigndirect investment
usually refersto the subscription by the foreignersto shares and debentures of the Indian
Companies. Thisisasoknown asportfolio investment and coverstheir subscriptionto ADRS,
GDRsand FCCBs(Foreign Currency Convertible Bonds). Alternatively, some companies
areformed with the specified purpose of operating in Indiaor the multinational scan set up
their subsidiary or branchinIndia. Asfor theforeign collaborations, these can be of financial
collaborationsinvolving foreign company’sparticipationin equity capita of anexistingor new
undertaking. Thetechnica collaborationsare by way of supply of technica knowledge, patents
and machineries. To start with, thetechnical collaborations had been themore popular formin
the past. But during the post liberdization phase, shift fromtechnical collaborationsto financia
collaborationsisnoticed in our country.

It may be noted that the government has been very successful in attracting more foreign
investment inthe post liberalisation era. It isbecause the Government of Indianow permits
automatic approval of foreign investment upto 51% equity in 34 industries and a specid
board (Foreign Investment Promotion Board) has been set up to process cases not covered
by automeatic gpprovas. Themain advantage of foreigninvestment isthat generdly theforeign
investor aso bringswith himthetechnica expertiseand themodern machinery. Thedisadvantage,
however, isthat alarge part of profitsaretransferred totheforeigninvestors.

3. Non-resdent Indians(NRI s): You areawarethat the personsof Indian origin (PIO) living
abroad commonly known asNon-Resident Indians (NRIs) congtitute animportant source of
long-term financefor industriesin India. Themost common formof their contributionisinthe
form of depositsunder Foreign Currency Non-Resident Account (FCNRA) and Non-Resi dent
(External) Rupee Account (NRERA).

Short Answer Type Questions

1. Dexcribetheroleof venturecapital ingtitutionsin providinglongtermfinanceto business.

Ans Venture Capital isaform of equity finance designed especially for funding high risk and high
reward projectsof young entrepreneurs. It hel psthem to turn their research and devel opment
projectsinto commercia venturesby providing themtheinitia capital and managerid assistance.
Theinitial capital isprovided intheform of equity participation through direct purchase of the
shareand debentures of the enterprise set up for the purpose. Theinstitutionsproviding venture
capital aso actively participatein themanagement of theentrepreneurs business.

Thedevel opment of venture capital institutionsisof recent originin India. The concept was
formally introduced in 1986-87 when the Government announced the creation of aventurefund
to be operated by IDBI. It was followed by ICICI, IFCI and two public sector banks (State
Bank of Indiaand CanaraBank) that set up separate companiesfor the purpose. Some state
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Ans

3.

Ans

Ans

government controlled development financid institutionsviz., Gujarat Industria Investment
Corporation and AndhraPradesh State Corporation a so promoted their venture capital companies.

Distinguish between Open ended and close ended categories of Mutual Funds.

Keepinginview theinvestment objectivesof theinvestorsthemutua fundsusually havealarge
variety of schemes such asequity fund, debt fund, balanced fund, growth fund, incomefund,
liquid fund, tax saver fund, index fund and so on. These schemesare broadly classified intotwo
categoriesasfollows:.

(8 Open Ended Funds: Thesefundshaveno fixed corpusand period. Such fund continuously
offer unitsfor saleandisready to buy back the units surrendered. In other words, investors
arefreeto buy from, or sl to, the trust any number of unitsat any point of time at prices
which arelinked to the net asset value (NAV) of the units.

(b) CloseEnded Funds: In caseof thesefunds, subscriptionsfrom theinvestorsare collected
during aspecified time period and have afixed corpus. Not only that, theinvestors cannot
redeem their unitstill the specified maturity date. However, to provideliquidity, theseare
listed on the stock exchange and the investors can purchase and sell through the brokersat
themarket pricewithout any difficulty.

Explain theruleof NBFCsin providinglong-term finance.

Non-Banking Financial Companies perform the twin functions of accepting depositsfromthe
public and providing loans. However they are not regarded asbanking companiesasthey do not
carry onthenorma banking activities. They raisefundsfromthe public by offering attractiverate
of interest and giveloans mainly to thewholesaleand retail traders, small-scaleindustriesand
sdlf-employed persons. Theloansgranted by these finance companiesare generally unsecured
and theinterest charged by them ranges between 24 to 36 percent per annum. Besidesgiving
loansand advances, the NBFCsa so have purchase and discount hundis, undertaken merchant
banking, housing finance, lease financing, hire purchase businessetc. In our country, NBFCs
have emerged asan important financia intermediary dueto simplifiedloan sanction procedure,
attractiverate of return on deposits, flexibility and timelinessin meeting the credit needs of the
customers.

Mention themeritsand demeritsof ‘retained earnings asa sour ceof long-term finance.

Retained earningsrefer to the undistributed profits of companieswhich areusually keptinthe
form of genera reserve. Primarily, itisahedge against low profitsin futureandisused for the
issue of bonus shares by the company. But, in effect, it actsasan import source of long-term
financefor the companieswith Zero cost of capital. Theretained profitscan beused for expanson
and moderni zation programmes by the companies. Theamount of retained earningsisdetermined
by the quantum of profits, the dividend payout policy followed by the management, thelegal
provisionsfor dividend payment, and therate of corporate taxes etc.
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Itisaninternal source, which doesnot involveany cost of floatation and the uncertainties of
external financing. Infact, itisregarded asthe most dependable source of long-term finance. It
also strengthensthe firm’s equity base, which enablesto borrow at better termsand conditions.
Themaindrawbacksof thissourceare(a) itisfully dependent ontheaccuracy of profits; and (b)
possibility of recklessuse of fundsby the management.

Stateany two functionsof EXIM bank.

TheExport and Import Bank of Indiawas set up on January, 1982 to take over the operations of
international financewing of thel DBI and act asan gpex indtitutioninthefield of financing foreign
trade. Themain functionsof theBank are:

(i) Financing of export and import of goodsand services;
(ii) Granting deferred payment credit for mediumandlongtermduration;

(iii) Providing loansto Indian partiesto enablethem to contributeto sharecapita of joint ventures
inforeign countriesand;

(iv) Extending refinancefacilitiesto commercia banksinrespect of export credit.

Recently it hasintroduced production equipment finance programme under whichit provides
rupeeterm financeto export oriented unitsfor acquisition of equipment. Apart from these, the
Exim Bank a so undertakes merchant banking and devel opment banking functionsasconsidered
necessary to finance promational activitiesand providing counseling servicesto personsengaged
inexport-import business.

What arethemain functionsof special financial institutions?
Themainfunctionsspecid financid inditutionsare:
(i) Tograntloansfor alonger periodtoindustria establishment;

(ii) Tohelptheestablishment of businessunitsthat requirelargeamount of fundsand havelong
gestation period;

(iii) To provide support for the speedy development of the economy in general and backward
regionsinparticular;

(iv) Tooffer specialized servicesoperating in theareas of promotion, project assi stance, technical
ass stance servicesand training and devel opment of entrepreneurs,

(v) Toprovidetechnica and professiona management servicesand helpinidentification, evauation
and execution of new projects.

Categorisethefollowing under three headings of foreign sour ces of finance.
(a) ADB (b) ADR (c) FCNRA (d)AIC(e) PIO
(f) NRERA (g) FCCB
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Foreign sources of finance

External borrowings Foreign Investments Non-Resident Indians

Ans
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10.

ANs
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FCNRA
PIO
NRERA

ADB ADR
AlC FCCB

Explain, how L1C of India provides support to business sectorsin solving long-term
requirement of funds.

[t was set up in 1956 on nationalization of lifeinsurancebusinessin India. Primarily it carrieson
the business of lifeinsurance and deploysthefundsin accordance with national prioritiesand
objectives. It invests mainly in government securities and shares, debentures and bonds of
companies. It aso extendsfinancid ass tanceto banksand other indtitutionsfor socia devel opment
andinfragtructurefacilities. It dso underwritesnew issuesof sharesand grant |oansto the corporate
sectors. Itsperformance with regard to assistanceto corporate sector has been significant both
intermsof sanctionsand disbursements.

What isstock mar ket?

Itisaplacefor purchase and sale of existing securitiesand isknown as stock market or stock
exchange. Or it isan association or organization or abody of individual s established for the
purpose of assisting, regulating and controlling the business of buying, selling and dealingin
securities,

What ismeant by foreign direct investment?

Theforeign direct investment usually refersto the subscription by theforeignersto sharesand
debenturesof thelndian Companies. Thisisaso known as portfolio investment and coversther
subscriptionto ADRs, GDRsand FCCBs (Foreign Currency Convertible Bonds).

Statethedifferent typesof Mutual Funds?

Open ended fundsand close ended funds.
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Statethelongterm sour cesof foreign fundsto I ndian companies.

External sources, Internal sources, and Non-resident Indians(NRIs)

Inwhich year aleasingcompany wasestablished first timein India?

Ans. Chidambaram Groupin 1973in Chennai.

14.

Ans

15.

Ans

16.

Ans

17.

ANs

18.

Ans
19.

ANs

20.

Ans

Explain the difference between the new issue of share market and stock exchange
market in one sentence.

Primary market dealswith new or freshissue of securitieswhile secondary market dealswith
purchaseand sale of existing (already issued) securities.

Givethefull form of thefollowing abbreviation.

(a) DFI, (b) 11BI, (c)SIDBI,  (d) SFI, (e) IFCI
(&) Development Financid Indtitutions

(b) Indugtrid Investment Bank of India

(¢) Smdll Industries Development Bank of India

(d) Specid Financid Indtitutions

(e) Industrid Finance Corporation of India

Givethe examplesof equity and debt funds?

Keeping inview theinvestment objectives of theinvestorsthemutual fundsusually havealarge
variety of schemessuch asequity fund (e.g. growth fund, incomefund, liquid fund), and debt
funds (e.g.debentures, government bonds, municipal bonds, international bonds).

Statethe meaning of ventur e capital.

Venture capital isaform of equity finance designed especially for funding high risk and high
reward projectsof young entrepreneurs.

Mention theyear in which following financial institutionswer e established.
(@) 11BI, (b)LIC, (c) EXIM Bank, (d) GIC, (e) SIDBI
(a) 1997, (b) 1956, (c) 1982, (d) 1973, (e) 1990

Name the two parties of lease agreement?

Lessor and lessee

What do you mean by grants?

TheWorld Bank grantsloansfor specificindustrial projectsof high priority and given either
directly to anindustrial concern or through agovernment agency.
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What ismeant by foreign collabor ation?

Somecompaniesareformed with the specified purpose of operatingin Indiaor themultinationals
can set uptheir subsidiary or branch in India. Asfor theforeign collaborations, these can be of
financia collaborationsinvolving foreign companies participationinequity capital of anexisting
or new undertaking.

Whoarecalled asnon-resident I ndians?

The personsof Indian originliving abroad commonly knownasNRIs.
Mention the sour ces of finance for NBFCs?

Public depogits

What is meant by net asset value?

TheNet Asset Value (NAV) istheprice at which aunit of themutual fundisbought and sold. It
iscalculated by dividing itsnet assetswith the number of outstanding units.
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EeeON Financial Planning

I ntroduction

You know that every businessunit whether itisan industrial establishment, atrading concernor
acondruction company needsfundsfor carrying onitsactivitiessuccessfully. It requiresfundsto acquire
fixed assetslike machines, equipments, furniture etc. and to purchase raw materialsor finished goods,
to pay itscreditors, to meet its day-to-day expenses, and so on. Infact, availability of adequatefinance
isoneof themost important factorsfor successin any business. However, the requirement of finance,
now-a-days, issolargethat noindividua isinapositionto providethewholeamount from hispersona
sources. So the businessman hasto depend on other sourcesand usevariouswaysto raisethe necessary
amount of funds. Inthe previouslessonsyou learnt about the sourcesand methods of raising funds. You
know that the process of raising fundsrequire considerableamount of time and cost. Thishasitsown
costs. Hence, every businessman hasto bevery careful not only in assessing thefirm’srequirement of
finance but aso in deciding on theformsinwhich fundsareraised and utilized. In thislesson, you will
learn about the process of estimating thefirm’sfinancial requirement and deciding on the pattern of
finance.

Long Answer Type Questions

1. Explain any two factorsthat aretaken into consider ation while deter mining thefixed
capital requirement of acompany.

Ans  Fixed capitd representstherequirement of capital for meeting the permanent or long-term financia
needs of the business. Itisprimarily used for acquiring thefixed assetslikeland and buildings,
plant and machinery, office equipment, furnitureand fixturesetc.
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Factor sdeter mining fixed capital requirements

In order to assessthefixed capital requirement for any business enterprise, one must befully
conversant with thefactorsthat influence such requirement. Thesefactorsare summarised as
follows

(& Natureof business. Theamount of fixed capital requirement isdetermined primarily by the
nature of businessthefirmisengaged in. Such requirement, for example, isvery largein case
of industrial establishments, shipping companies, public utilities, etc. which involve heavy
investment in plant and machinery. Thetrading concerns (wholesalersand retail ers) do not
requiremuchinvestment in thefixed assets.

(b) Typeof products:. Itisnot only the nature of busi nesswhich determinesthe requirement of
fixed capital but aso thetypeof product involved. A firm manufacturing smpleproductslike
soap, toothpaste, stationery, etc. requiressmall amount of fixed capital asagainst thefirms
producing itemslike stedl, cement, automobiles, etc.

(c) Szeof busness: A firmworking onalargescaerequiresheavy investment infixed assetsas
it hasto establish large production capacity. Hence, itsfixed capital requirementislarger than
afirmwhichisoperatingonasmall scale.

(d) Processof Production: A firmwhich goesinfor anautomeatic plant requireslarger amount of
fixed capital ascompared to thefirm which sel ects semi-automeatic plant or dependsmoreon
manud |abour for production of goods. Similarly, if afirm decidesto buy most of thecomponents
needed for its products from the market rather than producing thesein itsown factory, it
would need lessfixed capital ascompared to the onewhich manufactures each component
(part) onitsown. Thisisespecially true of those automobile and machinery producerswho
smply act asassembling units.

(e) Method of acquiringfixed assets: Thefixed assets, especially machinery and equipment,
can be acquired either on cash basis (instant payment) or on installmentsor leasing basis.
Apparently, afirm which acquires such assets on cash basisneedslarger amount of fixed
capital ascompared to thefirm which decidesto acquireit oninstallment or leasebasis.

2. What iscapital structure? Describeany two deter minantsof capital structure.

Ans Thefinancid requirement of afirm can bemet through ownership capitd (equity) and/or borrowed
capital (debt). Thefirmsnormally use ajudicious mix of debt and equity in order to ensurea
higher returnonowners funds. Suchamixistermed asthe* capital Sructure’ of thefirm. Following
arethefactorsthat should be kept in view whiledeciding on the choice of an appropriate capital
structure.

1. Expected earningsand their stability: If theexpected earnings, intermsof rate of return
ontheamount to beinvested are sufficiently large, useof debt isconsidered quitedesirable. If
thereisan element of uncertainty about the expected earningsit isconsidered better torely
more on equity share capital.
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. Cost of debt: If therateof interest on borrowingsislower than the expected rate of returnon

capital employed, and then debt may be preferred. With lower cost of debt financing, the
overall cost of financingisreduced and thereturn on equity capital will behigher.

. Right tomanagethebusiness. The debenture holdersand preference shareholdersdo not

have much say in management of the company. Thisauthority liesprimarily with the equity
shareholderswho havethevoting rights. Inorder to retain their right to control the affairs of
thecompany, they may prefer toraiseadditiona fundsmainly through debenturesand preference
shares.

. Capital market conditions: Theconditionsinthe capital market also influencethe capital

structuredecision. At timescapital market isso depressed that theinvestorsareunwilling to
subscribeto shares. In such asituation, it is considered better to rely on debt or defer the
decisontill afavourable market conditionisrestored.

. Regulatory norms. Whiledeciding onthecapitd structure, thelega congtraintslikethelimit

on debt-equity ratio should also bekept in view. At present, such limitis2:1in most cases.
Thisimpliesthat at any point of time, the debt should not be more than twice the amount of
sharecapital.

. Flexibility: FHexibility meansthefirm’sability to adopt itscapital structureto therequirements

of changing conditions. Asand when thefundsrequired, the debt may beraised and it can be
paid-off when desired. But, oncethefundsare rai sed through issue of equity and it cannot be
pai d-off except with the permission of the Court and compliancewith ot of legal provisions.
Hence, debt capital hasgot the characteristic of greater flexibility than equity capital, which
influencesthecapita structuredecisons.

. Investors attitudetowar dsinvestment: Whileplanning the capital structure of acompany

onemust bear inmindthat al investorsdo not havethe sameattitudetowardsthelr investment.
Someare highly conservativewho prefer safety to return. For such investors, debenturesare
considered most suitable. Asagaingt this, thereare somewho areinterested inhighreturnon
their investmentsand areready to taketherisk involved. Such investors prefer equity shares.

What ismeant by ‘ Financial Planning' ? Explain any threerequisitesof asound financial
plan.

Planningisasystematic way of deciding about and doing thingsin apurposeful manner. When
thisapproach isapplied exclusively for financial matter, it istermed asfinancial planning. In
connection with any businessenterprise, it refersto the process of estimating afirm’sfinancial
requirementsand determining pattern of financing. It includesdetermining the objectives, policies,
procedures and programmesto ded with financia activities.

Essentialsof A Sound Financial Plan

While preparing afinancia plan for any businessunit, thefoll owing aspects should be kept in
view so asto ensure the success of such exercisein meeting the organi zational objectives.
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(& Theplanmust besmple. Now-a-daysyou havealargevariety of securitiesthat can beissued
toraisecapital fromthe market. But it isconsidered better to confineto equity sharesand
smplefixedinterest debentures.

(b) 1t must take along term view. While estimating the capital needs of afirm and raising the
required funds, along-term view isnecessary. It ensuresthat the plan fully providesfor meeting
the capital requirement onlong term bas sand takes care of the changesin capitd requirement
fromyear toyear.

(©) Itmust beflexible. Whilethefinancial planisbased onlong term view, onemay not beableto
properly visudizethe possible developmentsin future. Not only that, thefirm may a so change
itsplansof expansionfor variousreasons. Hence, itisvery necessary that thefinancia planis
capable of being adjusted and revised without any difficulty and delay so asto meet the
requirementsof the changed circumstances.

(d) 1t must ensureoptimal use of funds. Theplan should providefor raising reasonable amount of
funds. As stated earlier, the business should neither be starved of funds nor have surplus
funds. It must be strictly need based and every rupeeraised should be effectively utilised.
Thereshould benoidlefunds.

(e) Thecost of fundsraised should befully taken into account and kept at the lowest possible
level. It must be ensured that the cost of fundsrai sed isreasonable. The plan should provide
for afinancial mix (combination of debt and equity) that ismost economical intermsof cost of
capital, otherwiseit will adversdly affect thereturn on shareholders funds.

() Adequateliquidity must beensured. Liquidity referstotheability of afirmto makeavailable
the necessary amount of cash asand when required. It hasto beensuredin order to avoid any
embarrassment to the management and the loss of goodwill among theinvestors. In other
words, theinvestment of funds should be so planned that some of these can be convertedinto
cashtomeet all possibleeventualities.

4. Howdoyou ascertain that afirm isover-capitalised? Explain with an exampleand state
themain causes of over-capitalisation.

Ans A company is said to be over-capitalised if its capital employed is more than its proper
capitalisation. For example, if acompany’s average annua earningsis Rs.2,00,000 and the
normal rate of returnis10%. Thenitsproper capitalisationisRs.20,00,000. Now, if the actual
capital employed (total long term funds) isRs.25,00,000it will betreated as over-capitalised.
You canaso putitinanother smpler way i.e, if acompany’sactual rate of earningsislessthan
thenormal rate of return, itistrested asacase of over-capitalisation.

Inthe above example, the company’ sactua rate of earningsworksout as8%, whichislessthan
thenormal rateof returni.e., 10%. So, it isconsidered as over-capitalised and the company is
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Ans

not inapogtionto pay interest and dividendsat afair rate. Such asituation may be caused by the
followingfactors.

(8) Excessively highpricepaidfor the purchase of goodwill and other fixed assets.
(b) Underutilisation of production capacity.

(c) Raising morecapita intheform of sharesand debenturesthan required.

(d) Liberd dividend palicy.

(e) Higher rateof corporatetaxation.

(f) Underestimation of capitalisation rate or overestimation of earningswhiledeciding onthe
amount of capital to beraised.

Over-capitdisation isnot desirableinthelong runinterest of the sharehol dersand the company.
Itleadstolower rate of dividend, reductioninthemarket valueof sharesand difficulty inraising
morefunds. Hence, thereisneed to rectify such situation asquickly aspossible by reducing debt,
efficient utilisation of assets, and by following aconservativedividend policy.

Effectsof over-capitalization Remediesof over-capitalization

Lower rate of dividend Debtsmay beredeemed
Reductionin market vaue of share Efficient utilization of resources

Difficulty inraisngadditiona funds Conservativedividend palicy

How doesraising of long term fundsthrough debt affect thereturn on shareholders
funds? Explain with an example.

Thefinancial requirement of afirm can be met through ownership capita and/or by theowners.
In case of a company, it refers to the amount of funds raised by issuing shares. The main
characteristic of the ownership capital isthat itscontributorsare entitled to get dividend out of
earningsafter the payment of interest and taxes. Hence, therate of return on such capital depends
upontheleve of profitsearned, and, if thereare no profits, no dividend may bepaid.

Borrowed capital, onthe other hand, refersto theamount of fundsraised through long term loans
and debentureson which itscontributors are entitled to afixed rate of interest which hasto be
paid at regular intervals (haf-yearly or yearly) irrespective of the profitsearned. Thereisasoa
commitment that the principal amount shall berepaid on maturity. However, itisstill considered
advantageousto finance bus nessactivitiesthrough borrowed capita becauseif therateof earnings
from the planned businessinvestment is expected to be better than the rate of interest on the
borrowed funds, it shall ensure higher returnson owners' funds. L et ustake an example and
understand thisconcept moreclearly.
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Capital Structure

Particulars

Ilustration-A

Total capital Rs. 50 lakhs
(Rs.20 lakhs equity +
Rs.30 lakhs debt)

[llustration-B

Total capital Rs.50 lakhs
(Rs.50 lakhs equity +
No debt)

Earnings before interest and tax (EBIT)
LESS:Interest on debt (30,00,000x 10%)

Earnings before tax (EBT)
LESS: Tax @ 40 % on EBT

Earnings after tax (EAT)

Return on owner’s funds =
(PAT / Owners funds x 100)

10,00,000 10,00,000
3,00,000 Nil
7,00,000 10,00,000
2,80,000 4,00,000
4,20,000 6,00,000

(4,20,000/20,00,000 x 100)
= 21%

(6,00,000/50,00,000 x 100)
= 12%

Ans

[lustration-A: Supposethetotal investment in abusinessisRs. 501akh, towhich owners
contribute Rs.20 lakh and theremaining amount of Rs.30lakh isfunded through loans
at 10% interest per annum. Assuming expected annual earnings beforeinterest and tax are
Rs. 10 lakh (20% ontotal investment) the profit after payment of interest but beforetax will be
Rs.7lakh (Rs.10lakh—Rs.3lakh). Let usassumethat thetax ispayableon profitsat therate of
40%, the profit after tax will be Rs.4.20 lakh (Rs.7 lakh Rs.2.80 lakh tax) and the return on
owners fundswill be21%.

[lustration-B: Now, supposethewholeamount of required investment of Rs.501akhis
contributed by theownersand noloan istaken. Sincenointerest is payable, theamount of
tax will be Rs.41akh (40% on Rs.10 lakh) and the profit after tax Rs.6 lakh (Rs.10 lakh—Rs.4
lakhtax). Thisshall resultin 12% return on owner’sfunds.

Thus, you observethat ownersget higher return when apart of capital required isfunded by
borrowings. Thisiscalled‘ Trading on Equity or Leverage Effect’.

How doyou assesstheamount of wor king capital required by abusinessunit? Describe
inbrief. (OR) What ismeant by working capital ? Describeany four factor sinfluencing/
determiningwor king capital.

Working capital representsthe amount of fundsinvested in current assetslike debtors, stock-in-
trade and cash required for meeting day-to-day expenses, paying wages/saariesto itswork-
forceand clearing duesof itscreditors. It isalso known ascircul ating capital because most of the
amount invested in current assetsis continuously recovered through redlizations of debtorsand

150



cash saleof goods, andisre-investedin current assets. It keepson revolving from cash to current
assetsand back againto cash.

It should be noted that apart of working capital isof apermanent nature because depending on
the volume of business certain amount of cash, debtors and stock-in-trade shall always be
maintained by every firm. Thispart of working capital isknown aspermanent or fixed working
capital and must dwaysbefinanced through long-term sources.

Theremaining part of theworking capital requirement variesfrom period to period on account of
fluctuationsinthevolume of businessand iscalled fluctuating or variableworking capital. This
part of working capital isusually financed through short-term sourceslike bank overdraft, trade
creditors, billspayable, etc.

Factor sdeter mining Wor king Capital requirement

Adequateworking capita isvery necessary for maintenance of liquidity and running the business
smoothly and efficiently. However, theamount of working capital required variesfrom business
to businessand from period to period. Thevariousfactorsthat influence such requirement areas
follows

(& Natureof business: Theworking capital requirement of the manufacturing companiesis
usudly high, becauseof thecredit sdesinvolved. Asagaing this, thepublic utilitieslikedectricity
and tel ephone companies and the concernslike hotel s, restaurants, etc. can manage with
small amount of working capital asmost of their transactionsare undertaken on cash basis.

(b) Sizeof business. Thesizeor volumeof businessplaysamajor rolein determining theamount
of working capital requirement of every firm. Obvioudy, larger thevolume of business, larger
would bethe amount of working capital need. Thisisbecause, astheir inventory requirement
will belarge and so aso theamount of their debtors.

(c) Length of production cycle: Length of production cyclereferstothetimeperiodinvolvedin
converting raw-materia into finished goods. Longer thelength of such period, larger will be
therequirement of working capital and viceversa.

(d) Inventory turnover rate: Inventory turnover raterefersto the speed at, or thetime period
withinwhich finished stock isconvertedinto sales. A firm having high inventory turnover rate
needslessworking capita asagainst afirmwhich haslow inventory turnover rate.

(e) Credit policy: Thefirmswhich provideliberal credit facility to their customersneed more
working capita ascompared to thosefirmswhich observe strict credit termsand are efficient
inrealisation of their debts. It isso because when customersenjoy longer period of credit, a
larger amount of firm’sfundsget tied up with debtors. Thisresultsin higher requirement of
working capitd. However, if such afirm asoenjoyslibera credit facility fromitssuppliers, it
can managewith lower amount of working capital.

() Seasonal fluctuations: Thefirmsthat are engaged in manufacturing productslikeceiling
fans or woollen garments, the demand of whichislimited to aspecific period of the year,
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7.

require higher amount of working capital not only during the peak period but a so during off
season. Thisisso becausethey may beleft with agood amount of unsold goodswhichiskept
instock for sale during the next season.

What ismeant by under -capitalisation? M ention any tworemediesof under -capitalisation.

Ans  Under-capitalisationisjust thereverse of over-capitaisation. In other words, acompany issaid

8.

to beunder-capitalisedif itscapital employedislessthanitsproper capitalizationi.e., theamount
of capital investedisnot justified by itsannual earnings. Intheearlier case, for example, if the
company’sactua capital employedisRs. 16,00,000it shall betreated asunder-capitalised asit
islessthan Rs. 20,00,000, the proper capitalisation. Alternatively, if acompany’sactual rate of
earningsismorethan thenormal rate of return, itistreated asacase of under-capitalisation.

Effectsof Under-capitalisation Remediesof Under-capitalisation

Market value of sharesgoesup since Issue of bonusshares
earningarehigh

Workersmay demand higher wages Splitting up of shares

Thehighrateof earningsmay encourage | Higher earningsattract competitionwhich
outsdersto start smilar busnessandthus | ultimately reducesearnings. Sothe market
compstitionisincreased. forcesalso automatically correct thestuation
of undercapitalisation.

What ismeant by ‘dividend’ ? Stateany threefactor sthat affect dividend decision.

Ans Asamatter of practiceandfinancid prudence, thewholeamount of profit earned by the company

isnever digtributed to the shareholders. A substantia part of it, isretained for meeting company’s
futurefinancial needs. Theamount of profitsso retainediscalled ‘ retained earnings’ and the
amount profit distributed to the shareholdersiscalled as* dividend'. It may be noted that the
dividend paid to preference shareholdersiscalled ‘ preferencedividend’ andthedividend paid to
equity shareholdersiscaled‘ equity dividend'.

Factor s affecting Dividend Decisions

The dividend to preference shareholdersis paid at fixed rate and paid on priority basisi.e.,
before making payment to equity shareholders. Thedividend to be paid to equity shareholdersis
thered issueinvolved in dividend decis on by the management of any company. Such adecison
isguided by thefollowing factors:

1. Financial needsof thecompany: While deciding the amount of dividend to bepaid, the
management must takeinto account thefinancia needsfor normal growth of itsbusiness, the
expanson activities, therepayment of long term debt, etc. Even otherwise, the company must
retain apart of profitsfor long term solvency and meeting future contingencies.
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2. Liquidity requirement: The payment of dividend involvesout flow of cash. Attimes, a
company may have high profitsbut not much cash. In such asituation, it may not declare high
rateof dividend. Even otherwise, liquidity requirement for ensuring timely payment of al dues
and debtshasto be kept in view while determining therate of dividend.

3. Accessto capital market: A company which, by virtue of itsrecord of profitability and
timely repayment of debt, has better accessto capital market i.e., it can successfully raise
fundsby issuing sharesand debenturesthrough the capital market, may pay higher dividends.
But, if acompany does not have easy accessto capital marketsbecause of itsweak financia
position or low profitability record, it cannot afford to pay high dividends. However, when
capital market condition isunfavourable most companies shall adopt aconservativedividend
policy.

4. Expectationsof shareholders Theequity shareholdersnormaly look forwardto gppreciation
totheir capitd rather than higher rate of dividend. But, some shareholderslikeretired persons
or employees do look forward to dividend as a source of their regular income. So, the
companiescannot ignore such segment and pay low dividend or skip it even whenthereare
high profits. A reasonable payout isawayswel come.

5. Tax policy: Inour country, dividends have been taxablein the hands of shareholders. Hence,
the companiesprefer to pay low amount of dividend and issue bonus sharesto theshareholders
fromtimeto timeastheseare not taxable until theseare sold. Thedividendsarenot taxablein
the hands of shareholders.

6. Investment opportunitiesand growth prospects. When acompany hasadequate profitable
investment opportunitiesand growth prospects, it may prefer to retain more profitsand pay
low rate of dividends so asto servethe shareholdersin abetter way inlong run. Of course, in
the absence of such possibilities, companiesprefer payment of higher dividend and avoididle
cashwiththem.

7. Legal constraints. Sometimes, the government prescribes certain limits on the dividend
payout which hasto bekept in view whiledeciding ontherateof dividendtobepaid. Smilarly,
at timesthelong term fund providersmay put somerestrictionson thedividend payout aspart
of their agreement. The companieshaveto adhereto such limits.

Short Answer Type Questions

1. What isthemeaning of theterm ‘capitalization’ ? Discussany oneof itstheory with an
example.

Ans Theterm capitalisation hasvariousconnotations. In common parlance, it refersto theamount at
which acompany isvalued based on itscapital employed. Some of the expertson finance used
this concept in a narrower sense and defined it as the par value of acompany’s shares and
debentures, while some of them interpreted it asthe par value of itstota long-term fundswhich
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2.

Ans

includesownersfund, borrowed funds, reservesand surplusearnings. Inthe context of financia
planning however, it refersto the process of determining the amount of capital required by a
company. Thecapital estimationisarrived at by using thefollowing two theories.

(@ Costtheory; and
(b) Earningtheory.
Let ushaveabrief about thesetwo theories.

(8 Cost Theory: According to the cost theory of capitalisation, theamount of capital required
by the company is calculated by adding up the cost of its fixed assets, the amount of its
working capital and the cost of establishing the business. Thisapproachissimpleand used
widely in case of new companies. For example, if theaverageannua earning of acompany is
Rs. 5lakh and thenormal rate of return on the capital employed in case of companiesinthe
sameindustry is 10%, then theamount of capitdisationisRs. 50 1akh. For anew company the
amount of capitalisationiscal culated onthebasisof itsestimated earnings.

(b) Earning Theory: According to earning theory, the capital requirement of acompany is
calculated on the basis of the capitalised val ue of itsearning. For example, if anew company
expectsto earn an average annual income of Rs. 31akh and the normal rate of return of the
industry is5%, then theamount of capitalisation or the quantum of fund it would requireto run
thebusinessisRs. 60 lakh.

Do you advocate distribution of whole amount of profits earned by a company as
dividends? Support your view with reasons.

In every businessunit theamount of profit earned (or lossincurred) during afinancia year is
ascertained and distributed among itsowners. In case of aproprietary concern, thewholeamount
of profit or |ossso ascertained isadded to proprietor’ scapital and whatever amount iswithdrawn
by himistermed asdrawingsand isdeducted from hiscapital .

Similarly, in case of apartnership firmtheprofit or lossisdistributed among the partnersintheir
agreed profit sharing ratio and included intheir capital. Whatever amount iswithdrawn by the
partnersisdeducted from their respective capitalsasdrawings.

In case of acompany, however, itisdealt with differently. First of all wework out the operating
profits(called PBIT —Profit beforeinterest and tax). Then deduct theamount of interest onloans
therefrom and arrive at the amount of profitsbeforetax (PBT). Then we deduct the amount of
tax on the company’s profits as per rules and ascertain the profit after tax (PAT). Thisisthe
amount of profit whichisavailablefor distribution among the shareholders.

Asamatter of practiceand financia prudence, thewholeamount of profit earned by the company
isnever distributed to the sharehol ders. Sometimes, the government prescribescertain limitson
the dividend payout which hasto be kept in view while deciding on therate of dividend to be
paid. Similarly, at timesthelong term fund providersmay put somerestrictionson thedividend
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payout aspart of their agreement. The companieshaveto adhereto suchlimits. Inany case, the
Company Law has provided certain rulesto befollowed while deciding on the amount to be
distributed asdividend. For example, capitd profitsarenot to be used for distribution of dividend
normally; abanking company hasto transfer certain percentage of profit to astatutory reserve
whichisnot availablefor payment of dividend, and soon.

3. Thebalance sheet of AB Ltd., ason March 31, 2008 is as follows;

Liabilities Amount  Assets Amount
6,000 equity sharesof Rs.10 each 60,000 Fixedassets 1,00,000
Reserves& surplus 40,000 Current assets 80,000
8% Debentures 50,000
Currentligbilities 30,000

1,80,000 1,80,000

Theearningsof the company from the year 2007-08 were Rs. 18,000 whilethe normal rate of
earningson capital employedinsimilar companiesis 15%. Compute

(8) itsproper or fair capitalisation asjustified by the company’searnings, and
(b) statewhether itisover-capitalised or under-capitalised.
Ans (a) 18000 x 100/ 15 = Rs.1,20,000

(b) Over capitaised asitsactua capita employed isRs.1,50,000 whichismorethan the proper
(fair) capitaisation (Rs.1,20,000) and that the actual rate of earningsis 12% asagainst the
normal rate of earningswhichis15%.

4. Stateany four objectivesof financial planning.
Ans  Themainobjectivesof financia planning are:

(a) Toascertaintheamount of fixed capital aswell astheworking capital requiredinagiven
period;

(b) Todeterminetheamount to beraised through various sources using ajudicious debt-equity
mix;

(c) Toensurethat therequired amount israised ontimeat thelowest possible cost;

(d) Toensureadequateliquidity sothat there are no defaultsin paymentsand all contingencies
(any unforseen expenditure) aremet without difficulty; and

(e) To ensure optimal use of funds so that the business is neither starved of funds nor has
unnecessary surplusfundsat any point of time.
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5. What isoperating cycle?

Ans Itreferstothe stagesthrough which theraw-material s are converted into finished products. It
can beshowninthefollowing diagram.
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6. What ismeant by over-capitalisation?

Ans A company is said to be over-capitalised if its capital employed is more than its proper
capitalisation. In another smpler way i.e, if acompany’sactual rate of earningsislessthanthe
normal rate of return, it istreated asacase of over-capitalisation.

7. Definedividend?
Ans  Theamount of profitsdistributed by acompany toitsshareholdersiscalled dividend.
8. What ismeant by optimum capital structure?

Ans Theoptimum capita structure may be defined asthe combination of equity and debt capital that
leadsto the maximum va ueof thefirm. At optimum capital structure, thevaueof an equity share
will bemaximum, whiletheaverage cost of capital isminimum.

9. State any two fixed assets?
Ans Land & buildings, pland & machinery.

10. Mention any two current assets?
Ans Cash, stock, debtors
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11.
Ans
12.
Ans
13.
Ans
14.
Ans
15.
Ans

16.

Ans

17.

Givetwo examplesfor current liabilities?

Creditors, billspayables

If theactual rateof returnisequal to cost of capital in the company isknown as?
Proper capitalisation

Who getsfixed dividend irrespective of profitsof thecompany?

Preference shareholders

Who getsfixed interest irrespective of the profits of the company?
Debentureholders

Namethetheoriesof capitalization?

Cost theory, equity theory

What isknown asthe excessincome ear ned by the ownersdueto inclusion of debt in
thecapital?

Trading on equity or leverage effect.
Thecombination of owner ship capital and debt capital isknown as?

Ans. Capital structure

18.

State the need of long term resour ces of finance?

Ans. Purchaseof land and buildings, plant, machinery, furniture.

19.

Ans

20.

ANs

21.

What isunder -capitalisation?

Under-capitaisationisjust thereverse of over-capitalisation. In other words, acompany issaid
to beunder-capitdised if itscapita employedislessthanitsproper capitdizationi.e., theamount
of capita investedisnot justified by itsannua earnings.

Stateany four featuresof financial plan?

(& Theplan must besmple, (b) Adequateliquidity must beensured, (¢) It must beflexible, (d) It
must ensure optimal use of funds.

Statewhether thefollowing areobjectivesof financial planning, by writing‘Yes or ‘No’.
(8 Determining thereguirement of fixed and working capital
(b) Determining thesalesoutpuit.
(c) Toensurethetimely availability of funds.
(d) Todeterminethequantity of production.
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(e) Toraisefundsat thelowest possiblecost.
Ans (@) Yes, (b) No, (¢) Yes, (d) No, (e) Yes

22. Statewhether werequire‘more’ or ‘less working capital in thefollowing cases:
(@) A company manufacturingiron & stedl.
(b) A bread manufacturingcompany having high inventory turnover.
(o) A largesize business enter prise making toys.
(d) A company manufacturingfurnitureagainst ordersonly.
(e) A company manufacturing of coolergrefrigerators.

Ans (a) More, (b) Less, (c) More, (d) Less, () More

23. Match theitemsin column A with column B.

(a) Fixed capital (i) Shorttermfinance

(b) Publicutilities (i) Working capital requirement
(c) Permanent working capital (i) Long-termfinance

(d) Goodwill (iv) Telephonecompany

(e) Fluctuatingworking capital (v) Intangiblefixed asset

(f) Length of production cycle (vi) Fixed workingcapital

Ans (@) (iii), (b) (iv), (c) (vi) , (€) (i), (F) (ii)
24. Correct and rewritethefollowing statementsif found incorrect.
(a) Under-capitalisation may lead to an increasein thepriceof company’sequity shares
inthemarket.
(b) Over-capitalisation may be caused by under estimation of capitalization rate.

(c) Under-capitalisation refersto a situation when the actual rate of earningsislower
than thenormal rateof return.

(d) Over-capitalisation refersto a situation when the amount of capital employed in a
company ismor ethan what isjustified by itsear nings.
(e) Over-capitalisation islessharmful than under-capitalisation.
Ans (&) Correct, (b) Correct, (c) In-correct (Under-capitalisation refersto asituation when theactua

rate of earnings is more than the normal rate of return). (d) Correct, (€) In-correct (Over-
capitalisationismore harmful than undercapitalisation).

25. Which of thefollowing ar echar acteristicsof an appropriatecapital structure? Indicate,
by writing YESor NO. Rewritethe statementswhereyour answersisNO.

(@) Itinvolvesajudiciousmix of different typesof securities.
(b) It involvesdilution of control of existing shareholders.
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(c) It catersto exclusively to the wealthy investors.

(d) It ensuresminimum return on equity.

(e) 1t keepsin view thelegal constraints.

(f) 1t hasrigidity and firmnessand doesnot changewith changed conditions.

Ans (@ Yes
(b) No—Itinvolvesminimumrisk of dilutionin control by existing shareholders.
(c) No—Itcaterstoal typesof investors
(d) No—Itensuresmaximum return on equity
(e Yes

(f) No—It hasthe necessary flexibility to makerequired reduction or addition to funds, according
to changed conditions.

26. Givethefull form of thefollowing abbreviations.
(a) PAT (b) PBT () PBIT

Ans (a) Profit After Tax
(b) ProfitsBefore Tax
(c) Profit Beforelnterest and Tax

27. List any fivefactorsaffectingthedividend decision of acompany:
Ans (&) Financia needsof the company
(b) Liquidity
(c) Accessto capital market
(d) Tax policy
(e) Legd congraints
28. Statethe meaning of thefollowing terms?
(a) Dividend (b) Retained Ear nings(c) PreferenceDividend (d) Equity Dividend
Ans (a) Amount of profit distributed to sharehol ders.
(b) Thepart of profit retained in the company to meet the company’ sfuturefinancial needs.
(c) Dividend paidto preference shareholders.
(d) Dividend paidto equity shareholders.

159



13

L ESSON | ndian Financial M ar ket

I ntroduction

Youarefully awvarethat businessunitshaveto raise short-term aswell aslong-term fundsto meet
their working and fixed capital requirementsfrom timeto time. Thisnecessitates not only theready
availability of such fundsbut also atransmission mechanism with the hel p of which the providers of
funds (investorg/ lenders) can interact with the borrowers/users (businessunits) and transfer thefunds
to them asand when required. Thisaspect istaken care of by thefinancial marketswhich providea
placewhere or asystem through which, thetransfer of fundsby investors/lendersto the businessunits
isadequately facilitated.

Long Answer Type Questions

1. What do you mean by ‘Money Market’? Givefour examples of credit instruments of
themoney market.

Ans  Themoney marketisamarket for short-term funds, which dealsin financia assetswhose period
of maturity is upto one year. It should be noted that money market does not deal in cash or
money as such but ssimply providesamarket for credit instruments such asbills of exchange,
promissory notes, commercia paper, treasury hills, etc.

Money Market Instruments
Following are someof theimportant money market instrumentsor securities.

(& Call Money: Cdl money ismainly used by thebanksto meet their temporary requirement of
cash. They borrow and lend money from each other normally onadaily basis. Itisrepayable
on demand and its maturity period varies in between one day to afortnight. The rate of
interest paid on call money loanisknown as’ call rate.’
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(b) Treasury Bill: A treasury bill isapromissory noteissued by the RBI to meet the short-term

requirement of funds. Treasury billsarehighly liquid instrumentsthat mean, at any timethe
holder of treasury billscantransfer of or get it discounted from RBI. Thesebillsarenormally
issued at apricelessthan their face value; and redeemed at face value. So the difference
between theissue price and theface value of thetreasury bill representstheinterest onthe
investment. These billsare secured instrumentsand areissued for aperiod of not exceeding
364 days. Banks, Financid ingtitutionsand corporationsnormally play mgor roleinthe Treasury
bill market.

() Commercial Paper: Commercia paper (CP) isapopular instrument for financing working

capita requirementsof companies. The CPisan unsecured instrument issued in theform of
promissory note. Thisinstrument wasintroduced in 1990 to enabl e the corporate borrowers
to raise short-term funds. It can be issued for period ranging from 15 days to one year.
Commercial papers are transferable by endorsement and delivery. The highly reputed
companies(Blue Chip companies) arethemajor player of commercia paper market.

(d) Certificateof Deposit: Certificates Of Deposit (CDs) are short-term instrumentsissued by

Commercia Banksand Special Financia Institutions (SFIs), which arefreely transferable
from one party to another. The maturity period of CDs ranges from 91 daysto one year.
These can beissued toindividuals, co-operativesand companies.

(e) TradeBill: Normally thetradersbuy goodsfrom the wholesal ers or manufactures on credit.

The sellersget payment after theend of the credit period. But if any seller doesnot want to
wait or inimmediate need of money he/shecan draw abill of exchangeinfavour of thebuyer.
When buyer acceptsthehill it becomesanegotiableinstrument andistermed ashill of exchange
or tradenhill.

2. Distinguish between primary mar ket and secondary market.

Ans  Themain pointsof distinction between the primary market and secondary market areasfollows:

1.

Function : Whilethemain function of primary marketistoraiselong-termfundsthroughfresh
issueof securities, the main function of secondary market isto provide continuousand ready
market for theexisting long-term securities.

. Participants Whilethemgjor playersinthe primary market arefinancid institutions, mutual

funds, underwritersand individual investors, themgjor playersin secondary market aredll of
these and the stockbrokerswho are members of the stock exchange.

. Listingrequirement: Whileonly those securitiescan be dealt withinthe secondary market,

which have been approved for the purpose (listed), thereisno such requirement in case of
primary market.

. Determination of prices: In case of primary market, the prices are determined by the

management with due compliance with SEBI requirement for new issueof securities. Butin
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case of secondary market, the price of the securitiesisdetermined by forces of demand and
supply of themarket and keepson fluctuating.

3. Definestock exchange and explain any two of itsfunctions.

Ans Stock exchangeisthe term commonly used for a secondary market, which provide aplace
where different types of existing securities such as shares, debentures and bonds, government
securities can be bought and sold on aregular basis. A stock exchangeisgenerally organised as
an associ ation, asociety or acompany with alimited number of members. Itisopen only to these
memberswho act asbrokersfor the buyersand sellers.

The Securities Contract (Regulation) Act has defined stock exchange as an “association,
organisation or body of individuals, whether incorporated or not, established for the purpose of
assisting, regulating and controlling businessof buying, sellingand dedlingin securities’.

Functionsof A Stock Exchange

Thefunctionsof stock exchange can beenumerated asfollows:

1.

Providesready and continuousmar ket: By providing aplacewherelisted securitiescan
be bought and sold regularly and conveniently, astock exchangeensuresaready and continuous
market for various shares, debentures, bonds and government securities. Thislendsahigh
degreeof liquidity to holdingsin these securitiesastheinvestor can encash their holdingsas
and when they want.

. Providesinformation about pricesand sales: A stock exchange maintainscompleterecord

of dl transactionstaking placein different securitiesevery day and suppliesregular information
onthelr pricesand salesvolumesto pressand other media.

. Provides safety to dealings and investment: Transactions on the stock exchange are

conducted only amongst itsmemberswith adequate transparency and in strict conformity to
itsrulesand regul ationswhich include the procedure and timings of delivery and payment to
befollowed. Thisprovidesahigh degree of safety to dealingsat the stock exchange.

. Helpsin mobilisation of savingsand capital for mation: Efficient functioning of stock

market creates a conducive climate for an active and growing primary market. Good
performance and outlook for sharesin the stock exchangesimparts buoyancy to the new
issue market, which helpsin mobilising savingsfor investment inindustrial and commercial
establishments. Not only that, the stock exchangesprovidesliquidity and profitability todedings
andinvestmentsin sharesand debentures.

. Barometer of economic and businessconditions: Stock exchangesreflect the changing

conditionsof economic hedlth of acountry, asthe sharespricesarehighly sensitiveto changing
economic, social and political conditions. It isobserved that during the periods of economic
prosperity, the share pricestend torise. Conversely, pricestendtofall when thereiseconomic
stagnation and the business activitiesd ow down asaresult of depressions. Thus, theintensity
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of trading at stock exchanges and the corresponding rise or fall in the prices of securities
reflectstheinvestors' assessment of the economic and business conditionsin acountry, and
actsasthe barometer which indicatesthegeneral conditionsof the atmosphere of business.

6. Better allocation of funds: Asaresult of stock market transactions, fundsflow fromthe
lessprofitableto more profitable enterprisesand they avail of thegreater potential for growth.
Financia resources of the economy arethus better allocated.

Explain therole played by SEBI in protecting investors' interestsand controlling the
business at stock exchange.

Aspart of itseffortsto protect investors' interests, SEBI hasinitiated many primary market
reforms, whichincludeimproved disclosure stlandardsin publicissue documents, introduction of
prudential normsand s mplification of issue procedures. Companiesarenow required to disclose
all material factsand risk factors associated with their projectswhile making publicissue. All
issue documentsareto be vested by SEBI to ensure that the disclosures are not only adequate
but a so authentic and accurate.

SEBI hasasointroduced acode of advertisement for publicissuesfor ensuring fair and truthful
disclosures. Merchant bankersand all mutua fundsincluding UTI have been brought under the
regulatory framework of SEBI. A code of conduct has been issued specifying ahigh degree of
responsi bility towardsinvestorsin respect of pricing and premium fixation of issues. To reduce
cost of issue, underwriting of i ssueshasbeen made optional subject to the condition that theissue
isnot under-subscribed.

In casetheissueisunder-subscribedi.e., it was not ableto collect 90% of theamount offered to
the public, the entire amount would be refunded to theinvestors. The practice of preferential
allotment of sharesto promotersat prices unrelated to the prevailing market prices has been
stopped and private placements have been made moreredtrictive. All primary issueshave now to
be made through depository mode. Theinitia public offers (I1POs) can go for book building for
which the price band and issue size haveto be disclosed. Companieswith dematerialised shares
can dter the par vaueasand whenthey so desire.

Describe the measurestaken by SEBI to regulate the secondary market.

Asfor measuresin the secondary market, it should be noted that all statutory powersto regulate
stock exchanges under the Securities Contracts (Regulation) Act have now been vested with
SEBI through the passage of securitieslaw (Amendment) Actin 1995. SEBI hasduly notified
rulesand acode of conduct to regulatethe activitiesof intermediariesinthe securitiesmarket and
then registrationinthe securitiesmarket and then registration with SEBI ismade compul sory.

It hasissued guidelinesfor composition of the governing bodies of stock exchangesso asto
include more public representatives. Corporate membership has also been introduced at the
stock exchanges. It hasnotified the regulationson insider trading to protect and preservethe
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integrity of stock marketsand issued guidelinesfor mergersand acquisitions. SEBI hascongtantly
reviewed thetraditional trading systems of Indian stock exchanges and tried to simplify the
procedure, achievetransparency intransactionsand reducetheir costs.

To prevent excessive speculations and volatility in the market, it has done away with badla
system, and introduced rolling settlement and trading in derivatives. All stock exchangeshave
been advised to set-up clearing corporation/settlement guaranteefund to ensuretimely settlements.
SEBI organisestraining programmesfor intermediariesin the securitiesmarket and conferences
for investor education dl over the country fromtimetotime.

6. Explain the importance of stock exchanges from the points of view of companies,
investorsand to the society.

Ans Theadvantagesof stock exchangescan beoutlined from the point of view of (@) Companies, (b)
Investors, and (c) the Society asawhole.

(8 TotheCompanies

0)

(i)

(ii)

)

The companieswhose securities have been listed on astock exchange enjoy abetter
goodwill and credit-standing than other companies because they are supposed to be
financidly sound.

Themarket for their securitiesisenlarged astheinvestorsal over theworld become
aware of such securitiesand have an opportunity toinvest

Asaresult of enhanced goodwill and higher demand, the value of their securitiesincreases
and their bargaining power in collectiveventures, mergers, etc. isenhanced.

The companies have the convenience to decide upon the size, price and timing of the
issue.

(b) Tothelnvestors

0)

(i)

(i)

)

Theinvestorsenjoy theready availability of facility and convenienceof buying and selling
the securitiesat will and at an opportunetime.

Because of the assured safety in dealings at the stock exchangetheinvestorsarefree
from any anxiety about thedelivery and payment problems.

Availahility of regular information on prices of securitiestraded at the stock exchanges
hel psthem in deciding onthetiming of their purchaseand sale.

It becomeseasier for them to raiseloansfrom banksagainst their holdingsin securities
traded at the stock exchange because banks prefer them ascollateral on account of their
liquidity and convenient val uation.

(c) Tothe Society

0)

Theavailability of lucrativeavenuesof investment and theliquidity thereof inducespeople
to saveand investinlong-term securities. Thisleadstoincreased capita formationinthe
country.
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(i) Thefacility for convenient purchase and sale of securitiesat the stock exchangeprovides
support to new issue market. Thishel psin promotion and expansion of industrid activity,
whichinturn contributes, toincreaseintherate of industrial growth.

(i)  The Stock exchangesfacilitate realisation of financial resourcesto more profitableand
growingindustrial unitswhereinvestorscan easly increasethear investment substantialy.

(iv) Thevolumeof activity at the stock exchanges and the movement of share pricesreflect
the changing economic hedlth.

(v) Sincegovernment securitiesare also traded at the stock exchanges, the government
borrowing ishighly facilitated. The bondsissued by governments, electricity boards,
municipal corporationsand public sector undertakings (PSUs) arefound to be on of fer
quitefrequently and aregeneraly successful.

Short Answer Type Questions

1. Differenciate between money market and capital market.
Ans. Capita Market differsfrom money market in many ways.

e Whilemoney market isrelated to short-term funds, the capital market related to long term
funds.

e Whilemoney market dedlsin securitiesliketreasury bills, commercia paper, tradebills, deposit
certificates, etc., thecapita market dealsin shares, debentures, bondsand government securities.

e Whiletheparticipantsin money market are Reserve Bank of India, commercial banks, non-
banking financial companies, etc., the participants in capital market are stockbrokers,
underwriters, mutua funds, financid ingtitutions, and individud investors.

e Whilethemoney market isregulated by Reserve Bank of India, the capital market isregulated
by Securities Exchange Board of India(SEBI).

2. What doyou mean by ‘Financial Market’? Explain any two of itsfunctions.

Ans  Financiad market may bedefined as' atransmission mechanism between investors (or lenders)
andtheborrowers(or users) throughwhichtransfer of fundsisfacilitated'. It consstsof individua
investors, financid ingtitutionsand other intermediarieswho arelinked by aformd trading rules
and communi cation network for trading the variousfinancial assetsand credit instruments.

Functions
Let usnow seethe main functionsof financial market.
(&) Itprovidestacilitiesfor interaction between theinvestorsand the borrowers.

(b) 1t providespricing information resulting from theinteraction between buyersand sellersinthe
market when they tradethefinancial assets.

(¢) It providessecurity todedlingsinfinancial assets.
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(d) Itensuresliquidity by providingamechanismfor aninvestor to sell thefinancia assets.

(e) Itensureslow cost of transactionsand information.

State thelimitations of stock exchanges.

Likeany other ingtitutions, the stock exchangestoo havetheir limitations. One of the common
evilsassociated with stock exchange operationsisthe excessive specul ation. Speculationimplies
buying or sdlling securitiesto takeadvantage of pricedifferentia at different times. Thespeculators
generdly do not takeor giveddivery and pay or receivefull payment. They settlether transactions
just by paying thedifferencein prices. Normally, speculationiscons dered ahedthy practiceand
isnecessary for successful operation of stock exchangeactivity. But, when it becomesexcessve,
it leadsto widefluctuationsin prices and various mal practices by the vested interests. Inthe
process, genuineinvestors suffer and are driven out of themarket.

Another shortcoming of stock exchange operationsisthat security pricesmay fluctuate dueto
unpredictable political, socia and economic factorsaswell ason account of rumours spread by
interested parties. Thismakesit difficult to assessthe movement of pricesin futureand build
appropriate strategiesfor investment in securities. However, these daysgood amount of vigilance
isexercised by stock exchange authoritiesand SEBI to control activitiesat the stock exchange
and ensuretheir hedthy functioning.

What isrolling settlement?

Today, with the electronic / computer based system of recording and carrying out of share
transactions, stock exchangesgoinfor ‘rolling settlement’. That means, transactionsare settled
after afixed number of daysof thetransaction rather than on aparticular day of theweek. For
example, if astock exchangegoesinfor ‘ T+2' daysof rolling settlement, thetransactionissettled
withintwo working daysof occurring of thetransaction, ‘ T' being theday of thetransaction. In
T+7 daysof rolling settlement, thetransactionissettled onthe 7th day after thetransaction. This
isfacilitated through el ectronic transfer of shares, through Dematerialised Account or Demat
Account i.e., the sharedoesnot have aphysical form of apaper document, but isacomputerized
record of aperson holding ashareand through transfer of money eectronicaly or through cheques
payment is settled.

Discussin brief about stock exchangesin India.

Thefirst organised stock exchangein Indiawas started in Mumbai known as Bombay Stock
Exchange (BSE). It wasfollowed by Ahmedabad Stock Exchangein 1894 and K olkata Stock
Exchangein 1908. The number of stock exchangesin Indiawent upto 7 by 1939 and it increased
to 21 by 1945 on account of heavy speculation activity during Second World War.

A number of unorganised stock exchangesa so functioned in the country without any formal set-
up and were known as kerb market. The Security Contracts (Regulation) Act was passed in
1956 for recognition and regul ation of Stock Exchangesin India.

At present we have 23 stock exchanges in the country. Of these, the most prominent stock
exchangethat cameup isNationa Stock Exchange (NSE). Itisalso based in Mumbai and was
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8.

promoted by theleading financid indtitutionsin India. It wasincorporated in 1992 and commenced
operationsin 1994. This stock exchange has a corporate structure, fully automated screen-
based trading and nation-wide coverage.

Another stock exchange that needs special mention is Over The Counter Exchange of India
(OTCEHI). It wasa so promoted by thefinancia institutionsin September 1992 specially to cater
to small and medium sized companieswith equity capital of morethan Rs.30 lakh and lessthan
Rs.25 crore.

State the regulations of stock exchanges.

Thestock exchanges suffer from certain limitationsand require strict control over their activities
inorder to ensure safety in dealingsthereon. Hence, asearly as 1956, the Securities Contracts
(Regulation) Act was passed which provided for recognition of stock exchangesby the Central
Government. It hasa so the provision of framing of proper bylawsby every stock exchangefor
regulation and control of their functioning subject to the approval by the Government.

All stock exchangesarerequired to submit information relating to itsaffairsasrequired by the
Government from timeto time. The Government was given wide powersrelating to listing of
securities, make or amend bylaws, withdraw recognition to, or supersede the governing bodies
of stock exchange in extraordinary/abnormal situations. Under the Act, the Government
promul gated the Securities Regulations (Rules) 1957, which provided inter diafor the procedures
to befollowed for recognition of the stock exchanges, submission of periodical returns and
annud returnshby recognised stock exchanges, inquiry into theaffairsof recogni sed stock exchanges
and their members, and requirementsfor listing of securities.

Describethe powersof SEBI concerning various aspects of capital.
SEBI hasbeen vested with necessary powers concerning variousaspects of capital market such
&
(i) Regulating the businessin stock exchangesand any other securitiesmarket;
(i) Regigteringand regulating theworking of variousintermediariesand mutua funds;
(iii) Promoting and regulating salf regulatory organisations,
(iv) Promotinginvestorseducation and training of intermediaries,
(v) Prohibitinginsider trading and unfair trade practices,
(vi) Regulating substantial acquisition of sharesand takeover of companies,

(vii) Calling for information, undertaking inspection, conducting inquiries and audit of stock
exchanges, and intermediariesand saf regul ation organizationsin the stock market; and

(viii) Performing such functionsand exercising such powersunder the provisions of the Capital
Issues (Control) Act and the Securities Contracts (Regulation) Act.

Explain billsof exchangewith an example.

Ans A bill of exchangeisaninstrument inwriting containing an unconditional order, signed by the

maker, directing a certain person to pay a certain sum of money only to or to the order of a
167



Ans

10.
Ans

ANs

12.

certain person, or to the bearer of theinstrument. To clarify themeaning et ustake an example.
Suppose Gopal has given aloan of Rs. 50,000 to Madan, which Madan hasto return. Now,
Gopa aso hasto give somemoney to Madhu. Inthiscase, Gopal can makeadocument directing
Madan to make payment up to Rs. 50,000 to Madhu on demand or after expiry of aspecified
period. This document is called abill of exchange, which can be transferred to some other
person’sname by Madhu.

What ispromissory note?

A promissory noteisaninstrument inwriting (not being abank noteor acurrency note) containing

an unconditional undertaking, signed by the maker, to pay acertain sum of money only to or to

the order of acertain person or to the bearer of theinstrument.

What arethe characteristics of a stock exchange?

Themain characteristicsof astock exchangeare:

1. Itisanorganised market.

2. It providesaplace whereexisting and approved securities can be bought and sold easily.

3. Inastock exchange, transactionstake place betweenitsmembersor their authorized agents.

4. All transactionsareregulated by rulesand by laws of the concerned stock exchange.

5. It makescompleteinformation availableto publicin regardto pricesand volumeof transactions
taking placeevery day.

What doyou under stand by theterm ‘ speculation’?

When the securities are bought with the sole object of selling theminfuture at higher pricesor

theseare sold now with theintention of buying at alower priceinfuture, are called speculation

transactions. Themain objective of such transactionsisto take advantage of pricedifferentid at

different times. The stock exchange a so providesfor settlement of such transactionseven by
receiving or paying, asthe case may be, just the differencein prices.

What iscapital market?

Ans: Capital Market may be defined as amarket dealing in medium and long-term funds. It isan

13.
Ans

14.
ANs

15.
Ans

indtitutiona arrangement for borrowing medium and long-term fundsand which providesfacilities
for marketing and trading of securities.

What issecuritiesmarket?

Themarket where securities are traded known as securitiesmarket. It consists of two different
segmentsnamely primary and secondary market.

What isprimary market?

Theprimary market dealswith new or freshissue of securitiesandis, therefore, dsoknown as
new issue market.

What issecondary market?

The secondary market providesaplacefor purchaseand sale of existing securitiesand isoften
termed asstock market or stock exchange.
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16. What isbook-building?

Ans Itisaprocessof determining priceof sharesbased on market feedback. Inthisprocesstheissue
priceof theshareisnot fixed in advance. It isdetermined by offer of potential investorsabout the
pricethey may bewilling to pay for theissue.

17. Which stock exchange cater sthe needs of small and medium scale companies?
Ans  Over the Counter Exchangeof India(OTCElI)

18. Whichisthefirst stock exchangerecognized in India?
Ans Bombay Stock Exchange (BSE)

19. Which Act waspassed by thegover nment of Indiain 1992 torecognize stock exchanges?
Ans  SecuritiesExchange Board of India(SEBI)

20. Which stock exchangewas started in 1994 by covering the entire nation?
Ans: National Stock Exchange (NSE)

21. ldentify if thefollowing statement about stock exchangesare‘Tru€e' or ‘False'. If the
statement is‘False’, rewriteit in the correct form.

(a) Stock Exchange providesaready market for saleand purchase of gold and silver.

(b) In the stock exchange, transactions take place between companies and their
shareholdersdirectly.

(c) Stock exchange transactions facilitate flow of funds from less profitable to more
profitableenterprises.

(d) It becomesdifficult for investorstoraiseloansfrom banksagainst collateral of their
holdingsin securitiestraded at the stock exchange.

(e) Speculationisthesamethingasgambling.

Ans (a) False: Stock Exchange provides aready market for sale and purchase of various shares,
debentures, bondsand government securities.

(b) False: Inthestock exchange, transactionstake place between itsmembersor their authorised
agents.

(c) True

(d) Fase Itbecomeseasy for investorsto raisel oansfrom banksagainst collatera of their holdings
insecuritiestraded at the stock exchange.

(e) Fase Speculationisdifferent fromgambling.
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N Introduction to Marketing

I ntroduction

Weusealargevariety of goodsand servicesinour daily life. Theseincludeitemsliketoothpaste,
toothbrush, soap, ail, clothes, food items, telephone, electricity and many more. How do al these
goods and services reach our home? Obviously the business houses who produce the goods and
serviceshaveto ensurethat these areto be sold, and so they have to make the consumersusersaware
of their products and place them at points convenient to the consumers. Thisinvolvesanumber of
activitiessuch asproduct planning, pricing, promotion, use of middiemen (wholesaers, retailer etc.) for
sale, warehousing, transportation etc. All these activitiestaken together aretermed asMarketing. In
thislesson, wewill learn about the concept of marketing, itsimportance, objectivesand functions.

Long Answer Type Questions

1. Stateany four pointsof theimportance of marketing.

Ans  Marketing isimportant to the business, consumer aswell asthe society. Thisisevident fromthe
following points.

(8) Marketing hel psbusinessto keep pace with the changing tastes, fashions, preferencesof the
customers. It worksout primarily because ascertai ning consumer needsand wantsisaregular
phenomenon and improvement in existing productsand introduction of new product kegpson
taking place. Marketing thus, contributesto providing better productsand servicesto the
consumersand improvetheir standard of living.

(b) Marketing helpsin making productsavailableat al placesand throughout theyear. We are
ableto get Kashmir shawlsand Assam Teaall over Indiaand get seasond fruitslikeappleand
orangesround the year dueto proper warehousing or proper packaging. Thus, marketing
crestestimeand place utilities.
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(c) Marketing playsanimportant roleinthedevel opment of theeconomy. Variousfunctionsand
sub-functions of marketing like advertising, persona selling, packaging, transportation, etc.
generate employment for alarge number of people, and accelerate growth of business.

(d) Marketing hel psthebus nessinincreasing its salesvolume, generating revenue and ensuring
itssuccessinthelong run.

(e) Marketing aso helpsthebusi nessin meeting competition most effectively.

2. Explain any threeobjectivesof marketing.
Ans Thebasic objectivesof marketing areasfollows:
(&) Providesatisfactionto customers

All marketing activities are directed towards customer satisfaction. Marketing startswith
ascertaining consumer needs and produce goodsthat satisfy those needs most effectively.
Not only that the pricing and distribution functions of marketing area so planned accordingly.

(b) Increasein demand

Through advertisng and other sdespromotiond efforts, marketing aimsat creating additiona
demand for their products. Satisfied customers aso help in creating new customers. For
example, if youbuy a‘gel pen’ andfed satisfied, next timeal so youwill buy the same penand
obvioudy whenyoutell othersabout it they will dsofed likegivingit atry.

(¢) Providebetter quaity product to the customers

Thisisabasic objective of marketing. The businesshousestry to update and upgradetheir
knowledge and technol ogy to continuoudly provide better products. If they do not do so, they
will be phased out through competition.

(d) Creategoodwill for theorganisation

Another objective of marketingisto build agood publicimage and create goodwill for the
organisation. Thishelpsin maintaining loyalty to the product and accepting new products of
the same company.

(e) Generateprofitablesaesvolume

Theultimate objective of all marketing effortsisto generate profitable salesvolumesfor the
business. Taking care of customer needs and wants by providing the required goods and
servicesat pricesthey canafford, and at placesand timing that are convenient tothem ultimately
lead toincreased salesand profits.

3. Describeany four important functionsof marketing.

Ans  Marketingisthe performance of thosebusinessactivitiesthat direct theflow of goodsand services
from producersto consumersor users. Let usnow learn what those activitiesare? These are
briefly discussed hereunder.
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. Product Planning and Development

Marketing startsmuch beforethe actud production. Themarketersgather information regarding
what are the needs of the consumersand then decide upon what to produce. So, thetask of
marketing beginswith planning and designing aproduct for the consumers.

. Buyingand Assembling

Buying and assembling activitiesasapart of marketing refer to buying and collection of required
goodsfor resde. Thisfunction of marketingisprimarily relevant to those businessorganisations
that areengaged intrading activities. Inthe context of manufacturing organisations, buying and
assembling involvesbuying raw materia sand componentsrequired for production of finished
goods.

. Standar disation and Grading

Standardi sation refersto devel opment of standardsfor production of goodswith respect to
shape, design, colour and other characteristics. If products are standardised, customersare
abletoidentify aproduct anditscharacteristicsvery well.

Gradinginvolvesseparating productsinto different classeson thebasi sof certain predetermined
standardsrelating to sizeand quality. Gradingisrequiredin case of agricultural, forest and
mineral products such as cotton, sugar cane, iron ore, coal, timber, etc.

. Branding

Branding meansgiving an attractive name, symbol or identity mark to the product to makea
product different from otherssothat it isknown by that nameor symbol or mark. For example,
Surf isthe brand name of adetergent powder produced by Hindustan Unilever Limited (HUL).

. PricingtheProduct
Pricinginvolvesdecisionsregarding fixation of product prices, keepingin view the product
costs, the capacity of customersto pay, and the prices of the competitive products.

. Promation of theProduct
Promotional activitiesinclude advertising, persond sdlling, sdlespromotion and publicity. All
promotiond activitiesinvol ve communication with the existing and prospective customers.

. Digtribution

Digtribution refersto those activitiesthat are undertaken for sale of productsto the customers
andthephysicd transfer thereof. Thefirst agpect i.e., sdleof product involvesuseof middlemen
such aswholesd ersand retailerswhose services are used for making the productsavailable
at convenient pointsand helpingintheir saleto the ultimate consumers. The second aspect
i.e., physical transfer involveswarehousing and transportation of goodsfrom the point of
production to the point of saleor the consumer.

. Sdling
Sdlingisanimportant function of marketing whereby the ownership of goodsand servicesis
transferred from the seller to the buyer for aconsideration known asprice. Toinitiate and
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completethe processof salling, thesdller hastoinform the prospective buyer about avail ability
of goods, the nature and uses of products, their prices and the needs of the customersthat
may beeffectively satisfied by the product. In the process, hearousescustomers’ interestin
the product and persuadesthemto buy it.

9. Storageand Warehousing
Storagerefersto holding and preserving goodsfromthetimeof their procurement or production
till thetimeof their sale. Warehousing issynonymousto storage but isnormally used for large-
scalestoragefacility for goodsand commodities.

10. Transportation
Transportation refers to the physical movement of goods from one place to another. In
marketing, transport asan activity refersto physical movement of raw materialsaswell as
finished goodsfrom the place of production to place of consumption. Goodsaretransported
through variousmeanslikerallways, roadways, waterwaysand airways.

4. Definemarketingand distinguish it from selling.

Ans  Marketing refersto the process of ascertaining consumers' needs and supplying variousgoods
and servicestothefinal consumersor usersto satisfy those needs. Basically, marketing isthe
performance of businessactivitiesthat direct theflow of goodsand servicesfrom producersto
CONSUMErSor User's.

The American Marketing A ssociation defines marketing as an organisational function and set of

processesfor cregting, communicating and ddlivering va ueto customersand for managing customer
relationshipsinwaysthat benefit the organisation and its stakehol ders.

Marketing Sdling

Marketing includessdlling and other activities Sdlingisconfined to persuasion of consumersto
likevariouspromotiona measures, marketing buy firm’sgoodsand services.
research, after salesservice, etc.

It startswith research on consumer needs, wants,| Selling Startsafter the production processisover
preference, likes, didikeetc., and continueseven| and endswith the handing over themoney to the
after the saleshave taken place. sdler by thebuyer.

Focusison earning profit through maximisation | Focusison earning profit through maximisation
of customers’ satisfaction. of sales.

Customer’sneed isthe central point around Fragmented approachto achieveshort termgain.
whom al marketing activitiesrevolve.

Itisanintegrated approach to achievelong term | All activitiesrevolve around the product that has
goaslikecreating, maintainingand retainingthe | been produced.
customers.

Stresseson needs of buyer. Stresseson needsof theseller.
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Short Answer Type Questions

1. Distinguish between traditional and moder n concept of mar keting.
Ans
Pointsof Traditional Concept of Modern Concept of Marketing
difference Marketing
Focuson Product Customers need
Means Sling Coordinated marketing efforts
Ends Profitsthrough maximisation Profitsthrough customers' satisfaction.
of sales
2. What ismeant by integrating mar keting?
Ans All marketing activitieslike product planning, pricing, packaging, distribution and salespromoation

Ans

Ans

arecombined into one as coordinated marketing efforts. Thisiscalled integrating marketing. It
implies
(i) Developing aproduct that can satisfy the needs of the consumers,
(i) Taking promotiona measuresso that consumerscometo know about the products, itsfestures,
quality, availability etc.;
(iii) Pricingthe product keeping inmind thetarget consumers purchasing power and willingness
topay;
(iv) Packaging and grading the product to makeit moreattractive and undertaking salespromotion
measuresto motivate consumersto buy the product; and

(v) Taking variousother measures(e.g., after salesservice) to satisfy the consumers' needs.

Explain thesignificance of marketing resear ch.

Marketing researchinvolvescollection and analys sof factsre evant to variousaspectsof marketing.
Itisaprocessof collecting and analysing information regarding customer needs and buying
habits, the nature of competitioninthemarket, prevailing prices, distribution network, effectiveness
of advertising media, etc. Marketing research gathersrecordsand anaysesfactsfor arriving at
rational decisionsand devel oping suitable marketing strategies.

Doyou think marketing and selling ar e synonymouster ms? Givereason.

Theterms'marketing’ and‘ saling’ arerelated but not synonymous. ‘ Marketing' asstated earlier,
emphasises on earning profitsthrough customer satisfaction. In marketing, thefocusisonthe
consumer’s needs and their satisfaction. * Selling’ on the other hand focuses on product and
emphasiseson selling what has been produced. Infact itisasmall part of the wide process of
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marketing wherein emphasisisinitially on promotion of goodsand servicesand eventually on
increasein salesvolume.

Marketing haslong term perspective of winning over consumer loyalty to the product by providing
him maximum sati sfaction. However, selling has short-term prospective of only increasing the
sdesvolume.

In marketing, the consumer isthe on king whose needs must be satisfied. In salling, the product
issupreme and theentirefocusisitssale. Marketing startsbefore production and continueseven
after the exchange of goodsand serviceshastaken place. Itisso because provision of after sae
serviceisanimportant component of marketing process. Selling startsafter the production and
ends as soon asthe exchange of goods and serviceshastaken place.

5. Explainthemodern concept of marketing.

Ans  Themodern concept of marketing considerstheconsumers wantsand needsastheguiding spirit
andfocusesontheddivery of such goodsand servicesthat can satisfy thoseneedsmost effectively.
Thus, marketing startswith identifying consumer needs, then plan the production of goodsand
servicesaccordingly to provide him the maximum satisfaction.

6. Explain‘packaging asafunction of marketing.

Ans Packaging involves putting the goods in attractive packets according to the convenience of
consumers. Important considerationsto be kept in view in this connection arethe size of the
package and thetype of packaging material used. Goods may be packaged in bottles (plastic or
glass), boxes (made of tin, glass, paper, plastic), cansor bags.

7. Differenciate between packingand packaging.

Ans Packaging isalso used asapromotional tool as suitableand attractive packagesinfluencesthe
demand of the products. It may be noted that packaging isdifferent from packing, whichrefersto
putting goodsin suitable containersfor transportation purposes.

8. List thedifferent types markets?
Ans
AccordingtoArea Accordingto Commodities Accordingto Volumeof
& Goods transaction
e Loca Market o FruitMarket e WholesaleMarket
e Regiond Market e FurnitureMarket o Retal Market
e Real Market e Stock Market; soon
e Nationa Market
e Internationd Market
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Define market?

The placewhere buying and sdlling of goodsand servicestakesplace. Inthe context of marketing,
it refersto agroup of buyersfor aparticular product or service.

Whoismarketer?

It refersto the person who organi sesthe various marketing activities such asmarket research,
product planning, pricing, distribution etc.

What ismeant by grading?

Grading involves separating productsinto different classeson thebasisof certain predetermined
sandardsrelaingto szeand quality. Gradingisrequiredin caseof agriculturd, forest and minera
products such as cotton, sugar cane, iron ore, coal , timber, etc

What isthe objective of marketing accor dingtotraditional concept?

Theultimategoa of al marketing activity isto earn profit through maximisation of sales.

Statethefour activitiesinvolved in product promotion?

Promotional activitiesincludeadvertising, persona sdlling, salespromotion and publicity.

Definetheword ‘marketing'.

The American Marketing A ssociation defines marketing as an organisational function and set of
processesfor creating, communi cating and ddlivering va ueto customersand for managing customer
relationshi psin waysthat benefit the organi sation and its stakehol ders.

Followingsarethestatementsrelated to different concept of marketing. I dentify those
pertain tomoder n concept by mentioning*M CM’ and traditional concept by mentioning
‘TCM’ of each statement.

(a) It focuses on customer’sneed. (b) It focuseson product. (c) It sells satisfaction. (d)
It sellsgoodsand services. (€) It earnsprofit by maximisation of sales. (f) It ear nspr ofit
through maximisation of customer satisfaction.

MCM: (a), (), (f)
TCM: (b), (d), (e)
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Marketing Mix

L ESSON

I ntroduction

Inthe previouslesson you learnt that marketing i dentifiesconsumers needsand suppliesvarious
goodsand servicesto satisfy those needsmost effectively. So the businessman needsto: (a) produce or
manufacturethe product according to consumers need; (b) makeavailableit a apricethat theconsumers
find reasonable; (¢) supply the product to the consumersat different outletsthey can conveniently
approach; and (d) inform the consumers about the product and its characteristicsthrough the media
they have accessto.

Sothemarketing manager concentrateson four major decision areaswhile planning themarketing
activities, namely, (i) products, (i) price, (iii) place (distribution) and (iv) promotion. These4‘P'sare
called as elements of marketing and together they constitute the marketing mix. All theseareinter-
related becauseadecisoninoneareaaffectsdecisonsin other areas. Inthislesson youwill learn about
thebasic aspectsrelatingtothese4'P's.

Long Answer Type Questions

1. What ismeant by Marketing Mix? Describethefour components of marketing mix.

Ans  Marketinginvolvesanumber of activities. To beginwith, an organisation may decideonitstarget
group of customersto be served. Oncethetarget group isdecided, the product isto be placed
inthemarket by providing the appropriate product, price, distribution and promotional efforts.
These areto be combined or mixed in an appropriate proportion so asto achieve the marketing
goal. Suchmix of product, price, distribution and promotional effortsisknown as‘ Marketing
Mix'.

Accordingto Philip Kotler “Marketing Mix isthe set of controllablevariablesthat thefirm can
usetoinfluencethe buyer’sresponse’. The controllable variablesinthiscontext refer to the 4
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‘P's[product, price, place (distribution) and promotion]. Each firm strivesto build up sucha
composition of 4'P's, which can create highest level of consumer satisfaction and at the same
timemeet itsorganisational objectives. Let usnow have abrief ideaabout thefour components
of marketing mix.

Product : Product refersto the goods and services offered by the organisation. A pair of shoes,
aplateof dahi-vada, alipstick, all are products.

Price: Priceisthe amount charged for a product or service. It isthe second most important
element in the marketing mix. Fixing the price of the product isatricky job. Many factorslike
demand for aproduct, cost involved, consumer’sability to pay, pricescharged by competitors
for smilar products, government restrictionsetc. haveto bekept in mind whilefixing theprice.
Place: Goods are produced to be sold to the consumers. They must be made availableto the
consumers at a place where they can conveniently make purchase. Thisinvolvesachain of
individua sandingtitutionslikedigtributors, wholesalersand retailerswho condtitutefirm’sdigtribution
network (also called achannel of distribution).

Promotion: Promotionisanimportant ingredient of marketing mix asit refersto aprocess of
informing, persuading and i nfluencing aconsumer to make choice of the product to be bought.
Promotionisdonethrough meansof persond sdlling, advertising, publicity and salespromotion.
Itisdonemainly with aview to provideinformation to prospective consumersabout theavail ahility,
characteristicsand uses of aproduct.

2. Describetheclassification and sub-classification of productson thebasisof their use.

Ans Product refersto the goodsand services offered by the organisation for sale. Herethe marketers
haveto recognisethat consumersare not smply interested in the physical featuresof aproduct
but aset of tangible and intangible attributes that satisfy their wants.

“Product is a set of tangible and intangible attributes including packaging, colour, price,
manufacturer’ sprestige, retaller’ sprestige and manufacturer’ sand retail er’ sserviceswhich buyer
may accept as offering satisfaction of wantsand services’ - William J. Stanton

Product Classfication
Product can be broadly classified onthebasisof (1) use, (2) durability, and (3) tangibility.
1. Based on use, the product can beclassified as:

(& Consumer Goods; and

(b) Industria Goods.

(a) Consumer goods. Goods meant for personal consumption by the households or ultimate
consumersare called consumer goods. Thisincludesitemsliketoiletries, groceries, clothes
etc.
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Based on consumers' buying behaviour the consumer goods can befurther classified as:

0)
(i)
(i)
0

(i)

(iii)

Convenience Goods,
Shopping Goods; and
Specidity Goods.

ConvenienceGoods: The categoriesof conveniencegoodswhich are bought frequently
without much planning or shopping effort and ared so consumed quickly. Buying decision
in case of these goods does not involve much pre-planning. Such goodsare usualy sold
at convenient retail outlets.

Shopping Goods. These are goodswhich are purchased lessfrequently and are used
very dowly likeclothes, shoes, househol d appliances. In case of thesegoods, consumers
make choice of aproduct considering itssuitability, price, style, quality and products of
competitorsand subgtitutes, if any.

Speciality Goods: Because of somespecia characteristicsof certain categoriesof goods
people generally put special effortsto buy them. They areready to buy these goods at
pricesat which they are offered and also put in extratimeto locate the seller to makethe
purchase. Examplesof speciality goodsare cameras, TV sets, new automobilesetc.

(b) Industrial Goods: Goods meant for consumption or use asinputsin production of other
productsor provision of someserviceistermed as'‘industrial goods . These are meant for
non-persond and commercid useandinclude (i) raw materids, (i) machinery, (iii) components,
and (iv) operating supplies(such aslubricants, Sationery etc).
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2.

3.

Based on durability, the products can beclassified as:
(& DurableGoods; and
(b) Non-durable Goods.

(@) DurableGoods: Durablegoodsare productswhich areused for along periodi.e., for
monthsor yearstogether. Examplesof such goodsarerefrigerator, car, washing machine
etc.

(b) Non-durableGoods: Non-durablegoodsare productsthat are normally consumedin
onegoor last for afew uses. Examples of such productsare soap, salt, pickles, sauce
€tc.

Based on tangibility, the products can be classified as.
(@ TangibleGoods, and
(b) IntangibleGoods.

(@ TangibleGoods: Most goods, whether these are consumer goods or industrial goods
and whether theseare durableor non-durable, fal inthiscategory asthey haveaphysica
form, that can betouched and seen. Thus, all itemslikegroceries, cars, raw-materials,
machinery etc. fall inthe category of tangiblegoods.

(b) IntangibleGoods. Intangiblegoodsrefer to servicesprovided totheindividua consumers
or tothe organisational buyers(industrial, commercial, institutional, government etc.).
Servicesare essentially intangible activitieswhich provide want or need satisfaction.
Medicd treatment, postal, banking and insurance servicesetc., al fal inthiscategory.

3. Explainthefour broad method of pricefixation of aproduct.

Ans Methodsof fixing the price can bebroadly dividedinto thefollowing categories.

1

R A~ WODN

. Cost based pricing

. Competition based pricing
. Demand based pricing

. Objectivebased pricing

. Cost Based Pricing

Under thismethod, price of the product i sfixed by adding theamount of desired profit margin
to the cost of the product. If a particular soap costs the marketeer Rs. 8 and he desires a
profit of 25%, the price of the soapisfixed at Rs8 + (8x25/100) =Rs. 10.

. Competition Based Pricing

In case of productswhere market ishighly competitive and thereisnegligibledifferencein
quality of competing brands, priceisusually fixed closer to the price of the competing brands.
Itiscaled‘youngratepricing’.
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3. Demand Based Pricing

Attimes, pricesare determined by the demand for the product. Under this method, without
paying much attention to cost and competitors' prices, the marketerstry to ascertain the
demand for the product. If the demand ishigh they decideto take advantage and fix ahigh
price. If the demand islow, they fix low pricesfor their product. At timesthey resort to
differentia pricesand charge different pricesfrom different groups of customersdepending
upontheir perceived valuesand capacity to pay. Takethe case of cinemahalswheretherates
of ticketsdiffer for thedifferent setsof rowsinthehall.

4. ObjectiveBased Pricing

Thismethod isapplicabletointroduction of new (innovative) products. If, at theintroductory
stage of the products, the organi sation wishesto penetratethe market i.e., to capturelarge
partsof the market and discourage the prospective competitorsto enter into thefray, it fixes
alow price. Alternatively, the organisation may decideto skim the market.

‘Promotion includesfour main tools . Explain each of thesetools.

Promotion refersto the processof informing and persuading the consumersto buy certain product.
Themain objective of promotionisto seek buyers' attention towardsthe product withaview to:

e arousehisinterest inthe product;

e informhimabout itsavail ability; and

e informhimasto how isit different from others.
Itisthusapersuasive communication and a so servesasareminder. A firm usesdifferent toolsfor
itspromotiona activitieswhich areasfollows:

e Advertisng

e Publicity

e Persond sling

e Sadespromotion

Thesearea so termed asfour e ementsof apromotion mix. Let ushaveabrief ideaabout these
promotiontools.

1. Advertising: Advertising isthe most commonly used tool for informing the present and
prospective consumersabout the product, itsquality, features, availability, etc. It can bedone
through print medialikenewspaper, magazines, billboards, ectronicmedialikeradio, tdevison,
efc. Itisavery flexibleand comparatively low cost tool of promotion.

2. Publicity: Thisisanon-paid processof generating widerange of communiceation to contribute
afavourabl e attitude towards the product and the organisation. Thetoolsof publicity are
pressconference, publication and newsinthedectronic mediaetc. It ispublished or broadcasted
without charging any money fromthefirm.
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3. Personal sdling: You must have comeacrossrepresentativesof different companiesknocking
at your door and persuading you to buy their product. Itisadirect presentation of the product
to the consumersor prospective buyers. It refersto the use of salespersonsto persuadethe
buyersto act favourably and buy the product. It ismost effective promotional tool in case of
industria goods.

4. Salespromotion: Thisrefersto short-term and temporary incentivesto purchase or induce
trials of new goods. Thetool includes contests, games, gifts, trade shows, discounts, etc.
Salespromotiond activitiesareoften carried out at retail levels.

“Channels of distribution are a vital link between manufactures and consumers’.
Describethisstatement with thehelp of diagramsby mentioning thefour typesof channels
of disribution.

Stanton hasdefinedit as* A distribution channel consists of the set of peopleand firmsinvolved
inthetransfer of titleto aproduct asthe product movesfrom producer to ultimate consumer or
businessuser”.

Basicdly it referstothevita links connecting the manufacturersand producersand the ultimate
consumers/users. It includesboth the producer and the end user and al so the middlemen/agents
engaged inthe process of transfer of title of goods.

Typesof Channelsof Distribution

Generaly wedo not buy goodsdirectly from the producers. The producers'manufacturersusually
use servicesof oneor more middlemen to supply their goodsto the consumers. But sometimes,
they do havedirect contact with the customerswith no middlemen in between them. Thisistrue
morefor industrial goodswherethe customersare highly knowledgeable and their individual
purchasesarelarge. Thevariouschannd sused for distribution of consumer goodscan bedescribed
asfollows

(a) Zerostagechanne of distribution

M M
Manufacturer Manufacturer

Zero stage distribution channelsexistswhere thereisdirect sale of goodsby the producer to
the consumer. Thisdirect contact with the consumer can be madethrough door-todoor saesmen,
ownretail outletsor eventhrough direct mail. Alsoin case of perishable productsand certain
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technical household products, door-to-door saleisan easier way of convincing consumer to
make apurchase. EurekaForbes, for example, sellsitswater purifiersdirectly through their

own salesgtaff.
(b) Onestagechanne of distribution

M R C
Manufacturer Retailer Consumer

Inthiscase, thereisonemiddlemani.e., theretailer. The manufacturerssell their goodsto
retaillerswhointurn sdll itto the consumers. Thistype of distribution channd ispreferred by
manufacturersof consumer durableslikerefrigerator, air conditioner, washing machine, etc.
whereindividua purchaseinvolveslargeamount. It isalso used for distributionthrough large
scal eretail ers such as departmental stores (Big Bazaar, Spensors) and super markets.

(c) Twostagechannel of distribution

M W R C
Manufacturer Wholesalers Retailers Consumer

Inthiscase, thereisone middlemani.e., theretailer. The manufacturerssell their goodsto
retallerswhointurnsdl it tothe consumers. Thistype of distribution channel ispreferred by
manufacturersof consumer durableslikerefrigerator, air conditioner, washing machine, etc.
whereindividua purchaseinvolveslargeamount. Itisaso used for distributionthroughlarge
scaleretail ers such as departmental stores (Big Bazaar, Spensors) and super markets.

(d) Two stagechannd of distribution

M A W R C
Manufacturer Agents Wholesaler Retailer Consumer

When the number of wholesalersused islarge and they are scattered throughout the country,
the manufacturers often use the services of mercantile agentswho act asalink betweenthe
producer and thewholesaler. They arealso known asdistributors.
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Short Answer Type Questions

1. Statefour functionsperformed by channd of distribution.

Ans  Primarily achannd of distribution performsthefollowing functions:

(@ Ithdpsinestablishing aregular contact with the customersand providesthem the necessary
information relating to thegoods.

(b) It providesthefacility for ingpection of goods by the consumersat convenient pointsto make
their choice.

(o) Itfacilitatesthetransfer of ownership aswell asthe delivery of goods.

(d) Ithdpsinfinancing by giving credit facility.

(e) It assststheprovisionof after salesservices, if necessary.

(f) 1t assumesall risksconnected with the carrying out the distri bution function.

2. Describethevariousfactorsaffecting choice of distribution channels.

Ans Choiceof an gppropriatedistribution channel isvery important asthe pricing aswell aspromotion
strategy are dependent upon the distribution channel selected. Not only that, theroutewhichthe
product followsinitsjourney from the manufacturer to the consumer alsoinvolvescertain costs.
Thisinturn, affectsnot only theprice of the product but also the profits. Hence, the manufacturer
hasto be careful whilefinadizing thechanne of distributionto be used. Heshould pay attentionto
thefollowing factorswhile making hischoice.

(8 Natureof Market
(b) Natureof Product
(c) Natureof the Company

(d) Middlemen Consideration

3. Thefollowingwordsrefer totangibleand intangible products. You arerequired to put
theseproductsintotheir right class.

(i) Cricket Bat (i) Ball (iif) Boardingabus
(iv) ‘Pollutioncheck’  (v) Pen (vi) Getting medical advicefrom a Doctor
Ans
Tangible Intangible

1) Cricket bat, Ball, Pen Boarding abus, Pollution check,Getting medical advicefromadoctor

4. Thefollowingisalist of durableand non-durableconsumer goods. You arerequired to

classify them.
(i) Refrigerator (i) Salt (i) Soap (iv) Washing Machine
(v) Television (vi) Cookingoil (vii) Sauce (viii) Note Book
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Durable Non-durable
Refrigerator, Washingmachine, Television Salt, Soap,Cooking oil,Sauce, Note book

5. What arethemain objectivesof promotion?
Ans (a) arousebuyer’sinterest inthe product
(b) inform buyer about itsavailability
(¢) inform him/her how itisdifferent from other products
6. Statethemain factorsaffectingthechoiceof distribution channels.
Ans (@) Natureof market (b) Nature of product
(c) Natureof thecompany (d) Middlemen congideration
7. Which element of the promotion mixisbeingreferred toin thefollowing statements?
(@ Itisatemporaryincentivetoinducetrial or purchaseof anew product.
(b) 1t doesnot cost money but may involveconsider abletimeand effort by themarketer.
(o) Itisan effective promotion tool for machines, lubricant etc.
(d) Pressconference, publicationsand newsin theelectronic mediaareitsvarioustools.

(e) Itisapaid form of non-per sonal communication by an identified sponsor.
(f) 1tisdonethrough popular medialikeradio, television, magazines, newspaper setc.

Ans (a) Salespromotion
(b) Publicty
(c¢) Persond Sdling
(d) Publicty
(e) Advetisng
(f) Advertisng
8. Statethemeaning of advertisement?

Ans. Itisapaidform of non-personal communication through different mediaabout aproduct, idea,
serviceor organisation, by anidentified sponsor. According to American Marketing Association
“Advertising isany paid form of non-persona presentation and promotion of ideas, goodsand
servicesby anidentified sponsor.”

9. What ismeant by product?

Ans Product refersto the goods and services offered by the organisation for sale.
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10. Definepromaotion.

Ans. Promotionrefersto the processof informing and persuading the consumersto buy certain product.
By using thisprocess, the marketeers convey persuasive message and informationto its potential
customers.

11. Which marketing decision hasdirect impact on product demand and pr ofitability?
Ans. Price
12. Which part of marketingrelated todistribution channels?

Ans; Place

13. What arethe elementsof the mix that areintended to achieve marketing obj ectives?

Ans. Marketingmix

14. Which refersto the goodsand services offered by the or ganisation for Sale?

Ans. Product

15. Classify thefollowing productsinto consumer goodsand industrial goodsand further
classify them into convenience goods, shopping goods and speciality goods, if they are
consumer goods:

(a) Stationery for theoffice

(b) Washing machinefor useat home

(¢) A car for thefamily use

(d) QOil for manufacturing soap

(e) A pair of shoesfor your self

(f) Andectriclift for liftingweight in thewor kshop

(9) A packet of biscuitsfor your breakfast
Ans (a) Industria goods

(b) Consumer goods- shopping goods

(c) Consumer goods- speciality goods

(d) Indusgtrid goods

(e) Consumer goods- shopping goods

(f) Industria goods

(9) Consumer goods- convenience goods
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16. For thefollowing categoriesof goods, givetwo examplesof each, from the productsthat
you seearound you:

(a) Intangiblegoods
(b) Durablegoods
(c) Non-durablegoods

Ans (a) banking, insurance.
(b) car, washing machine.
(o) sdlt, pickles, soap.

17. Which method of pricefixation isbeingreferred to here?

(a) Hari fixesthe price of shirtsthat he manufacturesand sellsat a price 10% higher
than its cost.

(b) Mannat introducesanew brand of biscuitsat alow introductory price.

(c) Sheetal fixesthepriceof her glasswar ekeepingin mind thepricesfor smilar products
in the near by shops.

(d) Rahul, afruit-seller increasesthe price of mangoesif thereisa heavy demand for
them during thesummer season.

(e) Pinky chargesahigh pricefor theexclusivedesigner handker chiefsthat shedesigns
for a selective group of customers.

(f) Jahanavi lowers the price of the vegetables at her shop in the evening, so that
customer spur chasethem even when they arenot asfresh asthey werein themorning

time.
Ans (a) Cost based pricing (b) Objectivebased pricing
(c) Competition based pricing (d) Demandbasedpricing
(e) Objectivebased pricing () Demand based pricing.
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Advertising and Salesmanship

L ESSON

I ntroduction

InTV, radio, cinemahall, newspapersand magazines, you observe anumber of advertisements.
Theseadvertisementsrelateto avariety of productsranging fromdaily useitemslikeoil, sogp, shampoo,
clothesto durable goodsliketelevision, refrigerator, automobile etc. For each product, anumber of
companiesadvertisether brand, asin case of washing powder, Surf, Ariel, Wheel, Doctor, Nirmaetc,
andin caseof television, Videocon, Sony, BPL, LG etc.

Themain purpose of advertising isto inform the prospective customers about the avail ability,
quality, priceetc. of their productsand motivatethem to buy. Besides advertising, sdlespromotion and
persond sdlling arethe other toolscommonly used by thefirmsfor promotion of their products. Inthis
lesson, we shd |l learn about all these elements of the promotion mix.

Long Answer Type Questions

1. “Advertising playsan important rolein businessand society” . Discuss

Ans: Intoday’s competitiveworld there areinnumerabl e products competing with each other. Hence,
itisnecessary that information regarding feetures, pricesand availability of theproduct isfrequently
communicated to the consumers so asto ensure areasonable market sharefor the manufacturer.
Not only that, it a so hel psthe consumersto makearight choice. So, advertising today benefits
not only the business houseswho manufacture the products but a so the consumers and society.

L et usnow haveabrief ideaabout how advertising benefitsthe manufacturers, consumersand
thesociety.

Benefitsto Manufacturers

Advertisng hd psthemanufacturersinintroducing new products, maintaining customersof existing
productsand inincreasing their salesby attracting new customers. It also hel psthe business
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housesin creating and enhancing their goodwill. It makesthe job of salespersons easier by
keeping the customer informed about the product. Advertisingisanimportant tool for fighting
competitioninthemarket effectively by giving the cussomersacomparativepictureof itsproducts
vis-avisthecompetitors products.

Benefitsto Consumers

Advertising hel psthe consumersto gain useful information about the products, prices, quality,
termsof sale, after salesservices, etc. Besidesproviding suchinformation advertising aso guides
the customersabout theright use of the product. Thishel psthem to makeacomparativeanadyss
and maketheir choice. Not only that, advertising isthemain source of information for thosewho
livein remote areas and cannot be easily approached by salespersons.

Benefit to Society

The enhanced competition resulting from advertising motivates the producers to make
improvementsin their existing products and find out better aternativesthrough Research and
Development (R& D) activity. Soit helpsin providing more convenience, comfort, better lifestyle
to the people. Advertising aso worksasaguide and teacher for people who do not know about
many productsand their multipleuses, if any. It generates employment for thousands of people
who are connected with advertising world in different capacities. Not only hasthat, advertising
generated huge revenue for both print and electronic media. This helps the availability of
newspapers, magazinesand tel evision programmes at affordabl e prices.

2. What istheright mediafor advertising consumer durable products? Discussany four
pointsof your choice.

Ans. Advertising mediaare the meansthrough which messagesregarding productsand servicesare
transmitted from the advertising firm to people at whom that product istargeted. Many typesof
mediaare availablefor the purpose. Theseare enumerated bel ow.

Newspaper s. Newspaper isagood means of advertising sinceabig proportion of our country’s
popul ation read newspapers published in Hindi, English and the variousregional languages.
Newspaper isthe most suitable mediafor advertising consumer products used by masses. Such
productsincludedurableslike TV, Refrigerator, Cycle, Scooter, Washing Machine etc. and non-
durableslike soaps, shampoos, oils, etc. It isalso suitablefor advertising many serviceslike
banking, insurance, transportation, etc.

Televison: Televisonisanimportant source of entertainment. It showsvarietiesof programme
indifferent channelsand in different languagesfor 24 hoursin most cases. Hence advertising of
different products can be done on different channelsduring the day aswell asnight. It hasthe
ability to attract the attention of different ssgmentsof consumersaccording to their viewership.
For exampl e, products used by children such as chocol ates, school bags, chewing gums, toys,
play school etc. can be advertised during programmeslike cartoon network, storytelling etc.
Smilarly, household productsand cosmeticscan bemoreeffectively advertised during programmes
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watched by womeninthefamily. Itisamedium of advertisngwithalot of flexibility and reach as
visud saremore effectivethan audio and print media. It hasthe added advantage of reaching out
totheilliterate consumers.

Radio: Radioisthemaost common source of entertainment for rural massesand the peopleinthe
semi-urban areas. However, the addition of FM radio has brought back the lost importance of
radioinurban areas. Theradio programmestoo have alot of advertising before and during the
programme. Krishi Sandesh programme (for farmers) for example has advertisements on
pesticides, fertilizer, tractorsetc. Advertisng onradio is popular in Indiabecause anumber of
villagesdo not have electricity and television transmission facility. Henceradio still remainsa
popular medium of advertising for rural people.

M agazinesand Jour nals: Magazinesand Journalsarethe print mediaof advertising. These
arepublished periodically i.e., weekly, fortnightly, monthly, quarterly, half yearly or annually.
Their circulationislimited and most magazinesare generally targeted at specific segment of
readers. Hence, advertisersusethismediaselectively according to the target customersto be
reached. For example, the health care products can be advertised in magazineslike Health and
Nutrition, Sportsgoodsin magazinelike Sports Star, medicinesand medica equipment indifferent
medicd journalsand so on.

Films: Filmsareanimportant source of entertainment in Indiaand as such animportant medium
of advertisement. Advertisementsare generally shown before the start of the show or during
interval. It can be used for advertising products of mass consumption like cosmetics, toiletries,
medicines, etc. Peoplefromal strataof society visit cinemahalls. But withlimited reach, thisisa
comparatively costly medium.

A manufacturer of detergent powder wantstointroducedeter gent cakein the market
under a new brand name. Which sales promation tools should he use to attract the
customer s? Givereasonsin support of your answer. (OR) Explainin brief, givingalist
of any four popular salespromotion tools.

Sometimesweget asmall pack of tea, shampoo, soap or floor cleaner freefrom the manufacturer
or producers. Have you ever thought why do companiesdistributetheir productsfreelikethis?
Because, their mainintentionisto attract theconsumers' attention towardsthe product and then
make them feel tempted to buy the product. Thisisatool of sales promotion. Some of such
promotional toolsaregiven below:

1. Digribution of FreeSamples: Digtribution of freesampleisacommonly used sdlespromotion
tool. Itisagood method for introducing anew product or abrand in the market. Such free
samplescan bedistributed at the door step, through fairs, or even through retail stores.

2. BonusOffer: Attimesmarketersoffer something extrawith standard productswithout any
additional chargeto the customer. It could be extra quantity of the same product or some
other product of the company liketoothbrush with toothpaste or any other related itemsas
gift likeabucket with large pack of washing powder, and so on.
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3. Price-off: Toincreasesale, or to reduce competition, many businessfirmscut down prices.
Pricesmay al so be cut down during off season to maintain certain volume of sales.

4. ExchangeOffer: Under thisscheme, companiesgeneraly attract the customersby offering
aprice cut on purchase of new product in exchangefor an old product. Recently you must
have seen many adverti sementstal king about such offers on purchase of new refrigerator,
televison, washing machine, motorbike, cars, etc.

5. Fairsand Exhibitions: Tradefairs, exhibitionsand fashion showsareimportant tool s of
salespromotion. They provideaforum for demonstration and exhibition of products. A lot of
important information about the product can be communi cated to the customersthrough legfl s,
brochuresetc. during fairsand exhibitions.

6. Free Offer: Many companiesgive‘free’ offersto boost the salesof their products. They
offer productsof similar or related nature with the purchase of main products. For example,
VCR/VCD freewithplasma TV isan exampleof suchfreeoffer.

7. Money Refund Offer: Of late, another method being used by marketersto boost consumer’s
confidenceinaproduct isapromiseof total refund of money spent ontheproduct if the buyer
isnot happy with the product’s performance. Such offer not only arousesthe customers
interest in the product but al so motivatesthem to makeatridl.

8. Discount Coupon: Discount Couponisacertificatethat entitlesthehol dersaspecified discount
on purchase of aproduct. Such discount coupon may beissued by the company by mail or
through the dealers. They can a so beissued through newspapers.

9. Deferred Payment Plan: During 1980’s, some of the airlines offered deferred payment
plans- ‘Travel today pay fare later’ for air journeysfor promoting travel. It was quite a
success. Thisplanisquite common now-a-daysin caseof TVsandair conditioners.

10. Contests: Theremay beacontest like quiz related to the product or sloganwriting. In case
of quizzes, thequestionsaregeneraly prepared in away that consumer fedl forced to know
about the company and the product in the hope of winning aprize. These contestscan beheld
ontelevision, radio and through themagazines.

4. Onereputed company wantstorecruit salesmen for retail stores. Can you identify the
qualitiesthey should look for in the prospective candidates?

Ans  Some of the common qualitieswhich asalesperson must possessare asfollows.

(a) Good Per sonality: Personality isamixtureof many traitslike physica appearance, dressing-
up, way of talking, manners, pitch of voice, habitsetc. Personality of asalesperson should be
such that the moment he/she comesin contact with the customer, he/shelooksamiablewith
whom the customer isat |east ready to start aconversation.

(b) Mental Qualities: A salesperson must have the quality of alertness, imagination,
foresightedness, empathy etc. He should have the ability to read the customer’smind and
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behaveaccordingly. Theremay be certain doubtsor apprehens onsin themind of the customer
regarding the product. Only asal espersonwith thesemental qualitieswill beableto solvethe
customer’s problems. A good salesperson should be able to match the product with the
customersneed and ability to pay.

(c) Good Behaviour: A salesperson should beawell behaved person having ability tointeract
with people comfortably. He/she should be cooperative so that he/she can help peoplein
meaking uptheir mindsby patiently answering al their questions. Patienceand humility will help
him/her in not only holding the attention of the customer but asoin getting theminterestedin
purchasing the product.

(d) Knowledge: While buying atelevision set normally we ask the salesperson anumber of
questionsabout thefeatures of thelatest model. If the salesperson failsto answer our queries
or if wedo not satisfied with thereply, we may leavethat shop and visit another shop where
al of our queriesareanswered by the salespersons. Thisispossible only when the salesperson
has detailed knowledge about the product. He/she should know every detail relating to the
product and the company he/sheisrepresenting.

(e) Ability tocommunicateand per suade: |f asalesperson can communicate properly and
effectively then he/shewill beableto clear thebiggest hurdleof making the prospective cusomer
listen to him/her. The salesperson must speak confidently, clearly and audibly. Good
communi cation ability coupled with good knowledge about the product hel psthe salesperson
in persuading the customer to buy.

(f) Persistence: The salesperson must know the art of persistence. It requires a sense of
determination to convincethe customersto buy. He/shemust not give up easily. Without being
offendgve, he/shemust persuadethe customer tofindisethe purchasewith asense of satisfaction.

What arethe obj ectives of salespromotion?

Different salespromotional toolshavedifferent objectives. For example, whileafree samplemay
motivate aconsumer to buy aproduct for thefirst time, afree check-up for existing durable
product liketelevision, refrigerator etc. may affect future purchase decision of the buyer. Some of
theobjectivesof salespromotion arelisted below:

1. Information to Customer s. Salespromotion activitiesinformthe potentia buyer about the
availahility, features, usesetc. of theproduct. Thus, it offersadditional support to promotional
activitieslikeadvertising, publicity and persona sdlling (sesmanship).

2. PersuadesCustomers. SalesPromotion activitiesaim at arousing customers interestinthe
product and persuading themto buy.

3. Increasein SalesVolume: Itaimsat increasing sales. Itisspecialy doneduring the periods
when customer may not buy the product becauseit may not haveimmediate use, likearoom
cooler inwinter, and aroom heater in summer. The sales promotion schemesareabighelpin
making off-season salesand a so intempting the buyersto make quick decisonsto purchase.
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4. Incentive to Retailers: The main objective of sales promotional activities is to offer
promotiona support toretail ers. S espromotion schemesmake saeseaser. I ncentive schemes
helpin getting shelf spacefor such productsin new retail outlets.

5. CreateProduct I dentity: A number of brands of aparticular product areavailableinthe
market and itisvery difficult to distinguish onefrom the other asall have smilar features,
prices, variety etc. Under sales promotion programme, product identity is established by
offering additional featuresand incentives. Thishelpsin building consumers' preferencefor
the specific productsand brands.

6. Howispublicity different from advertisng?

Ans
Basis Advertisng Publicity
1. Payment Itisapaidformof dissemination | Thesponsor doesnot makeany payment to
of information. Thefirm hasto themediaastheinformation ispublished/
pay for the use of spaceandtime | communicated voluntarily.
2. ldentified Thereisanidentified sponsor, i.e.| Thereisnoidentified sponsor. Media
sponsor thebusinessfirmwhichwantsto | communicatestheinformationasit consders
advertiseitsproductsor services. | it newsworthy.
3. Control Theadvertiang firm hasfull The concerned firm hasno control over the
control over the content, type, contents, type, and size of theinformation.
Size, duration and frequency of
themessage.
4. Purpose Itisintendedtogivefavourable | Thismay havefavourableor unfavourable
and positiveimpression about the | impression onthe public about the company
company and itsproducts. and itsproducts.

Short Answer Type Questions

1. What arethemain objectivesof advertising? Explainin brief.

Ans Themain objectiveof advertisingisto help abusinessfirmto promoteits productsandincrease
thesdes. But, thereare some other god sal sowhichafirm can achievewiththehelp of advertising.
The objectivesto be achieved through advertisng areasfollows:

e Advertisng helpsinincreasingthesaeof firm’sproducts

e Advertisingisused to remind the consumersabout how good their productsor servicesare
and that they are till inthe market asold and reliable ones.

e Advertisng hel psin building reputation of the businesshouse.
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3.

ANs

e Another objective of advertisement isto providethe necessary support to firm’'sdealersand
digtributors.

e Advertisngisasousedfor creating abrandimagewhich hepsin building customers' loyalty
e Advertising facilitatesthe processof personal sdling.

Explain ‘Bonusoffer’ asatool of salespromotion.

At timesmarketersoffer something extrawith standard productswithout any additional charge
to the customer. It could be extra quantity of the same product or some other product of the
company liketoothbrush with toothpaste or any other related itemsasgift likeabucket withlarge
pack of washing powder, and so on.

Distinguish between advertising and salespromotion.

Basis Advertisng Salespromotion

Objective Theobjectiveof advertisngisto | Theobjectiveof sdlespromotionistostimulate

for the product.
Effect It hasalong term effect. It hasashort term effect and useful for
increasngimmediatesales.
Nature Advertisngisrecurringinnature | Itisnon-recurringand onetimecommunicetion

createafavourableconsideration | the consumersto buy the product.

process.

Ans

Ans

ANs

Name four items each, which are best suited for advertisement in ‘Magazines and
Journals and through ‘Films.

TV, refrigerator, cycle, scooter, washing machine, sogps, shampoos, oils, etc.

What do you mean by outdoor advertising? Givetwo examples.

Whiletravelling by busor train, you must have noticed anumber of advertisementsonthewalls,
billboards, outsdeand ins dethe busesand trains. Evenwhilewalking ontheroad you must have
seen advertisement of different products, shops, schoals, coachingingtitutes, written on theback
of ascooters, rickshaws, and buses etc. These are examples of outdoor advertising which are
usualy intheform of hoardings, displaysonwallsof buildings, public placeslikerailway station
etc., and aregenerally used for advertising productslike shoes, lotions, creams, fans, cyclesetc.
They are also donethrough electronic displays.

What arethelimitationsof advertising?

Many peopleconsder advertisngto beawasteful activity and something harmful for thecustomers
and the society in many ways. Their arguments againgt advertisement areasfollows:
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Ans

Ans

10.
ANs

ANs

12.

ANs

(i) Advertisngmultiplieswants
(i) Advertisingaddsto the cost and price of product

(iii) Businessfirmswhich can spend heavily on advertising areusualy the oneswho grab abigger
shareof themarket, such firmsgeneraly haveamonopoly.

(iv) Advertisng may affect thevalue-system of society
(v) Maotivationfor wrong or dangerous deeds
(vi) Advertisngmay notincreaseoveral demand

Statetheimportance of salesmanship.

Theflow of goodsfromthe producersto the consumersmay not be possiblewithout theinvol vement
of salespersons. The salespersonsplay animportant rolein the process of sale. The benefits of
salesmanship areto Consumers, Businessand to the Society.

Define advertisement.

According to American Marketing Association “ Advertising isany paid form of non-personal
presentation and promotion of ideas, goodsand services by anidentified sponsor.”

What ismeant by publicity?

Publicity is basically information about the product, service or a business firm which is
communicated voluntarily by themediaandisof commercid sgnificancetothefirm. Theinformation
may be passed through medialike magazines, newspapers, radio, T.V. intheform of debates,
discussions, newsitems, reports, editoria setc. The company doesnot pay anything tothemedia
for suchactivities.

Define personal selling.

Personal selling isaprocess of assisting and persuading the prospective customersto buy a
product in aface-to-face situation.

What ismeant by salespromotion?
All promotiond activitiesother than advertising, sdesmanshipand publicity whichhelpinincreasing
the market demand of the product.

The following sentences give the char acteristics of advertising and publicity. You are
required toput ‘A’ for characteristicsof advertisement and ‘P’ for publicity.

(@) Itispaid form of dissemination of infor mation.
(b) Thereisnoidentified sponsor.
(0 Thereisan identified sponsor.

(d) This may leave favourable or unfavourable impression on the public about the
company and itsproducts.

@A ([©P (@A @@P
195



13. Read thefollowingand indicatewhich objective of advertisngisthecompany tryingto
achieve.

(a) A washingpowder manufacturing company issuingan adver tissment about protection
of thegirl child.

(b) A consumer durablescompany bringing out an advertisement givingalist of dealers
sellingitsproducts.

(c) A company usingacelebrity toadvertisetheir product.

(d) A company manufacturingtechnical productsissuing an advertisement showing use
and operation of itsproducts.

Ans (a) Createand enhancegoodwill of thefirm
(b) Dedler support
(¢) Createand enhancebrandimage
(d) Helpspersond sdling

14. In the flow charts given below, the benefits of advertisement are given under three
heads. You arerequired to statetwoimportant pointsof benefit under each head.

Benefits to (1)
Manufacturer @)

Beneifts to (1)
Consumer (11)

(1)
(11)

Ans Benefitsto manufacturers: (i) Introduction of new products, (ii) cresting and enhancing goodwill

Benefitsto consumers: (i) Information about product, prices, (ii) guidesthe consumers about
proper use.
Benefitsto society: (i) Generatesemployment (ii) generates huge revenuefor print and e ectronic
media
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15.

Ans

16.

Ans

Which medium/media of advertising will bemost suitablein thefollowing cases:
(a) For advertising productsof massconsumption for all strata of the society.
(b) Toreach a selectivetarget group or a specific segment of readers.

(c) To catch the attention of people at traffic lights, in traffic jams or when they are
travellingby train.

(d) Toreach out toilliterate consumersaswell asto usethe visual medium effectively.
(e) Toreach awiderangeof theliterate population of the country.

(f) For advertisingto peopleinrural, semi-urban and theurban areas.

(@ FImsAdvertisng

(b) Magazinesand Journals

(c¢) Outdoor advertisng

(d) Teevison

(e) Newspapers

() Radio

Name the sales promotion toolsbeing referred to here:

(a) A sachet of anew brand of shampoo attached to a magazinefor useby itsreaders.
(b) 10% talcum powder extraina250gramtin.

(c) A crossword puzzleon infor mation about anew magazinefor children.
(d) A comb freewith abottleof hair oil.
(e) Booksbeing sold at theannual book fair in your town.

(f) A cellingfan being offered at adiscounted priceto customer sduringwinters.

(a) Didribution of freesample
(b) Bonusoffer

(c) Contestsor Quizzes

(d) Bonus-offer

(e) Fairsandexhibitions

(f) Price-off

197



22

o | nternal Trade

I ntroduction

You may beusing avariety of productsinyour daily life, right from anotebook, apen, soap,
garments, vegetables, and fruitsto radio, television, fansand furniture. Where do you buy al these
products?Your answer will be—from the nearby market. Sometimes during special occasionslikea
festival or amarriagewe prefer going to amarket that may belocated at adistance from our residence.
Now the question that arisesis, how do all these products reach the market? There are anumber of
firmg/peoplewho areinvolvedinthisactivity of bringing the product from the place of productiontothe
market and then making it availableto the ultimate consumers. They act asalink or bridge between the
producersand the consumers. Inthislesson, wewill learn about thefirms/peoplewho link the producers
and consumerswithinaparticular country and a so about the variousoptionsavail ableto consumersto
buy the productsfor their consumption.

Long Answer Type Questions

1. What ismeant by theterm departmental stores? Stateitsmeritsand demerits.

Ans: A departmental storeisalarge-scaeretail shopwherealargevariety of goodsaresoldinasingle
building. Theentirebuildingisdividedinto anumber of departmentsor sections. In each department
specifictypeof goodslike stationery items, books, e ectronic goods, garments, jewel lery etc. are
madeavailable. All thesedepartmentsare centraly controlled under one management. Big Bazar,
Visha Megamart, Ebony, Shoppers' stop are some of the leading departmental storesin our
country.

Merits of Departmental Stores

(&) They sdl alargevariety of goodsto consumers, under oneroof. Soit savestimeand effort of
thecustomers.
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(b) Departmentd storesoffer widevariety of goodsproduced by different manufacturers.

(c) They buy largevolumesof goods, at atimedirectly from manufacturers, and get good amount
of discount fromthem. They areableto regp the benefitsof economiesof large-scaeoperations.

(d) Sincethesestoresare organised on alarge-scale basis, they can afford to employ efficient
and competent staff to providethe best services.

(e) Each department that isa part of the departmental storein away advertisesfor the other
departments. While visiting one department customersare attracted to see and even buy the
goodsdisplayed in other departments.

Limitationsof Departmental Stores
(a) Largeamount of capital investment isrequired to start and run adepartmenta store.

(b) They aregenerdly located at placesfar from resdential areas, sothey arenot very convenient
for buying goodsof daily use.

(c) Theoperating cost of the departmenta storesisvery high sinceitincludescost of location (in
theform of rent or purchase price of building), decoration of building, sdlary of large number
of employeesand provision of variousfacilitiesfor the convenience of customers.

(d) Thereisno direct contact between ownersand customersin departmental stores. It isthe
employees of the store who interact with customers. The owners do not get first hand
information about thetastes, preferences, likesand didikes of the customers.

2. What isthemeaning of multipleshops? Explain itsadvantagesand limitations.

Ans Therearesomeretail storesrunning inyour town/city having the same name, samedecoration
and dealing in the sametype of productsunder asingle brand name. These are multiple shops.
They sdll smilar rangeof commoditiesat thesamepriceindl their shops. Theseshopsareusudly
owned and run by big manufacturers/producers. They open anumber of branchesat different
localitiesinacity or indifferent citiesand townsin acountry. Theseshopsareasocalled‘ Chain
Stores .

Meritsof Multiple Shops
Themultipleshopsoffer thefollowing advantagesto buyer and sallers. L et uslearn about them.

(@ All multipleshopsare often built alike, that hel ps customersto recognize the shopseasily.
They have similar window display, interior decoration of the shop and arrangement of the
counter, furniture, sign boardsetc.

(b) Theyfacilitatedimination of middlemen (wholesalersand retail ers) inthe processof distribution.

(c) Theseshopsenjoy the benefits of large-scale purchase or production of goods (centralized
purchase/production). Also, dueto common advertisementsthese shopsare ableto saveon
the cost of advertising.
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(d) Thecustomerscan get thegoodsat achegper rate because of low operating cost and imination
of middlemeninthe processof distribution.

(e) Sincethe customersget genuine and standardised goods directly from the manufacturers,
chances of duplication of goods and cheating do not arise in these shops. Also, standard
quality and uniform price of products helpsinwinning the confidence of customers.

Limitationsof Multiple Shops

Inspiteof al the above merits, multiple shopsa so suffer from thefollowing limitations.
(8 Theseshopsded inalimited variety of productsand restrict the choice offered to customers.

(b) Salesaremade on cash basisonly and thecustomer cannot avail of credit facilitiesfromthese
shops.

(c) Customers cannot bargain with sales person while buying the product. The prices of the
product arefixed by the head officeand individual shopshaveno control over it.

(d) Each of themultiple shopsisgenerally managed by the branch managersand they strictly
follow theingtructions of the head office. Often, they do not takeinitiativeor specid interestin
satisfying thecustomers.

3. Describetheroleof middlemen in thechannd of distribution.

Ans Bothwholesalersandretailersact asalink between producersand consumersin the chain of
distribution of products. They arecaled middlemen asthey comeinthemiddle, i.e., betweenthe
producersand the consumersinthe chain of distribution.

Chain of Distribution

The middlemen provide useful servicesto both producersand consumers. For the producer,
they freehim of the complexitiesof arranging for transport, warehous ng, financing and marketing
of hisproduceto alarge extent. Theresponsibility of the producer getslimited to producing the
product. Largdly al effortsto sl and distributethe sameistaken up by thesemiddlemen. For the
consumerstoo, these middlemen are beneficial asthey makethe productsavailableat the place
and timeof conveniencetothem.

Now let uslearnin detail therole of wholesalersand retailersin the chain of distribution.
Roleof Middlemen in the Distribution of Goods

(a) Roleof Wholesalers: Thewholesalersthrough their servicesoffer anumber of benefitsto
the producersand retailers. They savethetimeand effort of the producersand alow themto
concentrate on production of the goodswhiledistributionistaken care of by thewholesaers.
They ded with goodsin bulk and reap the benefit of economiesof scale. They providegoods
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inrelaively smal quantitiestoretailersand providethemwith facility of credit purchase. They
provideinformation to the producersabout the consumers’ preferences, changing taste and
fashion, market demand etc. Wholesalersalso bear therisk involved in holding of stock of
goodsand itstransportation.

(b) Role of Retailers: Retailers are engaged in selling the product to the end-users or the
consumers. They cater to the demand of the customersby providing avariety of products
collected from different locations. Theretailersmay offer credit facility to customers. They
also offer preand after sales servicesand communi cate to consumersthetechnique of usage
of the products. They act as salesmen of the product and persuade buyersto purchase goods
and sarvices. They provideinformation to themanufacturersor whol esd ersabout the feedback
on consumers responseto the product.

Evaluation of theRoleof Middlemen in the Chain of Distribution

It isoften debated that the middlemen do not serve any useful purpose, but only escalatethe
priceof aproduct unnecessarily. However, wemust not forget that they render useful servicesto
producersand consumers. To that extent, they arejudtified to get their share of profitinthesale
of the product. But it should be a reasonable and not too high to become a burden on the
consumers.

If therearetoo many middlemen between manufacturersand consumers, each charging hisshare
of profit or commission, the ultimate consumer endsup paying avery high pricefor thegoods.
Somemiddlemenindulgeinunfair trade practiceslike hoarding and adulteration to increasethelr
gainsfromthebusness. They, at times, promotethe sale of inferior quality goodsand exploitthe
consumersto get ahigh profit marginfor themselves.

Nonethel ess, when we compare the benefits of middlemen with the problemsthey pose, their
benefitsdefinitely outweigh the problems. In conclusion, onecan clearly say that themiddlemen
play theroleof avital link between producersand consumersin thechain of distribution.

What ismeant by Consumer Co-operative Store? Explain its meritsand demeritsin
brief.

Consumer Cooperative Storeisanother form of large scaleretail tradewhichisowned by the
cooperative society. When the consumers of aparticular areaor groupfind it difficult to get the
itemsof daily necessty they usualy form acooperative society and runtheretailing busness. The
consumer cooperative stores purchase the goods directly from manufacturersor dealersand
makethem availableat acheaper price.

Merits of Consumer Cooper ative Stores

(& Theconsumer cooperativestoresgenerdly providethegoodsat alower pricethanthemarket,
becausethey eliminatethe profitsof middlemeninthe processof distribution.

(b) Thesestoressell the goodson cash basis. So therisk of bad debtsisavoided.
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(c) Thesestoresaregenerdly located near theresidential areafor the convenience of the members
aswell asgenera public.

(d) Theprofit earned by the consumer cooperative storesisdistributed among the membersas
bonus.

Limitationsof Consumer Cooper ative Stores

(8 Theconsumer cooperative storesgenerally suffer from thelimitationsof inadequate funds
because these stores areformed by the people belonging to limited income group.

(b) Lack of fund or resourcesrestrict the growth and expans on of business.

(c) Thesestoresaremanaged by the member who may not have sufficient experiencein business
management. Again, duetolimited funditisa so not possibleto engage profess ond managers.

5. Explain thefeaturesof franchiseasaform of large scaleretailing business.

Ans Franchiseisaform of retailing wherein two parties enter into an agreement in which one party
authorisesothersto sl or produceand sdll specified goodsand services. Theparty that develops
aproduct/service or isthe owner of an expertiseiscalled the * Franchiser’. The other party,
called the‘Franchisee’ isanindependent businessunit that buystheright to sell the product/
serviceof thefranchiser in exchange of the specified amount of money. Thefranchiseefunctions
asaretailer.

Featuresof Franchise
L et usnow know more about franchise by looking at itsfeatures:

(8 Itisbased onan agreement between the franchiser and thefranchisee, wherein they enter into
acommercia relationship, generaly for aspecific period of time.

(b) Under thisagreement, thefranchisee getstheright to useaparticular brand name, processor
product owned by the franchiser, for the purpose of retailing, inreturn of afee.

(c) Thefeeisgeneraly paid partly asaninitia payment at thetime of enteringinto the contract
and partly onregular paymentseither in monthly, quarterly or annualy. Thisregular payment
may be paid by thefranchisee asapercentage of hissalesvolumeor profit or afixed amount
agreed upon inthe contract.

(d) Thefranchiser may also be required to invest money in arranging alarge spacein prime
locations, in furnishing it and in procuring stock for the outlet. In most casesall franchise
outlets are required to maintain uniform pre-determined decoration, method of serving
customers, type of productsetc.

(e) Franchiseasasystem of retailing issuitablefor brandsthat have earned anamefor themselves
inthemarket. Only then can afranchisee benefit from using that name over anew brand.

() Thefranchiser isvery cautiouswhile choosing franchiseesfor hisgoodsor services. Only
competent personswith requisiteentrepreneurial skillsand commitment to quality/customer-
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satisfaction, inadditionto, of course, asound financid positionwill beableto runthisbusiness
successfully. A franchiseewho failswill bring disreputeto the brand and al so hamper the
franchiser’ sfuture business prospects.

6. Describeanytwoin brief, therecent trendsin distribution.

Ans  Withtheadvancement intheinformationtechnology (i.e., use of computers, telephone, internet
etc.) methods of distribution of goods from producers to consumers have witnessed new
developments. Today consumers can conveniently buy products of their choicewithout leaving
their homeor office, any time during the day or night. Certain channelsof distribution eleminate
thelong and expensive chain of middlemen. Manufacturersaredirectly approaching consumers,
ether through their websitesusing internet or through their agent (direct selling).

Recent Trends

Someof therecent trendsin distribution are discussed bel ow.

@)

()

Direct Marketing

Under thismethod of distribution the manufacturers bypass the chain of middlemen and
approach the consumersdirectly and sell them the goods and services, without the hel p of
wholesalersand retailers. The manufacturersinform the prospective customers about their
productsand itsusesthrough advertisements (in newspapers, television, radio) or catalogues,
lettersand brochures. If the customer wantsto buy the product, he/shemay placean order to
themanufacturersover thetelephone or through aletter sent by post or e-mail. The product
getsdelivered to the customer through courier, post or by salespersons. The benefit of direct
marketing to the producer aswell asconsumer isintheform of doing away with the profit
marginof middlemen.

Direct marketing may beclassified into different types, based on themode of communication
used by the manufacturersto approach the customers. The manufacturersmay use

e Printed cataloguesto inform the customersabout the productscalled catal ogueretailing;
e Televisonadvertissmentscalled televised shopping; and

e Brochures, lettersetc. sent by mail called direct mail retailing.

Productsthat can be conveniently and safely sent to the customersby post/courier and whose
utility and description can be easily communi cated through acatal ogue, | etter or television

advertisement aregenerally sold using the method of direct marketing. Thisincludesbooks,
magazines, physi cal exercise equipments, certain typesof furnitureetc.

Internet Marketing

With thewidespread use of computersandinternet, today it ispossibleto buy and sell products
over theinternet, through webs tes maintained by producers. Productscan beordered instantly
from anywherein theworld, 24-hours of the day, from the convenience of one’ shomeor a
nearby cyber-cafe.
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Onthewebsitewe can seethe picture of the product, read about it and then order it, just with
the click on the mouse of the computer. The payment for the product may be made using a
credit card or by bank draft etc.

I nternet marketing makesit convenient to do shopping anytime, anywhereand itiseasy to
compare pricesof the same product charged by different producers. Theonly thingwehave
todoisto opendifferent websiteson theinternet. Thereisno need to physically gofrom one
shop to the other or one market to the other.

We can buy al typesof productsfrom flowersto foods, clothesto computers, from producer
located even at afar-off placein some other country or continent. The producer isableto
cater to alarger number of customerssitting anywhereintheworld, efficiently and speedily,
usnginternet marketing.

But adrawback of thismeansof distributionisthat the consumer can only seetheimageof the
product. He/she cannot seetheactud product nor touchit, try it nor witnessalivedemondtration
of itsuse. Full information about the product may not be available onthewebsite.

(c) Telemarketing

Some producers/manufacturers approach the consumersover thetelephone, totell them about
the product and itsusesand ultimately persuadethem to buy the product. Thismethod isoften
used to sall credit cards, subscription to certain books and journal sand al so membership of
certain clubsetc.

A marketing representative of the concerned producer callsup prospective customersover
thetelephone and tellsthem about the product and itsuses. Whileinteracting the caller can
gaugetheinterest level of the customer towardsthe product and influence hisdecision to buy
the product. If the customer iswilling to buy the product, it isdelivered to him by courier or
post.

Short Answer Type Questions

1. Explainthemeritsof super markets.

Ans. Super Market isalarge scaleretail storethat sellsawide variety of productslike food items,
vegetables, fruits, groceries, utensils, clothes, electronic appliances, household goodsetc. al
under oneroof.

Merits of Super Markets
L et usconsider themeritsof super markets.
(8 Super marketsdeal with awiderange of goodsof daily household needs.

(b) It providesstandard quality itemsto the customers. Chances of adulteration and duplication
areminimal/amogt nil.
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(c) Duetoeconomiesof large-sca e purchaseand avoidance of middlementhegoodsareavailable
at acheaper pricein super market.

(d) Inasuper market normally servicesof salesmen and shop assistantsare not available. This
reducesthe cost of operation.

(e) A customer can find goods of different brands at one place. This makes comparison and

Selection easy.
2. Giveany four pointsof distinction between aretailer and awholesaler.
Ans

Basis Wholesaler Retailer

Number of items Dedsinafewitems Dedsinavariety of items

Quantity of goods Large Smdl

bought and sold

Source of purchase Manufacturers Wholesalers/producers

Mainactivity Sellsgoodsfor resae Sdllsgoodsfor consumption or final use.

Amount of capita Lage Smdl

required

Natureof relationship | Direct link withthe producerd Indirect link with the producersand direct
andindirect link withthe link with the consumers.
consumers

Location Located inthesamearea Located near residential aress.

Display Doesnot requireelaborate | Requiresdisplay of productsattractively.
display of goods.

3. Nameany four typesof large scaleretailing business.

Ans InIndia, generdly wefind thefollowing typesof large-scaleretailing business.
(i) Departmental Store
(i) Multiple Shops
(iii) Super Market
(iv) Consumer Cooperative Store
(v) Mall Order Retailing
(\) Franchise

4. What ismeant by ‘mail order retailing' ?

Ans Themail order retailers place the advertisementsin newspapers, magazinesetc. or publicise
about their productsin booklets, catal ogues, brochures and handouts. These advertisements,
leaflets, brochuresetc. contain an order form or other detailson how to order the product apart
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from adetailed description of the product being sold. On seeing the advertisement theinterested
customers can place an order by post and the retailer on receiving the order, despatchesthe
goodshby post or courier. The payment for the sameiseither made by the customer through the
money order or demand draft (at thetime of ordering the goods) or through cash-on-delivery/
VPP (Value Payable Post) arrangement (i.e., payment is made by the customer on receiving
ddivery of goods, not in advance).

What ismeant by internal trade?

Thegoods produced in acountry may be sold within the country or outside the country. When
buying and selling of goods and servicestakes place within the geographical boundariesof a
country, itisreferredto asinterna trade.

Stateany two featuresof internal trade.

Featuresof Interna Trade

(8 Thebuyingand salling of goodstakes place within the boundaries of the same country.
(b) Payment for goodsand servicesismadein the currency of the home country.

(¢) Itinvolvestransactionsbetween the producers, consumersand the middiemen.

(d) It congstsof adistribution network of middlemen and agenciesengaged in exchange of goods
and services.

. What ismeant by multiple shops/outlets?

These shopsare also called * Chain Stores’ . Multiple shops deal with similar types of goods
mostly of everyday use e.g., shoes, textiles, watches, automobile products, etc. Thepriceis
uniformfor smilar itemsinall theshops.

I dentify thefollowingand write*WT’ for wholesaletradeand ‘RT’ for retail trade.
(a) Dealingin limited variety of product.

(b) Goodspurchased from wholesalersfor resale.

(c) Providingfacilitieslikegrading and packaging.

(d) Buying of goodsin bulk from themanufacturers.

(e) Tradingactivitiescarried on near theresidential areas.

WT: (@), (c), (d)

RT:(b), (e)

Rectify thefollowing sentencesif found wrong.

(@) A wholesaler hasdirect link with theconsumers.

(b) Theamount of capital required islessin case of wholesaletrade.
(c) Producer isamiddleman in thechain of distribution.

(d) Presenceof too many middlemen increasestheprice of the product.
(e) Thewholesaler purchasesgoodsfrom theretailer.
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Ans (a) A retailer hasdirect link with the consumers.
(b) Theamount of capital islessin caseof retail trade.
(¢) Wholesderisamiddlemaninthechain of distribution.
(d) Nochange
(e) Theretailer purchasesgood fromthewholesder.

10. Identify thetypesof retailing business.

(a) Storesdealingwith aparticular line of good like books, toysetc.
(b) Storesdealingwith avariety of goodsof aparticular brand.
(c) Storesdealingwith avariety of goods of daily use.
(d) Selling goods on the pavement of a city.
(e) Storessealling used books or garmentsat cheaper price.

Ans (a) Singlelinegtore (b) Specidty store
(c) General storeor variety store (d) Itinerant retailing
(e) Secondhand goodsshop

11. The decoration, display, sign boards etc. of the multiple shops are built alike. Why?
Give reason.

Ans (a) Sameownership
(b) Easytorecognise
12. Answer thefollowing.
(@) Whoownsthedepartmental stores?
(b) Who ownsthemultipleshops?
(c) Which storesdeal with variety of goodsunder oneroof?
(d) Who managesthe day to day affairsof the multiple shops?
Ans (a) Bigbusinessman (Individua or group)
(b) Bigmanufacturersor producers
(c) Departmentd store
(d) Branch manager or anybody appointed by the owner.

13. Namethemethod of distribution in thefollowing cases:
(a) Themanufacturer approachesthecustomersdirectly.
(b) Themarketing representative callsthe customs over telephone.
(c) Saleof goodsand service by using inter net.
(d) Saleof goodsthrough machineswithout any human intervention.
Ans (@) Direct marketing (b) Tdemarketing

(©) Internet Marketing (d) Automaticvending mechine
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23

External Trade

L ESSON

I ntroduction

With the devel opment of human society and progressin science and technol ogy, the scope of
trade has al so widened. It has now crossed the geographical boundaries of each country. Today, we
can buy goodsof our need from other countriesand also sall our surplusgoods abroad without facing
much difficulty. When the businessfirmsof two different countries participatein the process of buying
and selling of goodsitistermed asExterna Trade.

Long Answer Type Questions

1. Explainany four measurestaken up by Gover nment of Indiatofacilitate exports.

Ans:. Like other countries, Indiaimports and exports alarge number of goods and services. After
independence, external trade of Indiahas considerably expanded. For economic development it
isnecessary to import machinery, raw materialsand fuel oil. Asaresult, import into Indiahas
increased. However, it isal so necessary to increase exportsto pay for theimports. Thegovernment
of Indiahas provided anumber of facilitiesto boost itsexport trade. L et usdiscuss some of the
promotiona measurestaken up by Government of Indiainthisregard.

1. 100 per cent Export Oriented Units

Theseunitsareestablished anywhereinthecountry and avail al thosefacilitiesbeing provided
tothe EPZs. They export all of their productsto foreign countries.

2. Export Houses

Onthebasisof the export performance the government hasrecognised various export units
as Export House, Trading Houses, Star Trading Houses, and Super Star Trading Houses.
Thisrecognitionisgivenwith an aimto encouragethe unitsto put greater effortsandwork in
ahighly professona manner.
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2.

ANs

3. Organising TradeFair

Thegovernment generally arrangestradefairsat internationd level to provideaplatform both
for the buyersand sellerstointeract where by the export promotion can takes place. Goods
aredisplayed and demonstrated and their sdleisalso conducted intradefairs. ‘ International
TradeFair’ inNew Ddhi at Pragati Maidan, whichisheld from 14thto 27th November every
year, isawell-known example of Fairsthat promotesforeign trade.

4. EXIM Policy

To providedetailed guidelines on trade and taking various policy decisionsfor foreigntrade
Government of Indiaannouncesthe Export Import (EXIM) policy fromtimetotime.

5. SAFTA

SAFTA standsfor South Asian Free Trade Agreement. It isan attempt to carry on foreign
tradeactivitieswithin SAARC (South Asian Association for Regiona Cooperation) countries
without many formalities. It aimsat tradeamong all the SAARC countrieswith zero customs
duty by theend of 2012.

6. Tax Relief

Incometax exemptionsarealowed to the bus nessmen on export profitsand foreilgn exchange
earnings. They arealso entitled for relief under Value Added Tax (VAT) and Excise Duty.

7. Brand Promotion and Quality Awar eness

Inorder to encourage manufacturersand exportersto attain international ly accepted standards
of quality for their products, the Central Government hasextended support and ass stanceto
trade and industry to launch anationwide programme on qual ity awareness and to promote
the concept of Total Quality Management (TQM).

Discussany four documentsused in External Trade.

Themain documentswhich areused in externa trade are discussed bel ow:

1. Indent: It isan order placed for import of goods. It is sent to the exporter for supply of
goods. It containsfull information regarding the goodsto beimportedi.e., quantity, quality,
mode of packing and marking, period of delivery, mode of payment and other instructions
regarding shipment and insurance, etc.

2. Letter of credit: In external trade, the importer hasto prove his credit-worthinessto the
exporter, who may demand a certain amount of deposit or even full payment of due price
before the shipment of goods. For this purpose, the importer arranges with his bank for
issuing aletter of creditinfavour of the exporter. Thus, aletter of credit isissued by abank of
theimporter’scountry infavour of theforeign dealer. It containsan undertaking by the bank
concernedthat thebill of exchangedrawn by theforeign dedler ontheimporter will behonoured
on presentation to theextent of amount specifiedinit. Thus, it establishesthe credit-worthiness
of theimporter and guarantees payment of priceto the exporter for the goods exported by
him.
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3. Adviceletter: Itisadocument, whichisprepared by the forwarding agent and sent to the
exporter indicating that al theformditiesfor export of goods have been completed and goods
have been shipped. Along with thisletter, the forwarding agent sendsastatement showing
expensesincurred on the goods exported and hisremuneration. Similarly, aletter of adviceis
also prepared by the clearing agent and sent to theimporter stating that all theformalitiesfor
clearing theimported goods have been compl eted. Along with thisletter, the clearing agent
sendsthe railway receipt as a proof of goods sent to importer as well as his statement of
account for expensesincurred and commission charged. Thus, itisadocument used bothin
export and import trade.

4. Documentary Bill : When the documents of title to goods are sent along with the bill of
exchange drawn by the exporter ontheimporter, it iscalled adocumentary bill. It may be of
two types () Documentary bill against payment (b) Documentary bill against acceptance.

In case of documentary bill against payment, the documents of titleto exported goodsare
ddiveredto theimporter only when theimporter has paid theamount specifiedinthebill of
exchange. In caseof documentary bill against acceptance, thedocumentsof titleto theexported
goodsaredelivered to theimporter after he has accepted the bill of exchange drawn by the
exporter.

5. InsurancePolicy: Theinsurance policy isissued by theinsurance company to cover the
risksof lossor damageto goods dueto specified causes. If thereisno insurancethentheloss
will haveto be borneby the owner of the goods, the exporter or importer. Under CIF (Cost
Insurance Freight) contract, insuranceisgenerally done by the exporter while under FOB
(Free on Board) contract, insurance is done by theimporter. There are different types of
insurance policiesto cover different typesof risksin externa trade.

6. ShippingBill: Theshipping bill isadocument prepared by the exporter, or theforwarding
agent onthebasisof which the custom authority cal culatesthe duty to be paid by theexporter.

7. Dock Challan, Dock Warrant and Dock Receipt: Theexporter hastofill up aformfor
the payment of dock charges. Thisformisknown as‘Dock Challan’. After paying the dock
charges, adocument isissued permitting the goodsto be brought to the docksfor loading.
Thisdocument isknown as Dock Warrant. After the goods are actually brought to the docks
and handed over to thedock authority for loading in the ship, the document i ssued asaproof
of delivery isknown asDock Receipt.

8. Conaular Invoice: Theexporter fillsup aspecia invoiceform mentioning al the particulars
about the goods shipped and certifying the accuracy of the prices shown. Thisinvoiceis
signed by theconsul of theimporter’scountry stationed in the exporter’scountry. Thisspecial
invoiceisknown as Consular invoice. Thisdocument isobtained to avoid under and over
invoicing aswell asfor easy clearance of goods by the custom authority at theimporter’s
country.
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10.

11.

12.

. Certificateof origin: Itisadocument issued asaproof of thefact that the goods have been

produced in the country mentioned on it, i.e., acertificate about the genuine origin of the
goods exported. This document isissued on the basis of trade agreements between the
countriesinwhichthey agreeto levy lower ratesof import duties on the goods produced by
them. Some chambersof commerce are authorised to issue such certificates.

Airway bill: When goods, especially perishableones, are sent to theimporter by air, thenthis
document isneeded. Itisarece pt given by theairlineauthority for thegoodsitiscarrying. At
thedestination it hasto be surrendered by theimporter for releasing goods. It containssuch
information as name and address of exporter, name and address of importer or hisagent,
description of goods, number of packages, weight and volume of goods, rate of freight and
total freight, airport of loading and destination, flight number and date, etc.

Export Invoice/Foreign Invoice: Theforeigninvoiceis prepared by the exporter and he/
shesendsit to theimporter after the shipment of goods. Thisinvoice containsdetailssuch as
thenameof the ship, port of shipment, port of destination, number of indent, detailsregarding
packing and marking, price of goodsand other expensesincluding freight, dock duesand
insurancecharges.

Bill of Entry: Bill of entry isaformto befilled up by theimporter a thetimeof recelvingthe
goods. Itisadocument based on which imported goodsare cleared from the port. Theseare
two typesof bill of entry.

(@ Bill of entry for Home Consumption: Where an importer wants to get his goods
clearedin onelot, he hasto present thehill of entry for home consumption.

(b) Bill of entryfor Warehousing: Whereanimporter wantsto shift the goodsto warehouse
and thereafter get hisgoods cleared in small |ot, he hasto present the bill of entry for
warehous ng. Reason may bethat heisunableto pay duty onal goodsinoneinstallment
or because he hasastorage problem.

3. AdviseSuresh, theproceduretoimport ball pensfrom Japan.

Ans Thefollowing stepsareadvised to Sureshinimporting ball pensfrom Japan:

1.

Tradeenquiry: Itisawritten request by theimporter to the exportersfor supply of relevant
information regarding the price, quality, quantity and varioustermsand conditions of export
etc. Inresponseto thetradeinquiry of theimporter, the exporter preparesthe quotation and
sendsit to theimporter.

. Obtainingimport licence: Animporter cannot import goodswithout having avaid licence

fromthelmport Licensing Authority.

. Obtaining foreign exchange: Asforeign exchangetransactionsare controlled by Reserve

Bank of India, theimporter hasto submit an application aong with necessary documentsto
the Exchange Control department of RBI. After scrutinising the application, the Reserve Bank
of Indiawill sanction therel ease of foreign exchange.
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4.

Ans

4. Placingtheindent or order : Indent isthe purchase order to the exporter by animporter for
specified goods. The indent may be sent directly to the manufacturer of goods or to the
exporting agent.

5. Sending letter of credit: Generaly, thepartiesin external trade are not very well knownto
each other. So the exporter wantsto be sure of the credit-worthinessof theimporter. Usually,
the exporter askstheimporter to send aletter of credit. Animporter can get aletter of credit
issued asper termsand conditionsof hisbanker and sendit to theexporter. It ensures payment
of bill of exchange drawn by the exporter up to theamount specified in theletter of credit.

6. Procuringtheshippingdocuments. Theimporter will arrangeto obtain necessary documents
such ashill of lading, shipping bill, etc., after receiving the adviceletter from theexporter. The
documentsare procured to take delivery of the goods. He hasto go to the exporter’ sbank to
make payment in order to get the necessary documentsfor taking delivery of the goods.

7. Appointment of clearingagent: Theimporter may take delivery on hisown or appoint an
agent known as clearing agent, to take ddlivery of thegoods. Theimporter sends necessary
documentsto hisagent to clear the goods. The clearing agent chargescommission for his
servicesfor clearing thegoods.

Explain the formalities to be completed by the clearing agent? (OR) Explain the
formalitiesto becompleted toimport goodsfrom abroad?

(a8 Endorsement for delivery: Whentheship arrivesat the port, the clearing agent approaches
the concerned shipping company and getsthehill of lading endorsed in hisown namefromthe
shipping company. If the freight has not been paid by the exporter, it will haveto be paid
before endorsement of thebill of lading.

(b) Bill of entry: Theagent hastofill inand submit three copiesof thebill of entry tothe custom
authority. The custom authority will cal culatethe duty and receive the ssmefrom the clearing
agent.

(c) Payment of dock charges: The agent has to complete and file two copies of Port Trust
receipt and three copiesof hill of entry to thelanding and shipping duesoffice. After receiving
thedock charges, thedock authority will return one copy of Port Trust recel pt and two copies
of thebill of entry to the agent.

(d) Despatch of goodsby rail/road: The clearing agent hasto arrange carriage of the goodsto
therailway station or thetransport authority after taking thedelivery from thedock authority.
Hewill despatch the goods by rail/road to hisprincipa and get therailway receipt/carrier
receipt.

(e) Advicetotheimporter: Theclearing agent hasto writealetter of adviceto theimporter
after despatch of goods. Inthisletter of advice, information regarding arrival of goodsand
their despatch by rail/road is specified. He hasto enclosewithiit therailway receipt/carrier
recei pt and astatement of hisexpensesand charges.

(f) Delivery of goodsfrom railway/transport authority: Theimporter cantake delivery of
thegoodsfrom therailway or transport authority and carry them to hisgodown.
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5. Satish wantsto export leather goodsto Singapore. You arerequired to explain to him
the procedurefor the same.

ANs

Theprocedure generally adopted for exporting goodsto aforeign country isasfollows:

1.

Receipt of enquiry and sending quotations: Theimporter of goodsfirst sendsan enquiry
to different exportersrequesting themto send informeation about price, quality, termsof payment
etc. Inreply totheenquiry, the exportersthen send the quotation mentioning detail sabout the
products, price, and quality, mode of delivery, termsand conditionsif any.

. Receipt of an indent or export order: If the prospective importer finds the terms and

conditions acceptabl e, then he placesan order for export of goodswhichisknown asindent.
Anindent containsadescription of thegoodsordered, priceto be paid, termsand conditions
of delivery, packing of goodsand other details. Onreceipt of indent if the exporter findsit
satisfactory, then heforwards his acceptance to export the goods.

. Credit enquiry: The exporter must ensurethat thereisno risk of default in payment. He

should verify the credit worthiness of theimporter. For this purpose he may ask theimporter
to send aletter of credit, bank guarantee or any other guarantee.

. Obtaining export licence: Each and every country hasitsownimport and export policy for

freegoodsand restricted goods. An exporter in Indiahasto complete variousformalitiesand
apply for export licenseto the appropriate authority. If theauthority issatisfied it will issuethe
export license. To get an export license, theexporter must have (i) an IEC number (i) RCMC
from appropriate export promotion council and (iii) Registration with Export Credit and
Guarantee Corporation (ECGC). Theregigtration with ECGC safeguardsagaingt risk of non-
payments.

. Production or procurement of goods. Theexporter hasto producethe goodsor buy them

fromthe market. The goods must bein accordancewith theinstructionsgivenintheindent
regarding the quality, quantity, price, etc.

. Pre-shipment inspection: To ensurethat only good quaity productsare exported from our

country, the Government of | ndiahas made compul sory pre-shipment i ngpection of goods by
certain authorized agencies.

. Excise clearance: In India, manufactured products are subject to excise duty under the

Central ExciseAct. Thereforeexciseclearance certificateisamust for thegoodsto beexported.
It may be noted that the Government of Indiahas exempted excise duty in many casesif the
goodsare manufactured exclusively for the purpose of export.

. Appointment of forwar ding agent: Packed goods may be despatched to the port directly

by the exporter or through aforwarding agent. If the goods are stored in any location, the
exporter may appoint aforwarding agent who will performall theformalitieson behdf of the
exporter before shipping the goods. Theforwarding agent will chargecommissionfor this
work.
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6.

Ans

9. Despatch of goodsby rail/road: Theexporter hasto despatch thegoodsby rail/road tothe
port town. Hewill send the R/R (railway receipt) to the forwarding agent along with other
instructions. Theagent will take ddlivery of the goodsand complete other formalitiesbefore
shipping themto theimporter.

Explain the formalities to be completed by forwarding agent for exporting goods to
abroad?

(a) Obtainingthecustom per mit: Theagent hasto apply to the custom officegiving full details
of thegoodsand a so their destinationin order to receivethe custom permit. If goodsareduty
freethen custom permitisgivenimmediately, otherwiseit will be necessary to complete other
formdities

(b) Obtainingshippingorder: Theagent hasto secure adequate spacein the ship for loading of
goods. For this purpose he hasto sign an agreement with the shipping company for issue of
the shipping order whichwill enable himto put thegoodsinthe ship.

() Completion of shipping bill and payment of export duty: The Agent hastofill inthree
copiesof shipping bill and submit them to the custom-house. Onthebasisof thehill, duty is
calculated by the custom authority. The agent hasto make payment of the duty and get the
origina and third copy of the Shipping Bill from the custom authority.

(d) Payment of dock dues: The agent hasto make arrangement for carrying the goodsto the
dock. For this purpose, two copiesof properly completed‘ Dock Challan’ are submitted to
thedock authoritiesa ong with one copy each of shipping bill and shipping order. After dock
chargesarereceived, thedock authoritiesretain one copy of dock challan and returntheduly
signed second copy to the agent.

(e) Custom’sverification beforeloading of goods: Assoon asthe ship touchesthe port, the
dock authorities start loading the goods on it. Before the goods are actually loaded, custom
officiasverify themtoknow if thereisanything on which duty remainsto bepaid or whichis
not mentioned in the shipping bill. The captain or hisassistant (mate) will receivegoodsonly
when shipping order has been produced before him.

(f) Mate'sreceipt: Thecaptain or matewill issuearecei pt known as“matesreceipt” after the
goods have been |oaded. Thisreceipt contains particularslike quantity of goods, number of
packets, condition of packing, etc.

(9) Bill of lading: Theforwarding agent hasto present the mate’ sreceipt at the office of the
shipping company and inexchangewill get adocument known asBill of Lading. Hehastofill
inthreeblank formsof billsof lading giving detail sregarding the goods, destination, name of
theship, date and place of |oading and nameand address of the persontowhom delivery isto
be made.
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(h) Insuranceof cargo: Asasafeguard against marinerisks, it isnecessary to insurethe goods.
Theinsurance policy issent to theimporter dongwiththebill of lading and other documents.

(i) Advicetotheexporter: Theagent theninformsthe exporter about the shipment of goods
and other related matters. Hewill send thebill of lading, insurance policy, shipping bill etc. to
theexporter along with astatement showing hisexpensesand remuneration.

(j) Preparation of export invoiceand consular invoice: Having received theadvicefromthe
forwarding agent, the exporter prepares an export invoice known asforeigninvoice. This
invoicestatesthe quantity of goodssent and amount duefrom theimporter. Custom regulations
of many countriesrequire consular invoicefor the purpose of easy clearance of goodsat the
port of destination intheimporting country. If itisrequired by theimporter then the exporter
hasto arrangefor such adocument also.

7. Explain the need and any four points of importance of external trade to the Indian
economy.

Ans External Tradeisanimportant indicator of economic condition of anation. Bothimporting and
exporting countries are benefited by externa trade. While exporting country earnsmoreforeign
exchange by exporting itssurplus, theimporting country at the sametime getsthe opportunity to
use better productsand raisethe standard of living of itspeople.

L et usdiscussin detail about theimportance of externa trade.
(a) Promotesspecialisation

External trade promotes specidisation. When thereisexpansionin thedemand for aparticular
commaodity, itsproducer isencouraged to specialiseinitsproduction. For example, thereis
demand of Japanese dlectronic goodsall over theworld. Theresultisthat Japan’sefficacy in
thisfield has devel oped enormoudly. Similarly our country has specialised intea, coffeeand
sugar production.

(b) I'mprovesstandard of living

Onaccount of import trade, acountry can consumegoods, which it doesnot produce. Onthe
other hand, it earnsforeign exchangethrough export trade. Theimport and export tradethus,
helpinraising standard of living of acountry.

(¢) Enhancescompetition
Externd trade enhances competition, which compel sthe domestic firmsto improvetechnol ogy
of production, production process and quality of the products. It ultimately benefits the
consumersin getting better quality productsat competitive prices. It aso providesalarge
variety of goods.

(d) Generatesemployment opportunities

Externd tradefacilitatesthe growth of agriculturd, commercid aswell asindustrid activities,
which inturn generates more and more empl oyment opportunitiesfor the people.
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(e) Priceequalisation
Externd tradeleadsto equalisation of pricesof goodsand commoditiesintheworld. Whenever
the pricesof commoditiestend to rise because of short supply it can be checked by importing
moregoods. Smilarly whenthe pricesof productsdeclinebecause of availability of excessve
item, the country may export that surplusto others.

(f) International relation

External trade bringsthe people of two different countriesto come closer and to understand
the need and requirement of each other. They a so participatein varioustrade and cultural
exhibitions. All theseactivitiespromote harmoniousand cordid relationship among thenations.

(g) Economicgrowth

Economic growth of every country dependsto alarge extent on thevolumeof external trade.
If a country specialisesin any product, it needs to produce more to meet the worldwide
demand. So by producing and exporting more goods and services it can accelerate the
economic growth of the country.

(h) Proper utilisation of natural resour ces

External tradeisameansthrough which the natural resources of various countriescan be
properly utilised. For example, acountry may berichinminerdsbut duetolack of technologica
advancement it isnot ableto extract those mineralsfromthe earth. Soit canimport modern
equipmentsand machineriesfrom advanced countries and make proper utilisation of those
natural resources.

8. Discussany four difficultiesfaced by the buyersand sellersin external trade.

Ans Ininternal trade generally buyersand sellers meet together and transactionstake place as per
their convenience. Butinexternd tradethestuationiscompletely different. It takesalong procedure
to buy and sell the goods and services. The business people generaly faceanumber of problems
intheprocessof foreigntrade. Thevariousdifficulties, which arefaced by thebuyersand sdllers
engaged in externa trade are discribed bel ow.

(a) Distance: External trade involves transport of goods over long distances, except for
nei ghbouring countries. Distance between various countriesmakesit difficult to establish quick
and closetrade contact between theimporters and exporters.

(b) Greater risk: Inexternd trade goodsare exposed to greater degreeof risk. Risk intrangt of
goodsismore because of long distance. Goodsare transported by ship, which may sink due
to storm or collide with submerged rocks. The shipsor goods may al so be captured by the
enemies. Theserisksmay be covered through marineinsurance, but that increasesthe cost of
goods.

(c) Difficultiesof transport and communication: Long distancesincidental to external trade
createdifficultiesof proper and quick meansof transport and communi cation. Though modern
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means of communi cation have solved this problem, it isquite costly and cannot be used for
securing al sortsof information. Loading and unloading of goods often takeslong time and
alsoinvolveslarge expenseswhichincreasethe cost of goods.

(d) Restrictions: Externd tradeissubject to variousrestrictionsby way of customs, tariff, quotas
and exchangeregulations, which restrict the scope of external trade.

(e) Lack of personal touch: Inexterna trade, the transactionsare made with unknown persons
through correspondence and other meansof communication. Thereisno direct contact between
the buyer and seller. So therisk of dispute and bad debts are dwaysthere.

(f) Study of foreign markets. Marketsfor different products havetheir own characteristicsas
regardsdemand, intensity of competition, buyers' preferences, etc. Thus, an extensive study
of foreign marketsisrequired for successin externd trade. Thisisnot easily possiblefroman
individual exporter’sor importer’spoint of view.

(9) Cost: Bothimport and export of goodsinvolvevery costly operations dueto high cost of
transport, insurance, intermediariesand cost of formalitiesto be completed.

(h) Changeinrulesand regulations: Every country hasframed itsown rulesand regulations
for itsexternal trade, to protect itseconomic and political interest. These ruleschangefrom
timetotime. Sothetradersfindit difficult to acquaint themsalveswith therulesand regul ations
and proceduresfollowed by different countries.

(i) Frequent pricechange: Inexterna tradethe priceof the product changesfrequently dueto
changeinforeign exchangerate, changeinimport and export dutiesetc.

Short Answer Type Questions

1. Explainthetwoalternative methodsof payment totheexporter.
Ans. Therearetwo alternative methods by which payment can bereceived by the exporter.

(a) Letter of credit: Theexporter can getimmediate payment on the strength of theletter of
credit whichisissued by theimporter’sbank infavour of the exporter. The exporter hasto
draw thebill in order to get the payment from thelocal branch of the bank (inhome country),
which hasissued theletter of credit on behalf of theimporter.

(b) Letter of hypothecation: If theexporter wantsto receive payment immediately, he can get
thehill (accepted by theimporter) discounted with hisbank. But for this purpose, he hasto
givealetter of hypothecation to hisbank. Letter of hypothecationisaletter addressed to a
bank attached with thebill of exchange which isaccepted by theimporter. Through hisletter
of hypothecation, the exporter authorisesthe bank to sell the goodsin case of dishonour of
thebill by theimporter so that the bank can rel easetheamount advanced by it to the exporter.
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2.

What aretheprivilegesof EPZsand SEZs?

Ans. Export Processing Zones (EPZs) areindustrial estatesnormally set up near the seaportswhere

Ans

ANs

goodsare produced primarily for the purpose of exporting to other countries. Theraw materias,
equipmentsand machineriesfor production of finished goodsare allowed to beimported without
payment of custom duty. Custom clearance and facilitiesneeded for financia transactionsare
aso providedinsidethe zone. With aview to overcome the shortcomings experienced on account
of controlsand clearances, EPZs have been converted into Special Economic Zones (SEZS).
Special Economic Zones (SEZs) are also set up in different parts of the country to provide
internationally competitive and hasd efree environment for export production.

These unitsmay be established in public, private or joint sector for manufacturing, trading or
serviceactivity.

Explain thefollowingterms(i) Bill of Lading, (ii) Shippingorder and (iii) M ate sreceipt.

I. Bill of lading: It isadocument prepared by the ship owner or by the master of the ship
acknowledging the receipt of goods and undertaking to deliver the goods at the port of
degtination. This, on onehand, actsasaproof of thereceipt of goods specified thereinand on
the other, isadocument of title to the goods. The document is sent by the exporter to the
importer who can take delivery of thegoodsat the port of destination on presentation of the
bill of lading and other shipping documents.

ii. Shippingorder: Inorder to hire spaceinthe ship, the exporter or hisagent hasto enter into
an agreement with the shipping company. The shipping company on the conclusion of the
agreement gives a shipping order, which containsinstruction to the captain of the shipto
receive on board the specified quantity of goodsfrom the exporter.

iii. Mate sreceipt: When goods are brought to the docksfor shipment, the document issued
by the dock authority isknown asadock receipt. It isthe duty of the dock authority to load
thegoodsintheship. But if goodsaredirectly taken into the ship, the captain or hisassi stant
(mate) givesareceipt asaproof of goodsloaded intheship. ThisreceiptisknownasMate's
receipt. If themateisnot satisfied regarding the packing of goods, heissuesafoul Mate's
receipt, otherwise heissuesaclean Mate' sreceipt.

What aretheessential documentsrequired for theexporter and importer?

1. Import Export Code (I EC) number: Thel EC number isgranted by the Director Genera of
Foreign Trade. Every firm dealing with export-import businessmust obtain thisnumber without
which no documentsrelating to external tradewill beforwarded.

2. Registration-cum-Member ship Certificate (RCM C): Government provides certain
facilitiesand benefitsto the exporters and importersunder itsEXIM policy. Toavail such
facilities every firm must obtain the Registration-cum-Membership Certificate from the

218



5.

appropriate export promotion council. Export promotion councilsare different organizations
set up by the Government to promote and devel op exportsof different categoriesof products.

What isExternal Trade?

Ans. When buying and selling of goodstake place acrossthe national boundariesof different countries

ANs

Ans

Ans

Ans

10.
ANs

itiscalled externd trade. It isalso known asforeign trade or international trade.

What ismeant by Entrepot trade?

When thefirm of acountry importsgoodsfor the purpose of exporting the sameto thefirmsof
some other country with or without making any change, it isknown as entrepot trade or re-
export tradefor that country. For example, if an Indian company importsrubber from Thailand
and exportsit to Japan thenitiscalled entrepot tradefor India

Explain ‘packingand marking’ of thegoodsin exter nal trade.

Packing should be donedtrictly according to theinstructionsgivenin theindent. If lossarisesdue
to defective packing, the exporter may haveto bear it. If necessary, grading should be done
before packing. The packages should be properly marked according to instructions, if any, so
that they may beeasily recognised.

What doyou mean by visibleand invisibletrade?

Vigbletradereferstoimportsand exportsof tangible goods, whereasinvisibletrade of acountry
Includes servicesreceived from other countriesor servicesrendered to other countries. Shipping
and insurance services, servicesto foreign tourists, servicesof foreign technicians, interest on
loansetc., are some of theexample of invisibletrade.

State thetypes of external trade.

Onthebasisof saleand purchase of goodsand services, externd trade can bedividedintothree
kinds. They are:

(& Importtrade

(b) Exporttrade

(c) Entrepot trade

Mention any two reasonsfor the significance of foreign trade.

External Tradeisanimportant indicator of economic condition of anation. Bothimportingand
exporting countries are benefited by externa trade. While exporting country earnsmoreforeign
exchangeby exporting itssurplus, theimporting country a the sametime getsthe opportunity to
use better products and raisethe standard of living of itspeople.
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11. Matchthefollowingfacilitations.

Columnl Columnl|
(& ExportHouses i. Carriesgoodson payment of freight charge.
(b) Indent Houses ii. Agent ready to bear theloss/damage.
(o ClearingAgents lii. Organisationinvolvedinexport promotionactivities.

(d) Shipping Company iv. Helpinreceiving ordersto goodswithinstructions.
(e) InsuranceCompany | v. Completedl formditiesfor clearing goodsfrom destination.

Ars (@) (iii), (b) (iv),(c) (v). (d) (), () (ii)

12. Namethedocument referred toin each of thefollowing cases.
(a) Agreement signed with the shipping company to enableto put goodson the ship.
(b) Document issued by the captain of the ship after loading the goods on the ship.
(c) Assured payment on thestrength of adocument issued by theimporter sbank.
(d) Document which authorisesthebank to sell thegoodsin case of dishonour of bill.
(e) Document received in exchange of M ate's Receipt at the shipping office.

Ans (@) Shipping order, (b) Mate' sReceipt, () Letter of credit, (d) Letter of Hypothecation, (€) Bill
of Lading

13. Arrangethefollowingdocument in proper sequence.
(a) Dock Receipt
(b) Dock Challan
(c) Dock Warrant

Ans (a) Dock challan, (b) Dock warrant, (c) Dock Receipt

14. Answer thefollowinginaword or phrase.
(a) Thedocument prepared by themaster of the ship acknowledgingther eceipt of good.

(b) The document issued as a proof of the fact that goods have been produced in the
country mentioned oniit.

(c) Thedocument forwar ded by theexporter totheimporter after theshipment of goods.

(d) The document issued by the dock authority after receiving the goods from the
exporters.

(e) Thedocument needed in sending goodsby air.
() Document which acts as a proof that goods of stated value and quantity are being
brought into the country from abr oad.
Ans (@) Bill of Lading, (b) Certificateof origin, (c) Export Invoice/Foreign Invocie, (d) Dock Receipt,
(e) Airway Bill, (f) Bill of Entry
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e eOn Consumer Protection

I ntroduction

We buy avariety of goodsand servicesin our day-to-day life. Whatever we buy we pay for it
and derive satisfaction fromits consumption and use. But sometimeswe do not fedl satisfied withthe
product webuy. Thismay be on account of poor quality of the product, overcharging by the shopkeeper,
lower quantity of contents, mideading advertisement, and so on. Should we alow these practicesto
continue? Obvioudy not; thenisthereany remedy for such ma practices? Theanswer liesin the concept
and practice of consumer protection, therightsand responsibilitiesof consumers, legal provisonsand
mechanism for settlement of consumer grievances. Inthislesson, let usknow detailsabout al these
points.

Long Answer Type Questions

1. Explaintheneed for consumer protection.

Ans Thenecessity of adopting measuresto protect theinterest of consumersarisesmainly duetothe
hel pless position of the consumers. Thereisno denying fact that the consumershavethebasic
right to be protected from thelossor injury caused on account of defective goodsand deficiency
of services. But they hardly usetheir rights dueto lack of awareness, ignorance or lethargic
attitude. However in view of the prevailing mal practicesand their vulnerability thereto, itis
necessary to providethem physica safety, protection of economicinterests, accesstoinformation,
satisfactory product standard, and statutory measuresfor redressd of their grievances. Theother
main argumentsin favour of consumer protection areasfollows:

(a) Social Responsibility

Thebusinessmust be guided by certain socid and ethical norms. Itisthemoral responsibility
of thebusinessto servetheinterest of consumers. Keepinginlinewiththisprinciple, itisthe
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Ans

duty of producersand tradersto provideright quality and quantity of goodsat fair pricesto
theconsumers.

(b) Increasing Awar eness

Theconsumersare becoming moremeatureand consciousof ther rightsagainst themal practices
by the business. There are many consumer organizations and associ ationswho are making
effortsto build consumer awareness, taking up their casesat variouslevelsand hel ping them
toenforcether rights.

(c) Consumer Satisfaction

Father of the Nation Mahatma Gandhi had once given acall to manufacturesand tradersto
“treat your consumersasgod”. Consumers’ satisfactionisthekey to success of business.
Hence, thebusinessmen should takeevery septo servetheinterestsof consumersby providing
them quality goods and servicesat reasonable price.

(d) Principleof Social Justice

Exploitation of consumersisagaing thedirective principlesof statepolicy asladdowninthe
Condtitution of India. Kegpinginlinewiththisprinciple, itisexpected from the manufacturers,
tradersand service providersto refrain from ma practicesand teke care of consumers’ interest.

(e) Principleof Trusteeship

According to Gandhian philosophy, manufacturesand producersare not thereal owners of
the business. Resources are supplied by the society. They are merely the trustees of the
resources and, therefore, they should use such resources effectively for the benefit of the
society, whichincludesthe consumers.

(f) Survival and Growth of Business

Thebusinesshasto serve consumer interestsfor their own survival and growth. On account
of globalisation and increased competition, any business organisation which indulgesin
mal practicesor failsto provideimproved servicesto their ultimate consumer shall find it
difficult to continue. Hence, they mugt intheir ownlong runinterest, become consumer oriented.

Describeany four rightsof a consumer asper CPA 1986.

John F, Kennedy, theformer USA President, in hismessageto consumer had given six rights.
Theserightsare (i) right to safety, (ii) right to beinformed, (iii) right to choose, (iv) right to be
heard, (V) right toredressand (vi) right to represent. Theserightshad paved theway for organised
consumer movement inthe USA and later it spread al over theworld. In India, the Consumer
Protection Act, 1986 hasa so provided for the samerightsto consumers. Let ushaveabrief idea
about theserightsof consumers.

(@) Right to safety
Itistheright of the consumersto be protected against goods and serviceswhich are hazardous
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to hedlth or life. For example, defective vehiclescould lead to seriousaccidents. Thesameis
trueof dectrica applianceswith sub-standard materia . Only recently, thereweremassprotests
and boycott of soft drinksdueto presence of hazardous pesticidesbeyond permissiblelimits.
Thus, right to safety isan important right avail able to the consumer which ensuresthat the
manufacturersshall not produce and sell sub-standard and dangerous products.

(b) Right tobeinfor med

Now-a-daysthe manufacturers provide detailed information about the contents of the product,
itsquantity, date of manufacturing, date of expiry, maximum retail price, precautionsto be
taken, etc. onthelabel and package of the product. Suchinformation hel psthe consumersin
their buying decision and use of the product.

(c) Right to choose

Theright to choose providesthat the consumer must be assured, whenever possible, access
toavariety of goodsand servicesat competitive prices. If the market hasenough varieties of
products at highly competitive prices, the buyers have an opportunity of wide selection.
However, in case of monopolieslikerailways, postal serviceand electricity supply etc. it
impliesaright to be assured of satisfactory quality of serviceat afair price.

(d) Righttobeheard

Therightsto safety, information and choicewill befrivolouswithout theright to be heard.
Consumershavearight to be consulted by government and public bodieswhen decisionsand
policiesare made affecting consumer interests. Also, consumershavearight to be heard by
manufactures, deal ersand advertisersabout their opinion on production, marketing decisions
and any grievancesof the consumers. Consumershavetheright tobeheardinlega proceedings
inlaw courtsdealing with consumer complaints.

(e) Right to seek redressal

The consumers have been given theright of redressal of their grievances relating to the
performance, grade, quality etc. of the goodsand services. If required, the product must be
repaired/ replaced by the sdller/ manufacturer. The Consumer Protection Act hasduly provides
for afair settlement of genuine grievances of the consumers. It has also set up a proper
mechanismfor their redressal at district, stateand national levels.

(f) Right toconsumer education

It meanstheright to receive knowledge and skill to becomeinformed consumer. Inthisdirection
the consumer associations, educationd ingtitutionsand the policy makerscan play animportant
part. Effective consumer education leadsto anincreased level of consumer awarenessand
helpthem to enforcetheir rightsmore effectively, and protect themsel ves against fraudulent,
deceitful and grossy mid eading advertisement, labeling, etc.
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3.

Ans

Oneof your friendshasr ecently bought awashing machinefrom themarket by paying
Rs.15,000. After usingaday or two hefound somemechanical problem in themachine.
Immediately heinformed thedealer but thedealer did not respond torepair or replace
themachine. Now hewantstolodgea complaint in aconsumer court. Which consumer
court should hegoand why? Also stateany threepossiblereliefsthe court may order in
favour of your friend. (OR) Your friend bought a ceiling-fan from an eectronicequipments
shop. When shefitted thefan at home, she discovered that it wasnot functioning. The
shopkeeper now refusesto exchangethefan or return themoney. Whereand how can
your friend fileacomplaint to get redressal of her grievance?

he cost of washing machine or ceiling fan islessthan Rs.20 lakhs. Hence, he/she canfilea
complaintinaDigtrict forum.

District Forum
Thisisestablished by the state governmentsin each of itsdigtricts.

(@) Composition: Thedistrict forums consist of a Chairman and two other members one of
whom shal beawoman. Thedistrict forumsare headed by the person of therank of aDidtrict
Judge.

(b) Jurisdiction: A written complaint can befiled beforethe District Consumer forum wherethe
value of goodsor servicesand the compensation claimed does not exceed Rs. 20 1akh.

How tofileacomplaint?

A complaint can be madein person or by any authorised agent or by post. Thecomplaint canbe
written on aplain paper duly supported by documentary evidencein support of theallegation
contained inthe complaint. The complaint should clearly specify therelief sought. It should also
contain the nature, description and address of the complainant aswell asthe opposite party, and
so aso thefactsrelating to the complaint and when and whereit arose.

What aretherdiefsavailableto consumers?

Depending on the nature of complaint and relief sought by the consumer, and the facts of the
case, theredressal forum/commission may order oneor moreof thefollowingreliefs:

(& Removal of defectsfromthegoodsor deficienciesin servicesin question.

(b) Replacement of the defective goods.

(©) Refund of thepricepaid.

(d) Award of compensationfor lossor injury suffered.

(e) Discontinuanceof unfair trade practicesor restrictivetrade practice or not to repeat them.
() Withdrawal of hazardousor dangerousgoodsfrom being offered for sale.

(9) Provision of adequate coststo aggrieved parties.
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Timelimit for filingthecase

Theconsumer canfilethe complaint within two yearsfrom thedate on which the cause of action
had arisen. However, it may be admitted even after the lapse of two yearsif sufficient causeis
shownfor thedelay.

Timelimit for decidingthecase

Every complaint must be disposed off as speedily aspossible within aperiod of three months
fromthe date of noticereceived by the opposite party. Where the complaint requires|aboratory
testing of goodsthisperiodisextended to fivemonths.

Appeal

If aconsumer isnot satisfied by the decision of the District forum, he can challengethe same
beforethe State Commission, within 30 days of the order.

Short Answer Type Questions

1

ANs

Statethevarious publicity measuresinitiated by the gover nment to increasethe level
of awar eness of consumers.

Toincreasethelevel of awarenessamong the consumersthe Government of Indiahasinitiated
various publicity measures. Consumer organisations have also been set up in recent yearsin
different partsof India. Itisfelt that neither it ispossbleto disciplineal membersof thebusiness
community through moral sanctionsand acodeof fair business practicesnor can administrate
ordersand legidative provisionsto ensure consumer protectionwithout the activeinvolvement of
consumer associations. Now with anincreasing number of consumer organisationsinvolvedin
consumer protection, theconsumer movement isgetting afootholdinIndiaand hepingindividuas
to seek quick and adequate redressal of their grievances. Some of the important consumer
organisationsthat have been playing an activeroleintaking up consumer causeare:

e CERC (Consumer Education and Research Centre), Ahmedabad

e VOICE (Voluntary Organisation in the Interest of Consumer Education), New Delhi
e CGSl (Consumer Guidance Society of India), Mumbai

o CAG (Consumer Action Group), Chennai

e CUTS(Consumer Unity and Trust Society), Jaipur

e Common Cause, New Delhi

e Consumer Education Centre, Hyderabad

e Karnataka Consumer Service Society, Bangalore

e KerdaState Consumers Coordination Committeg, Cochin
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Ans

ANs

Ans

5.

Ans

These organisationsare collecting dataon different products and testing them, investigating into
the problemsof consumers, publishing and distributing brochuresand journdss, organising consumer
awareness programmes, filing complaints, suitsand writ petitionson behalf of the consumers,
etc.

Stateany two examplesof consumer exploitation.

i. Theafter salesserviceprovider of thetelevision set charged Rs.200 as service chargethough
herepaired the set within thewarranty period.

ii. Theticketsissued to different passengerson the sameday for the samejourney showed the
same seat number.

iii. Penalty of Rs. 50 wascharged by SBI after i ssuing the cheque book to the customer showing
that the balance avail ablein the account was|ess than the minimum required balancefor issue
of cheque book.

iv. Thesupply of cooking gascylinder to the consumersisfound to be underweight.

Mention any four standard quality certification marks.

To put astop to adulteration and corrupt practices of the manufacturersand traders, it istheduty
of every consumer to be conscious of the quality of product they buy. They should look for the
standard quality certification markslikelSl, Agmark, FPO, Woolmark, Eco-mark, Hallmark
etc. whilemaking the purchases.

Explain the meaning of Goodsand Servicesasper CPA 1986.

Theterm‘goods under thisAct hasthe samemeaning asunder the Saleof GoodsAct. Accordingly
it coversall typesof movable property other than money and includesstocksand shares, growing
crops, etc. Theterm‘ service’ meansservice of any description made availableto potentia users
andincludesbanking, financing, housing construction, insurance, entertainment, transport, supply
of electrical and other energy, boarding and lodging, amusement, etc. The servicesof doctors,
engineers, architects, lawyersetc. areincluded under the provisions of Consumer Protection
Act.

Explain thecomposition and jurisdiction of statecommission.
State Commission isestablished by the state governmentsin their respective states.

(a) Composition: The State Commission consists of aPresident and not |essthan two and not
more than such number of membersasmay be prescribed, one of whom shall beawomen.
The Commissionisheaded by aperson of thelevel of High Court judge.

(b) Juriddiction: A written complaint can befiled beforethe State Commissionwherethevaue
of goodsor servicesand the compensation claimed exceeds Rs. 20 1akh but does not exceed
Rs. Onecrore.
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Ans

ANs

8.

ANs

Ans

10.

ANs

Ans

(c) Appeal: Incasethe aggrieved party isnot satisfied with the order of the State Commission he
can appeal to the National Commission within 30 days of passing of the order.

Statethepurposeof creating Consumer WelfareFund.

Thegovernment hascreated aconsumer we farefundfor providing financid ass sanceto strengthen
thevoluntary consumer movement inthe country particularly inrural areas. Thisfundismainly
used for setting up facilitiesfor training and research in consumer education, complaint handling,
counseling and guidance mechanisms, product testing labs, and so on.

Who can filea complaint for redressal of grievancesunder the Consumer Protection
Act 19867

Thefollowing personscan fileacomplaint under Consumer Protection Act 1986:
(& A consumer;

(b) Any recognised voluntary consumer association whether the consumer isamember of that
association or not;

(c) TheCentra or any State Government; and
(d) Oneor moreconsumerswherethese are numerous consumers having sameinterest.

(e) Lega heir or representativein case of death of aconsumer.

Statethe meaning of consumer ?

Normally, it isthe consumption or use of goods and servicesthat makesthe personto becalled
as‘consumer’. But inthe eyesof law, both the person who buysany goodsor hiresany service
for consideration (price) and the onewho uses such goodsand serviceswith the approval of the
buyer aretermed as consumers.

What ismeant by consumer protection?

Consumer protection means safeguarding theinterest and rightsof consumers. In other words, it
refersto themeasures adopted for the protection of consumersfrom unscrupulousand unethica
mal practices by the businessand to provide them speedy redressal of their grievances.

Statethethreelevelsof legal forumsin Consumer Protection Act?

Thejudicia machinery set up under the Consumer Protection Act, 1986 consistsof consumer
courts(forums) at thedidtrict, stateand national levels. Theseareknown asDistrict forum, State
Consumer Disputes Redressal Commission (State Commission) and Nationa Consumer Disputes
Redressa Commission (Nationa Commission) separatdly.

What type of infor mation you ar eexpecting from right to consumer education?

(i) Therelevant lawswhich areaimed at preventing unfair trade practices,
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(i) The ways and means which dishonest traders and producers may adopt to deceive the
consumers,

(i) Insistenceonabill or receipt at thetime of purchase, and

(iv) Theprocedureto befollowed by consumerswhilemaking complaints.

12. Identify therelevant rightsof aconsumer being violated in thefollowing instances.
(a) A bottleof acid sold but the cap wasnot properly sealed.
(b) Medicine sold without date of manufacturing and date of expiring printed on its
packaging.
(c) Madan bought a cooler with 2 yearswarranty. The cooler started giving problem

within 6 months. Madan approached the seller. The seller did not listen to his
grievances.

(d) Theseller compelsthe consumer to purchasetheavailable product.
(e) Thecommon consumers

Ans (a) Righttosafety
(b) Righttobeinformed
(c) Righttobeheard
(d) Righttochoose
(e) Righttoconsumer education

13. Advise Suresh to adopt the relevant ways and means of consumer protection in the
following case.

(a) Suresh had received afaulty bill from theelectricity department and could not settle
thematter amicably. Whereshould hego?

(b) Suresh wanted tobemoreinformed about consumer protection. What should hedo?

(c) Suresh faced an accident due to the manufacturing defect of the car. He wantsto
claim compensation from the manufactur es. Wher eshould hego?

(d) Suresh saw agroup of 30small children aged 8to 10 year shar assed by a manufacturer
who employed thesechildren. What can hedo?

(e) Suresh cameto know that an industry of the nearby areaisthrowingitswasteinto
theriver. What should hedo?
Ans (a) Lok Adalat
(b) AwarenessProgramme
(¢) Redressa Forums
(d) Publicinterest Litigation
(e) PublicInterestLitigation
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14. Statethelevel or rank of the head of thefollowing consumer courts.
(a) StateCommission
(b) Digtrict Forum
(c) National Commission

Ans (@ HighCourt Judge
(b) Didtrict Judge
(c) Supreme Court Judge
15. Wheredoestheremedy liein thefollowing cases?

(@) A boy got drowned in apool and the compensation claimed isRs. 6 crores.

(b) Theaggrieved party not being satisfied with theorder of the State Commission wanted
toappeal.

(¢) A builder sold ahouseand theland wasunder litigation. Theconsumer claimed Rs.
56 lakhs as compensation.

(d) A consumer claimed a compensation of Rs.25,000/- from the manufacturer of a
refrigerator.

(e) Theaggrieved party not being satisfied with theorder of thedistrict forum wanted to
makean appeal.

Ans (@) Nationa Commission,
(b) Nationa Commission
(c) StateCommission
(d) Digtrict Forum

(e) StateCommission
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Self-Employment

L ESSON

I ntroduction

When you accept an employment in any organization, you haveto perform variousjobsas per
therequirementsof your employer and you may get afixed amount of incomeassaary. But, instead of
seeking ajob, you can a so opt do something of your ownto earn your livelihood. You may get engaged
in trading or manufacturing on asmall scale or providing some servicefor aprice. Such economic
activitiesareknown as sdf-employment. Inthislesson, let uslearn more about the career option of self-
employmentinbusiness.

Long Answer Type Questions

1. Explainany four pointsof significance of self-employment.

Ans Careerisaway of making one'slivelihood. Self-employment isal so acareer because one may
employ oneself in business or in service activities and earn one’s livelihood. With growing
unemployment and lack of adequate job opportunities, self-employment has become very
sgnificant. Itsimportance can be enumerated asfollows.

I. Advantage of small business

Small-scalebusinesscan beeasily started, and requiressmall amount of capital investment.
Thesdlf-employment involving activitieson asmall-scaleisagood dternativeto largescale
bus nesswhich hasbrought variousevilslikeenvironmenta pollution, devel opment of dums,
exploitation of workers, and so on.

ii. Preferenceover wage employment

In self-employment one can use one’stalent for own benefit. The decisions can betaken
quickly and conveniently. All thesefactorsact asstrong motivatorsfor salf-employment to be
preferred over wage employment.
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li. Developingthespirit of entrepreneurship

Entrepreneurshipinvolvestaking risksbecausethe entrepreneur triestoinnovate new products,
new methods of production and marketing. Self-employment, on the other hand, involves
either norisk or very littlerisk. But, as soon asthe sel f-employed person starts becoming
innovative and takes stepsto expand his business, he becomes an entrepreneur. Therefore,
self-employment becomesalaunching pad for entrepreneurship.

iv. Promotion of individualized services

Self-employment may also take theform of providing individualized servicesliketailoring,
repair work, dispensing of medicinesetc. Such servicesarehd pful in providing better consumer
satisfaction. These can beeasily started and run by individuals.

v. Scopefor creativity

It provides opportunity for development of creativity and skillsin art and crafts, leadingto
preservation of thecultural heritage of India. For example, we can seecreativeideasreflected
in handicrafts, handloom products, etc.

vi. Reducingthe problem of unemployment

Sdf-employment provides opportunitiesof gainful occupation to thosewho otherwiseremain
unemployed. Thusit reducesthe problem of unemployment.

vii. A boon tounder-privileged in respect of higher education

Everyonemay not be ableto pursue higher education after Secondary or Senior Secondary
examination dueto oneor the other reason. Such personscan start their career asself employed
inoccupationsthat do not require higher education.

2. Explain any two avenuesof self-employment.

Ans Beforechoosing asuitablecareer in self-employment you must have someideaabout theavenues
inwhich self-employment opportunitiesare available. L et us categorize the avenues of self-
employment into thefollowing broad aress.

I. Trading

ii. Manufacturing

iii. Professionals, and

iv. Individudised services

Let usdiscussfurther about al thesearess.
I. Trading

Tradeinvolvesbuying and sdlling of goodsand services. With smal amount of investment one
can start and runasmall trading unit.

231



ii. Manufacturing

One can start a small industry of manufacturing bricks, or producing bakery items or
confectionery. All these businessesrequire small amount of capital and simple equipment.
Orchards, dairy, poultry, sericulture, fisheries, horticulture, etc. are good examplesof avenues
of self-employment.

iii. Professionals
Occupationsthat require special knowledge and training in aparticular field also provide

opportunities of self-employment. Lawyers, doctors, chartered accountants, architectsand
journaigsfal inthiscategory.

iv. Individualised services

Tailoring, motor repairing, hair cutting, fashion designing, interior decoration etc. are some of
the businessactivities, which provideindividualized servicesto theconsumers. Thesecan be
eadly started and run by individuals. These activitiesare based onthe personal skillsof those
who performthem. Blacksmiths, carpenters, goldsmithsared| self-employed persons.

3. State any six assistance and support provided by the Government of India for
development of small-scale business.

Ans. The Government of Indiahasgiven specid importanceto smal businessenterprisesduetheir vast
potentiaity for development of social and economic condition of the country. Several assistance
and support are announced from timeto timekeeping in view the changing economic conditions.
Thefollowing are some of such stepstaken by the Government for devel opment of small business
inlndia
1. Itprovidesliberalised credit policy like, fewer formalitiesto processtheloansand advances,

loansat concessional rate, etc for small scaleindustries.

2. Tokeep away from the competition with large scaleindustries, the Government of Indiahas
reserved about 800 itemsfor exclusive production by small scaleindustries.

3. It provides concession and exemption in excise and salestax to the small scale units. The
exciseexemption hasraised from Rs. 50 lakhto Rs. Onecrorefor small industries.

4. TheGovernment also givespreferenceto the products of small enterpriseswhile purchasing
stationery and other item for itsown consumption and use.

5. For promoation, financing and devel opment of smdl-scaeindudtrid enterprisesseverd inditutes
like Small Industrial Development Bank of India(SIDBI), Nationa Bank for Agricultureand
Rura Development (NABARD), Digtrict Industries Centres (DI Cs) etc. have been set up by
the Government.

6. TheGovernment of Indiahasset up separateMinistry of Micro, Smal and Medium Enterprises
(MSMEs) for effective planning and monitoring of the devel opment of small businessenterprises
inthecountry.
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10.

11.

12.

13.

14.

. Toprovidebenefitsof itsplansand policiesto large number of industries, it haslowered the

investment limit from Rs. 3 croreto Rs. Onecrore.

. The Government provides capital subsidy of 12 % for investment in technology in select

sectorsof small-scalebusiness.

. Toencouragetotal quality management (TQM) the Government providesgrant of Rs. 75,000

to each unitsthat obtains | SO 9000 certification.

To providefinance, design and marketing support to handloom sector it haslaunched the
Deendaya HathkarghaProtsahan Yojana.

The Government of Indiahas permitted upto 24 % of total shareholding of small scaeunitsby
other indudtria units.

The Government providesland, power and water etc. at concessional ratesto small business
enterprises.

Specia incentivesarea so provided for setting up of small enterprisesinrura and backward
aress.

The Government encourages establishing small-scaleindustry by providing developed land
andindustrial estates.

4. Describethevariousinstitutional supportsprovided tothesmall businessin India.

Ans: To start and run abusi ness enterprise onerequiresvariousresources and facilities. Thesemay be
intheform of technical, financia, marketing or training support. Such support isprovided by the
Government by establishing different institutions or organizationsfromtimeto time. Let usnow
learn about someof suchinstitutionsand their rolein providing support.

National Small Industries Corporation Ltd (NSIC): It was set up in the year 1955 to
promoteaid and foster thegrowth of small industriesinIndia It also helpsin devel opment and
upgradation of technology and implementation of modernization programme of small-scale
industries

. State Small Industries Development Corporations: The State Small Industries

Development Corporations (SSIDCs) are set up in various states of our country to cater to
the devel opmental needsof small, tiny and villageindustries. Their main functionsinclude
procurement and distribution of scarceraw materias, supply of machinery on hire purchase
basis, and providing marketing facilitiesfor the productsof small-scaleindustries.

National Bank for Agriculture and Rural Development (NABARD): The National
Bank for Agricultureand Rural Devel opment was set up in 1982 as an apex institution for
financing agricultural and rural sectors. It providesfinancia assstancethrough Regiona Rura
Banks and cooperative banks to agriculture, small-scale, cottage and village industries,
handicraftsand other dlied activitiesinrural aress.
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iv. Small IndustriesDevelopment Bank of I ndia: The Small Industries Development Bank
of India(SIDBI) wasset upin 1990 asaprincipa financia ingtitution for promotion, financing
and development of small-scaleindustrial enterprises. It actsasan apex ingtitution for all
banksproviding credit facility to small-scaleindustriesin our country.

v. Small Industries Servicelnstitutions: The Small Industries Service Institutions (SISIs)
are set up to provide consultancy and training to small enterprises. Theseingtitutionsrender
technical support serviceand conduct entrepreneurship devel opment programmes. They also
providetrade and market information to small scaleindustries.

vi. District Industries Centres: For promotion of small industriesin our countries District
IndustriesCentres (DICs) areset up at district level. They conduct industria potential survey
keepinginview theavailability of resources. Their main functionincludesimplementation of
variousschemesof central and state governments.

5. Enumerateany four typesof small-scaleindustriesfound in India. (OR) What arethe
areasin which small-scale business enter prises can be successfully established? (OR)
Stateand explain any four typesof small industries.

Ans IniIndiawefind different types of small business. They may be categorized on the basis of
investment infixed capital in plant and machinery or onthe basisof nature or place of operation.
Following are some of the maintypesof small business.

(& Smdl-scdeindudtries

(b) Tinyindustries

(¢) Andcillary indudtria undertakings

(d) Villageindudtries

(e) Cottageindustries

(f) Microbusinessenterprises

(9) Small- scaleserviceand business (industry related)

(h) Tradingunits

Let ushaveabrief ideaof these small businesses.

(a) Small-Scalelndustries(SSls): A small-scaleindustrial unitisoneinwhichfixed capital

investment in plant and machinery does not exceed Rs. Onecrore. In case of certain export
promotion unitsthisinvestment ceiling can beraised upto Rs. 5 crores.

(b) TinyIndugtries. A businessunit whosetotal fixed capita investment in plant and machinery
doesnot exceed Rs. 25 lakhsiscalled atiny industry.

(¢) Ancillary Industrial Undertakings: When asmall-scaleindustry suppliesnot lessthan
50% of itsproduction to another industry, itiscalled asancillary industrial undertaking. The
fixed capital investment limit of Rs. Onecroreaso appliestoit. If anancillary unitisowned by
someother businessunit, it lossesthe status of small business.
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(d) Villagelndustries: A unitthat islocated inrural areaand whosefixed capital investmentin
plant and machinery does not exceed Rs. 50, 000 per artisan or worker istermed asvillage
indudtry.

(e) Cottagelndustries Thesearesmal manufacturing unitsproducing smpleproductsinvolving
somespecificart or skill likehandicrafts filigreeetc. They usesmpleeguipmentswithindigenous
technology for production. Cottageindustriesare carried onwholly or primarily with thehelp
of membersof thefamily either onawholeor part-timebasis. Theseunitsare not defined by
thecelling of capitd of investment.

(f) MicroBusinessEnterprises: Thefixed capital investment in plant and machinery of these
enterprises does not exceed Rs.1,00,000/-

(g) Small-scale Service and Business (Industry related) Enterprises (SSSBE): In these
businessestheinvestment limit infixed assets of plant and machinery doesnot exceed Rs. 10
lakhs. The main business enterprisesincluded under thiscategory are advertising agency,
marketing consultancy, typing centre, photo copying centre (xeroxing), industrial testing
|aboratory, auto repair and garages, laundry and dry cleaning, tailoring, STD/ISD booths,
beauty parlor, créches, etc.

(h) TradingUnits. Theseareusually intheform of small retailersfound inthe market places.

Short Answer Type Questions

1. Mention any four characteristicsof self-employment.
Ans. Following arethe characterigtics of salf-employment:
1. Sdf-employment involvesdoing something on one’ sown to earn one'slivelihood.

2. Itinvolvesownership and management of activitiesby aperson athough he/shemay takethe
help of oneor two personsto assist hinvher. Thus, saf-employment may provide employment
to other personsaswell.

3. Theearning from self-employment isnot fixed. It depends on theincome one can earn by
producing or buying and selling goods or providing servicesto othersat aprice.

4. In sdlf-employment, the owner alone hasto take the profit and bear therisk of loss. So, we
findadirect link between the effort and reward in sel f-employment.

5. Itrequiressomeamount of capital investment, although it may besmall.

2. Stateany four characteristicsof small business.
Ans. Themain characteristicsof small businessasfollows:
(1) A small businessisusually owned and managed by oneor afew persons.

(i) Theownerstake active participationin day-to-day activitiesof business.

235



(i) Theparticipation of ownersinthe management hel psintaking quick decision.

(iv) Theareaof operation of asmall businessislimited. It generdly catersto theneed of thelocal

people.

(v) Thesmal businessunitsaregeneraly labour intensive and thusrequirelesscapital investment.

() Itgeneraly useslocal resourcesfor itsoperation. The small-scale manufacturing unitsare

usually located near the source of raw material, [abour etc.

(vii) Gestation period (the period that abusinesswaitsto get return onitsinvestment) isshort.

(viii) Theoperationof asmall businessisflexible.

3. Describetheimportanceof small businessin India.

Ans  Smadll businessenterprisesarefound everywhere. They play amajor rolein the socio-economic
development of any country. Inview of India s scarce capital resource and abundant |abour and
natural resources, small-scal e enterprises have been given animportant placein the economic
planning of the country. In Indiasmall-scal e enterprisesaccount for 35% of the grossvaueof the
output inthe manufacturing sector, 80% of thetotd industrial employment and about 45% of the
total exports. Besidesthese contributions, theimportance of small-scale businessisincreasing
day by day dueto thefollowing factors.

1.

Thesmd| bus nessenterprisesare cgpable of generatingimmediateand large-scaleemployment
opportunitiesinour country.

. They requirelesscapita investment ascompared to large scal e businessenterprise.

. Thecost of productionislessdueto use of local resources and fewer establishmentsand

running cost.

. Thesmall industrieshel p in effective mobilisation of the untapped resources of the country.

With the help of local resources and indigenous technol ogy, world-class products can be
produced by village and cottageindustries.

. Small industries promote bal anced regional devel opment of the country. Thesecan beeasly

Set up at the source of resourcesthat |eadsto overall economic devel opment of that place.

. Thesmall industrieshelp inimproving the national image by exporting quality productsto

foreign country. The Indian handicrafts, handloom products, filigree, appliquéworkshavea
high demandininternational market.

. Small enterpriseshelpinraising the standard of living of people. The people get employment

or can start their own enterpriseseasily. They get variety of quality productsfor their daily
consumption and use.
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4. Describethe scope for small business.

Ans  Thescopefor small businessisvast covering awidevariety of activitiesstarting fromretailingto
manufacturing. There are some specific areas of economic activity which can beeffectively and
successfully managed by forming small business enterprises. L et usdiscuss about the scopefor
gmdl business

Ans

1.

Trading whichinvolvesbuying and sdlling of goodsand servicesrequireslesscapital andtime
to start. Thisareaof economic activity isdominated by small-scale entrepreneurs.

. Theactivitieswhich require personalised servicelike motor repairing, tailoring, carpentry,

beauty parlour etc. arerun by establishing small business.

. Itisthebest option for those who do not like to be an employee, but become selfemployed.

People can work independently by running asmall enterpriseof their own.

. For productsand services, which are of lessdemand or their demand islimited to any specific

area, the small-scale businessismost suitablefor them.

. A largeindusgtrid unit cannot run smoothly without the support of smal units. Theseindustria

unitsoften depend upon the small units (ancillary industrial undertaking) to get some partsor
spares, which cannot be profitably produced by them.

. Inthe eraof business process outsourcing (BPO), many new areas have opened up for small

businessenterprises.

. Thebus nessenterprises, which require constant touch of the ownerswith customersaswell

astheemployees, can only be successfully runintheform of small enterprises.

What ismeant by theterm ‘ self-employment’ ?

When anindividual engagesin any economic activity and managesit on hisown, itisknown as
s f-employment.
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20

Setting-up A Small Business

L ESSON

I ntroduction

Setting-up asmall businessrequires so many decisions about the nature of business, |ocation of
businessand sourcesof raising necessary capital. Though the procedurefor setting up abusinessisnot
thesamefor al typesof businesses, there are certain stepswhich you haveto taketo start any small
business. Inthislessonyou will learn some of theimportant stepsin setting up of asmall businessunit.

Long Answer Type Questions

1. Explain any six aspectsof action plan oneshould keep in view befor edeciding about the
cour seof action.

Ans Onceyou have selected aspecific product and decided to establish abusinessunit, you will have
to prepare aplan of action. The following aspects of the action plan should be kept in view
before deciding on the course of action.

1. Nature of Business

Atfirgt, decisionisto betaken about the nature of business. To decide about the nature of
businessyou want to launch, you haveto consider thefollowing factors:
() whether thebusinesswould be profitable;

(i)  how much capital would berequired;

(i)  what would bethedegreeof risk;

(iv) whether therewould be sufficient market demand for the goods; and

(v) whether therewould be opportunitiesto grow and expand.

Theabovefactorswill help you to decide asto which line of businessyou can successfully
pursue.
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2. Choiceof Form of Organisation

A small businessmay be organised asasole proprietorship or apartnership firm. Advantages
and disadvantages of both theformswill haveto be considered.

3. Financial Planning

A business cannot be started and run without sufficient amount of capital. Capital isrequired
to buy fixed assetslikeland, building, machinesand equipment. Capital isa so required to buy
raw materia and meet day to day expensesof the businesslike salary and wages, el ectricity
charges, telephonehill, carriage, etc. The amount to be contributed by the ownersand the
amount to be borrowed from financia institutions, banks, etc. must a so bedecided well in
advance.

4. Location of Business

Whereto establish abusinessisa so to be decided in advance. Thedeciding factorsusually
arenearnessto the source of supply of raw material, nearnessto the market, availability of
[abour, transportation and banking facilities.

5. Physical Facilities
Decisonshaveto betaken regarding plant and machinery and equipmentsto be provided for
thebusiness, building and other physical facilitieslikewater and power supply, transportation,

etc. Thefactorsthat may affect thedecisionsinthisregard arethe s ze of business, techniques
of productionto beused, availability of funds, etc.

6. Plant Layout

After selecting themachinery and equipmentsrequired, it isnecessary to decideabout their
ingtdlationinaproper manner. Thisiscalled plant layout. A good layout makesthe operations
efficient and economical. It reducesthe costsof materia handling, orage of inventory, use of
space, etc. It helpsin optimum utilisation of al resources.

7. Manpower and Raw M aterials
The number and type of employeesto be appointed have to be estimated and decided in
advanceandtheprocessof their recruitment, selection andtraining duly planned. Raw materids
areanimportant input for producing goods. To maintain continuity of production, raw materids
must be availablein adequate quantity and in nearby areas.

8. Production Processand Operations

Thewhole production processisto be visualised and the various activitiesinvolved inits
operation areto be planned well in advance.

2. Describeany four factor srequired whiletaking decision about thelocation of abusiness.

Ans; Oncethenature and suitableform of businesshasbeen decided, thedecisionwill haveto betaken
regarding thelocation of the place of business. Special care should betaken whilemaking such
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sel ection because the place of business cannot be changed easily. Thefactorsthat determine
locationare:

(a) Avallability of rail or road transport facilitiesrequiresspecial consideration. Thiswill makeit
convenient to bring raw materia sto thefactory and transporting finished goodsto the market.

(b) Availahility of banking, postal and other communication facilitiesisabsolutely necessary.
Business cannot be run smoothly without such facilitiesin order to satisfactorily deal with
buyers, dealersand suppliers.

(c) Adequatesupply of power and water isanother requirement of afactory. Availability of power
and water isalso adeciding factor.

(d) Avallahility of both skilled and unskilled labour at reasonable cost and without difficulty isalso
afactor to bekept in view whiledeciding on thelocation.

(e) Avalahility of civicamenitiesisanother consideration.
(f) Preferably, the businessunit should belocated near the market.

(9) Whilesalecting thesitefor amanufacturing unit, consideration should also be givento the
facility for disposa of waste.

(h) Theestablishment of certain bus nessin specific areadtractstax concession and other incentives.

(i) Thesocid and political conditionsof thelocaity alsoinfluencethedecision regardinglocation
of thebusiness.

() Theclimatic conditionsliketemperature, rainfall, humidity etc. area so considered before
taking any final decision about thelocation of business.

Short Answer Type Questions

1.

Ans

Ans

What isbusiness finance and state its sour ces?

Thefinancia requirement of any businesscan bemet from owners capital; and borrowed capital.
Theowners capital isprovided by the ownersfrom their own savings. But thismay not be
sufficient to meet the total capital requirement of business. So, the business needsto borrow
capital from the outsiders. Money can be borrowed from friends, rel atives, moneylenders, and
commercia banks.

Fromal theabove sourcesthebusinesscan get therequired fundsin variousforms. For example,
commercia banks providefundsintheform of cash credit, overdraft, discounting of billsand
loans. The suppliersand manufacturesgivetrade credit, installment credit to thetraders.

Describeabout the supply of raw materials?

Depending on the nature of products, theremay be need for different typesof raw materias. For
example, furniture making requirestimber, for making ready-made garmentsclothisrequired
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3.

and so on. Suppliersshould beidentified and enquiriesmade regarding price, cost of transport
andtermsof payment. Thevariousfactorsto bekept inview while deciding on the quantity to be
heldinstock are: (i) storagecog, (i) avail ability of working capital, (iii) risk of lossor damage of
materialsheld instock, (iv) insurance premiumto bepaid, (v) discount availableif purchasedin
bulk and so on.

‘The success of business depends on the availability of physical facilities' . Discuss

Ans. Thesuccessof any organisation al o dependson theavailability of physicd facilitieslikeland and

Ans

ANs

building, plant and machinery, toolsand equipmentsetc. Thenature, Sizeand quantity of physical
facilitiesare decided on the basis of the nature of business, size of business, production process
etc. Theavailability of fundsal so actsasdecigvefactorsin thisregard. When sufficient fundsare
available, the promoter may opt to buy thefacilitiesprovided it isbeneficial for thelong-term
prospective of the business. Otherwise, he/shemay goinfor hirepurchaseor lease arrangement
to get therequired items. The promoter should alwaystry to explorethe market, try to find out
the alternative and then sel ect the best product.

Statethevariouslegal formalitiesrequired toall formsof organizations.
To establish abusinessunit many legal formditiesareto befulfilled which areasfollows:

SoleProprietor ship: Thereisnolegd formality necessary to set up asoleproprietorship business
except in certain caseslike chemists, restaurants.

Partner ship: Anagreement between the personswho want toformapartnershipfirmisnecessary.
Asfar aspossible, it should beinwriting and be registered with the Registrar of firmsunder the
Indian Partnership Act 1932.

Joint Hindu Family Business: Nolega formality isrequired. A Joint Hindu Family businessis
run asper Hindu Law. But it hasto beregistered with theincometax department to avail certain
tax concesson.

Joint Stock Company: It must beregistered under the Indian Companies Act 1956. It may be
aPrivate Limited Company or aPublic Limited Company.

Co-operative Society: If thebusinessisorganised asacooperative society, itisrequired to be
registered with the Registrar of Cooperative Societiesof the statein which society’ sregistered
officeisto besituated.

Describethelegal requirementsand formalitiesapplicableto all formsof or ganizations.

1. Licenseisto beobtained fromthe Ministry of Industriesif manufacturing activitiesaretaken
up. However industrial unitsemploying lessthan 50 workerswith power or lessthan 100
workerswithout power have been given exemption.

2. Regigrationwiththe Registrar of Small Scalelndustriesof the Stateinwhichtheunitisto be
Set up iscompul sory.
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6.

Ans

Ans

3. Registration with the Labour Commissioner of the Statein whichtheunitisset upisaso
compulsory. Thisisnecessary so that thereiscompliance of variouslabour lawsincluding the
FactoriesAct.

4. Environmental clearancecertificate hasto beobtained from the State Pollution Control Board.

5. Theindugtrid unitsareto beregistered with the excise department sothat it can get concession
under Generd Excise Duty Exemption scheme.

6. Thefirm hasto beregistered with Salesor Trade Tax Authority of the concerned State.

7. If itisatrading concernitisto beregistered with the Shop and Establishment Authority of the
place.

8. Theactivitiesof businessmay affect the health and safety of the employeesaswell aspublic.
So businessunit may be registered with thelocal authority..

9. Thebusinessshould dwaysprotect itsown nameandlogo, dong with any inventions, product
designsor copyright. Theothersshould notillegally usethesethings. Soto avoid such practices
thecompany/firm must gofor patenting itsintellectud propertieslikedesgns, copy rights, tc.

10. To cover thelossarising from unforeseen events, the businessman should goinfor insurance
of itsplantsand machinery, buildings, top executivesetc.

Briefly discussabout thesupply of manpower.

In most cases, the owner will have to employ some personsto help himin various business
activities. Theseworkerscan beunskilled, semi—skilled and skilled. Torun abusinesssmoothly,
it hasto beensured that sufficient requisitemanpower isavailableat theright timeand at competitive
rates. Thewhole process, which ensuresaregular supply of required manpower of right type, is
called recruitment. Thevarioussourcesof recruitment are:

1. Employment exchanges;

2. Technical ingtitutionsand ingtitutes of educationandtraining likelTls,

3. Advertisement through newspaper, employment news, internet etc.; and
4. Placement agencies.

Discussabout financing of business.

Financing of businessessentially involvestwo thingsviz. estimating therequirement; and deciding
about the sourcesand their proportion. Business cannot be run without capital. Adequate capital
isrequired to establish any business whether it issmall or big. The capital requirement of a
businessisof two types, (a) fixed capital; and (b) working capital .

Fixed capitd refersto fundsrequired for acquiring fixed assetslikeland, building, machinery and
equipments, whereasworking capital isrequired to meet theroutine expenditurelike payment of
salary, wages, el ectricity and telephone bill, purchase of raw materials, payment for transport,
etc.
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Ans

Ans

10.

Ans

Ans

12.

Ans

13.

Ans

Theamount of capita required by abusiness depends upon anumber of factorslike nature of
business, size of business, production process, technology used etc.

Namethe capital requirementsof a business?

The capital requirements of abusiness are of two types: (a) Fixed capital; and (b) Working
capitd.

State the various sour ces of business finance?

Thefinancia requirement of any businesscan bemet from owners capita and borrowed capitd.

Statethe meaning of fixed capital ?

Fixed capitd referstofundsrequired for acquiring fixed assetslikeland, building, machinery and
equipments.

What arethefactor sto beconsider ed whiledeter miningwor king capital?

Following arethe variousfactorsthat need to be cons dered to estimate the requisiteamount of
working capital.

1. Proportion of cost of raw materiasto total cost
2. Cost of labour

3. Length of operating cycle

4. Termsof purchaseand sae

5. Cashrequirements

6. Seasona operations

What isthe meaning of businessplan?

You will haveto decidein advance each and every step you are going to takein that connection
till it startsfunctioning. It will behel pful in avoiding delay at theinitid stagesof starting business.

Mention thechoice of an appropriateform of businessor ganization?

Therearedifferent formsof businessownership, i.e., Sole Proprietorship, Partnership, Joint
Hindu Family Business, Company and Cooperative Society.

243



21

Agency Services

L ESSON

I ntroduction

After completion of your study, you may bethinking to start your own business. How will yougo
about it? Where? When? How? These are some of the questions, whichwould definitely lurk inyour
mind. Sowhat will you do?Youwould definitely need thehel p of some one speciadizedtoguideyouin
different matters of businessand to solveyour problems. For example, whenyou goto buy or hirea
room for your trading businessin aparticular locality you need to contact aProperty Agent who will
explainin detail about availability of room and the procedureto get it. When you start abusinessthe
point of safety and security will beraised. Thenyouwould definitely think of getting your shopinsured
againgt al the possible hazardslikefireand theft! For this, you will seek the guidance of aninsurance
agent. So, who are all these peoplewho are hel ping you in getting things done in asmooth manner?
These peoplelikethe property agent and theinsurance agent who give you specialized servicesare
knownasAgents. Inthislesson you will learn detail about agentsand their activities.

Long Answer Type Questions

1. Stateany six dutiesand rightsof an agent.

Ans
Duties of an Agent Rightsof an Agent
1. Dutytofollow principa’sdirection 1. Righttoreceiveremuneration
2. Duty toact with reasonablediligence and kil 2. Rightoflien
3. Duty torender correct accounts 3. Righttoadjust hisdues
4. Duty tocommunicate 4. Rightof indemnification
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Dutiesof an Agent Rightsof an Agent

5. Duty not to delegate authority 5. Righttocompensation

6. Duty not to misuseauthority 6. Right of stoppageof goodsintransit
7. Duty todeduct hisdues

8. Duty nottoded inhisownname
9

Duty to protect theinterest of hisprincipal.

2. Explainthefunctions/servicesprovided by theinsuranceagency.

Ans For Insurancecompanies. Insurance agenciesarevery important for theinsurance companies
because of thefollowing reasons:

(a) They propagatebusiness: Agentsmeet different people personally and explainthe salient
featuresof different schemesand their benefitsto them. They also distribute variousformsand
pamphletsand thisway propagatethe insurance business.

(b) Procurebusiness: Almost all the businessof insuranceis procured through agents. Only a
smdll part of thebusinessis procured directly by insurance companies.

(o) Protect theinterestsof the companies: Insurance companiesrely ontheagency forceto
select good business. In deciding upon therisk the companieshaveto satisfy themsalvesasto
the purposeof insurance and the character, habitsand financia standing of theinsurersthrough
their agents.

For Policyholders: Aninsurance agent isthe link between the insurance company and the
policyholder. He/sherenders many useful servicestothe policyholders. These may be:

(a) Educate peopleabout thebenefitsof insurance: Aninsurance agent explainsto thepublic
about thevariousavailable schemesand their benefits. He a so helpsthem to select scheme
best suited to their needs.

(b) Encouragethrift by providingbetter channesof investments. Aninsuranceagent ensures
that the policyholder savesregularly and paysthe premiumontime.

(c) Help in payment of premiumsand settlement of claims. Aninsurance agency informs
theinsured about the due dates of premiumsand expiry of policies, and hel psthem in payment
of premiumsand collection of claims, if any.

3. Describethe personal liabilities of an agent.

Ans. When an agent executesacontract with athird party on behaf of aprincipa, theagent actsmerdly
asaconnecting link between the principa and thethird party, andincursno persond ligbility. But
in certain circumstances, as narrated bel ow, the agent will be held personally liable.

1. Whenthe contract expresdy providestheliability of theagent.
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. When the agent signsanegotiableinstrument in hisown namewithout making it clear that he

issgningit only asan agent.

. Whentheagent actsfor aforeign principal.
. When the agent actsfor asecret or undeclared principal,

When the agent actsfor aprincipal who cannot be sued e.g. minor, mentally challenged etc.
When the agent compromiseswith fal se statements or fraudulent actions.

When the agent worksoutsidethelimit of hisrights.

. When theagent earnspersona profit by fraudulent means.
. When the agent entersinto an agreement in hisown name.
10.

Whentheinterest of the agent isalso included in the agency agreement.

4. Stateany four qualities of a successful agent.

Ans Every agent must possesscertain mental qualities, which areasfollows.

Vi.

Vii.

viii.

Honesty: Theagent must be sincereand honest in hisdealings. He/she should not indulgein
any activity that may have an adverse effect on the agency work. The accounts must be
prepared honestly asper thetermsand conditions of the agency.

. Diligence: Theagent must show great diligencein his’her activity. To be successful, the agent

must put sincere and persistent effort. At any moment he/she not beimpatient.

Tactful: Oneof thereasonsfor engaging an agent for any specific activity istheexpertisshe/
shepossessesinthat area. Hence, the agent should betactful in dealing with othersand ensure
completion of thetask successfully.

. Confident: Theagent must perform his/her activitieswith great degree of confidence. If an

agent doeshis/her work sincerely, timely and correctly, he/she can face any challengewith
confidence.

. Awareness. Theagent must haved ear understanding of his’her duties, rightsand responsibilities

while performing hig’her job. The awareness about the productsand services, current market
Stuationsand consumer behaviour ensures successin agency services.

Foresight: Theagent must havetheability to visualisethefuture market situation and take
appropriate actionwell in advance.

Responsible: Theresponsiblebehaviour of the agent contributestowardsthe success of the
agency to agreat extent. The agent must discharge higher duty as per theinstruction of the
principal, take appropriate action intime, and communicate with the principa asand when
required.

Adaptability: Theagentsmay haveto movefrom placeto placeand fromregionto region.
They comeacrossdifferent peopleand society whiledischarging their duties. Soitisessentia
that they must have asense of adoptability in different Situation and environment.
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Short Answer Type Questions

1

Briefly discussabout the savings and investment agency.

Ans Thesavingsandinvestment agenciesprovidethefollowing servicesto theinvesting public and

ANs

Ans

Ans

collecting organisations.
(a) Educatethepublicabout investments. These agencies motivate and encourage publicto
savemore. They educatethe peopleabout the different schemesavailablefor investment with

thedifferent institutions, their comparative meritsand demeritsand encouragethe public to
invest their savingsin secured and profitable channel sof investment.

(b) Channdlisetheinvestment: Theseagenciescollect the savingsfrom theinvesting public;
direct themin different savings schemesprovided by different organizationsaccording to the
choiceof people.

(c) Providepersonalised service: Theseagentsapproachtheindividualsat aplaceandtime
convenient to them. They collect the savings as per the convenience of theinvestors. They
also assist themin getting loans against their investmentsin case of their need; remind the

investorsabout the due dates of periodic payment, maturity date of theinvestmentsand help
themintheredlisation of their investments.

What ismeant by theterms‘agency’ and ‘agent’?

An agent isaperson employed to do any act on behalf of another or to represent another in
dealing with any third person. The person for whom suchwork isdone or whoisrepresented is
calledthe principal. Therelationship between the agent and the principal iscalled agency.

Writeabout financial agency services.

Thefinancid agency sarvicesded with savings, investmentsbusiness. Hence savingsand investment
agency servicesand insurance agency servicesarethe most common form of financia agency
sarvices. Thekey activitiesinvolved in saving and investment agency includethefollowing

e educating people about the benefits of saving;

e inform them about dternative channel s of investment with safeand stableincome;

e collecting the savingsat intervalson behalf of the organization and helping theinvestorsin
getting loansagaingt theinvestment, if needed.

Theinsuranceagency, onthe other hand, involves educating peopl e about the benefit of insurance
andinforming them about thetermsand conditionsof insuranceand thetypesof policiesavailable,
hel ping them tofill up theform of application for insurance collecting premium on behal f of the
insurance company; heptheinsured peopleto settletheir clam, if any, fromtheinsurance company.

What ismeant by right of lien on goods?

If the principal doesnot clear the accountsof theagent, thelatter hastheright of lien onthegoods
of theprincipal, that is, the agent can retain the goodsin hispossession for realizing hisdues.
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Ans

ANs

Ans

Ans

Name the two types of agency services?
i. Financial agency services, andii. Commercial agency services.
What isthe need of agent in abusinessfield?

Today thereisdemand for speciaisation in each areabusiness. On account of specia work and
experience, the specidists started working aslink between the producersand consumers, buyers
and sdllers, creditorsand debtors and employers and employees. Thereforethe need for agents
arises.

Whowill appoint theagent?

Any person whoisan adult, of sound mind, having an ability to enter into acontract can appoint

arepresentative or an agent. Any person who hasthefull confidence of the principa canwork as
an agent.

What isthefunction of an insurance agency?

Insurance agency helpsin propagating and procuring insurance business. Encouragesthrift by
providing better channel sof investments.

What arethefeaturesof an agency?

Themain characteristicsof agency are: (a) mutud trust andfaith; (b) remuneration after completion
of thework; (c) theprincipd isliablefor al legal act of theagent; and (d) no specific qualification
isprescribed for an agent.
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28

Commercial Agency Services
LESSON

I ntroduction

In thislesson, we shall take up the details of Commission agency, Clearing and Forwarding
agency, Advertising agency, Packing agency, Travel and Tour agency, Placement agency, Property
agency, Courier service, Packersand Movers, which are placed under commercial agency services.

Long Answer Type Questions

1. Describethefunctionsof clearingand forwar ding agents.

Ans

RelatingtoImports Relatingto Exports

1. Managingddivery fromtheports 1. Obtainingthecustom permit
. Preparation and submission of bill of entry | 2. Obtaining shipping order
3. Payment of dock dues

3. Submissionof shipping bill and payment of
export dues
4. Managing custom clearance Payment of dock dues

5. Dispatchinggoodsby rail or road
6. Sending advicedocumentsto theimporter.

Receiving mate' sreceipt

Obtainingbill of loading

Sending adviceand other documentsto the
exporter.

N o g &

2. What ispacking agency and state any three of itsfunctions?

Ans. Packing servesthe purpose of protecting goodsfrom deterioration or damage, facilitatestheir
handling and promotestheir marketing. Any person or firm undertakesthetask of packing goods
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Ans

on behalf of the producer or owner isknown as a packing agent. Packing agenciesdesign the
appropriate package to be made and make use of wrappers or containersfor the purpose of
packing the products. The package may consist of goods wrapped in cloth, paper or plastic
sheetsor goods packed in acontainer, carton, box, bag or crate. Packages may be of different
sizes depending on the purpose in view. For example, sugar may be packed in bags for
transportation but for retail saleit may be packed in small packages.

Functionsof Packing Agency
Thefollowing are someof themain functionsof packing agency:

(a) Preservation of product: The packing agent packsthe goods properly so that the goods
can be preserved for along period. Theoriginal colour, shape, Size can bemaintained if the
goodsare properly packed.

(b) Easy handling of goods. Packing makeshandling of goods eas er and more convenient. So
the packing agent packsthe goodsin suitable container to facilitate easy handling.

(c) Sdf advertisng: Attractive packagesserveasameansof sdf-advertising. Therefore, packing
agentsdesign and preparethe packagesin away that attract the attention of the prospective
customers.

(d) Information on the package: The packing agent labelsuseful information regarding the
contents, quantities, maximum retail price, date of manufacturing and date of expiry etc. on
the package of thegoods. Thisinformation’sare very much useful beforetaking any buying
decison.

(e) Protection from damage: Specia packing isnecessary for fruit and vegetable, fish, fragile
goodsetc. The packing agents make special packing arrangement for these goods by using
straw, paper, wood etc. In case of certain specific products, transporters are cautioned about
the necessity of handling the packageswith duecare, like, for example. “ Glasswith Care’.

(f) Protection of quality: Toavoid adulteration, the productsare supplied in sealed containers.
Ithelpsinmaintainingitsquality.
What ismeant by travel and toursagency? State any three of itsfunctions.

Travel agenciesundertakeanumber of functionslike preparing itineraries, getting reservation for
travelling and hotel accommodeation, arranging group tours, arranging credit facilities, helpingto
secure VISA, passport etc. These agenciesnot only work for thetouring public but alsofor the
organisations such asrailways, airways, shipping companiesand road transport companies.
Sometimes, they work for hotelsaswell.

Functionsof Travel and ToursAgency

Theseagenciesareindispensabl eto the touring public because of thefollowing servicesrendered
by them.
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(a) Preparingitinerary: Theseagencieshave speciaised knowledge of al theplacesof interest
inacountry. They helpthetraveling publicin preparing gooditinerariesi.e., programmeof the
travel or tours, so that thetourists can visit the maximum number of placesof interest with
optimum utilisationsof thetimeand money available.

(b) Helping publicto securepassport and completeother formalities: Theseagencieshelp
insecuring the passport and completing VISA formditieson behaf of thetraveling clientelein
caseof foreigntravel.

(c) Gettingreservation for travelingaccommodation: Theseagencieshelpthetravelersand
touristsin getting thetraveling accommodation reserved for thetravel inrailways, airways,
shipsand buses.

(d) Gettingreservation of hotel accommodation: Theseagencieshave specialized knowledge
of hotels and their suitability to different types of tourists. They help in getting suitable
accommodation reserved for thetouristsduring their stay at different places. Besides, they
also providelocal transport on hirefor going to places of one’sown interest.

(e) Helpingtouristswith credit facilities: Theseagencieshelp thetouristsby granting credit
or securing credit facilitiesfor them, in casethey fal short of money whiletraveling.

(f) Arranging group tours: These agenciesarrange economic and convenient toursin groups
and provide package deals or specia holiday packageswhichincludethetravel-fare and
accommodation charges, sightseeing and other transportation chargesto and from the place
of departure. Someagenciesa so arrangetourist exchange programme between two countries.

(9) Other functions: Traveling withtheseagentsmeansindividua careand personalized attention.
For this purpose, most travel agenciesarrange for holidaying, water sports and tracking,
adventuretravels, fishing, pilgrimageetc. For businessexecutives, they arrange conferences,
meetingsand discusions. For foreigntravellers, they aso provide courier serviceand helpin
Air and SeaCargo clearance.

4. What ismeant by property agent and stateitsfunctions?

Ans  Property agentsact asmiddlemeninbuying and salling of propertiesand chargeacommissionor
feefor their services. Likewisethey chargecommission or feefrom partieswho seek thelr ass stance
inrenting the property. In other words, they charge both the parties, the property owner aswell
asthebuyer or thetenant. The servicesof property agentsarefound to bemost useful ingrowing
metropolitan citiesand towns.

Functions
Property agentsgenerdly perform thefollowing functions:

(& They procureinformation relating to propertiesavailablefor sale or onrent inthe areaof
operation.
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(b) They keep record of details of such propertiesincluding name(s) of owner(s), name(s) of
occupier, location, sizeor areg, facilitiesavailable nearby, whether freehold or leasehold,
priceor rent expected by the owner(s).

(c) They check thetitledeedsin respect of the propertieson sae.

(d) They record the rent expected, advance payment or security deposit desired, and other terms
and conditionswhich owner(s) of propertieshavein view for renting.

(e) They communicateto the publicthrough posters, handbillsor newspaper advertisementsthe
nature of propertieswhich areavailablefor purchase or renting.

() They provide necessary information to theintending buyersor tenants about the properties
suited to their requirements.

(9) They arrangeingpection of the propertiesby the partiesinterested.

(h) They ensureafair dea between property ownerson the one hand and the buyers or tenants
of propertiesonthe other.

(i) They help buyersand tenantsto completethe deal with ownersby legd transfer of ownership
or signing of rent agreement and paymentsrequired to be made.

(j) They assist the buyer or tenant to secure possession or occupy the property.

5. Discussthe need to become a successful travel agent.
Ans Inorder to becomeasuccessful travel and toursagent, aperson should need thefollowing:

(a) Wel equipped office: An office equipped with proper furniture, telephone (both fixed line
and mobile), computer, internet and fax machines.

(b) Knowledgeof modesof trangport: A travel and toursagent must havefull knowledgeof dl
availablemodesfor domesticaswell foreigntravel, their availability and thefare charged by
each. Thishelpsthemin offering expert adviceregarding thesuitability of amodeof travel to
individual needsof thetourists.

(©) Knowledge of placesof interest: A travel and tours agent must have knowledge of all
placesof interest, historica or religious, both within and outsidethe country. Thisenableshim
to giveacompletepictureof different placesof interest to thetourists.

(d) Information about hotel accommodation: Theagent must have detailed information about
hotel accommodeationsgenerdly availableinthecountry, their probablechargesandthefacilities
provided by them.

(e) Acquaintancewith formalitiestobecompleted: A travel and toursagent must be acquainted
with al formalitiesto be completed before and after thetravel or tours. He must havethe
knowledgeof the procedurefor getting Passport, VI SA and other formalitiesto be compl eted.

(f) Personal qualities: A travel and toursagent must befair and honest in hisdealingswiththe
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traveling public. Thisincreases his reputation and standing. He must be dedicated and
hardworking. He should alwaysremember that atourist can only bewon over with asmile.
Courteous service a one can bring successto the business of atravel agent.

6. What ismeant by commission agency? Stateitsfunctions.

Ans Inthemodernworld of business, goodsare bought and sold not only at the place of production,
but a so at various placesinthe country and possibly even outsidethe country. It istherefore, not
possiblefor every businessman to handle all activities on hisown. He needs the services of
someonewho could act on hisbehal f. These personsare known as Commission Agentsbecause
they get commissionfor their services. Their businessisknown ascommission agency business.
Commission agentsare engaged to act on behaf of their principa sfor different purposesand on
different terms and conditions. When appointed to buy goods, they are known as Purchase
Agents. When appointed to sell goods, they are known as Sales Agents, and so on.

Functions
Commission agenciesrender aseriesof useful services. Theseare:

(a) Buying and sdlling of goods. The commission agentsbuy and sell goods on behalf of their
principals at the most favourablerates and terms. They determine which commoditiesor
services are most suitabl e to the requirements and choose the supplier of the product or
serviceaccordingly. They negotiatewith the supplier to get lowest priceand finaisetheded.

(b) Marketing services: They perform certain marketing functions, such as storage of goods,
salespromotion, transportation, etc.

(c) Advisory services: The commission agents advise their principal s regarding the market
conditions, when and whereto buy or sell, when and how to store goods, and so on.

(d) Providingfinancial assistance: Sometimes, in case of need, the commission agentsalso
provide advance money to their principals. Of course, they may chargeinterest thereon, if

necessary.
Short Answer Type Questions

1. What ismeant by commer cial agency servicesand state a few of them?

Ans Inasmall trading unit asingle person can manageall thecommercial activities. But, for large
bus nessundertakings, it may not be possiblefor asingle personto manage everything efficiently
and effectively. So the businessman may think of employing the professionalsor hiring their
sarviceson commission basis. Smilarly, incaseof other businesses, varioustypesof, commercia
agents may be engaged to work on their behalf. Commission agency, Clearing and Forwarding
agency, Advertising agency, Packing agency, Travel and Tour agency, Placement agency, Property
agency, Courier service, Packersand Movers. Sinceall these agency servicesprovidedirect
support to commerce, they are categorized ascommercia agency services.
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2.

Ans

Ans

ANs

5.

Ans

Writethevarioustypesof commission agents?
Commission agentsmay be grouped into (a) Factorsand (b) Brokers.

Factors: A factor isacommission agent employed to sell goodsconsigned or deliveredtohim
by the principal. Heisentrusted with the possession of goodsand usually sellsthegoodsin his
own namewithout disclosing theidentity of hisprincipa. Hemay sdll thegoodson usud termsas
to credit, may receive payment of the priceand givevalid recei pts. Hemay pledgethe goodsin
hispossession.

Brokers: A broker isan agent who makes bargain for othersand receivescommissionfor his
service, whichiscalled brokerage. Heisemployed to buy and sell goods. Heisnot entrusted
with the possession of goodsfor sale and does not have authority to contract in hisown name.
Heencouragestrading by finding buyersfor thosewho wishto sell, and sellersfor thosewho
wishto buy.

What ismeant by clearing and for war ding agency?

Clearing and forwarding agents act on behalf of theimportersand exportersand completeall
formalitiesrequired for clearing the goodsfrom the port of destination, loading thegoodson the
ship. They alsotake care of all customsformalitiesat the portswhile clearing and despatch of
goods.

Statethemeaning and functionsof advertising agency.

An advertising agency isabusiness, set up to render specialised servicesin advertising and
marketing of products. It helpsadvertisersin drafting the advertisement copy and placingthemin
gopropriatemediafor publicity. Somelargebusnessfirmshavether own advertisng departments.
But many producers may not afford such in-built facilities. Consequently, they depend upon
specidised advertising agenciesfor designing and publicising or exhibiting their advertisementsin
an effective manner.

Functions
Themainfunctionsof advertisng agenciesinclude:
(a) Designingand preparing theadvertisement copies,
(b) Planning and sdlecting theadvertisng media; and
(c) Securing spaceor timeinal categoriesof media, i.e., print, televisions, radio, billboard, etc.
What ismeant by theter m placement agency?

The placement agencies undertakeanumber of functionslikeinforming the candidates about the
availability of jobs, helping themin preparing their bio data, arranging for interviews, negotiate
with the prospective employersetc.
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6.

Writethefunctionsof placement agency?

Ans Therearevariousfunctionsthat aplacement agency performs. Theseareasfollows:

Ans

Ans

9.

Ans

(a) Preparing a data bank: These agencies have a huge data bank of all the prospective
employersand job seekers. Thisdatabank hel psthem to find out the suitable employer for a
job seeker, and viceversa.

(b) Inform thejob seekersabout the availability of suitable jobs: The placement agents
informthejob seekersperiodicaly about the employersand the availability of jobsaccording
totheir qualifications, skillsand experience.

(c) Helping candidatesin preparing bio data: They also help the candidatesto preparetheir
bio-dataand other documents.

(d) Arranging interviews. They negotiate and arrange interviews for the candidates and
sometimesal so give them tipson how to appear for interviews.

(e) Negotiation on salary and other emoluments: On behalf of the candidate they sometimes
negotiate with the company about salary and other termsand conditions of employment.

What isneeded to open a placement agency?

To open aplacement agency you need thefollowing:

1. Anofficeequipped with proper furniture, telephone, computer, internet and fax machines;
2. Databank of prospectiveclients;

3. Good knowledge of personnel and human resource aspects,

4. |nformation about the various companiesand the vacanciesavailableinthem; and

5

. Persond qualitiessuch asfairnessand honesty in hisdealingswith theemployersaswell asthe
candidates.

What ismeant by courier service?

Couriersundertakethetask of receiving | etters, documentsand parcel sfrom sender and delivering
the sameto the addressees both within the country and abroad. Like post office couriersaso
render va uablesarvices, ensuring timely and prompt ddlivery of articles. Thus, courierssupplement
thepostal services.

Statethefunctionsof courier s?

Couriersservethepublicin different ways.

(@ Collect letters, packets, parcels, etc. from the usersof their serviceat no extracharge.
(b) Recelving articlesat different collection centersfor despatch.

(c) Arrange prompt despatch of articles through messengers and other means of transport
(roadways, railway, air transport, etc.)
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(d) Undertake carriage of articlesto different placeswithin the country asa so countriesacross
the borders.

(e) Ddiver articlestothe addressee, against acknowledgement receipt.

(f) Send proof of delivery (acknowledgement recei pt of thereceiver) to the sender.

10. What ismeant by packersand movers?

Ans  Any person or firm undertaking thetask of packing and shifting the goodson behalf of theowner
isknown asapacker and mover agent. They pack the goodsin suitable containersand then send
the goodsto the place of destination by using their own transport system or by hiring the public
vehiclesor throughtrain. They aso arrangeinsurance of val uable goodswhile sending themto
distant places. For al these servicesthey chargefeeform the sender of the goods.

11. Writethefunctionsof packersand movers.
Ans: Thefollowing are someof theimportant functionsof packersand movers.

(a) Packingthegoods:. The packersand movers pack the goods according to the shape, size
and type of goods. The packing materia may consist of cloth, plastic sheets, carton, box, bag
or crate etc.

(b) Transporting the goods: The packersand moverstake the responsibility of sending the
goods to the place of destination. They send the goods by road and rail to the place of
destination. Some packersand moversusetheir own transport facility to send the goods.

(c) Risk bearing: The packers and movers bear the risk in handling the goods. The goods
damaged or destroyed in transit or while packing and unpacking areto be borne by them. So
they take utmost care and use best quality packing material and engage well trained and
experience staff for thispurpose.

(d) Insuringthegoods: To avoidtherisk of lossduring transit the packersand moversinsure
theva uableitemsduring shifting to along distance.
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Wage Employment

L ESSON

I ntroduction

Inyour locality you must have seen people busy in different economic activities. Some of them
may beworking for othersto earn wages or salary. The othersmay be doing their own businessand
earn profit. What do you think about yoursal f?What will you liketo do after compl eting your study to
earnyour livelihood? However, before choosing acareer you must have aclear ideaabout the different
avenuesof employment. Inthe present one, we shall discussdifferent aspectsof wage employment.

Long Answer Type Questions

1. Discussthedifferent types of wage employment?

Ans Therearevarioustypesof wageemployment availablefor anindividua to choosefrom. However,
each typehasitsown criteriafor recruiting people. For example, thereare somejobsfor which
theminimum qualification required by theindividual isgraduation. For other jobs, it may behigh
schoal or intermediateor post graduation or some professiona/vocationd qudification. Consdering
the types of jobs available after passing the secondary or senior secondary courses, we can
categorize wage employment as Technical jobsand Ministerial jobs.

Technical Jobs

Jobsthat require somekind of atechnical skill to perform thetasksare called Technical Jobs.
For example, amechanicinamotor garage, awelder in afabrication unit, achemistinadrug
manufacturing unit, aplumber in awater supply unit, an electricianin arepair shop, aDTP
operator in apublishing unit, adriver in an office etc. are all said to betechnical staff of the
respective organizations. In order to enter into atechnical job, you need to acquire atechnical
skill by doing atechnical courseinany institute that providetechnical training after getting the
class10th or 12th certificate. Sometimes after competing secondary/ senior secondary course,
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you are hired by some employerswho provide you the necessary training for technical skill.
During thetraining period, you earn some amount of money, whichisknown asastipend or a
consolidated salary. A list of someof thetechnica jobsisgiven below:

Job Category Employers Extraqualifications/Training

Computer Operator Officel businesshouse/ shops/ Computer training, DTPwork
Government organisations.

Computer Programmer Softwarecompanies/consultants, | Software packagesand computer
etc. programming

Laboratory Assistants Educationd inditutions Must have ascience background

Library Assstant Educationd indtitutions, Certificate coursein Library and
Publiclibrary, Information Sciences

Ministerial Jobs

Thesearebasicaly clerical jobsavailablein Government offices. Ministeria jobsalsoinclude
cashiers, accountants, storekeepers, personal ass stants, salesmen etc. Thefollowing tablegives
asmall indication of variousministeria jobsavailable after sscondary or senior secondary.

Job Category Qualificationsrequired Age
Clericd Jobsin Government Secondary/Senior Secondary 18-25 years
OfficesLD clerk, UD clerk,

Account assstants

Railways.Booking Clerk, Secondary/Senior Secondary Through 18-32 years
Accounting Clerk, Goods SSC & RRB

Clerks, Train Assistant etc.

Banks: Clerk cum Cashier, Secondary/Senior Secondary Through 18-26 years
Clerk cum Typist BSRB and RBI-SSB

Offices/ Stores/ Shops. Secondary/ Senior Secondary 18 plus
Storekeeper, salesman,

officeass stantsetc.

2. Explain theavenuesof wage employment?

Ans Availahility of wage employment dependsprimarily ontheloca or regional job vacancies. Some
of themgjor avenues of wage employment arelisted below:

1. Smdl factory/shops
2. Busnessfirms

3. Serviceorganisations
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4. Government and semi-government organisations
5. Publicenterprises

6. Privateinditutions

7. Defenceand allied services

8. Agricultura sector

L et usdiscuss about theseavenuesin brief.

1. Wage employment in small factory/shops. This category includes employment in
workshops, provision stores, super market, departmental store, stationary shop, chemist’s
shop etc.

2. Businessfirms: Manufacturing and trading organi sations, newspaper offices, advertising
agencies, etc. a so provide wage employment to alarge number of people.

3. Serviceorganisations. Avenuesof wageemployment also exist in serviceorganizationslike
rallways, banks, financia inditutions, insurance companies, motor trangport companies, arways,
telecommunications, and advertising agencies.

4. Gover nment and semi-gover nment or ganisations: These organisationsinclude municipal
offices, sateand centra government offices, government educationa andtechnicd inditutions,
government hospital sand post and tel egraph offices.

5. Publicenterprises: Public enterprises are owned, managed and controlled by central and
gategovernmentsandinclude State El ectricity Boards, Water Supply undertakings, Mahanager
TelephoneNigam Limited (MTNL), Shipping Corporation of India, Port Trusts, Stee Authority
of IndiaLimited (SAIL), Bharat Heavy ElectricalsLimited (BHEL), Indian Oil Corporation
(IOCL), Nationa Thermal Power Corporation (NTPC), Gas Authority of IndiaLimited
(GAIL), Bharat ElectronicsLimited (BEL ), Hindustan Machine ToolsLimited (HMT), and
other State Government enterprises.

6. Privateingitutions: Theseinclude private schools, collegesand other educationd ingtitutions,
private hospital's, nurang homes, etc.

7. Defenceand allied services. Defence Servicesincluding Army, Navy and Air Force provide
employment of different types.

8. Agricultureand allied fields: Thisincludesemployment in agricultura farms, plantations,
dairy, poultry firms, horticultureetc.

Short Answer Type Questions

1. Describethevariouscharacteristicsof wage employment.
Ans Following arethe characteristics of wage employment
1. Two parties: In case of wage employment there are alwaystwo partiesinvolved. Oneis
known asthe employee and the other asthe employer.
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2. Contractual nature: Wage employment isalways contractual innature. Itisbasically an
agreement between two partieswhereby one party worksfor the other under specific terms
and conditionsand thelater party hasto pay theformer any mutually agreed upon wage or
salary inreturn of hiswork. Thewholeemployment rel ationship can beterminated by either
party by giving anoticeto the other party just like acontract.

3. Employer-employee relationship: The relationship between the two parties in wage
employment isan employer-employeere ationship. Thisisunlikeamaster servant, father-son
or teacher-pupil relationship. Here both the partiesareinterdependent and interrel ated. One
cannot exist without the other. Both operate under some pre-determined and mutual ly agreed
upon rulesand regul ations concerning their work relationship.

4. Remuneration: Remunerationisthereturn or reward that the employeereceivesfromthe
employer for hiswork. Thisisoneof theimportant characteristicsof wage employment asthis
remuneration isdetermined and accepted by both the parties. Thisremunerationisknown as
wageor saary.

5. Termsand conditionsof employment: In case of wage employment the nature of work,
working conditions, rules concerning work relationships etc. are decided in advance. Both
the party abidesto thesetermsand conditionsof employment.

2. Giveany four distinctionsbetween wage employment and self-employment.

Ans
Wage Employment Sdf-employment
Thegtatusof theindividua isthat of an. Thestatusof theindividual isthat of an owner and
employee employer.
Theindividual worksfor another. Theindividual worksfor salf.
Incomeisintheform of salary or wage. Incomeisintheform of profit.

Earningislimited. Itismostly predetermined | Thescope of earningisunlimited. It dependsupon
and fixed having regular increments. the capability and contribution of theindividud.

Thenatureof work ismostly routineexcept | Thework involvedisflexibleand dependsonwhat
where one hasto takeindependent decisions |  theindividua wantsto do.
on policy and strategic matters.

Entire supervision and control lieswiththe Theindividua controlsand superviseshisownwork.
employer.

3. What isemployment?
Ans Individua worksfor othersand getssalary or wage.
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Ans

6.
Ans
1.

Ans

8.

ANs

0.

Ans
10.
Ans
1.
Ans

12.

What iswageemployment?

Wage employment can bedefined as* amutua agreement between two parties (known asemployer
and employee) inwhich theemployee (generdly anindividual) agreestowork for theemployer
(generaly abusinessfirm, government office or sometimesanindividual) under some specific
termsand conditionsand the employer agreesto pay him someremuneration (may beincashor
kind) for hiswork’.

Namethetwo partiesin wage employment?

In wage employment, there are alwaystwo parties and the employee getswage or salary from
theemployer for hiswork.

Whoisan employer?

The person who engages othersto work for him/her by following certain termsand conditions.
Who isan employee?

Anindividua whoworksin an organi sation and gets salary or wages asremuneration.

Givethemeaning of salary?

Sadary isamutually agreed upon assured amount given to theemployee by theemployer for his
work onamonthly basis.

What istherelation between two per sonsin salary employment?
Employer - employee

What ismeant by self-employment?

Theindividua worksfor sdif.

How will betheear ningin wageemployment?

Limited

How will betheincomein self-employment?

Ans. Thescopeof earningisunlimited.
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Office Set-up

L ESSON

I ntroduction

Supposeyou want to join in an organi zation after compl eting your study asan Assistant. Inthe
organization you haveto perform different tasksassigned to you by your employer. To carry out thejob
properly you need to have certain facilities. The most important requirement isto have an adequate
spacetowork. You also need to have proper sitting arrangement, well-lighted and ventilated room,
safe placeto keep your documentsand recordsetc. The placewhere such typesof facilitiesare made
availableiscaled asan office. Inthislesson, youwill learn about the meaning, objectivesand functions
of anoffice. Youwill also learn about office set-up, location of an office, office layout and working
conditions.

Long Answer Type Questions

1. Explainthebasicfunctionsof an office.

Ans: Anofficeisprimarily concerned with collection and supply of information. Accurate and up-to-
dateinformation rel ating to organi zation and other agenciesaffecting the organization isalways
required for taking decisonsand formulating policies. Therefore, thefunctionsof amodern office
maly beclassified into two categories.

1. Bascfunctions, and
2. Adminigrativefunctions.
Basic Functions

Basic functions are those functions of an office which need to be performed in all types of
organisations. They aremainly related to receiving and giving of information. Thesebasicfunctions
areasfollows:
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(a) Collectinginformation: Theofficerecelvesor collectsinformation about variousactivities
of theorganisation. Theinformation may becollected frominternal or externa sources. Internd
sourcesmay beemployeesand various departments of the organization. Theexternal sources
arecustomers, suppliersand government departmentsetc.

(b) Recordinginformation: The office keepsrecord of information collected from various
sourcesto makeit readily availableto the management. Theinformationiskept intheform of
correspondence, reports, statements, circulars, lists, charts, registers, books, etc.

(c) Arranging, analysingand processing infor mation: Thefactsand figurescollected have
to be arranged, processed, organised, presented and analysed to make them useful to the
management. Inthisconnectionfinancial statement, Setistica statements, charts, lists, reports,
summariesare prepared.

(d) Preservinginformation: Theinformationisproperly sorted out and preserved inthemost
economic and scientific manner. Varioustypesof equipments, filing cabinets, etc. areused for
preserving records.

(e) Supplyinginformation: Theoffice servesasatwo-way channel for communication. Onthe
onehand, it suppliesthe collected, recorded and processed information to the management
and, ontheother, it providesthe policy decisions, guidelinesand instructionsissued by the
management to the departments are al so routed through the office. Theinformation may be
supplied verbally or inwriting.

2. Explain any four administrativefunctionsof an office?

Ans Adminigrativefunctionsareauxiliary tothebas c functionsof theofficewhich areto be performed
for smooth functioning of the office. Theserelateto thetasks of protecting and safeguarding
assets, mai ntaining and enhancing the operating efficiency, stationery control, choiceand use of
the office equipmentsand sel ection, training, placement, and remuneration of the personnel etc.
Thefollowing functionsare normally considered asadministrativefunctionsof an office:

(2) Management functions: Various functions of management are also applicable to the
management of aoffice functions. Officework hasto be planned, organised and executed
according tothe plan. Staffing, directing, communicating, co-ordinating, motivating area so
important for the management of offices.

(b) Instituting office systemsand routines. An office hasto develop systemsand procedures
for providing better servicesto other departments. Each phase of officework iscarefully
analysed and aproper procedureisdevelopedfor it.

(c) Procuring stationery and supplies. Adequate supply of office stationery of proper quality
isnecessary for theefficient performance of officework. The office purchasesstandard quality
paper, pens, ink and other stationery items, maintains the stock and issues them only on
demand.
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(d) Designingand contr ol of officefor ms: Useof standardised formssmplifiesoffice operations.
Itistheresponsibility of the officeto design, standardise, provideand control theformsto be
usedintheofficeaswell asin other departmentsof the enterprise.

(e) Purchasing officeequipmentsand furnitur e: Efficient and economical performance of
officework requires proper furniture, equipment and machines. It hasalso to ensuretimely
availability of furnitureetc., to departments and employeesto facilitate proper utilisation, as
well asarrangefor maintenance, servicing and replacement according to need.

(f) Safeguarding of assets: Different types of assetsare maintained in an organisation. The
assetsmust be protected against damages and |osses on account of fire, theft etc. An efficient
control systemisexercised by officeto safeguard the assets.

(9) Personnd management: Theefficiency of officework dependsvery much ontheemployees.
Their gppointment, training, promotion, appraisal and welfarearethefunctionsof theoffice.

(h) Maintaining publicreations: Anorganisation dependson public reputation and goodwill
for itsexistence and progress. Maintaining public relationsis al so theresponsibility of the
office. Most organisations have reception counters to greet and receive visitors to the
organisation.

Theaboveare someof theimportant functionsof an office. The nature of thesefunctionsdiffers
from organi sation to organisation asper the needs.

Describetherole of any four departmentsof amoder n office.

Now-a-days, there arelarge organisationsin existence which involve varied and complicated
operations. Therefore, the activities of organisation are grouped into different departmentsor
sections. Departmenti sation isthe process of grouping busi nessactivitiesinto homogeneousunits.
Thenumber and typesof different departmentsin an office depend upon the nature and volume
of work. However, an office generally cons stsof thefollowing departments or sections.

(a) Correspondence section: Correspondence section takes care of incoming and outgoing
|etters, enquiries, etc. Thissection receivesincoming mail and ded swiththem asper ingructions
from the concerned department. It also prepares suitablerepliesto letters. Thissectionis
manned by a section officer and clerks who are experts in noting and drafting of
correspondence.

(b) Typingand duplicating section: Inlargeorganisationsthe volumeof typing and duplicating
work isvery large. Therefore, aseparate department or sectioniscreated for suchwork. The
typesof jobsavailablein thissection arethose of stenographers, typists, duplicating machine
operator etc.

(c) Computer section: Thisisanimportant aswell asessentia sectionin every modern office.
Thissection dealswith dataentry, dataanalysis, sending and receiving emails, preparation
and maintenance of website etc.
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(d) Filing, indexing and r ecor d-keeping section: Thissectionmay also becalled‘Filing' or
‘Records’ section. Itisresponsiblefor the preservation of all recordsfor future reference.
Clerical positionsarethereinthissectionfor filing, indexing, and other related work.

(e) Mailing section: Theincoming mail isreceived, recordedin register, sorted out and distributed
to the departments. The outgoing mail isprepared for despatch. Themain jobsavailablein
thissection arethose of mail receiving clerk, despatch clerk and general duty clerk.

(f) Accountssection: Thissectionisrespons blefor maintaining theaccountsof the organisation.
Thechief accountant or the chief accounts officer isthe overal incharge of thisdepartment.
Heisass sted by accountsclerks, section officersand audit assistants.

(g) Cash section: Thissection dealswith recel ptsand paymentsin cash and by chequefor the
entire organisation. It operatesunder the control of thechief cashier. Heisasssted by cashier,
petty cashier and assistants.

(h) Publicreationssection: Thefunction of thissectionisto keepin contact with and maintain
good relationswith outside partieslike customers, suppliers, government departments, etc.
M ost organi sations have reception countersto greet and receive visitorsto the organisation.

(i) General office: It isthe central office of the organisation and is generally known asthe
establishment section. This section formulatespoliciesfor the entire officeand directly or
indirectly controlsthe departmentd offices. It dso actsasthe controlling unit asall information
from section offices passesthrough the genera office.

4. Givethemeaningof ‘Office Layout’ and also stateany four characteristicsof an ideal
officelayout.

Ans  Officelayout can bedescribed asthe arrangement of different departments, equi pmentsand staff
within agiven floor space with aview to make optimum use of space and ensure maximum
efficiency of theoffice.

Characteristicsof |deal L ayout

For ensuring effectiveness of office operations, it isnecessary to have aproper layout of the
office. Inpractice, it may bedifficult to haveanided layout, but the under mentioned characteristics
should bekeptinview at thetime of planning layout:

(@) Flow of work: Officelayout must be planned in such away so asto enabletheflow of work
to be smooth and unhindered. Individua work should be considered fromitsstarting point to
completion and the personnel, equipment etc., should be placed in that order.

(b) Freemovement and observation: Thefloor space should be plannedin such away that it
isfree from partitions, columns etc., (asfar as possible) to facilitate free movement and
observation.

() Adequate spacefor staff and equipment: There should be provision for adequate space
for each assistant and hisequipments.
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(d) Servicefacilities: Atthetimeof planning officelayout, adequate provision of servicefecilities
for employeessuch as, internal communication, lifts, drinking water, canteens, etc. should be
made. Itisnecessary for efficient performance of officework aswell asphysical comfort of
the office staff.

(e) Privateoffices. Private officesand roomsare generally provided to senior executivesand
important personsin officefor confidential work and mental concentration. However, the
number of private officesshould beminimum.

(f) Flexibility and expansion: Provision for expans on and adjustments should be madeinthe
layout plan. Additional staff and equipments may need to be accommodated with some
adjustmentsto copewith the expansion.

(9) Separation of noisy departments: Officid work needsmenta concentrationwhichispossible
only innoisefreeamosphere. Therefore, thenoi sy departments shoul d be separated or enclosed
with soundproof partitions.

5. Describeany threephysical factor swhich makea suitableworking environment.

Ans Officework ismostly of repetitive nature and leadsto monotony for the office staff. Sometimes,
mental work may be morefatiguing than manua work. Excessivemental concentration may also
betiring. Therefore, itisnecessary that the office staff should be provided with congenia working
environment whichisconducivetowork.

Officeenvironment hasasignificant effect on the efficiency of office staff. The surroundingsin
which office personnel work should be healthy and pleasant. Poor office environment resultsin
low output and low moral e of employees. L abour turnover and absenteeism also tend to be high.
Therefore, executives should arrange satisfactory working conditionsin the office.

Essential Factors

The physical factorswhich congtitute a suitable working environment for the office staff areas
follows.

(@) Cleanlinessand sanitation: The officemust have aneat, clean and attractivelook so asto
make the empl oyees be at ease and comfort and at the sametime enhance the prestige of the
organi zation. There should be provision of waste paper baskets, dustbins, doormats, spittoons
etc., for the purpose.

(b) Lightingsystem: Lightingisthemostimportant e ement of working environment. Poor lighting
causeseyedrain, mentd fatigueandirritation to theemployeesand resultsin delay and mistakes
inofficework. There should be sufficient light with proper il lumination.

(c) Ventilation and temper ature: Theoffice premisesshould beproperly ventilated and facilitates
freshair circulation. Thereshould benaturd ventilation, dectric fans, exhaust fansetc., asper
need. Air coolersand air conditioners may also be used for temperature control.
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(d) Reduction of noise: Noiseresultsinmoreerrors, low quaity of work, delay, dowing down
of pace of work and lower output. It may befrominternal or external sources. For control of
external noisethe doorsor windows can beclosed but for internal noise, soundproof wallsor

partitionsare necessary.

(e) Interior decoration: Theart of decoration of theinterior of aroom or abuilding involvesthe
useof wallpaper, carpets, curtains, wall-hangings, etc. Theofficeshould beinterndly decorated
insuch away asto provide pleasant surroundingstoal.

(f) Furnitureand fittings. Officework isroutine, monotonousand primarily indoor deskwork.
Assglantshaveto st daily intheofficefor long hours. Therefore, suitablefurnitureshould be
provided so that employeesmay work comfortably and speedily. Thetypeof furnitureusedin
the office depends on nature of work in the various sections, work spacein officeetc.

(g) Safety arrangements. Some peoplethink that officeisasafe placeand hardly any safety
precautionsarerequired in office. However, accidents may and do happenin officeslike one
falling from saven feet highfiling shelves, dectric shock, fire, etc. Accidentscauselossof time,
discomfort, low moraeof employeeand lossof property Therefore, proper safety arrangements
should be madein office.

(h) Office security: Office maintains and preserves records and documents. Also there are
va uableequipmentsand machinesin use. Hence, there shoul d be proper security arrangements
to prevent theft, burglary, etc. Security measureslikeregulating entry, staff control, posting
security guards, etc., differ from office-to-office.

Short Answer Type Questions

1. What ismeant by theterm *Office’ ? Stateitsfeatures.

Ans Every modern organisationisrequired to havean office. Whether it isaGovernment department,
businessfirm, school, hospital, or avoluntary organisation, theexistence of an officeisamust to
enable necessary clerica and administrative tasksto be performed properly. Thus, officeisa
sarvicedepartment of an organisationwhichisconnected with thehandling of recordsand provision
of varioussarvicesliketyping, duplicating, maling, filing, handling officemachines, kegping records,
drafting, usinginformation, handling money and other miscellaneousactivities.

Definition of Office
Some of the popular definitionsof officeareasfollows:.
‘Officeisaplacewhereclerical operationsarecarried on’. - Denyer, J.C.

‘Office is a unit where relevant records for the purpose of control, planning and efficient
management of the organisation are prepared, handled and preserved. It providesfacilitiesfor
internal and external communication and coordinates activitiesof different departmentsof the
organisation’ . —L.ittlefield, Rachel and Caruth.

267



Theabovedefinitionshighlight thefollowing characteristics:
0 collectinginformetion
0 processinginformation
0 doringinformation
0 coordinatinginformation
o didributinginformation
2. Stateany two objectives of an Office.
Ans Anofficeismeant to servethefollowing objectives:

i) Toprovidesupport to management: Themanagersof any organisation carry ontheprocess
of management by taking decis onsregarding planning, organising and controlling theorganisation.
For taking correct and prompt decisions, managers need variousinformations at the right
time. Officerendersinva uabl e ass stance to the management inthissphere.

i) Toact asachannd of communication: Officeisthechanne through which communication
movesfrom top to bottom and from bottom to top, from the organi sation to othersand from
the othersto the organisation. An organisation would fail inspite of the best organi sational
talent, if objectives, policies, ordersand resultsare not communicated in either direction.

iii) Tofacilitatecoordination: Thedifferent departmentsof the organisation whilepursing their
own goalsmay deviatefrom thecommon goa of theenterprise. Thecentrd officeservesasa
medium throughwhich activitiesof different departmentsare coordinated towardsachieving
organisationa goasand objectives.

iv) Toserveasan information Centre: All kindsof information, whether past or present, are
avalableintheoffice.

v) Toact asacontrol Centre: Theactivitiesof different departmentsand the organisation asa
whole haveto be controlled to ensure that the progresstakes place asper the plans. Control
isthusthe necessary function of management.

vi) Toact asaservicecentre: It providesvariousserviceslikeclerica and secretarid assstance,
supply of stationery to different departments, and other necessary support for the smooth
functioning of theorganization.

3. Givethemeaning of office set-up? Stateitssignificancein brief.

Ans  Officeset-upisthe systematic arrangement of positionsinthe officeto enabl e office personnd to
work asateam. Itistheframework withinwhich officeemployeeswork for attaining the objectives
of theoffice. Itisthe processof dividing theactivitiesof the officeinto departments, ass gnment
of dutiesto each department and providing necessary facilitiesto the personne.
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ANs

Significance of Office Set-up

A planned organi sation establishesaharmoniousré ati onship between people, work and resources.
In agood organisation, every employee knowswhat heisto do, and performshiswork with
speed, accuracy and economy. It co-ordinatesthe efforts of different individualsand ensures
commonnessof purpose. Theimportance of office organisation isdescribed below:

(a) Facilitatesmanagement of officework: Inasmall office, the manager can supervisethe
officework persondly. Butinalargeorganisation, thework hasto bedistributed and supervisors
can be appointed to supervisethework on behalf of the office manager.

(b) Delegation of authority: Inaproperly planned office organisation the manager assigns
someof thedutiesto hissubordinates. Delegation of authority of routinework isnecessary for
efficient flow of work.

(c) Stimulatescreativity: Inawell-organised set up, each individual has specific duties, his
own areaof activity and power. It stimulatescresativity andinitiativein theindividua and he
may explore new methods of doing thejob.

(d) Facilitatesdevelopment of office per sonndl: Proper organisation of officeisapre-requisite
for divison of labour and specidisation. It facilitatesgrowth of office personnd tothemaximum
extentintheareaof their duties.

Explain any four factorstaken into consider ation while deciding suitablelocation of an
office.

L ocation meansthe place and site where the office of an organisationissituated. Proper location
of the officeisof great importanceto every organisation. Whiletaking decision onthisissue, the
management must take into consideration the present aswell asfuture needs. An unsuitable
location adversdly affectsthe efficiency of operations.

Factor sdeter mining Office L ocation

Thefollowing factors should betakeninto consideration while determining officelocation:

(a) Availability of sufficient space: Theoffice should have sufficient accommodation and facilities
i.e., rooms, storage space etc. Future expansion and requirements should also be kept in
view.

(b) Proximity toother departments: Theofficeshould belocated at acentral placesoastobe
easly accessibleto other sections, unitsand departments of the organisation.

(c) Proximity toother offices. Theoffice should belocatedin or near an existing office complex
whichwill enableit to derivethe benefits of common serviceslike post office, bank, transport
etc. availableinthelocdity.

(d) Availability of transport facilities. Every office requires adequate transport facilitiesfor
the convenience of officeworkersand outsidersdealing with the office.

(e) Servicefacilities: Besdestransport, availability of banking, postal, internet, telephone and
telegraph facilitiesare a so necessary for efficient conduct of officefunctions. Theservicesof
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5.
Ans

6.
Ans

7.

Ans

8.

Ans

9.

Ans

10.

insurance agencies are also needed for various purposes. The office should, therefore, be
located where such facilitiesexist.

(f) Availability of officeemployees: Itisdesirableto locate the officewhereit may beeasier
torecruit and retain different categoriesof office staff e.g., slenographers, computer operators,
accountants, clerks, typists, peons, etc.

(9) Hesalthy environment: Every officerequireshealthy surroundings. The place must befree
from dust and noise. It should not belocated in acongested area. Unhealthy surroundings
adversely affect theefficiency of theemployees.

Statethefunctionsof Computer Section of an office.

Thisisanimportant aswell asessential sectionin every modern office. Thissection dealswith
dataentry, dataanalysis, sending and receiving emails, preparation and maintenance of website
etc.

What ismeant by Office?

A placewhereall the activities concerned with collecting, processing, storing and distributing
information for efficient and effective management of an organisation are carried out

Classify theactivitiesin aproduction department.
Manufacturingand ancillary activities.

Theplacewheretheancillary activitiesare conducted?

Office

What arethemajor activitiesthat aretaken placein office?
Collectinginformation, process ng information and distributing information.

What ar ethefunctionsof amoder n office?

Ans. Bascfunctionsand administrativefunctions.

1n.

Ans

12.

Ans

13.
Ans

What ismeant by location of office?

It meansthe place and site where the office of an organizationissituated.

What aretheadvantagesof running an officein arented building?
(&) No expenditure on major maintenance.
(b) Office can beeasly shifted to amore suitablelocation, if necessary.

What ismeant by officelayout?

Officelayout can be described asthe arrangement of different departments, equipmentsand staff
within agiven floor space with aview to make optimum use of space and ensure maximum
efficiency of theoffice..
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Major Office Activities

L ESSON

I ntroduction

Inthe previouslesson, you havelearnt about thevariousfunctionsof an officeandtheir sgnificance,
and therelevant departmentsin amodern office. Youwill recall that collecting, processing, analysing
and presenting informati on constitute the key functionsof an office. Mail happensto be an important
part of information handling. Hence, for every one seeking employment in an office hasto befully
conversant with the nature and type of mail and the process of handlingitintermsof itsreceiving,
sorting, marking, filing, indexing etc. including the use of machinesand equipment. Inthislesson, you
will learn about various stagesinvol ved in handling theincoming and outgoing mail in an office, andits
filingandindexing systems. Youwill also haveanideaabout the varioustypesof machinesand equipment
usedintheoffice.

Long Answer Type Questions

1. Explainany four traditional methodsof filing.

Ans Therearevariousmethodsof filing based on thetype of equipment they use. These methodscan
beclassified as: (a) Traditiona Methods; and (b) Modern Methods.

(a) Traditional Methodsof Filing: Therearesometraditiona methodsof filinglike spikefiling,
folder filing, pigeon holefiling, box filing, guard book filing, and arch lever filing. Although
thesemethods of filing havelimited usenow adays, but thesearesuitablefor smadl organisations.
These methodsare briefly described here.

(i) Spikefiling: A thick sted wirewith one sharp end and awooden, plastic or steel round
at theother endisusedfor filing. It iskept on thetableor hung againgt thewall after filling
isdone.
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(i) Folder filing: Therearecoversof cardboard or thick paper fitted with metal hingesfor
fastening the paperstogether. A separatefolder isallotted to each customer. All theletters
relating to that customer arekept inthefile date-wise. The papersare punched and then
inserted. The paperslieflat oneabovetheother.

(i) Pigeon holefiling: It isaspecia amirah or cupboard divided into number of small
compartments. It isopen from one side and the compartments are square holescalled
‘pigeon holes . Each pigeon holebearsaletter of thea phabet. When | ettersarereceived
they are sorted according to the al phabet or subject wise.

(iv) Boxfiling: Box file, asthe name suggests, ismadein the shape of boxes. Quite often
papersarefirst put into foldersand then they are placed in box file. It helpsto preserve
papers better asthey are safe and gather lessdirt. For classification purposes, papers
relating to different subjectscan befolded. Thismethodisuseful for travelling agentsand
where correspondenceisstored temporarily.

(v) Guardbook filing: Under thismethod, the paper or vouchersare pasted in bound book
date-wise. Thismethod i s often used for recording minutesand preserving receiptsand
vouchers. It avoidsthe possi bility of loss or misplacement of any paper.

(vi) Archlever filing: Thissystem usesstrong cardboard folders containing strong metal
arches. These arches can be operated by a lever. When a paper isto befiled, it is
punched with two holeswith punching machine. Thelever isthen moved upward which
opensup themeta archesor springs. After paper isinserted through theholestheleveris
pressed downto closethe spring. The paper inthefilelieflat one upon the other.

2. Explainthevariousmodern methodsof filing.

Ans Inadditiontothetraditional methodsof filing, youwill find somemodern methodsof filingwhich
arevery much popular now adaysin both big and small organisations. The modern methods of
filingareclassfied as(a) Horizontd filing; (b)Vertical filing.

(a) Horizontal Filing: Inthissystem papersarekept infilecoversor foldersone upon the other
inhorizonta pogition. The papersarekept in chronological order inside cardboard file covers.
The papersare held together by metal hingesor levers. Thefilesarethen kept in cupboardsin
ahorizontal position one abovethe other. When any paper isrequired, therelevant fileis
taken out and after useit isput back in the sameposition.

(b) Vertical Filing: Thisisthemost modern method of filing. Inthismethod papersareplacedin
filesand kept in an upright, standing position. Thefoldersare stored in specially designed
cabinets. Thefront side of thefolder isdightly shorter. The extended part of the back isused
toindicate the code number of thefile. The drawersof the steel cabinet are deep enoughto
hold thefoldersin vertical position. In order to divide the drawer into convenient sections
guide cardsare placed at gppropriate places. Under thismethod, aseparatefolder isprovided
for each customer or subject. The folders may be arranged al phabetically, numerically,
geographically or subjectwise. Thissystem hasbecomevery popular inlarge officesand big
businesshouses.
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3. Describeany four typesof machinesand equipment used in moder n office.

Ans Thereare machineswhich can produce multiple copiesof adocument. Machinesareavailable
for accounting, cal culating and counting cash. Electronic computerscan read, store, andyseand
interpret information quickly. Inmail room, | etters can be opened, sedled, folded, franked, weighed
and addressed automeatical ly with the help of mailing machines. M essages can be sent fromone
placeto another within no timethrough tel eprinter, fax, telephone, and internet. Some of the
important machinesin useare outlined below.

1. Typewriter: A typewriter isthemost popular and commonly used machinein Government
and privateofficesfor typing officid | ettersand documents. Typewritersareavailablein English,
Hindi and other Indian languages. Thetypewritersareavailablein different szesand shapes.
Themoreimportant among them areasfollows.

0 Standard officetypewriter
o Portabletypewriter

0 Noisdesstypewriter

o Electronictypewriter

2. Duplicator: Duplicating isaprocesswhereby anumber of copiesare obtained withthehelp
of amaster copy. When multiple copies of aletter or document haveto be prepared, itis
necessary to make use of the duplicating machine. A widerangeof duplicatorsareavailable
like Gelatin Duplicator, Spirit Duplicator, Stencil Duplicator, etc. Themost commonly used
method of duplicatingintheofficeisthestencil duplicating process. Itisasoknownascydogsyle
or mimeograph.

3. Photocopier: A photocopier isamachinethat makespaper copiesof documentsand other
printedimagesquickly and cheaply. Thismachinewasintroduced for thefirst timein 1960. It
isrun by electric current. It issimpleto operate. It givesbest quality of image bothin black
andwhiteand colour.

4. Computer: Thesedaysthecomputer isthemaost commonly used machineinoffices. A computer
isamachine that can perform a variety of operations such as arithmetical calculations,
comparison of data, storage of information, analysisof dataand preparation of diagramsand
chartsetc. It can be defined as* an el ectronic data processing machinewhich processesraw
datainto meaningful information’.

5. Electronic TimeK eeping M achine: In big organisationsthe arrival and departure of staff
members are recorded electronically. They are provided with a particular card having a
magneticgripeonit. By swipingit through thetimerecording machines, thearriva and departure
timesarerecorded.

6. Telephone: Now-a-days, it isimpossibleto imaginethe office without atelephone. Itisthe
most convenient meansof oral communication. Itiswiddy usedfor interna aswell asexternd
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communication. In comparison with fixed line phones, mobilesare more convenient to contact
thepersonsat any time. Itisalso very convenient to send SM Sthrough mobile phones.

7. Private Branch Exchange (PBX) System: Under this system the internal telephone
extensions are brought together on aprivate switchboard. An operator helpsin providing
connectionto variouscallers. All theinternal and externa callsare handled by the operator.
Thissystem hasbeen quite popular in big organisations.

8. Electronic Private Automatic Branch Exchange (EPABX) System: Under thissystem
there is no need for telephone operators because the system is automatic. The internal
communication from one extensonispossible by dialing therelevant interna phone number.

9. Intercom: Itisanautomatic system of officeinter-communications. It doesnot requirean
exchange. Multicore cableisused throughout the install ation so that each tel ephone can be
connected direct to every other.

10. Accounting M achines: Accounting servicesmay be provided manually or with the help of
accounting machines. Themechani sation of accountingisbecoming increasingly importantin
large organi sations asthey haveto copewith alargeamount of figurework. Accuracy and
gpeed arethemain features of accounting machinesand it enablesanaysisof varioustypesof
figuresfor different purposeswithin minutes or even seconds. Some of the more common
typesof accounting machinesare:

o AddingMachines
o CdculaiingMachines
0 CashRegigters

4. Describeany four equipment used in mail room of an office.

Ans  Themail room staff isalwaysbusy in repetitive dutiesconcerning theinward and outward mail. In
largeorganisations, thevolumeof mail isasolarge. Soit becomesdifficult and time consuming to
handlelargeamount of mails. It a so causes monotony and boredom. Useof various mechanica
deviceshe psto reduce monotony and increasetheefficiency of mailing operations. Thefollowing
typesof equipmentsand machinesareused inthemail room.

(a) Letter Opener: Letters may be opened by hand or by the |etter-opening machine. The
machineis used when the number of mail received isvery large. It operates manually or
electricaly at agreat speed. It can open 100 to 500 | etters per minute.

(b) Folding M achine: A machine of thistypeisof great servicewhen lettersare sentinlarge
numbers. Thismachineiscapable of folding papersto thesizerequired for insertioninthe
envelopes. A folding machinecanfold 5,000 to 20,000 sheetsper hour. It ispossibletofold,
insert and makelettersready for mailing with thismachine. Themachineisto beadjusted as
per the needs of foldings.
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(c) SealingM achine: Thismachineisused to automatically moisten theflapsof envelopesand
sed them properly. Themachineisvery useful inthoseofficeswherealargenumber of envelopes
haveto be sealed every day. Certain machinesare designed to seal withwax. Another type of
machineisavailableinwhich astripispasted on theflap.

(d) Mailing Scale: Inbig business organizationslarge quantity of mail issent every day. Postal
stampsonmail areto be affixed as per posta rateswhich are prescribed according to weight.
Themailing scaleisused to weigh so that correct postage stamps can be affixed on them.

(e) Numbering, Datingand TimeRecor ding M achines. After openingthemall, lettersare
stamped with timeand date of receipt. A serial number isgivenfor numerical reference. An
automatic numbering machineispopular for stamping serial numbersof |ettersreceived. The
serid numbersautomaticaly changein thismachine. Dating machineisused for samping date
onmail. Four rubber ringswith theimpression of date, month and year rotate on whedls. Seif-
inking stamp pad isused for inking theimpression. Timerecording machineisused for recording
theaccuratetimeof arrival of letters. Assistantsenter the opened | etter into themachine, and
it printsthe correct timeon | etter accurately.

(f) Addressing Machine: Thismachineis used to print addresses on envel opes, wrappers,
parcelsetc. to be sent frequently to alarge number of regular customers. In Addressograph
machine inked ribbon is used to print the addresses from plates. List of addresses once
prepared can be repeatedly used any number of times. The addressplatesare stacked ona
hopper fitted to the machine. Therequired platesare automatically selected and fed into the
machine. These machinesmay beoperated manually or electronically.

(9) FrankingM achine: Thismachineisused to makeimpressonsof the required denomination
of postage stamps on the outbound | ettersand envel opes. It isvery popular in large offices
wherethousands of | etters have to be stamped every day. Thefranking machine can behired
under alicensefrom the post-office.

(h) Fax: TheFAX service enablesinstant transmission of thefascimile of an entire document. It
can send handwritten and printed matter aswell aspictures, chartsand diagramsto different
locationswithin or outsidethe country. The advantage of thisserviceover TELEX isthat it
sends messageswithout the need for typing. Thisserviceis permitted on existing telephone
lineson adia-up basis. The FAX machineisto be procured and owned by the user and
should be attached to the telephonelines

5. What ismeant by theterm ‘filing’' ? State the objectives and functions of filing in an
office.

Ans Filingisthe processof organising the correspondence and recordsin aproper sequence so that
they can beeasly located. Thetermfiling may bedefined asthe process of arranging and storing
original recordsor copiesof them, so that they can bereadily located when required.
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Objectivesof Filing

Themagjor objectivesof filing processareto ensure proper arrangement, careful storing and easy
avallability of records. Anefficient filing system isexpected to have thefollowing objectives:

(8) Toclassify and arrangerecordsproperly.
(b) To protect documentsagainst possiblelossor damage.
(c¢) Toprovideamethod of obtaininginformation without lossof time.

(d) Toenablepast recordsto bemadeeasily avail ableto management for framing businesspolicies
and futureplans.

Functionsof Filing System

Thefunctionsof afiling systemareasfollows:

(8 Classfication of documentson apre-determined basis.
(b) Filing of lettersand other documentsafter action takenin cardboard file coversor folders.
(c¢) Preservation of filecoversor foldersin cabinetsfitted with drawers.
(d) Issueof fileson requisition by any department.

(e) Transfer of papersno longer in current usefrom the existing filesto separate foldersor box
filesat regular interval sfor possiblefutureuse.

() Disposal of old papersand recordswhen these are no longer useful.

6. Statethedifferent stepsfollowed in handlingincoming mails.

Ans Efficient handling of mail requiresestablishment of definite proceduresinvolving step by step
handling of mail. Theincoming mail should bereceived and di stributed with speed and accuracy.
Theexact method of handlinginward mail differsfrom officeto office. Handling of incoming mail
generdly consstsof thefollowing steps.

(8) Receavingthemail: Themail isdelivered onceor twiceaday by thepostman or by messenger.
If apost box or post bag ishired, themail iscollected by an employeefrom post office once
or twice aday. A clerk is assigned the work of receiving letters and issuing receipts or
acknowledging recei pt in peon/ messenger book.

(b) Openingthemail: Lettersare opened by hand or by aletter-opening machine. The mail
should be opened carefully to ensure safety of mail. 1t must a so be seenthat no papersarel eft
insdetheenvelope. A responsible officer should supervisethisprocess.

(c) Scrutiny of contents. The contents of the envel opes should be scrutinised to find out the
purpose of the correspondence and the department concerned. If there are enclosures, they
should be checked to verify that they arein order. Any discrepancy should be brought tothe
notice of themail room supervisor especialy when the enclosuresare cheques, drafts, posta
orders, etc.
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(d) Datestamping: After openingthemail, each | etter should be stamped with the dateand time
of itsreceipt. Stamping may be donewith rubber stamp, by hand or with the help of dating,
numbering and timerecording machines. If necessary, theenvel ope must be pinned asevidence.
Theletter ismarked to the concerned department and acirculation dlipisalso attached, if
required.

(e) Recording: Theparticularsof |ettersreceived arerecorded in ‘ Inwards Mail Register’ or
‘LettersReceived Book' . It ensuresthat lettersdo not get lost or remain unattended. Butitis
time-consuming if themail islarge. Insuch asituation, a‘Mail Room List” of documents
deliveredin abatchto aparticular department or individual isprepared. Alternatively, ‘ Mail
Room Schedul€' indicating thedepartmentshandling themisprepared, provided centrd filling
isinoperation.

(f) Sortingand distribution: Lettersare sorted out in traysor baskets or pigeon hole cabinets
and delivered to the respective departments. Recelving clerk signsthelist or register asan
acknowledgement of receipt.

6. Describethedifferent stepsfollowed in handling outward mails.

Ans Almost every office sendsout mail daily. Outward mail must be handled with care, speed and
accuracy duetothefollowing reasons:

* improper handling of outward mail createsbad impression onoutsiders.
» delaysinsending repliesmay result inlossof businessopportunities.

* delay may result in additiona cogt, for example, atelegram may haveto besent if aletter has
been delayed.

All outgoing mail passesthrough three stages: () production, (b) signature and control, and (c)
referencing. Productioninvolvesdrafting or dictation and typing (or transcription) of thedraft or
dictated matter. Handling outward mail generally involvesthefollowing steps:

(a) Collection of outgoing mail: Generally, each department sendsits correspondenceto the
mailing department for despatch. In certain officesamessenger from mailing section goes
round at scheduled intervalsto collect mail from different departments. A tray marked as
‘outgoing mail’ iskept in each department.

(b) Enteringthemail: All letters sent outside areto berecorded. Theletterswhich areto be
deliveredlocally through amessenger or peon arerecorded in*“Messenger Book” or “ Peon
Book” . Outdtation |ettersareentered in* Outward Mail Register’ or * Despatch Register’.

(c) Foldingof letters: Theletter (attached with enclosures) should befolded carefully andinthe
correct size. Creases should be straight and should not spoil the neatness of |etters. They
should befolded with minimum number of folds.

(d) Preparation of envelopes. After folding, thelettersareinserted in theright envelopes. A
complete and correct address must be written. Pin codes should be given asthey ensurea
prompt delivery of letters. Addresswritten ontheletter and on theenvelope should tally.
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(e) Sorting, weighing and stamping: Theenvelopesof different categoriesof mail areto be
sorted out category wise. The outward mailsgenerally are of two categories—

L ocal: to be sent through messenger, and
Outstation: to be sent through post office, courier, and airlines.

The second category may befurther classified asmail to be sent by ordinary post, registered
post, speed post, book post, foreign mail, under certificate of posting, parcel sto send through
Indian Airlines, Air India, Seamail, etc. The sorted mail should be put in separatetraysso that
thetask of stampingisfacilitated. Stampsareto beaffixed on mail whichissent by post. Itis
necessary to weigh thedifferent articlesto be sent by post so that proper valuesof stampsare
affixed. Anup-to-date copy of the* Post Office Guide' should be kept with the despatch clerk
responsblefor affixing samps. Inlarge organi sationsfranking machinesare used for samping.
Theletterswhich areto be sent by messenger are entered in the M essenger or Peon Book
and handed over to the messenger for delivery.

(f) Despatching: Findly, the posting and delivery of |ettershaveto bearranged. Ordinary mail
isposted at the nearest post box at regular intervals. Specia kindsof mail likeregistered and
insured articlesetc. are separately sent to the post office. L ettersto be sent by speed post are
to be presented at the counter of apost office meant for it.

Short Answer Type Questions

1. Describein brief the various systems of classification of files.

Ans Clasdfication of documentsisnecessary to ensure prompt avail ability of records. Classficationis
the process of sel ecting headings under which records and documentsare grouped onthebasis
of common characterigticsbeforefiling. For example, lettersmay be classified onthebasisof the
subject of correspondence. Themain systemsof classification of filesinan officeare:

(@) Alphabeticd
(b) Numericd

(c) Geographica
(d) Subject-wise

(a) Alphabetical classification: According to aphabetical classification, lettersfrom different
partiesor relating to various subjectsarearranged and put in different file coverson thebasis
of thefirst aphabet with which the name of the party or subject begins. Thefirst a phabet of
the name or surname or the subject isthe preliminary guideto the position of thefile.

(b) Numerical classification: Under this system, files are arranged numerically, each
correspondence or subject being alotted anumber. Thefilesare placedinanumerica order
inthedrawers.

278



(c) Geographical classfication: Inthegeographical classification method, correspondenceis
classified according to geographical areas, regionsor states. Filesmay be marked zone-wise
i.e. North, South, East or West, or State-wise, or Citywise. All correspondencerelatingtoa
particular areaarekept inonefile.

(d) Subject classfication: Under thissystem, papersare grouped according to the subject. The
subjectsarefiled in aphabetical order e.g., accounts, audit, bills, bonusetc. Thismethodis
particularly suitablewhen the subject isof greater importancethan thenameor location of the
correspondent.

2. What isindexing? State any two pur pose served by indexing.

Ans Indexingisanimportant aidtofiling. Index issomething that * pointsout’ or ‘indicates . So,
‘indexing’ isamethod of providing indicatorsfor abody of dataor collection of records. The
purposes served by indexing areasfollows:

(8) Easy location of filesand documents

(b) Speedy cross-referencing

(¢) Saving of timeand effort inlocating records

(d) Efficiency of record keeping

(e) Reducingtheoperating cost of records management
3. Stateany two typesof index?

Ans (a) Fixed Index: Instead of maintaining aseparateindex, anindex may be bound with the book
concerned. Such anindex generally appearsat the end of standard booksin which subject
matter isa phabeticaly arranged and then rel evant page numbersare given againgt each heading
or sub-heading.

(b) Bound Book Index: Index isprepared inabound book or register divided into al phabetical
sectionsinwhich the names or documentsare entered.

(c) Loose-Leaf Index: Itisanother variation of thebook index. Init, singlesheetsarefitted into
metal hinges or screws. Index is prepared on these sheets. Whenever anew leaf isto be
inserted, the book may be unscrewed and the relevant sheet put in. Thebinder containingthe
looseindex sheets can belocked so that no sheets are taken out without proper authority.

(d) Vertical Card Index: Each subject, document, or customer, isallotted aseparate card on
which necessary information appears. Thecardsmay beof small sze(12.5x 7.5cms.) or as
per theneed. They areclassified and arranged a phabetically, geographicaly, numericaly or
subject wise.

(e) Strip Index: It consstsof aframeintowhich stripsof stiff paper arearranged in such away
that they can betaken out and replaced with ease. Each strip isdevoted to oneitem. Frame

279



Ans

can either be hanged onthewall or put off the tablein abook form or even arranged on a
rotary stand which can beturned tolook at any part of theindex.

(f) Whed or Rotary I ndex: Cardsarearranged around the hub of awhed . A singlewhed can
hold asmany as5000 cards. A can card can beinserted or withdrawn without disturbing the
other cards. Entries can be al so be made on the cardswithout removing from thewhed!.

Stateany two gener al aspectsof handling office machinesand equipment.

There are different types of machines and equipment used in offices. The operation of each
machinesare different. Some machines need specialized technical staff for itsoperation while
othersneed smpleorientation. Thus, the genera aspect of handling machinesand equipment are
asfollows.

(@) Proper Ingtallation: All machinesand equipmentsareto beinstalled properly intheright
place. Thiswill ensure better efficiency and productivity.

(b) Trainingand Orientation of Staff. All staff membersthose engaged to use any particular
machineneed to betrained by an experienced professiona. They must read theuser’ smanual
thoroughly. Regular orientationisaso required in case of certain typesof machine. Theusers
should know how to changethe cartridge of the printer and fax, ribbon of thetypewritersetc.

(c) Regular Maintenance: All machinesrequireregular maintenance. Periodical inspection by
technician avoidsminor problemsin themachines.

(d) Annual MaintenanceContract (AMC): Itisafacility that enablesthe user of any durable
goodsto avail of maintenance servicefor aparticular period by giving aonetimefee. The
officemachinesand equipmentsof high valuemust be covered under AMC.

(e) Guaranteeand Warranty: Theoffice must record thetermsand conditions of guarantee
andwarranty. If any defect isnoticed in the product or problem in operation of the product, it
must beimmediately intimatedit totheseller.

(f) Insurance: After buying the machinesand equipment, it isadvisableto get thoseinsured
againgt loss, theft andfire.

(9) Facility of Air Conditioning: In certain cases aparticular temperatureisrequired to be
maintained for smooth functioning of machinesand equipments. For example, for operation of
computerswe need to have an air-conditioned room.

(h) Power back up: Most of the office equipment and machinesarerun by eectric power. The
officemust make necessary provision for supply of uninterrupted power to equipmentslike
Computer, Fax, EPABX etc. Frequent power failure may lead to serious damage in the
mechines,

(i) Databack up: Every officedealswith certain data. It isprimeresponsibility of each and
every officeto haveaback up of all thesedata.
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Ans

Ans

Ans

ANs

Ans

10.

Ans

Ans

12.

ANs

13.

ANS

What ismeant by e-mail?

Electronic mail popularly known as E-mail isthefastest and most convenient mode of sending
message, data, graphicsetc. through internet. You know that internet isanetwork of computers
all over theworld connected through satellite. To receive and send mailsthrough internet you
need to havean e-mail address.

What ismail?

‘Mail’ refersto the written communication that passesthrough the messenger serviceor the post
office

What arethedifferent typesof post?

Incoming mail, outward mail and inter-departmental mail.

What ismeant by classification of files?

Classfication of documentsisnecessary to ensure prompt availability of records.
What ismeant by filing?

Filingistheprocessof organizing the correspondence and recordsin aproper sequence so that
they can beeasily located.

What arethedifferent typesof filing?

Therearevariousmethodsof filing based onthetype of equipment they use. Thesemethodscan
beclassified as. (a) Traditional Methods; and (b) Modern Methods

What ismeant by Arch liver filing?

Thissystem uses strong cardboard fol ders containing strong metal arches. Thesearchescan be
operated by alever.

What areindexes?

Index issomethingthat ‘ pointsout’ or ‘indicates . So, ‘indexing’ isamethod of providingindicators
for abody of dataor collection of records.

What ismean by fixed index?

Instead of maintai ning aseparateindex, anindex may be bound with the book concerned. Such
anindex generaly appearsat the end of standard booksinwhich subject matter isa phabetically
arranged and then relevant page numbers are given agai nst each heading or sub-heading.
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32

Getting Ready for Employment

L ESSON

I ntroduction

Onceyou decideto earn your livelihood by pursuing wage employment you should beready to
work asan employee; work under certain termsand conditions of employment; and get fixed amount
of salary or wages as remuneration. But how will you enter into the world of employment? In the
present empl oyment situation of our country itisnot an easy task to getinto any job. It requiresserious
preparation in addition to having required qualification and experiencefor any job. You need to find out
the vacant position of thejobsin different organizations, prepare and post your resumefor the same
and beready to facethe employment test. Inthislesson you will learn detail about all these points.

Long Answer Type Questions

1. Explain any four sourcesthat provideinformation about job vacancies.

Ans  You must know some peoplewho are employed in different factories, other businessunits, and
offices. If you ask them asto how did they get the information about the vacanciesin those
offices, youwill learn that they got the necessary information from various sourceslike:

Employment Exchanges
Placement Agencies
Newspapersand Magazines
Employment News

Internet

Ledflets

N o g b~ w DN PP

Notice boards of the Officesand Factories
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8.
9.
10.

Televisonand Radio
MobilePhone
Friendsand Rdatives

Let ushaveabrief ideaabout al these sources.

1.

Employment Exchanges: In our country employment exchanges have been set up by the
government for bringing together job seekersand job-providers. The employment exchange
maintainsthelist of job seekers and registerstheir namesfor different categories of jobs
according to their qudification. When the empl oyers approach the empl oyment exchangefor
recruitment, it identifiesthe candidatesfromitslist and informsthem about these vacanciesso
that they can approach the concerned employers.

. Placement Agencies. Theseareprivately operated organisationswhose main functionisto

introducethejob seekerstotheir progpectiveemployers. Their roleissmilar tothegovernment
owned employment exchanges.

. Newspaper and M agazines: The use of newspapers and magazines both at regional and

nationa levd, arethemost commonly used mode of information for the candidates about the
job vacancies. Theemployersusually advertisetheir vacancies and invite the prospective
candidatesto offer their candidature.

. Employment News: Theemployment news/Rozgar Samachar ispublished by Ministry of

Information and Broadcasting, Government of India in every week that contains the
advertisement of vacancy position of jobsin different organisations. Thisissimultaneousy
publishedin English, Hindi and Urdu languages.

. Internet: Internetisthemaost convenient source of getting information about theavail ability of

vacancies. A number of organisations, now-a-daysgiveoffer through their websitestofill up
thevacanciesintheir offices. By usinginternet onecan search for variousjob vacanciesasper
his/her qudlification and experience.

. Leaflets: In citiesand towns advertisement for recruitment are sometimesgivenin leaflets

and distributed through newspaper venders. Thisisparticul ar suitable wherethe employer
wantsto engagethelocal peoplefor specificjobsonly.

. NoticeBoar dsof Officesand Factories: Information about variousjob vacanciesarea so

displayed on the notice boards of government and private officesand near thefactory gates.

. Tdevisgon and Radio: Sometimesinformation about job vacanciesared sotelecasted through

television. It may appear in special programmes or in the form of written message being
scrolled during news and other programmes. The cable television operators also give
advertisementinthelocd areas. The advertisementsfor job vacanciesare broadcasted through
radio, whichisregaining its popul arity now-a-days.
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2.

9. MobilePhone: Information about job vacanciesissometimesreceived through mobile phone
in the form of SMS. On receiving the message one may show interest to offer hisher
candidature. Further information can also be obtained by following theinstructionsgivenin
the SMS.

10. Friendsand Relatives: Many timeswea so get information from our friendsand relatives
about thejob vacanciesin government, private and bus nessenterprises. The existing saff of
the officesmay asoinform othersabout the existing vacancies.

Explain thefunctionsof employment exchangesin India.

Ans Theprimary objective of employment exchangesis settlement of job seekerseither through

Ans

regular jobsor through self-employment. To achievethisobjectivetheemployment exchangesin
Indiaperformthefollowing functions:

(8 Registration and placement of job seekers so asto ensure aproper balance between demand
and supply of labour;

(b) Collect comprehensive employment market information on aquarterly basisfor creation of
databasefor usein effective management of the demand and supply of labour,

(¢) Undertake career counselling and vocationa guidancewith aview to effectively guiding the
job seekers.

(d) Conduct areaspecific speciaised study or surveysto have an assessment of skillsavailable
and the marketable skills required for encouraging the job seekers for self-employment
particularly inrura informal sector.

(e) Arrangedisbursement of unemployment alowanceto certain specific categoriesof job seekers
through the empl oyment exchanges as decided by some of the State Governments.

There are more than 940 Employment Exchanges run by the State Governmentsto provide
support to the job seekers. These include State Employment Exchange (S.E.E), District
Employment Exchange (DEE), Rural Employment Bureau (REB), University Employment
Information and Guidance Bureau (UEI & GB) etc. The employment exchangesare controlled
by Directorate Generdl of Employment and Training (DGE&T).

What ismeant by theterm ‘bio-data’ ? Stateany four pointsoneshould mentionin his/
her bio-data.

Thebrief account of one'sprofessional or work experience and qualificationsistermed asthe
Bio-data (Biographic Data) or Resume, Curriculum Vitae (CV).

Preparation of A Bio-data

Your bio-datashould havefour basi ¢ sections. Thefirst being your name and contact details, the
second your educational qualifications (academics and technical), then your work history
(responsihilities, experience and achievementsetc.) and findly detailsregarding references. The
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list of enclosuresmay be given at theend of our bio-data. In brief, your bio datashould havethe
followingpoints

1. Full Name (inBlock Letters)

Father’s'Husband’sName

Dateof Birth

Residential Address

Detailsof Educationd Qudlifications

Detailsof Technica or Professona Qudlifications, if any
Experience

Nameof References

© 0o N o g &~ W D

List of Enclosures
10. Signatureof Candidate

The above points may be presented in different format and style. Now-a-days the employer
wantsto scan abio-dataquickly rather than reading page after page about your qualifications
and achievements. Therefore, bebrief and clear with just enough detail sto convey your message.
A brief guideto help youto arrangethe above-mentioned detailsin aproper order isasfollows.

1. Beginyour resumewith your name, address, phone number, and email address, generally
centered on the page.

2. Describethetype of position you are seeking in asentence or two under aheading labeled
‘Objective’.

3. Now, giveyour educetiond details- thenameof theschool, college, indtitute, board, percentage
of markssecured, year of passing the examinationsetc. in summary form.

4. Detailsof any technical education or skillsyou have may be mentioned. It may include other
information about any such skillsor experiencelike computer skills, additiond training, foreign
language or any other professional association you may belongto.

5. Work experience with job description and responsi bilities handled shoul d be described.

6. Personal detailslikemarital status, date of birth, Father’ sHusband’ sname or family details,
hobbiesand interest can be given under separate heading as* Personal Details .

4. Describein brief the personal interview form of selection test.

Ans  Themain purposeof holding personal interview isto assessthe suitability of the candidatefor a
particular post. Soitisvery important for you to preparefor theinterview physically, mentally
and psychologicdly. Thedifferent agpect of persond interview that would hel pintofacetheinterview
board comfortably and confidently. Let usdiscussthose pointsby classifying theentire procedure
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into threedifferent stages—
(i) Preparingfor theinterview;
(i) Ontheday of theinterview; and
(iii)y Duringthelnterview.
(i) Preparingfor thelnterview: At thisstageyou are advised to do thefollowing:
1. Keep yourself well informed about current affairs, important current national and

international problemsand issues, and topicsof genera interest through regular reading
of newspapersand listening to radio and watching the discussonson television.

2. Gather information about the organisation, its main activity, background, expansion/
takeover plansetc. All theseinformations can be obtained from theannual report of the
organisation or fromitswebsite.

Know thejob profile of the post applied for.

3
4. Refreshyour areaof specidisation. A revison of your own subject of studiesisdesirable.
5. Listout your strength and weakness.

6

Vigtthesteof interview, if possible. Prior visit will hel p to ensure punctuality ontheday
of interview and asowill reduce nervousness.

7. Putdl your documentsand certificatesincluding thecdl | etter for theinterview inafolder.

(i) OntheDay of thelnterview
1. Haveagooddeepinthepreviousnight and wakeup early inthe morning.
2. Doyourdaily chores.

3. Ensurethat your appearanceisneat and tidy. Usewell-pressed clothes, well-polished
footwear.

4. Carry your document folder and reach theinterview siteontime.

5. After reaching the sitego to thewashroom, comb your hair and watch your appearance.
6. Thenwaitattheinterview placefor your turn.

7. During thewaiting timeyou can even ask for theliterature of the company and read it.

(iif) Duringthelnterview
Take care of thefollowing pointsins detheinterview chamber.

1. Entrytotheinterview roomismost important. Knock, greet, and closethe door while
facingtheinterviewer asgently aspossible. Walk in confidently. Do not sit till you are
askedto. If theinterviewer givesahand, give himwarm, confident and firm handshake.
Remember firstimpressionisvery important. In your entry you are being observed for
your gait, confidence and manners.

286



2.

Thebody language of the candidateisobserved carefully. Sit properly and bend forward
dightly to show an attitude of interest and attention. Do not fiddle with anything - pen,
paper, Spectacl es, other itemson tablelike paperwei ght etc. Fidgeting, twitching, scratching
etc. show lack of confidence and concentration.

(iv) Whileanswering questionsthefollowing pointsneed to be obser ved.

Listen, think and thentalk.
Do not bein hurry to answer. Takeyour owntime.

If you have not heard or understood the question, politely ask for arepeat. Do not
assumethingsand givewrong position.

If you do not know the answer, tell frankly that you do not know.

If youmakeamistake, admit it gracefully.

Bebrief and clear inyour reply. No onelikesatalkative person.

Donottell alie. Behonest inyour response.

Do not get angry and lose your cool evenif the questionsareinsulting or irrelevant.
Remember it may be asked to check your patience or attitude. « Do not interrupt.
Maintain eye contact.

Avoidwordslike‘l mean’, ‘Okay’ etc.

Display enthusiasm, courage and energy whileanswering the questions. Thisshowsthat
you aregenuinely interested inthejob.

Ask questionsif you are asked to ask.

Bewell mannered during thewholeinterview. Wordslike* Thank you’

‘I beg your pardon’ ‘yesplease’ at appropriate placesreflect your manners.
Benatural. Don't try to copy anyone.

Attheend of theinterview, thank theinterviewer politely with smile.

You' repicking up thingsfrom thetable, getting up and leaving theroomisal so observed.
Do thesemovementsconfidently.

Walk confidently. Open the door whilefacing theinterviewer and closethe door after
youleave.

Do not forget to wish thereceptionist or secretary beforeyou leavethe premises.
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Short Answer Type Questions

1.

ANs

Ans

Statethefunctions perfor med by placement agenciesin the processof recruitment.

The placement agenciescould be private empl oyment agenciesor management consultants. Private
Employment Agenciesbring together theemployersand suitable candidates avail ablefor ajob.
Private agenciesadvertisethe vacanciesinthe newspapers, periodicalsand internet. They prepare
thedatabank of al the prospective employersand job seekers. Thisdatabank helpsthemto find
out the suitable employer for ajob seeker and vice versa. They keep on informing the job
seekersperiodicaly about theemployersand theavail ability of jobsaccordingtother qudifications,
skillsand experience.

The placement agencies al so screen the applicants against the requirements specified by the
employer. They supply alist of candidates, and the organisation only conductsthefina round of
interview. These agenciesfunction primarily inthe metropolitan citiesand they chargeafeefrom
theemployer aswell asemployeefor their services. Fake placement agenciesarea sofoundin
different partsof the country. Thesefake agenciescollect money from thejobseekersand arrange
fakeinterviews. Job seekersthereforemay becareful in utilizing their services.

Management Consultants specializein the placement of executivesat middleandtop level of
management. These are basically executive searching agencies. These agencies work at a
nationwidelevel andthey chargeasubstantia amount of feefrom employer aswell asemployee.
Some of the nationally known Management Consultants are ABC Consultants, Ferguson
Associates, The Search House and Analytic Consultancy Bureau.

Theplacement agenciesbasicaly helpininforming theavailability of jobsin private sectors. Most
of thesmall and medium size businessenterprisesrely upon the placement agenciesfor al types
of manpower requirement. The big enterprises often advertisethe vacancies directly through
newspapersand internet. Thejob seekerscan register their name with the placement agencies
for the post of office assistant, typist, sal esperson, marketing executives, accounts assi stant,
computer operatorsetc.

Describetheroleof mediain providinginformation about thevacanciesin job position.

The advertising mediaal so play animportant rolein informing thejob seekers about thejob
vacanciesand procedureto befollowed in applying for the same. You know that advertisements
for thejob vacanciescan begivenin print mediaand e ectronic media. Print mediaincludesdaily
Newspapers, Employment News, Journalsand Magazinesetc. Smilarly eectronic mediamainly
includesinternet, Television and Radio.

I. PRINT MEDIA

Newspapers are the most common print medium for advertisements of job vacancies. All
small and big companiesadvertisetheir job vacanciesin popular newspapersboth at regional

288



level and national level. The employment newsisaweekly publication that only carries
advertisementsfor job vacancies. Some of the popular newspaperscarry their employment
newseditionsonweekly bas's.

I. ELECTRONICMEDIA

With the advancement of Information and Communication Technol ogy, € ectronic mediahas
becomethe most common and convenient source of recruitment. Thereare so many websites
that provide information about employment opportunities. Some of such sites are
www.naukri.com, www.monsterindia.com, www.carerindia.com, www.placementindia.com.
They providethefacility of searching variousjobsasper:

e Thecategory (likecomputer, academic, engineering, salesand marketing, financeetc.)
e Therequired post (fitter, electricd, office assstant, teachersetc.)

e Theplaceof job(i.e. thecity or state within whichthejob seeker wantsto search job)
e Theexperience(number of yearsof experience)

e EXxpected salary (annual packagefrom 2to 3lakhs, 3to51akhs, 5to 10 lakhsetc.)

3. Briefly discussthe different types of employment tests.

Ans Thesdectiontest for employment usually held intheform of writtentest, physical fitnessand
interview. Let uslearn about thesetestsin brief.

WRITTEN TEST

Mogt of the organisationsparticularly in government sector conduct written test for the selection
of candidates. Thistest may be conducted to test the subject knowledge or general aptitude
of the candidates. Descriptive or multiple-choice questionsare framed for thewritten test.

I. PHYSICAL FITNESSTEST

In certain categoriesof jobslike defence, police and forest service' sphysical fitness of the
candidateisessential. Sothey conduct physical fitnesstest for selection of right candidate. In
amogt al casesmedical test isa so conducted by giving offer for appointment.

INTERVIEW

To judge the communi cation skill, presentation skill, subject command, |eadership quality,
personality etc. theemployersusualy arrangefor interview. Thismay bedonein theform of
group discussion and persona interview. Thepersond interview can beheldintheform of:

(@ Teephoniclnterview
(b) Interview through Teleconference
() ChartingthroughInternet

(d) Facetofaceinteraction
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ANs

Ans

ANs

Facetofaceinterview isthemost common form of personal interview inwhich thecandidateis
asked tointeract with theinterview board. Theinterview board isheaded by achairperson and
comprisesof senior officersfrom the same organization and outside experts.

Explain therole of employment exchangesin India. (OR) Employment Exchangesare
not playing significant role in the process of recruitment. Do you agree with this
statement? Give reasons.

It may be mentioned here that in the present employment scenario, the role of Employment
Exchangesarenoat significant. A largenumber of recruiting agencieslike Staff Sdection Commission,
Railway Recruitment Boards, and Bank Exams etc. have come up and they have restricted the
areaof operationsof the Employment Exchanges. Infact today almost dl themagjor establishments
both in Government and outside have their own recruitment agencies. Thejudgments of the
Supreme Court hasmadeit obligatory on the part of the employersto advertisethevacanciesin
other mediaand consider candidatesnot only submitted by the employment exchangesbut also
thoseresponding to the open advertisementsfor sel ection of candidates. Therefore, Employment
Exchangesareleft with limited categoriesthat too at thelower level s of appointment.

Briefly describetheprocedurefor gettingthenamer egister ed in employment exchanges.
The procedure of getting one’ snameregistered with theempl oyment exchangeisasgiven bel ow:

I. A candidate can visit any employment exchange during specified hourson any working day.
Hecan get from the employment exchange ablank form/ card for registration to befilled up.
Thiscardincludesentriesfor thename, father’ sname, residentia address, qualifications, and
other related information.

ii. Certain documents have to be enclosed with the card, such as proof of age, residence,
educational qualification, experience. The candidatesarerequiredto bring all certificates/
documentsin original and aset of photocopiesof al the above documents. The photocopies
areretained at the Employment Exchange.

iii. Having filled up the card, and with the enclosures ready, you are to see the Employment
Officer withyour origind certificatesand copies. Hewill verify and attest the copiesand your
signatureon the Card and return the origina certificates.

iv. Thecard asattested abovewill be kept inthe Employment Exchangefor record and making
future callsfor employment. Thisregistration card isto berenewed after every threeyears.
How thejob seeker sidentify the various sour ces of infor mation about job vacancies?

Theuse of newspapersand magazinesboth at regional and nationa level, arethemaost commonly
used mode of information for the candidates about the job vacancies. Theemployersusually
advertisetheir vacanciesand invite the prospective candidatesto offer their candidature.
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Ans

ANs

Ans

10.

Ans

Ans

12.

Ans

13.

Ans

14.

Ans

What ismeant by placement agencies?

Introducethejob seekersto their prospectiveemployers.

What ismeant by advertisement for job vacanciesin print media?

Theadvertisement for job vacanciesin print form receivestremendous response from thejob
seekers becauseit containsdetails about the eligibility criteria, proformaof applicationform,
necessary ingructiontofill up theapplication form etc.

What ismeant by bio-data?

Brief account of one'sprofessional or work experience and qualificationsistermed asthe Bio-
data(Biographic Data) or Resume, Curriculum Vitae (CV).

What ismeant by coveringletter?

When applying for ajob, the bio-data should be accompani ed with an appropriate covering
|etter.

What ismeant by employment tests?

The selection test for employment usualy held in theform of writtentest, physical fithessand
interview.

What ismeant by interview?

To judge the communication skill, presentation skill, subject command, leadership quality,
persondity etc. theemployersusually arrangefor interview.

What ismeant by physical fithnesstest?
Itisconducted for selection of right candidate.

What ismeant by electronic media?

With the advancement of Information and Communication Technology, electronic mediahas
become the most common and convenient source of recruitment. There are so many websites
that provideinformation about empl oyment opportunities. Electronic mediamainly indudesinternet,
televisonandradio.
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ANDHRA PRADESH STATE OPEN SCHOOL SOCIETY
SENIOR SECONDARY LEVEL COURSE
SUBJECT: COMMERCE
MODEL QUESTION PAPER

Time: 3 Hours Max. Marks: 100
SECTION - A
Answer any five Questions. Each Question carries8 marks. 5X 8=40
1. Explaintheprimary functionsof Commercia Banks?

DefineMemorandum of Association and explainitsclauses?
Describethevariousfunctionsof Management?

What ismeant by mutua funds? Explainitsfeatures?

Define stock exchangeand explainitsfunctions?

What ismarketing mix?Explain four components (4 P s) of marketing mix.

N o g &~ w DN

Mr. Ram Reddy bought aT.V. from Reliance Show Room. When hefixeditinthehouse, it was
not functioned. The shop keeper refused to either exchangethe T.V. or returnthemoney. Where
and how you suggest Mr. Ram Reddy to complain afileto get redressel of hisgrievance?

Option|
8. Categorizetheavenuesof salf-employment and explain them
Optionl|
8. Explainthenoteof different Departmentsof amodern office,
SECTION -B (9x4=36)
Answer any nine Questions. Each Question carries4 marks.
9. Digtinguish betweenwholelife policy and endowment policy?
10. What conditionsarerequired to form aprivate company?
11. Whatismeant by scientific management?

12. Briefly explainthedifferencesbetween primary market and secondary market?
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13.
14.
15.
16.
17.
18.

19.

19.
20.

21,
22.
23.
24,
25.
26.

27.
28.

State any four functionsof channelsof distribution?
Statethedifferent elementsof delegation?
What arethe advantages of public sector enterprises?
Describethefeaturesof soletrading business?
What arethe Qualitiesof successful Entrepreneurs?
Explainthe Organizationd structure?

Option|

Inyour district therearelotsof unemployed youth and thereare number of factoriesare coming
up. Oneof the Factory ownersconfidesthe problem of getting suitable man power inthe Factory
of tat locality. You want to start aplacement agency to help inthissituation. How would you go
about setting aplacement agency? Explainin detail 20. Select two different types of Business
organizationsinand around your locality. Without consulting those organizationsmakealist out
any two probablereasonsfor establishing those unitsin such locality

Option |l
Prepare achart showing two technical toolswith full details?

Giveabio-datafor ajob of your choice?

SECTION-C (8x2=16)
Answer thefollowing Questions. Each Question carries2 marks.
What istrade?
List out any two documents submitted to the Registrar of Companiesfor registration?
Statethemeaning of preferential shares?
Explaintheterm’ grading’ ?
Write any two objectivesof sakespromotion?
Writetwo differences between private company and public company?

Option|

Explainthetypesof commission Agents?

What arethefunctionsof packersand movers?
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27.
28.

29.
30.
31.
32.
33.

35.

36.

35.
36.

Optionl|

Nameany four public sector enterprises?

Distinguish between outward andincoming mail?

Answer thefollowing Questions. Each Question carries1 mark.

What ismixed economy?

Giveoneexamplefor Multinational Corporation?

Expand C.PM.?
Expand SEZ?

Definetheterm dividend?

Giveoneexamplefor tangibleandintangible products?

Under which Act can aPartnership firm beregistered?

What istiny industry?

Definewageemployment?

What isofficelayout?

SECTION-D

Option|

Optionl|
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