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CHAPTER: I 

NATURE AND PURPOSE OF BUSINESS 

 Human activities can be classified into two categories: 1. Economic Activities and 2. Non-

Economic Activities. 

1. Economic Activities: Activities which are undertaken by people with the object of earning 

money are known as economic activities. The purpose of economic activities is to earn money 

which is used for further creation of wealth or assets. 

Eg. Production of goods in a factory, lawyer, working in a school, doctor, clerk, daily worker 

etc… 

2. Non-Economic Activities: The activities which are undertaken by an individual with a 

motive of getting psychological satisfaction or out of sentiments or out of religious obligation 

are known as non-economic activities. 

Eg.: Praying, social service, production for self consumption, charity etc… 

    Human Activities 

Economic Activities       Non-Economic Activities 

 

Business   Profession Employment 

 

Types of Economic Activities: Economic activities can be divided into three categories: 

1. Business 2. Profession 3.Employment 

I. Business: Activities which are related to production or purchase and sale or distribution of 

goods or service with the main objective of earning profit are comes under business. 

It should be on a regular basis. 

Eg: Manufacturing, mining, farming, trading, fishing etc.. 

Characteristics of Business/ Features of Business 

1. Economic activity: All business activities are considered as an economic activity because 

its main aim is to earn money in the form of profit. 

2. Dealing goods or services: Business involves transfer or exchange of goods or services 

for value. Goods may be of consumer goods ( for direct use. Eg.clothes, food item …) or 

capital goods (like machinery, tools…..). 

3. Regularity in dealing: An isolated transaction cannot make a business unit. When 

transactions are repeatedly performed,  it is considered as business. 

4. Profit earning: The first and foremost purpose of business is to earn profit. Profit is the 

return on capital employed.  
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5. Sale, transfer or exchange: Business must involve sale, transfer or exchange of goods and 

services directly or indirectly. 

6. Uncertainty and business risk: No one can predict the future of a business with certain. 

In every business there is a chance of loss or deduction of profit. It is called business 

risk. 

II.Profession:  Profession refers to an occupation which requires specialized knowledge, 

skill and training. Those engaged in professions are known as professionals. 

Eg.: Lawyer, Doctor, Engineer, CA… 

      Features: 

a. A profession requires specialized knowledge, training and skill. Eg. A Doctor 

must possess MBBS, Lawyer possess LLB etc. 

b. The membership of the professional body is a must. Eg. CA must obtain 

membership from ICAI, Doctor obtain membership from Medical Council of 

India, Lawyer from Bar Council ….. 

c. They charge fee in return of their services. 

d. Every professional must follow certain rules and regulations enforced by the 

professional body. It is known as code of conduct. 

III. Employment: Employment refers to that type of economic activity in which people 
engage in some work for others regularly and get salary/wages in return of their 

services. 

Eg.: officer, clerk, factory worker, government servants …. 

 Features: 

a. There must exist employer-employee relationship. 
b. There must be a service contract between employer and employee. 

c. Employees get salary or wages for their services. 
d. Regularity in service. 

Comparison or Distinction between Business, Profession and Employment 

Basis Business Profession Employment 

1. Commencement Decision of entrepreneur Membership of 

professional body 

Appointment letter 

2. Nature of work Production or purchase 

and sale of goods or 

services 

Rendering expert 

service 

Performing the job 

assigned by the employer 

3. Qualifications No minimum qualification Professional 

qualification and 

training 

Prescribed by the 

employer 

4. Capital Depends on the nature 

&size of business 

Limited capital No capital 

5. Risk High risk Less risk No risk 

6. Transfer of interest Possible Not possible Not possible 

7. Objective/Return Profit Fees Salary 

8.Code of conduct  No code of conduct Laid down by the 

professional body 

Laid down by the 

employer. 
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Objectives of Business: The main objectives of business may be classified under three 

categories: A. Economic objectives  B. Social objectives.  C. Human objectives. 

A. Economic Objectives: 

1. Earning Profit: Business activities are primarily undertaken to earn profit. Profit is an 

indicator of the performance of the business during its operation period. 

2. Market standing: It refers to capture the market share. The business can survive only if 

there is demand for its goods and services. So it must aim at satisfaction and winning of 

customers. 

3. Innovation: To innovate means to introduce something new into the market. It includes 

new products, new method of production, new method of distribution etc. 

Eg. Introduction of lap top, changes in mobile phone, conversion of traditional 

photography to digital, direct marketing etc. 

        4.    Effective utilization of resources: It refers to best use of men, money, machines, 

material, market and method. The resources of business are scarce so these must be 

utilized in the best possible manner so that the business can get maximum benefit from 

these resources. 

     B. Social Objectives: It implies the obligation which a business owes to its society. It 

includes: 

1. Supply of Quality products at reasonable rate: Business is expected to produce quality 

goods and make them available to the consumers at reasonable rates. 

2. Avoidance of anti-social and unfair trade practices: A business is expected to maintain 

fair business practices. It should avoid anti-social practices like hoarding, black 

marketing etc. They must avoid unfair trade practices like giving false advertisement 

also. 

3. Welfare of employees: Financial and non-financial incentives are to provided for the 

employees for their effective utilization. 

4. Generation of employment opportunities: A business firm must try to create maximum 

employment opportunities for the society. 

5. Community services: Business organizations are committed to undertake some useful 

services to the society like running hospitals, schools, giving for charity, community 

development etc. 

6. To pay tax to the government honestly…… 

 

C . Human objectives: 

            1.    Ensure proper working condition for the labour. 

            2.    Profit sharing to the workers. 

            3.     Workers should be given participation in management….. 

Business Risk: Business risk means chance of incurring losses or less profit than 

expected. It is found in every business. Risk arises due to uncertainty about the future 

events. 

Causes of Business Risk: 

I. Natural causes: It includes heavy rain, famine, earthquake, fire, drought, Tsunami 

etc. 
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II. Human causes: It includes theft, strike, lockout, negligence and carelessness, riots 

etc. 

III. Economic causes: It includes change in demand and price, market conditions, 

competitions, trade depression etc. 

IV. Political causes: It includes changes in government policies regarding expert-import, 

taxation, licensing policy, ideology of political parties etc. 

V. Management causes: It include poor planning, absence of research and development, 

mismanagement etc. 

Role of profit in Business: Profit is known as the economic barometre of business. 

Profit has an important role in business. They are: 

1. Means of livelihood for business men: The needs of the businessmen and their family 

are met by the profit from the business. 

2. Reward for risk taking: As the risk increases businessmen expect more return. So 

profit is considered as a reward for risk taking. 

3. Survival of business: A business cannot have existence for long without making 

profit. A business which sustains losses year after year will have to be shut down. 

4. Growth and development: Every year a apportion of the profit may be set apart for 

meeting future needs of funds. Such funds may be used for expansion of business. 

5. Goodwill: A business unit which makes profit regularly enjoys a good standing. 

6. Better employee remuneration; The efficiency and morale of employees can be 

enhanced by providing monetary and non monetary benefits to workers. For all these 

purposes, profit is essential. 

 

Classification of business activities: 

Structure of Business 

Basis of size   Basis of Ownership   Basis of function 

 

         Small         Large         Public           Private      Joint  Industry               Commerce 

          Scale         Scale      Sector          Sector       Sector 

  

 

     Departmental undertaking        Sole proprietor ship 

     Public corporations                   Partnership 

          Govt. companies                       HUF 

               Joint Stock Company 

               Co-operative society 

 

I. On the basis of size 

1. Small scale business: Small scale business units operate on a small scale. It requires less 

capital and employed limited number of workers. 

Eg. Grocery shops, stationary shops, restaurant etc. 
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2. Large scale business: When production or sale is on a large scale is known as large 

scale business.  They employee  large number of workers and need large capital. 

Eg. Iron and steel units, Automobile manufacturing unit etc. 

II. On the basis of ownership 

1. Public sector units; If a business is owned by the government (central/state) or by its 

agencies, it is known as public sector units. It may be ; 

a. Departmental undertaking: Directly managed by different departments of the 

govt. eg; Indian Railway, Post and Telegram etc. 

b. Public corporations: Established under special Act at the Parliament or State 

Legislative. Eg. UTI, LIC, FCI etc. 

c. Government Companies: Majority of the share of a company held by 

Government. Eg. BHEL, HMT etc. 

2. Private sector units: Where ownership of the business is in the hands of persons other 

than the government, is known as a private enterprise. It includes sole proprietor ship, 

HUF, partnership, joint stock companies, co-operative societies etc. 

3. Joint sector units: A business partly owned by the govt. and partly by private business 

man is called joint sector. Eg. Cochin refineries, FACT, Cochin International Airport, 

Maruti Udyog Ltd. 

III. On the basis of Function 

a. Industry  b. Commerce 

A. Industry: Industry involves production or processing of goods used for 

consumption or for further production. 

 

 

Types of Industry: 

 

             Primary            Secondary                      Tertiary  

 

Extractive   Genetic                  Manufacturing    Construction 

 

  Analytical  Synthetic  Processing  Assembling  Integrated 

a. Primary Industry; Primary industries are associated with extraction of natural resources 

and reproduction of living organisms like plants, animals and birds.  It is classified into 

two: 

1. Extractive industry: Which engage in extraction of something from natural sources or 

from nature. The products extracted are wither directly consumed or are used as raw 

materials for further production. Eg. Fishing, mining, oil exploration etc. 

2. Genetic industries: They are engaged in activities like rearing or breeding of animals, 

birds and plants. Eg. Agriculture, dairy farming for milk, poultry farming for egg and 

meat, Floriculture for flowers  pisciculture for fish etc. 

b. Secondary Industries: It deals with materials extracted at the primary stage.  These 

industries either process the material or produce goods.  It is further classified in to two; 

1. Manufacturing industries: They engage in converting raw materials into finished 

goods. The products manufactured may either be consumer goods or capital goods.      

Eg. Producing steal, make furniture, making butter etc. 
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It may be divided into following categories: 

a. Analytical industry: In it the main products or rawmaterial is divided into various sub 

products. Eg. Petroleum industry. 

b. Synthetic Industry: In it one main product is made from various raw materials. Eg. Soap, 

paint … 

c. Processing Industry: In it different stages are involved in transferring raw material in to 

finished goods. Eg. Textile industry. 

d. Assembling Industry: In it different parts of the products are purchased from te market 

and assembled to make a complete product. Eg. Cycle industry. 

e. Integrated industry: In it all activities relating to one product are done by the same unit. 

2. Construction industries; They engaged in construction of dams, bridged, airports etc.  

The products of these industries are immovable, labour intensive and which are used 

mostly for public welfare. 

c. Tertiary industries; They concern with providing services that support the primary 

industries and secondary industries. Eg. Transport, banking, insurance etc. 

B. Commerce: All activities ensuring the free flow of goods from the producer to the 

consumer comes under commerce.  It is defined as “those activities involving the 

removal of hindrances in the process of exchange of goods” Commerce includes trade 

and aids to trade. 

                                                   Commerce = Trade + Aids to trade 

Trade: It refers to the sale, exchange or transfer of goods on a continuous and 

regular basis.  A person who engaged trading activities are known as trader. 

� The hindrance of person is removed by trade. 

    Types of Trade 

Internal/home/domestic  trade   External/Foreign/International trade 

Whole sale             Retail                                             Export     Import      Entrepot 

1. Home trade: When trade taken place within the boundaries of  a country 

a. Wholesale trade:   Buying goods in bulk and sell them in the smaller quantities to   

retailer. 

b. Retail trade: Buying goods in small quantity from wholesaler or producer and sell 

them to consumers. 

2. Foreign Trade: When trade taken place beyond the boundaries of a nation is called 

external trade. 

a. Export: When goods are sold to a foreign country. 

b. Import: When goods are purchased from a foreign country 

c. Entrepot : When goods are imported for export to other countries. 
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Aids to trade: Activities which assist trade are called aids to trade or auxiliaries to trade. It 

includes banking, transportation, communication, insurance, advertising, warehousing, 

packaging etc. 

� Banking Service: Business activities cannot be undertaken unless funds are available 

for its various needs. Banking services provides finance facility to business and thus it 

removes the hindrances of finance.   

� Transport and Communication: Production of goods generally takes place in 

particular locations. But these goods are required for consumption in different part of 

the country. Various modes of transport and communication facilities  helps in the 

movement of goods and removes the hindrance of place in the exchange of goods.  

� Insurance: Business involves various types of risks. Insurance provide protection in all 

these situations. Thus the hindrance of risk is removed through insurance.  

� Advertising:  It is practically impossible for producers and traders to contact each other 

and every customer. For sales promotion, information about the product must reach 

potential buyers. Advertising helps in this situation. The hindrance of knowledge or 

information is removed through advertising.  

� Warehousing: Usually goods are not sold or consumed immediately after production. 

They are held in stock to be available as and when required. The function of storage is 

called warehousing and it removes the hindrance of time in the exchange process.  

Starting a Business- Basic Factors: Some of the basic factors, which must be considered by 

anybody who is to start the business, are as follows: 

1. Selection of line of business: It means nature and type of business to be undertaken. 

2. Size of the business: Size or scale of operation is another important decision to be taken at 

the start of the business. 

3. Choice of form of ownership: The business organization may take the form of a sole 

proprietorship, partnership or a joint stock company. Each form has its own merits and 

demerits. 

4. Location of business: Availability of raw meterial, labour, power, water and other various 

services are important factors while making a choice of location. 

5. Finance: Proper financial planning must be done before selecting form of business. 

6. Physical facilities: Availability of physical facilities like buildings, machines, supportive 

services …. are very important factor to be considered. 

7. Plant layout: It means the physical arrangement of machines and equipment needed to 

manufacture a product. 

8. Work force: Plans should be made to bout the number of employees, their competence and 

how they will be trained and motivated. 

9. Tax planning: The founder of the business has to consider in advance the tax liability 

under various tax laws and its impact on business. 

10. Launching the enterprise: After consider the above factors, the business man can go ahead 

with the actual launching of the enterprise. 
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CHAPTER: II 

FORMS OF BUSINESS ORGANISATION 

There are five forms of business enterprises in the private sector. They are: Sole proprietorship, 

Partnership, Hindu Undivided Family Business, Joint Stock Companies and      Co-operative 

Societies. 

SOLE PROPRIETORSHIP: A business which is owned, managed and controlled by a single 

person is known as sole proprietorship. The person who owned this type of business is called 

sole trader. It is the most common form of business organization. 

Features:  

1. One man ownership and control: The proprietor is the sole owner and master of the 

business. He is the ultimate controller of the firm. 

2. No legal formalities: There are any legal formalities and separate law for governing the 

activities of the sole trading concern. 

3. Capital contribution: The complete capital is contributed by the sole trader himself. 

4. Unlimited liability: The liability of the sole proprietor is not limited to the capital he has 

invested in the organization. In the case of business losses and if the business assets are 

not sufficient to meet all its liabilities, the proprietor may have to sell his personal property 

to pay off business liabilities. 

5. No separate entity for the business: It has any legal existence separate from its owner. 

6. Profit sharing: Since there is only one owner in sole proprietorship, all surpluses goes 

to him. Likewise all losses have to be suffered by him alone. 

7. Complete secrecy: In this, business secrets can be maintained to the maximum extent. 

Merits: 

� It is easy to form 

� It ensure efficient management 

� It established close relationship between customers and employees 

� It is highly flexible 

� It ensure quick decision and prompt actions 

� Business secrets can be maintained 

� The cost of management is very low 

� It ensure self employment, diffusion of ownership and development of personality( 

social significance). 

           Demerits: 

 

� It has only limited capital 

� The managerial ability of the proprietor is limited 

� It has unlimited liability 

� Creditors may not grant liberal credit for them 

� A sole trader has to do business on a small scale  

� It has no stability 

� It has greater risk. 
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JOINT HINDU FAMILY BUSINESS (J.H.F) / HINDU UNDIVIDED FAMILY BUSINESS (H.U.F) 

 A  Joint Hindu Family Business refers to business which is owned by the members of a 

Joint Hindu Family. It comes into existence by the operation of Hindu Law. Only male members 

are entitled to run the business. The male members of the HUF are called co-parceners/co-

partners. The eldest member in the family is called Karta. He can conduct, manage, control 

and organize the business. 

Features: 

1. Membership: It consist only the male members of the family. The membership is get 

through birth. 

2. Management: The management of HUF is rested in the hands of the Karta, ie, the eldest 

male member of the family. 

3. Liability: The liability of Karta is unlimited but for co-parceners is limited. 

4. Continuity: The death of a member of HUF does not affect the continuity of the business. 

5. No maximum limit on membership: There is any restriction to the number of members. 

Advantages: 

1) Every member of HUF is assured of a minimum share of profit. 

2) The principle of division of labour can effectively be applied in it. 

3) It has long continuity. 

4) There is no limit to the number of members 

5) It ensures quick decision. 

Disadvantages: 

1) It has limited capital 

2) There is no incentive to the Karta for efficient management 

3) There is lack of stability in the business. 

4) There is possibility of misuse of powers by the Karta 

5) Co-parceners take little interest on activities because of limited liability. 

PARTNERSHIP: Partnership is an association of person with the main aim to run a business 

and share the profits in agreed ratio. “Partnership is the relation between two or more persons 

who have agreed to share the profits of a business carried on by all or any of them acting for all”- 

Indian Partnership Act, 1932, Sec4. 

 Owners of the partnership business are collectively called a ‘Firm’ and individually 

called ‘Partners’. The name under which the business is carried on is known as firm name. 

Features: 

1. Agreement: Partnership is the result of an agreement. It may be oral or written. The 

written agreement is called partnership deed. 

2. Sharing of profit: The profit shall be shared among the partners in an agreed ratio.  

3. Existence of business: It is formed only for the purpose of carrying on a lawful business. 

4. Implied agency: The partnership business may be carried on by all or any one of them 

acting for all. Thus each partner is principal and so can act in his own right. At the same 

time he can act on behalf of other partners as their agent. 

5. Number of partners; The minimum number of partners for forming a partnership is two. 

The maximum number is 10 for banking business and 20 for other business. 

6. Unlimited liability: The liability of partner is unlimited. 

7. Mutual trust and confidence: The essence of partnership is the spirit of co-operation. 

8. No legal status: it has any separate or distinct legal entity apart from its members. 

9. Registration: Registration of partnership is not compulsory. 
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10. Non-transferability of shares: No partner can transfer his share in the partnership to any 

other person without the consent of other partners. 

11. Duration: Duration of partnership depends on the will of the partners or the completion 

of a particular time or venture. 

Partnership Deed: Partnership is the result of mutual agreement. The agreement may be oral 

or written. It is desirable to have a written agreement. Such written agreement is called a 

Partnership Deed. It contains the terms and conditions relating to partnership and regulations 

governing the internal management and organization. It should be signed by all the partners 

and stamped properly. 

Contents:  

i. Name of the firm 

ii. Names and address of partners 

iii. Nature of business 

iv. Principle place of business 

v. Duration of partnership, if any 

vi. Amount of capital contributed by each partners 

vii. Profit sharing ratio 

viii. Amount of salary, if any, payable to partners 

ix. Amount of drawings, if any, permissible for each partners 

x. Rate of interest on capital or drawings, if any 

xi. Provisions regarding admission and retirement of partners 

xii. Maintenance of books of accounts and audit 

xiii. Arrangement for settlement of debts 

xiv. Rights, duties, powers and obligations of all partners 

xv. Provision regarding dissolution etc………… 

Types of Partnership: Partnership is classified as follows: 

I. General Partnership- It is further classified into two:     

 a. Partnership at will: It exists at the will of the partners. Any partner may 

terminate the partnership by giving notice for the same at his will. 

b. Particular partnership: It is formed to undertake a particular venture or is 

formed for a particular period. It comes to an end on the completion of the venture or on 

the expiry of the period. 

II. Special Partnership: It takes in the form of limited partnership. Limited partnership is 

one in which the liability of one or more partners is limited; however, there must always 

be at least one partner whose liability is unlimited. In India this type of partnership is 

not allowed. 

Types of Partners: 

1. Active partner: A partner who contributes capital and takes active participate in the day 

to day working of the firm is known as active or working partner. 

2. Sleeping partner: A sleeping partner does not take any active part in the conduct of the 

business. He only contributed capital and shares the profits and losses. 

3. Nominal partner: A nominal partner neither contributes capital nor takes any active part 

in the management of the business. He simply lends his name to the firm. He may or may 

not be entitled to get a share in the profits of the business. He is liable to third parties for 

all debts of the firm. He is also called a quasi partner. 
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4. Partner by estoppels: If a person by his talk or action leads others to believe that he is a 

partner in a firm, then he is known as partner by estoppels. He is not entitled to share in 

the profit of the firm, but he will be liable to third parties. 

5. Partner by holding out: If a person may be represented as a partner to the public by 

others and he does not deny the news immediately on knowing it, he is considered as a 

partner by holding out. He is liable to their parties to pay the debts of the firm. 

6. Partner by profit only: If a person may be admitted to a partnership to share profits 

without bearing losses is called partner by profits only. 

 

Minor as Partner: A minor is a person who has not attained the age of 18 years and hence is 

incompetent to contract. A person during his minority may be admitted to the benefits of a 

partnership and he may act as a partner of the firm.  The liability of a minor partner is 

limited. 

 

Registration of Partnership: According to Partnership Act 1932, “it is not compulsory to get a 

firm registered. But an unregistered firm remains deprived of some special rights. Therefore, it 

is beneficial to get a firm registered”. Under Partnership Act 1932, special rules are made for 

registration of firm. Every State Government has appointed a Registrar for this purpose. 

Procedure of Registration: The partners have to prepare a statement which will give the 

following particulars: 

i. Name of the firm 

ii. The principle place of business 

iii. Name and address of partners 

iv. Date of admission of the partners 

v. Duration of partnership etc… 

The statement shall be signed by all the partners. It will be submitted to the Registrar of 

Firms along with necessary registration fees. The Registrar will enroll the name of the firm and 

the names of the partners on the Register of Firms. 

Consequences of non-registration: If a firm is not registered, it fails to get the following 

benefits: (i) a firm cannot sue third parties  (ii) no partner can sue other partner  (iii) no partner 

can sue firm and (iv) the other parties can sue firm for their rights. 

 

Advantages of Partnership 

1. Easy formation 

2. Large financial resources 

3. Efficient management 

4. Simple dissolution 

5. Incentive to work hard. 

6. Loss is shared 

7. Cautious and sound approach due to 

unlimited liability 

8. Division of labour is possible 

 

    Disadvantages of Partnership 

1. Chance of disagreement between 

partners. 

2. Limited resources 

3. Unlimited liability 

4. Lack of stability 

5. Difficulty in transferability of shares 

6. Delay in decision making
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JOINT STOCK COMPANIES:  In general company is an association of individuals for common 

objective.  The total capital of a company is known as share capital and it is divided into small 

units called shares. The person who hold the shares are known as shareholders of the company 

and they are the real owners of a company.  In India companies are formed under Indian 

Companies Act of 1956. 

 “A company means a Company formed and registered under this act or existing 

company”-Indian Companies Act, 1956. 

 “A company is an artificial person created by law having a separate entity with a 

perpectual succession and a common seal”- L.H.Haney. 

Characteristics/Features of a Company: 

1. Separate legal entity: A company has a separate legal existence apart from its members. 

It can own property, open a bank account, enter contract with members etc… 

2. An artificial person: Law has recognized a company as an artificial legal person. As a 

person, the company can sell and purchase the property belonging to it. A company can 

sue and be sued like a person. 

3. Perpectual succession:  A company has continuous existence. Its existence is not affected 

by the death, insanity, insolvency, transfer of shares by the shareholders. 

4. Limited liability: The liability of shareholders is limited to face value of shares held by 

them. 

5. Transferability of shares: Shares of Joint Stock Companies are freely transferable from 

person to person except in the case of private company. 

6. Separation of ownership from management: The Board of Directors are entrusted with 

the task of management not the shareholders. The BOD is elected by shareholders in 

democratic way (one share one vote). 

7. Common seal: A company is an artificial person created by Law. All documents and 

certificates issued by such a company must be authenticated by the company seal. Such 

a common seal is the official signature of a company. 

8. Compulsory registration: A company has to be registered under the Companies Act, 

1956. It is mandatory. 

Merits: 

� Huge financial resources 

� Limited liability 

� Transferability of shares 

� Long  term existence 

� Efficient management 

� Democratic management 

� It create public confidence 

� Risk can be spread 

� Ensure large scale production 

� Use of latest techniques of 

production 

 

 

 

 

 

 

Demerits 

 Difficulty in formation 

 Lack of flexibility 

 Lack of personal interest 

 Delay in decision making 

 Conflict of interest between 

shareholders and management 

 It encourage monopoly 

 It enhance speculation 

 Lack of secrecy 

 Excessive interference by law 

 Loss to small scale sector due to 

competition. 
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TYPES OF COMPANIES 

 

Statutory Companies                         Chartered Companies                                   Registered Companies 

 

On the basis of Membership               On the basis of liability    Other types 

 

Private  Public  Companies  Companies   Unlimited            Indian Foreign Govt. 

Company     Company     limited by shares  ltd.by gurantee  companies         com.     Com    com. 

 

I. Chartered Companies: These are companies which are incorporated under a special Royal 

Charter issued by the King. Eg.: East India Company, bank of England etc. 

II. Statutory Companies: They are incorporated under a Special Act of Parliament or State 

Legislature. Eg. RBI, IFC, LIC etc. 

III. Registered Companies: They are registered under the Companies Act of 1956. 

  They are mainly classified into three basis; 

A. On the basis of  Membership:  

 1. Private Company: A private company is a company by whose Articles of Association : 

a) Right to transfer its shares is restricted. 

b) The number of shareholders is limited to 50. 

c) Invitation to the public to subscribe to its shares is prohibited. 

2. Public Company; Companies which are not private companies are called public 

companies, ie, they can freely transfer its share, no limit on maximum number of 

members and they can invite the public to subscribe its shares. 

B. On the basis of Liability; They are classified into three: 

1. Companies limited by shares: The share holders liability is restricted to their face value 

of shares. 

2. Companies limited by guarantee: In these companies each member promises to pay a 

fixed sum of money in the event of liquidation of the company. This is the guaranteed 

amount. 

3. Unlimited companies: In which the liability of members are unlimited. 

 

                      In common the word Joint Stock Company means Company Limited by Shares. 

 

C. Other types of Companies: They are: 

1. Indian Company/Domestic Company: They are registered in India under the 

provisions of the Companies Act. 

2. Foreign Company: They are incorporated outside India but has a place of business in 

India. 

3. Government Company: A company in which not less that 51% of the paid up share 

capital is held by the Central Government or by any State Government or jointly by 

Central and State Governments, it is known as Government Company. 
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Difference between Private Company and Public Company 

Basis Private Company Public company 

1.   Number of Members Minimum: 2 

Maximum: 50 

Minimum;7 

Maximum:  No limit 

2.   Number of Directors Two Three 

3.   Minimum Paid up capital 1 lakh 5 lakh 

4.   Invitation to public Not possible Possible 

5.   Minimum subscription Not required Required 

6.   Issue of prospectus No need Needed 

7.   Commencement of business After its incorporation After certificate of Commencement. 

8.   Statutory meeting Not needed Needed 

9.    Share transfer Restricted No restriction 

10.  Name Ended with Private Limited/(P)Ltd. Ended with Limited /Ltd. 

11.  Quorum Two Five 

12.  Legal formalities Less More 

 

CO-OPERATIVE ORGANISATION: Co-operative means to work together. This is a form of 

organization in which people of common interests come together to work to enhance their 

monetary benefits. 

 Co-operative organization is a voluntary association of persons for mutual benefit and 

its aims are accomplished through self help and collective effort. The basis of co-operation is 

self-help through mutual help and the motto is “each for all and all for each”. It is generally 

formed and registered under the Co-operative Societies Act, 1912 and in Kerala, Kerala Co-

operative Societies Act, 1969. 

Features: 

1. Voluntary association: Any one can become a member in a co-operative society 

according to his own free will and he is free to withdraw his membership at any time. 

2. Open membership: Membership is open to all irrespective of caste, sex, colour, income 

or status in the society. 

3. Democratic control: It is managed by Board of Directors and they are elected by the 

members under the principle one man one vote. 

4. Equal voting rights: The voting right in a co-operative society is based on the principle of 

one man one vote. 

5. Service motto: The primary objective of organizing a co-operative society is to render 

maximum service to its members. 

6. Liability: The liability of the members in a co-operative society is limited. 

7. Transfer of shares: The shares of co-operative society are not freely transferable. 

8. State help: They can get grants and loans from state government. 

9. Cash trading: Cash and carry system is a universal feature of a co-operative society. 

10. Legal existence: A Co-operative society has separate legal existence and perpetual 

succession. 
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Types of Co-operative Societies: 

1. Consumer’s co-operative societies: Aim at ensuring steady supply of consumer goods 

and services at reasonable prices to its members. 

2. Producer’s co-operative societies: They purchase raw materials, tools and equipments 

and other items of production in large quality and then distribute them among their 

produce r member. 

3. Co-operative marketing societies: They enable the members to secure fair price for their 

products by removing the difficulties in marketing. 

4. Co-operative Credit Societies: They provide financial assistance in the form of direct 

loans to the members 

5. Co-operative farming societies: In this farmers pool their land and undertake cultivation 

collectively. 

6. Co-operative housing societies: They are formed to provide housing facilities to their 

members, either on ownership basis or on rental basis. 

Merits 

� Easy formation 

� Service motive 

� Democratic management 

� Avoidance of exploitation 

� Minimum overhead cost 

� Development of human values 

Demerits: 

 Unsuitable for large business 

 Inefficient management 

 Absence of motivation 

 Chance of conflicts 

 Created red tapism 

 More government interference
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Choice of Form of Business Enterprise:  The selection of a suitable form of organization is 

made after considering the following points: 

1. Nature of business: If you want to start a small trading concern or a retail shop, sole 

proprietorship is suitable. Professional services may either take the form of sole 

proprietorship or partnership. Large scale manufacturing business, departmental stores, 

chain stores etc are suitable under Company form. Co-operative organizations are 

suitable for those enterprises which provide services to its members. 

2. Financial requirements: If you need less additional capital, sole proprietorship is 

suitable. Partnership form of business can easily raise additional capital up to a limit. 

Companies are usually the most suitable form in attracting more additional capital.  

3. Direct control and management: If a business man decides to have full control over 

business, sole proprietorship is suitable other wise partnership and company form are 

suitable. 

4. Degree of risk: In sole proprietorship there is no sharing of risk, ,but in the case  of 

partnership and companies there is diffusion of risk. 

5. Legal procedures: Companies and co-operative societies have lot of legal formalities and 

procedures involved, but in the case of sole proprietorship and partnership it is very 

less. 

6. Continuity of business: Temporary and short term business can start under the category 

sole proprietorship and partnership, whereas permanent and long term business can 

start under the category company. 

 

Comparative Evaluation of Forms of Organisation 

 

Basis 

 

Sole 

proprietorship 

 

Partnership 

 

HUF 

 

Company 

 

Co-operative 

society 

 

 

Formation 

 

Easy 

formation(less 

legal formalities) 

 

Easy 

formation( 

registration is 

optional) 

 

Easy 

formation(exem

ption from 

registration) 

 

Greater legal 

formalities(Registra

tion is compulsory) 

 

Greater legal 

formalities(Registra

tion is compulsory) 

 

 

Members 

 

 

Only one 

 

Minimum:2 

Maximum:10(b

anking), 

20(others) 

 

 

 

No limit 

Private Company: 

   Minimum:2 

   Maximum:50 

Public Company: 

   Minimum:7 

   Maximum: No           

limit 

 

 

Minimum: 10 

Maximum: No limit 

 

 

 

Capital 

Contribution 

 

 

 

Limited finance 

 

 

Limited, but 

more based on 

the size 

 

 

 

Ancestral 

property 

 

 

Large financial 

resources 

 

 

Limited 
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Liability 

 

 

 

Unlimited 

 

 

 

Unlimited(Limi

ted in the case 

of minor 

partner) 

 

 

 

Unlimited for 

Karta, limited 

for coparceners 

 

 

 

Limited 

 

 

 

Limited 

 

 

Control and 

Management 

 

 

 

Owner itself 

 

 

 

Partners 

 

 

 

Karta 

 

 

 

Elected 

representative(man

aging committee) 

 

Separation between 

ownership and 

management(shareh

olders are owners 

but managed by 

Board of Directors.) 

 

 

 

Continuity 

 

 

 

No stability 

 

 

 

Stable (depend 

upon the 

relationship 

between 

partners) 

 

 

 

Stable 

 

 

 

Stable 

 

 

 

Stable 
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CHAPTER III 

PRIVATE, PUBLIC AND GLOBAL ENTERPRISES 
 The public sector consists of various organizations owned and managed by the 

government. These organizations may either be partly or wholly owned by the central or state 

government. 

FORMS OF PUBLIC SECTOR UNDERTAKINGS:   

Public sector undertakings are organized in any of the following forms: 

I. Departmental Undertaking  II. Public Corporations or Statutory corporations III. Government 

Companies. 

I. Departmental Undertakings: Departmental form of organization is the oldest and most 

common form of organization. These enterprises are established as departments of the ministry 

and are considered part of the ministry itself. Under this form, the enterprise is managed by the 

government officials as one of the government departments. They have no separate legal entity. 

It works under the control of a minister. 

Eg: All India Radio, Doordarshan, Post and Telegraph, Indian Railways, Ports and harbours, 

Electricity, defence undertakings …. 

Characteristics: 

i. It is organized and managed by a minister who exercises direct control over the 

undertaking. 

ii. Financed through budget allocation. 

iii. Rules and procedures for staff selection, appointment and service conditions are the 

same as that of government servants. 

iv. Budgeting, accounting and auditing are as applicable to government departments 

v. It cannot be sued without previous consent of government… 

Advantages: 

i. Total government control helps implementation of government policies. 

ii. Strict audit and legislative controls prevent misuse of public funds. 

iii. Managed by responsible government servants who keep the secrecy required in 

strategic and defense industries. 

iv. Revenue from these undertakings is remitted in the treasury. 

v. Financing becomes very easy as it is managed by the government. 

vi. These ensure a high degree of public accountability 

vii. Where national security is concerned, this form is most suitable. 

Disadvantages: 

i. Political interferences the smooth functioning 

ii. Red tapism is very strong 

iii. Lack of flexibility and initiative in operations 

iv. Government servants who manage the undertakings usually lack managerial skill land 

efficiency. 

v. The top management of the organization are over burdened with work 

II. Statutory Corporations or Public Corporations: It is an autonomous institution 

established by passing a Special Act in the Parliament or State Legislature.  It is a separate entity 

for legal purposes. It can conduct business in their own name and have greater freedom in 

making contracts and acquiring and disposing off property.  

Eg. Reserve Bank of India, LIC, Air India, ONGC, IFC, SBI, UTI, KSRTC etc. 
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Characteristics: 

a. It is wholly owned by the government. 

b. It is created by government under a Special Act of Parliament or State Legislature which 

defines its powers and duties. 

c. It has a separate entity for legal purposes 

d. It is usually independently financed 

e. In the majority of cases, employed of public corporation are recruited and remunerated 

under the terms and conditions which the corporation itself determines. 

f. It is free from political, parliament and departmental interference 

g. It is not under direct government control 

Advantages: 

a. Autonomy in working  b. Quick decision and prompt action 

c. Financial independence   d. Efficient staff 

e. Protection of public interest. Etc. 

Disadvantages:  

a. Government interference in the day to day working affect the autonomy 

b. Any change in the functions and powers requires the amendment of the Act. 

c. Absence of competition and profit motive leads to inefficiency.  

d. There is a chance of corruption exist…. 

III. Government Companies:  A company in which not less than 51 percent of share capital 

is held by the central government or by any state government or governments or partly by 

the central government and partly by one or more state governments is called a government 

company. They are established under the Indian Companies Act of 1956. 

Eg. HMT, Hindustan Steel Ltd., IOC, FACT, The Hindustan Shipyard Ltd, etc 

Characteristics: 

a. Formed by registration under Companies Act. 

b. Whole or major part of shares held by the government and the rest by private parties. 

c. Has its own memorandum and articles of association 

d. It is a body corporate with separate legal existence 

e. Directors appointed by government alone or jointly by government and private parties. 

Advantages: 

a. Permits public participation in share capital 

b. Easy formation by registration 

c. Flexibility in operation 

d. Enjoys better credit facilities. 

e. No government control, less red tapism, less bureaucracy etc. 

f.  Majority of directors appointed by government etc. 

g. Attract foreign capital, technical know how and foreign investors etc. 

Disadvantages: 

a. Every chance of political interference since the directors are appointed by the 

government 

b. Minority interest may be overlooked 

c. Directors and staff may not take active interest as they have no share in the profits 

d. Government approval is necessary for everything 

e. No effective government control on financial matters etc. 
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COMPARISON OF PUBLIC SECTOR ENTERPRISES 

Basis Departmental Undertaking Public Corporation Government Company 

1. Formation By order of Ministry By special Act By register under 

Companies Act 

2. Legal Status No separate legal 

entity.(part of Govt.) 

Separate legal entity. Separate legal entity. 

3.Ownership Wholly owned by 

Government 

Wholly owned by 

Government 

At least 51% of share 

capital owned by the 

Government 

4.Management By govt. officials By nominated board of 

directors 

By board of directors( 

include private 

participation) 

5.Staff Government servants Not Govt. servants Not Govt. servants 

6. Autonomy No Sufficient Some  

7.Public accountability Highest Higher High 

8.Flexibility No Considerable Moderate 

9.Suitability Public utility services Individual and 

commercial enterprises 

of national importance 

Individual and commercial 

enterprises requiring pvt. 

participation 

10.Financing From Budget Wholly by the Govt., they 

can also borrow 

Separate financing can 

borrow, pvt. participation 

possible 

CHANGING ROLE OF PUBLIC SECTOR:  Public Sector Enterprises(PSE) came into existence 
under the Industrial Policy Resolution of 1956. The aim of PSE was to make as important 

instrument of economic and social development of the country. The main objectives of PSE/PSU 
are: i.) Development of infrastructure such as transportation and communication, fuel and 

energy….. 
ii.)To ensure regional balance. 

iii.)To prevent concentration of wealth and economic power in the private sector. 
iv.) To take advantages of economies of large scale industries such as power plants, natural 

gas, petroleum industries ….. 

From 1991 onwards, there has been major rethinking on the role of PSE. The Government of 

India introduced major reforms in the public sector in its new Industrial Policy in 1991. The 

major changes after this are: 

a. Reduction in the number of industries reserved for the public sector from 17 to 3              

( atomic energy, arms and railway). 

b. Disinvestment (sale of the equity shares to the private) of shares of a select set of 

public sector enterprises. 

c. Improvement of performance through a MoU(Memorandum of Understanding) system 
by which managements are to be granted greater autonomy. 

d. Competition will be introduced in many areas of public sector by inviting private sector 
participation. 

e. Professional management is to be introduced in PSUs. 
DISINVESTMENT:  Out right sale of Government shares in public sector undertaking is 

called   disinvestment. 

Objectives of Disinvestment: 

a. Releasing the large amount of public resources locked up in PSEs 

b. Reducing the huge amount of public debt and interest burden. 

c. Transferring the commercial risk to the private sector. 

d. Reducing the government control and introduce corporate governance. 

e. To reduce monopoly…….. 
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MULTINATIONAL COMPANIES 

 A multinational company is one which has its headquarters in one country, but spreads 

its operations all over the world.  They operate on a very large scale and have very wide 
marketing network.  They also known as global enterprises or transnational companies 

or transnational corporations. 

Eg.  Tata Motors, Ranbaxy, Infosys, Wipro, Hindalco (Indian MNCs),Pepsi, coca-cola, General 

Motors, Cadbury, Brook Bond(foreign MNCs)etc. 

Features: 

1. Giant size: They are mostly operated on a very large scale. 

2. International operations: It carries out business operations by operating branches and 

subsidiaries in other countries. 

3. Centralized control: There exists centralized control and supervision from the nation 

where the head quarters is located. 

4. Concentration of economic power; They are oligopolistic ( a few firms in the same line 

business) in nature. Through the process of merger and takeover, they grow into 
gigantic size and become a huge economic power. 

5. Sophisticated technology: MNCs possess latest and advanced technology and as such 
they can afford to provide world class products and services. 

6. International market: They have vast access to international market; therefore they are 
able to sell any product globally. 

7. Professional management: They are blessed with superior managerial skill. 

8. Quality products: A multi national company has to compete on the world level. It has , 

therefore, to pay special attention to the quality of its products. 

9. Huge capital resources: These enterprises are characterized by possessing huge 
financial resources and the ability to raise funds from different sources. 

10. Product innovation: They have sophisticated R & D Department engaged in the task of 
developing new products and superior designs. 

JOINT  VENTURES: When two business agree to join together for a common purpose and 

mutual benefit, it gives rise to a joint venture. It can be flexible depending upon the 

requirements. It may be on the result of an agreement between two firms. Joint ventures 

may be different types such as sharing of ownership and control, licensing agreements, 

manufacturing and management contracts etc 

Objectives and Benefits: 

1. Increased resources and capacity: Joining hands with another adds to existing 

resources and capacity enabling the joint venture company to grow and expand 

more quickly and efficiently. 

2. Easy access to new markets and distribution networks: When a business enters into 

a joint venture with a partner from another country, it opens up a vast growing 

market and distribution channels. 

3. Access to new technology: By engaging in partnership with a foreign company, 

Indian company can enjoy the benefit of the latest and advanced new technology. 

4. Innovation: Joint ventures allow business to come up with something new and 

creative for the same market. 

5. Low cost of production: They get the benefits of economy of large scale of 

production. As a result the cost of production is reduced. 

6. Competitive strength: When two companies together do the business, certainly the 

strength to face competition increased. 

7. Established brand name: When two businesses enter into a joint venture, one of the 

parties benefits from the other’s goodwill which has already been established in the 

market. 
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CHAPTER IV 

BUSINESS SERVICES 
 Services are intangible in nature which provides satisfaction of wants. The basic 

differences between services and goods are: 

i. Services is an activity or process, but goods are physical object 

ii. Services are intangible in nature, but goods are tangible in nature. 

iii. In services production and consumption are simultaneous, but in goods they are 

separated. 

iv. Services cannot be kept in stock, while goods can be kept in stock...... 

Types of Services: 

1. Business services: It means those services which help in the successful running of a 

business. Eg: banking, insurance, transportation, communication ...... 

2. Social services: Which are generally provided voluntarily to fulfill social goals. Eg: health 

services, charity.... 

3. Personal services: Which are experienced differently by different people. They are not 

consistent in nature. Eg: tourism, restaurants, tailoring .... 

Classification of Business services: 

BANKS: A bank is an institution, which is primarily engaged in receiving money from the public 

by way of deposits and provides the same to those who are in need of it as loans and advances. 

According to Banking Regulations Act 1949, banking means, “accepting for the purpose of 

lending or investment of deposits of money from the public, repayable on demand or 

otherwise and withdrawable by cheque, draft or otherwise”.  

Banks can be classified into the following: 

1. Cooperative Banks: They are governed by the provisions of State Cooperative Societies 

Act . They act as an important source of rural credit ie, agricultural finance. 

2. Specialized banks: They are established for some specific purposes such as foreign 

exchange, industrial credit, export-import..... 

3. Central Bank: They supervise, control and regulate the commercial banks and act as a 

government banker. In India RBI is the central bank. 

4. Commercial Banks: They are governed by the Indian Banking Regulation Act, 1949. They 

are further classified into public sector, private sector and foreign banks. 

Types of Commercial Banks:  

1. Public Sector: They are owned and managed by the government. Now there are 27 public 

sector banks in India [19 nationalised banks-14 banks nationalized on 19th July,1969 and 6 

banks nationalized in 1980( among these New India Bank merged on PNB in 1993), 6 State 

Bank Group banks, IDBI Bank, Bharathiya Mahila Bank].                            

Eg. SBI,Canara Bank, Corporation Bank, SBT, IOB, PNB etc…. 

2. Private Sector Banks: They are owned and managed by private parties. The private sector 

banks consist of 25 old commercial banks and 9 new generation banks( ICICI, HDFC…). 

 Eg. Federal Banks, ICICI,South Indian Bank, Dhanalekshmi Bank ….  

3. Foreign Banks: Banks have a place of origin at foreign country but operate with in India are 

called foreign banks.          

 Eg.:Citi banks, Standard Chartered Banks, Bank of America, HSBC,…. 

 

 

 



PLUS ONE BUSINESS STUDIES Page 24 
 

Functions of Commercial Banks: 

 

A.To Accept Deposits B. To give loans and C. To act as an agent D.Other services  E.Electronic Banking             

   advances                 ATM 

         Fixed Deposits   Cash Credit     Debit Card 

          Saving Bank Deposits  Over Draft (OD)     Credit Card 

      Current Deposits  Discounting bill of exchange   Core banking 

          Recurring Deposits  Term Loan     EFT 

           Tele banking 

           NEFT  

           RTGS  
       

A. To Accept Deposits: Deposits received from the public constitute the major resource available 

to a bank. Four types of deposits are usually accepted by banks. They are: 

 a. Fixed Deposits: Under this a fixed amount is deposited for a specific period. Normally it is 

repayable on the maturity period. It carries a higher rate of interest.  Banks issue FDR (Fixed 

Deposit Receipts) when they accept fixed deposit. It is also known as ‘time deposits’ or ‘term 

deposits’. 

b.  Saving Bank Deposits: This types of deposits helps in the mobilization of savings of the 
general public. It carries a lower rate of interest than fixed deposits. There are certain 

restrictions on operating this account such as keeping a minimum balance in the account, 
frequency and volume of withdrawals etc. 

 c. Current Deposits: This type of account is usually operated by businessmen. There is no 

restriction on the frequency and volume of deposits or withdrawals of money. This account 

carries OverDraft (OD) facility. This deposit does not generally carry any interest. 

 d. Recurring Deposits: In this type of account a fixed amount is to be deposited at regular 
intervals for a fixed period of time. The amount deposited is repaid on the date of maturity 

together with interest. This is mainly focused to encourage the saving habit of fixed income 
group. 

B. To give Loans and Advances: This is the second important function of commercial banks. 

Banks usually lend money in the form of cash credit, overdraft, loans and advances and by 

discounting bills of exchange. 

 a. Cash Credit: In this the banks open cash credit account in the name of the borrower and 

permit his to withdraw money up to the sanctioned limit. Interest is to be paid on the amount 

actually withdrawn by him. 

 b. Overdraft (OD): It is an arrangement where customers are permitted to withdraw cash up 

to a level over and above their deposits in the account. Interest is to be paid only on the actual 

amount of OD. Generally OD is granted to businessmen against their current accounts. 

 c. Discounting bill of exchange: In this the banker will credit the amount of the commercial 

bill in the customer’s account after deducting a small amount of discount. 
 d. Term loan: Banks also provide medium term and long term loans to their customers. The 

amount of loan may vary depending upon the requirements of the borrower. 

C.  To act as an Agent: These are services provided by a Commercial bank to its customers. For 

this banks charge nominal amount as commission or fee etc. 

a) Collection of cheques, bills of exchange … 

b) Personal services like payment of insurance premium, telephone charges etc. 

And collection of dividend, interest etc. 
c) Purchase and sale of securities like shares and debentures 

d) Acting as trustees or executors 
e) Providing of credit information ……. 
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D. Other Services: These are services provided by CBs to its customers as well as to the general 

public. 

a) Issue of traveler’s cheque, letter of credit etc. 

b) Issuing DD(Demand Draft) 

c) Provide custodial services like safe deposit of gold, valuables etc. 

d) Undertaking foreign exchange services ….. 

E. Electronic Banking/ Recent Trends in Banking: 

1. ATM Cards: ATMs (Automated Teller Machines) are known as mini banks. Customers 
can withdraw cash from the account and get statements on their bank balance using 

such machines. The media for accessing such a machine is an ATM Card. This 

personalized plastic card bearing a number of each customer. This card is to be inserted 

in to the machine and enter the Personal Identification Number (PIN), this open your 

account and your can withdraw cash or get statements on banks balance. ATM cards are 

giving its services for 24 hours a day and 365 days in a year. 

2. Debit Cards: The holder of debit card can buy goods from different approved shops 

(POS-Point Of Sale) without paying cash but against the balance in his bank account. 

Every purchase reduces bank balance. 

3. Credit Cards: Credit card is an instrument issued by a bank in the name of the customer 

providing for credit up to a specific period. The person holding a valid credit card uses it 

for making purchases from approved shops without paying cash. The vendors get 

payment from the credit card issuing bank and the buyers pay for the purchase amount 

to the bank with the credit period (normally 30 to n50 days) with interest. 
ATM cards, Credit Cards and Debit Cards are collectively called ‘Plastic Money’. 

4. CORE(Centralised Online Real-time Electronic) Banking: In this system a customer 

by opening a bank account in one branch having CBS (Centralised Banking Solutions) 

facility can operate the same account in all the CBS branch of the same bank all over the 

country. 

5. EFTs (Electronic Fund Transfer system):Under this system money can be transferred 

from one account to another account. 

6. Tele banking: Under this facility a customer can get information about the balance in 

his account or information abut the latest transactions on the telephone. 
7. NEFT ( National Electronic Fund Transfer): It is a nation wide system that facilitates 

individuals to electronically transfer funds from any bank branch to any other bank 
branch in the country. 

8. RTGS (Real Time Gross Settlement System): It is a  specialist funds transfer systems 

where transfer of money takes place from one bank to another on a "real time" and on 

"gross" basis. Settlement in "real time" means payment transaction is not subjected to 
any waiting period. The transactions are settled as soon as they are processed. "Gross 

settlement" means the transaction is settled on one to one basis without bunching or 
netting with any other transaction. Once processed, payments are final and irrevocable. 

9. Mobile Banking: It is a system that allows customers of a bank to conduct a number of 

financial transactions through a mobile device such as a mobile phone or tablet. 

Advantages of E-Banking 

To Customers To the Bank 

1. Continuous service 

2. Service available from every where 

3. Ensure financial discipline 

4. Greater customer satisfaction 

5. Greater security to the customers 

1. Building competitive strength 

2. Reduction of work load in branches 

3. Unlimited net work of the bank. 
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INSURANCE:  Insurance is an agreement between the insured and the insurer by which the 

insurer undertakes to indemnify the loss caused to the insured as a result of the happening of a 

certain event.  

Insurer: The person who undertakes the risk. 

Insured: The person whose risk is undertaken. 

Policy: The agreement or contract between insured and insurer. 

Premium: The amount paid by the insured t the insurer for undertaking the loss. 

Principles of Insurance: 

1. Principles of utmost good faith: Contract of insurance is a contract of ‘uberrimaefidie’, 

ie, a contract which requires utmost good faith in the case of both the parties. It means 

that both the parties are required to make full disclosure of all the facts. 

An ordinary contract of sale is based on the principle of Caveat Emptor (let the buyer 

beware). 

2. Principle of insurable interest; Insurable interest means monetary interest. A person is 

said to have insurable interest in the subject matter of insurance if he stands to gain 

from its existence and will suffer a financial loss with its destruction. Even a non-owner 

may have insurable interest.        

 In the case of life insurance, insurable interest must be present in the person 

insured at the time of taking the policy. In the case of fire insurance, the insured must 

have insurable interest at the time of taking the policy and at the time of lodging the 

claim. In the case of other general insurances, the insurable interest must exist at the 

time of happening the event. 

3. Principles of indemnity: It means that in the event of occurrence of loss, the insured 

will be indemnified to the extent of actual value of his loss or the sum of insured 

whichever is less. This principle is not applicable in life insurance, because the loss 

due to death of the insured cannot be measured in terms of money and money cannot be 

substituted as compensation for the loss of life. 

4. Principles of subrogation: According to the principle, the scrap or remains of the 

damaged property will become the property of the insurance company after the 

payment of compensation to the insured. Further, the insurer will be entitled to have all 

the rights enjoyed by the insured against third parties on the subject matter of 

insurance. 

5. Principle of Contribution; Under this principle, if the insured has taken a double 

insurance, he is eligible to receive a claim only up to the amount of actual loss suffered 

by him. If the insured claims full amount of loss from one insurer, he is not eligible to get 

any amount from other insurers. This is not applicable in the case of life insurance. 

6. Principle of mitigation of loss: According to this principle, the insured should take all 

reasonable steps to reduce the loss as a man of ordinary prudence would have taken in 

his own case, if it were not insured. 

7. Principle of causa proxima: Under this principle, the insurance company will admit the 

claim, only if it is established that the damage have resulted directly by an event which is 

covered under insurance. 

Double insurance: When the same subject matter is insured with more than one 

insurer, it is known as double insurance. But the insured cannot recover anything more 

than the financial value of actual damage suffered due to the mishap (according to 

principle of indemnity, it is not applied in life insurance). 
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Re-insurance: It is a contract of insurance entered in to by the insurer with another 

insurer with a view to spread a part or whole of the original risk. In this there is no 

direct relationship between insured and re-insurer. 

Types of Insurance: 

I. Life Insurance: Life insurance is an agreement between the insurer and the insured 

whereby the insurer assures to pay a certain sum of money wither on the expiry of a 

fixed period or on the death of the insured in return of periodical payment known as 

premium. It is a contract of assurance. The main elements of a life insurance contract are: 

� It is a contract of utmost good faith 

� The insured must have insurable interest in the life assured. 

� It is not a contract of indemnity. 

� It must have all the essentials of a valid contract. 

 Kinds of Life Insurance Policies: 

1) Whole life policy: The sum assured becomes payable only on the death of the 

policy holder. The premium is to be paid for a specified period of time after 

which the policy will become fully paid. It gives protection to the dependents. 

2) Endowment life policy: Here the sum assured become payable either at the end 

of the stipulated period or on the premature death of the policyholder whichever 

is earlier. 

3) Joint Life Policy: This policy is taken up by two or more persons. The premium 

is paid jointly or by either of them. The assured sum or policy money is payable 

upon the death of any one person to other survivor or survivors. 

4) Annuity Policy: Under this, the assured sum is payable after a specific period in 

periodically ie, monthly/ quarterly/ half yearly/yearly. 

5) Children’s Endowment Policy: This policy is taken for children. The agreement 

states that a certain sum will be paid by the insurer when the children attain a 

particular age. 

II. General Insurance: It includes the following; 

1. Fire Insurance: In this the insurer undertakes to indemnify the loss caused to 

the insured due to fire. Two conditions must be satisfied for making a claim for 

loss by fire: a. there must be a fire.  b. the fire must be on accidental. The main 

elements of a fire insurance contract are: 

� Insurable interest must be present both at the time of insurance and at the 

time of loss. 

� It must be a contract of utmost good faith 

� It is a contract of indemnity. 

� The insurer is liable to compensate only when fire is the nearest cause of 

damage or loss. 

The various types of fire insurance policies are valued policy, specific policy and average 
policy. 

2. Marine Insurance: Loss covered incidental to marine adventures. It includes 

Cargo Insurance, hull insurance and freight insurance. The main elements of 

marine insurance are: 

� It must be a contract of utmost good faith 

� It is a contract of indemnity. 

� The principle causa proxima will apply in it. 

� Insurable interest must exist at the time loss but not necessary at the 

time policy taken. 
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3. Health insurance: It cover the expenses of hospitalization, doctors service, 

income lost due to unable to work, nursing bill of elderly people ……. 

4. Fidelity insurance: This type of policy is taken by employer of a business to cover 

risks arising out of fraud and dishonesty of his employees….. 

5. Motor vehicle insurance 

6. Crop insurance 

7. Cattle insurance 

8. Burglary insurance ...... 

Difference between Life, Fire and Marine Insurance  

Basis Life Insurance Fire Insurance Marine Insurance 

1. Subject Matter Human life Any physical 

property/assets 

Ship, cargo or freight 

1. Element Protection and investment 

or both 

Only the element of 

protection 

Only the element of 

protection 

2. Insurable 

interest 

Must be present at the 

time of policy taken 

Must be present both at 

the time of policy taken 

as well as the time of loss 

Must be present at the 

time of loss. 

3. Duration Long period Normally for one year Normally for one year 

4. Principle of 

indemnity 

Not applicable Applicable Applicable 

5. Measurement 

of loss 

Not possible Possible Possible 

6. Surrender of 

policy 

Possible Not possible Not possible 

7. Nature of risk Certain Uncertain Uncertain 

8. Policy amount No limit Up to the value of subject 

matter 

Up to the market value 

of the ship/cargo. 

 

Examples of Insurable Risks: 1. Property Risks 2. Personal risks (premature death, physical 

disability, old age …) Legal liability risks (use of automobiles, employment, production process..) 

Examples of Non-insurable Risks; 1. Market risks (business cycle, change in fashion, taste and 

preferences, competition ….) 2. Political risks (dismissal of govt., war, foreign exchanges curbs...) 

3. Production risks (labour problems, obsolescence…) 3.Personal risks (unemployment, 

poverty…). 

COMMUNICATION: The word communication is derived from the word, “Communis” which 

means “in common”. The term communication refers to the flow of information, ideas, feelings 
and emotions from one person to other or others. In case of business it helps in the smooth 

running of various operations. There are two forms of communication available in business; 
internal and external. 

Modes of Communication 

 

Postal Services  Courier Services Electronic Media Telecom Services 
A. Postal Services: Indian post provides various postal services across India. For providing 

these services the whole country has been divided into 22 postal circles. The various 

facilities provided by the postal department are: 

I. Mail facilities: It include transmission of letters and parcels from one place to another. 

They provide facilities like Registered Post, Insured Post, Certificate of Posting..... 
II. Financial facilities: They provide monthly income schemes, recurring deposits, saving 

account, time deposit and money order facility.   Post offices also provide various 
saving schemes like National Saving Certificate, Kisan Vikas Patra and Public Provident 

Fund etc. 
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III. Other facilities: It include greeting post, media post, direct advertising, passport 
services, International Money Transfer(collaboration with Western Union Financial 

Services), Speed Post, E-payment, Instant Money Order, philately, issue of various 
forms etc.. 

B.  Courier Service: In it messenger carrying letters, documents and parcels from one place   

to another through private operators known as couriers or courier companies.  

C. Electronic Media: It include internet(global network of computers), Email(electronic 

mail), Fax(enables transmission of documents, diagrams and photos from the sender’s fax 

machine to the receiver’s. 

D. Telecom Services:  It include telephone, mobile phone, voice mail, pager service, 

DTH(Direct To Home) service, Cable services, VSAT(Very Small Aperture Terminal) 

service etc. 

TRANSPORTAITON: It means movement of goods and passengers from one place to another. It 

removes the hindrance of place. 

Functions of Transportation:  

1. Helps in movement of goods and passengers from one place to another. 

2. Helps in large scale production. 
3. Helps in stabilization of prices. 

4. Helps in the growth of towns and cities. 
5. Links all parts of the world. 

6. Helps in economic, social and cultural development of the country. 

 

Types of Transport 

 

 Land     Water                Air 

 

Road   Rail     Pipeline  Inland        Ocean      Domestic            International 

               

          Coastal   Overseas 

WAREHOUSING; It is concerned with the establishment, maintenance and management of 
warehouses for the storage of goods. It removes the hindrance of time. Storage enables goods to 

be made available to the customers whenever and wherever it is demanded. 

Functions of warehousing:  

1. Consolidation: In it the warehouse receives and consolidates goods from different 

production plants. 

2. Break in bulk: They divide the bulk quantity of goods received from the production 

plants into smaller quantities. 

3. Storage of goods: They store seasonal goods or materials. 

4. Value added services: They provide various value added services like grading, packing, 

labeling..... 

5. Price stabilization: By adjusting the supply of goods with the demand situation, 
warehousing performs the function of stabilizing prices. 

6. Financing: Warehouse owners advance money to the owners on security of goods and 
further supply goods on credit terms to customers. 

Types of Warehouses; 

1. Private warehouses:-owned by large business firms or wholesalers. 

2. Co-operative warehouses: owned by co-operative undertakings. 

3. Government warehouse: - owned by government or government agencies. 
4. Public warehouse: - owned by some agencies and provide space against the payment of 

some fees. It also known as duty-paid warehouses. 
5. Bonded warehouses: - These warehouses are used to keep the imported goods before 

the payment of import duties. They are owned by dock authorities or by the private 
parties. They are under the supervision and control of customs authorities. 
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CHAPTER V 

EMERGING MODES OF BUSINESS 
 e-Business: e-Business may be defined as the conduct of industry, trade and commerce using 

the computer networks.  Almost all types of business functions as well as managerial activities 

can be carried out over computer networks. 

E-Commerce: It covers a firm’s interactions with its customers and suppliers over the internet. 

It is only a part of e-Business. 

Scope of e-Business: Firm’s e-business transactions can be seen in the following four ways: 

1. B2B Commerce: In this commercial transactions take place between different business 

organizations. It include placing of purchase orders, invoices, quotations... Business to 

Business(B2B) form major share of total e-commerce volume. 

2. B2C Commerce: It means Business to Customers transactions. It include selling of goods, 

call centers, ATM facility.... 

3. Intra-B Commerce: Here the transactions takes place with in the firm. It include use of 

computer networks in marketing, finance, production, purchase, human resource, 

Research and Development departments.... It also include interaction of business with its 

employees (B2E). 

4. C2C Commerce: It means Customer to Customer. This type of commerce is best suited 

for dealing in goods for which there is no established market mechanism. The vast space 

of the internet ( eBay.com, olx.com, amazon.com, flipkart) allows persons to globally 

search for potential buyers. 

Benefits of e-Business: 

1. Easy of formation and lower investment requirements: It is relatively easy to start due to 

less legal procedure. Even if you do not have much of the investment, you can do the 

business through network. 

2. Convenience: Internet offers the convenience of 24 hours business. 

3. Speed: Internet allows faster services. 

4. Global reach: It provides a boundary less market. 

5. Movement towards a paperless society: Use of internet has considerably reduced 

dependence on paperwork. 

6. Lower transaction cost 

7. It provide quality services 

8. It provides new/innovative business opportunities. 

Limitations of e-Business: 

1. Low personal touch 

2. Physical delivery of the product takes time. 

3. Need for technology capability and competence of parties to e-business. 

4. Can be used by dishonest people for illegal activities. 

5. Information exchanged through internet may be stolen or misused. 

Online transactions: Three stages involved in online transactions- pre purchase/sale stage, 

purchase/sale stage and delivery stage. 

Procedure: 

a. Registration: Before online shopping, one has to register with the online vendor by 

fulfilling-up a registration form. 

b. Placing an order: You can pick and drop the items in the shopping cart. Shopping cart is 

an online record of what you have picked up while browsing the online store. 
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c. Payment mechanism: Payment for the purchases through online shopping may be done 

in a number of ways such as-Cash on Delivery(CoD), cheque, net banking, credit/debit 

card, digital cash.... 

Security and safety of e-Transactions: 

1. Transaction risks: In e-business risk may arise for the seller or the buyer on account of 

default on order taking/giving, delivery as well as payment. 

2. Data storage and transmission risk: Vital information may be stolen or modified to 

pursue some selfish motives or simply for fun. VIRUS (Vital Information Under Siege), 

Hacking, brand hijacking.....  are some of risk in e-business. 

3. Risk of threat to intellectual property and privacy: Once the information is published in 

internet, it is difficult to protect it from being copied. 

Resources required for successful e-business implementation: 

� Adequate computer with telecom network. 

� Technically qualified and trained work force. 

� Well developed websites. 

� Well developed telecommunication facilities. 

� A good system of making payments using credit instruments. 

Outsourcing: It refers to business organizations concentrate of their core activities and 

outsource other services to specialized agencies.  The services which are commonly outsourced 

are financial services (it includes preparation of financial plans, issue of shares/debentures, 

raising funds ….), advertisement services (include designing messages, selecting models, 

media….), courier services (include mailing letters and parcels….), transportation (providing 

various transportation facilities), warehousing, after sales services etc. 

Need/ Benefits/ Objectives of Outsourcing: 

1. Focusing attention: Outsourcing helps the business to focus on its core activities and 

contracting out the rest. 

2. Provide better service: It helps to provide better services to customers through 

specialization. 

3. Cost reduction: Through division of labour and specialization, it helps to reduce the cost 

too. This happens due to the outsourcing partners as they deliver the same service to a 

number of organizations. 

4. Growth through alliance: Through outsourcing firms investment requirements are 

reduced therefore they can expand rapidly. 

5. Enhance economic development: Outsource stimulates entrepreneurship, employment 

and exports. 

Differences between Traditional and e-Business. 

Basis Traditional Business e-Business 

Formation Difficult Easy 

Location Important Not important 

Cost of setting up High Low 

Personal touch More Less 

Employees Semi skilled/unskilled Technically/Professionally skilled 

Transaction Risk Less High 
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CHAPTER VI 

SOCIAL RESPONSIBILITIES OF BUSINESS AND 

BUSINESS ETHICS 
Social Responsibility: It means the obligation of business to act in a manner which will serve 

the best interest of the society. A business is a social institution; therefore it must have several 

responsibilities towards various interested groups. They are: 

I. Responsibility towards Owner: It includes-      

 a. to ensure safety of investment      

 b. to provide fair and regular dividend/ profit.     

 c. to provide correct and regular information about financial position. 

 d. make efforts to increase the value of share etc….. 

II. Responsibility towards Consumers: It includes-     

 a. Production and distribution of quality goods at reasonable price.  

 b. avoid unfair trade practices.       

 c. educating the consumer on product uses and its features   

 d. provide right services to consumers      

 e. handling of customers complaints with courtesy and sympathy etc….. 

III. Responsibility towards Employees: It includes-     

 a. To provide fair compensation and benefits     

 b. to provide good working conditions      

 c. avoiding discrimination among the employees    

 d. to provide welfare schemes like housing, medical facilities etc.  

 e.  to provide opportunity for education and self development etc… 

IV. Responsibility towards Government: It includes-     

 a. to pay tax promptly and regularly      

 b. to co-operate with government in solving national problems such as poverty,    

unemployment etc..         

 c. to follow the law passed by the government     

 d. to set up new venture in backward areas etc… 

V. Responsibility towards Community: It includes-     

 a. providing economic stability      

 b. protecting public interests       

 c. protecting the environment       

 d. providing employment to the local people     

 e. ensuring non-discrimination on the basis of sex, religion etc…. 

Rationale for social responsibilities of business or Arguments in favour of Social 

responsibilities of business  

 Business must more aware of their social responsibilities due to the following 

factors: 

1. Justification for existence and growth: Business exists for providing goods and services 

to satisfy human needs. Assumption of social responsibility by business provides 

justification for its existence and growth. 
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2. Better  image for the business: Through discharging the social responsibilities, a 

business is able to earn public confidence and reputation, thereby improves its public 

image. 

3. Favourable environment for business;  A socially responsible business can procure 

labour with greater ease, ensure more commitment, minimize its wastage etc… 

4. Earning profits through solving societal problems: There is a two way benefit where 

economic gain is linked with social benefits. A business unit may operate a Garbage 

Processing Plant where waste materials and garbage of the locality are collected and 

scientifically processed to make fertilizers out of it. 

5. Minimising government regulations: A socially responsible business will have minimum 

government control. 

6. Contribution to social problems: Many business units are responsible for creation of 

social problems, like sound,-air-water and land pollution, damage to infrastructure etc. 

Such units are hence responsible to solve problems created by them. 

Arguments against Social Responsibility:  

a. through this performance of business will be poor 

b. it includes heavy cost, that will shift to consumers shoulder 

c. business people have less skill to take up these works  

d. Violation of profit maximization objective. 

Kinds of Social Responsibility: 

1. Economic responsibility:  Produce goods and services that society wants and sell them 

at a profit. 

2. Legal responsibility: Operate within the laws of the land. 

3. Ethical responsibility: It includes the behavior of the firm that is expected by society. 

4. Discretionary responsibility: It is purely voluntary obligation that an enterprise 

assumes. 

Business Ethics: The word ‘Ethics’ is derived from the Greek work ‘Ethos’ which means 

character or sentiments of community. Ethics is the belief in what is right, proper and just. 

Business ethics is the application of general ethical rules and principles in business practices. It 

is the socially determined moral principles which should govern business activities.  It is the 

code of conduct of a business. 

 Examples of some ethical activities in business; 

a. Measures taken for prevention of food adulteration 

b. to provide protection of workers against industrial accidents  

c. putting up boards warning against payment and receipt of bribes 

d. formulation and implementation of ethical codes 

e. steps to encourage mutual help, mutual faith and trust etc…. 

 

“Business ethics and Social responsibilities are two sides of the same coin” –Comment 

 Business ethics and social responsibility are closely inter related. The former leads to 

the latter. When a business is ethical, it naturally meets its social responsibilities. It has to 

justifiably discharge its obligations towards employees, consumers, government and local 

authorities and social groups. Social responsibility and business ethics are, thus, the two sides of 

the same coin. 
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Elements of business ethics: The main elements of business ethics which facilitate ethical 

judgment are: 

1. Top management commitment 

2. Publication of a code in written form 

3. Establishment of a compliance mechanism 

4. Involving employees at all levels 

5. Measuring the end result of ethical programs. 

Business and Environmental Protection:   Environment5 is defined as the totality of man’s 

surroundings. Business environment consists of all those forces in the surroundings of a 

business enterprise under which business operations are to be carried out.  

Pollution means injection of harmful substances into the environment, which causes 

serious damage to human and other life. The major causes of environment pollution are: 

A. Air Pollution ( result of a combination of  factors which lowers the air quality)   B. Water 

pollution(result of chemical and waste dumping)   c. Land Pollution( due to dumping of toxic 

wastes ) d. Noise Pollution. 

Need for pollution control:  Pollution control is needed to preserve environmental resources 

and to improve the environmental quality. It will improve the health and well being of all things. 

Reasons for pollution control: 

a. Reduction of health hazards 

b. Reduce risk of liability 

c. Save the cost of operating the business 

d. Improve public image 

e. Ensure better quality life. 

Government initiatives to control pollution: 

� Imposition of CNG( Compressed Natural Gas) as fuel for vehicles 

� Setting up of pollution standard like Euro... 

�  Banning the use of polythene bags  

� Introduction of environment audit 

� Introduction of Eco-friendly products(ECOMARK) and tourism 

� Environmental evaluation of industrial projects 

� Setting up of Common Effluent Treatment Plants (CETP) etc…… 

 

 

 

 

 

 

 

 

 

 

 

 

 


