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CHAPTER 1   

                         Business, Trade and Commerce 

History of Trade and Commerce 

Trade and commerce have played a vital role in making India to evolve as a major actor in the economic world 

in ancient times. Archaeological evidences have shown that trade and commerce was the mainstay of the 

economy of ancient India . Commercial cities like Harappa and Mohenjodaro were founded in the third 

millennium B.C. The civilization had established commercial connections with Mesopotamia and traded in 

gold, silver, copper, colored gemstones, pearls, terracotta pots, etc. 

Indigenous Banking System 

Indigenous banking system played a prominent role in lending money and financing domestic and foreign 

trade with currency and letter of credit. Documents such as Hundi and Chitti were in use for carrying out 

transactions. With the development of banking, people began to deposit precious metals with lending 

individuals functioning as bankers or Seths, and money became an instrument for supplying the 

manufacturers with a means of producing more goods. 

Hundi 

It is as an instrument of exchange. It involved a contract which warrants the payment of money, the promise 

or order which is unconditional.  

Types of Hundies 

 

Name of Hundi Broader  

Classification 

Functions of Hundi 

Dhani-jog Darshani Payable to any person 

Sah-jog Darshani Payable to a specific person 

Firman-jog Darshani Hundi made payable to order. 

Dekhan-har Darshani Payable to the presenter or bearer. 

Dhani-jog Muddati Payable to any person 

Firman-jog Muddati Hundi made payable to order 

following a fixed term. 
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Jokhmi Muddati Drawn against dispatched goods. If goods lost in transit, the 

drawer or holder bears the costs, and the Drawee carries no 

liability. 

 

Maritime Trade 

Maritime trade was another important branch of global trade network. Malabar Coast, on which Muziris is 

situated, has a long history of international maritime trade going back to the era of the Roman Empire. Pepper 

was particularly valued in the Roman Empire and was known as ‘Black Gold’. 

Major Trade Centres 

1. Pataliputra 

Known as Patna today. It was   a major centre for export of stones. 

2. Peshawar 

 It was an important exporting centre for wool and for the import of horses. 

3. Taxila 

It was also a city of financial and commercial banks. The famous Taxila University flourished here. 

4. Varanasi 

It grew as a major centre of textile industry and became famous for beautiful gold silk cloth and 

Sandal wood workmanship. 

5. Surat 

It was the centre  of western trade during the Mughal period. Textiles of Surat were famous for their gold 

borders (zari). 

6. Kanchi 

Today known as Kanchipuram, it was here that the Chinese used to come in foreign ships to purchase pearls 

and rare stones and in return they sold gold and silk. 

7. Madura 

It was the capital of the Pandayas who controlled the pearl, fisheries of the Gulf of Mannar. 

Major Exports and Imports 

Exports consisted of spices, wheat, sugar,  opium, sesame oil,cotton, parrot, live animals and animal products, 

tortoise shells, pearls, sapphires, quartz, crystal, , granites,  copper etc. 

Imports included horses, animal products, Chinese silk, flax and linen, wine, gold, silver, tin, copper, 

lead,rubies, coral, glass, amber, etc. 

NATURE AND CONCEPT OF BUSINESS 

Human activities can be classified into Two  
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1. Economic Activities  and 2. Non- economic Activities 

 Economic activities 

 Activities which  are undertaken  by people  with the object  of   earning money for livelihood are known as 

economic activities.eg: a teacher goes to school,  a Manager  to his office,  a doctor  to his clinic, a worker to 

factory 

Non- economic activities 

 Activities which are undertaken to derive psychological satisfaction or for  religious or social obligation or are 

performed out of love, sympathy, patriotism etc are called non- economic activities. Eg :  people  taking part  

in sports and games, a housewife cooking for the family, a man's visit to temple, a man's social activities to  

assist  the poor etc.  

Classification of economic activities 

 Economic activities are classified into three 

 They are 1. Business 2. Profession 3. Employment 

 Business 

 Business refers to an occupation in which people regularly engage in activities related to purchase/ 

production and sale of goods and services with a view to earn profit. 

 Characteristics of business 

1. An economic activity 

 Business is considered to be an economic activity because it is undertaken with the object of earning money 

2. Production or procurement of goods and services 

 Every business enterprise either produces goods  on its own or assembles them from producers to be sold to 

consumers. 

3. Sale or exchange of goods and services 

 Business involves transfer or exchange of goods and services for some consideration. Eg: cooking food at 

home for  the family is not business, but cooking food and selling it to others in a restaurant is business. 

4. Dealings in goods and services on a  regular basis 

 Business involves dealings in goods or services on a regular basis. One single transaction of sale or purchase 

does not constitute business. Eg: if a person sells his domestic radio,it is not business.  But if he sells radio sets  

regularly through a shop, it is business. 
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5. Profit earning 

 One of the main purpose of business is to earn income by way of profit. 

6. Uncertainty of return 

It is not certain as to what amount of profit will the business earn in future. There is always a possibility of 

losses being incurred. 

7. Element of risk 

 There is an element of risk in every business. No business can altogether avoid risks. 

 Profession 

 Profession is an occupation which involves the rendering of personal services requiring special knowledge 

and training. The returned from profession is fees. Eg: lawyers, doctors, engineers, Chartered Accountants etc. 

 Employment 

 It is an occupation where a person (employee) performs the work assigned to him by his employer under and 

agreements in return for a remuneration called salary or wages. Eg: people working in factories, offices, banks, 

government departments etc. 

            Comparison of business, profession and employment 

Basis  Business  profession  employment 

1. Establishment  Entrepreneur’s 

decision 

 Membership of professional 

body 

 Service contract 

2.Nature of 

work 

 Purchase of goods 

and services 

 Expert personal service  Perform the work 

assigned by employer 

3. Motive  Profit  Service  Income 

4. Qualification  Not required  Professional qualification and 

training 

Qualification  as 

prescribed by employer 

5. Investment  Capital required  Limited capital is required  No capital is required 

6. Reward  Profit  Fees  Salary/ Wages 
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7. Risk  Risk is present  Very less No  risk 

8. Transfer of 

interest 

 Possible  Not possible  Not possible  

 

Classification of business activities 

 Business is classified into two categories 

A. Industry  and B. Commerce 

Industry  

Industry refers to economic activities, which are concerned with the conversion of resources in the useful 

goods.  Industries are again classified into 3.  1. Primary 2. Secondary and 3.Tertiary 

1. Primary industry 

It includes all those activities which are concerned with extraction and production of natural resources and 

reproduction and development of living organisms and plants. They are further sub-divided into 

a) Extractive industries 

 These industries are engaged in the extraction or production of products from soil, water etc. Eg: fishing, 

mining, hunting, farming etc. 

b) Genetic industries 

 These industries  are engaged  in  producing, breeding  or multiplying of certain species of animals or plants. 

Eg: cattle breeding, poultry farming, nurseries, forestry etc. 

2. Secondary industry 

 These industries process the materials extracted at the primary stage to produce goods for final consumption 

or for  further  processing. These are further subdivided into 

a) Manufacturing industries 

 These are concerned with the conversion of raw materials into finished goods. Eg: cotton into textile, timber 

Indo furniture, iron ore into steel etc. These industries are divided into 4 

i) Analytical industry- this industry separates different elements from the same material Eg: oil refinery 

ii) Synthetical industry- This Industry combines various ingredients into new products. Eg: cement 
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iii) Processing industry- It involves successive stages for manufacturing of finished products. Eg: sugar, paper 

etc. 

iv) Assembling industry- This Industry assembles different components into a new  product.  Eg: computer, 

car, TV etc. 

b)Construction industries 

These industries are engaged  in the construction of  roads, buildings, dams, bridges etc. 

3. Tertiary Industry 

 These are concerned with providing support services to primary and secondary industries. Transportation, 

banking, insurance, warehousing, communication etc. come under this category. 

Commerce 

Commerce Is the sum total of those activities which are engaged in the removal of hindrances of person, place 

and time  in the exchange of commodities. 

 Commerce includes a) Trade and b) Auxiliaries  or aids to trade. 

 Trade 

 Trade means buying and selling of goods. It helps the movement of goods from the producers to consumers. 

Trade  removes the hindrance of person 

 Types  of trade 

1. Home trade ( Internal  or domestic trade) 

2. Foreign trade ( External  or International trade) 

Home trade 

 Home trade is concerned with buying and selling of goods and services within the geographical boundaries 

of a country. This is further classified into two viz, wholesale trade and retail  trade 

a) Wholesale trade 

 It involves buying goods from producers in large quantities  and selling them to retailers in small quantities 

b) Retail trade 

 It involves buying goods from wholesalers and selling them to consumers in relatively small quantities. 

 Foreign trade 
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 It consists of trade among different nations. It is further divided  as follows 

a) Import Trade 

 If goods are purchased from a foreign country, it is called import trade. 

b) Export trade 

 If goods are sold to foreign countries, it is called export  trade 

c) Entrepot trade 

When goods are imported from a foreign country to export them to other countries, it is called  entrepot  

trade. 

Make in India 

It is an initiative launched by the Government of India on 25 September 2014, to encourage national, as well 

as multinational companies to manufacture their products in India. The major objectives behind the ‘Make in 

India’ initiative are job creation and skill enhancement in 25 sectors of the economy such as Automobile , 

Biotechnology, Food Processing, Textiles and Garments etc 

Auxiliaries to trade(Aids to trade) 

Activities which are meant for assisting trade are known as aids to trade 

1. Transportation 

 It facilitates the movement of raw materials to the place of production and the finished goods from factories 

to the place of  consumption. It removes  the hindrance of place 

2. Banking 

 Business requires funds for acquiring assets, purchasing raw materials  and meeting day to day expenses. 

Banks provide the necessary funds to business. So hindrance of finance is removed by banking 

3. Insurance 

 In business, there are many  risks like   destruction of property by fire, flood, earthquake etc. Insurance 

provides protection in all such cases. It removes the hindrance of risk 

4 .Warehousing 

 Goods are not sold immediately after production. They are to be stored until they are sold. Warehousing 

helps the business to overcome  the problem of storage. It removes the hindrance of time 

5. Advertising 
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 It provides information about the available goods and services such as their price, uses, quality etc. It induces 

customers to buy  particular items. It removes the hindrance  of Knowledge. 

 Multiple objectives of business. 

1. Market standing 

Business activities can be sustained only if it has a good standing in the market. For this a business should  

offer competitive products to its customers and serve them to their satisfaction. 

2. Innovation 

 It is the introduction of new ideas. It includes improved methods of production, exploration of new 

markets  and  adoption of better distribution methods. 

3. Productivity 

 In order to ensure survival and growth, every business must aim at  greater productivity through the best use 

of  available resources. 

4. Physical and financial resources 

 Any business requires physical resources like plant, machinery etc. and financial resources. A business must 

acquire  these  resources according to their  requirements and use them efficiently. 

5. Earning profit 

 Every business must earn a reasonable profit  which is important for its survival and growth. 

6. Manager performance and developments  

Business needs managers to conduct and co-ordinate business activities. Various programmes for motivating 

managers need to be implemented. 

7. Worker performance and attitude 

Every business must provide workers with incentives to improve their performance. It should also try to 

ensure a positive attitude from the workers. 

 8. Social responsibility 

A business should solve social problems and work in a socially desirable manner.  

Role of profit in business 

 Profit is regarded as the essential objective of business due to the following reasons 

1. It is a source of income for businessman 
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2. It can be a source of finance for meeting expansion requirement of business 

3. It indicates the efficient working of business 

4. It builds up the reputation of business 

5. It is a reward for risk taking by businessman 

 Business Risks 

 Business risk refers to the possibility of inadequate profits or even losses due to the uncertainties or  

unexpected events 

Types of risks 

Speculative risks 

Speculative risks involve both the possibility of gain, as well as, the possibility of loss. Speculative risks arise 

due to changes in market conditions, including fluctuations in demand and supply, changes in prices or 

changes in fashion and tastes of customers. Favourable market conditions are likely to result in gains, 

whereas, unfavourable ones may result in losses. 

Pure risks 

Pure risks involve only the possibility of loss or no loss. The chance of fire, theft or strike are examples of pure 

risks. Their occurrence may result in loss, whereas, non-occurrence may explain absence of loss 

 Nature of business risks 

1. Business risks  arise due to uncertainties 

 Uncertainty means lack of  knowledge about what is going to happen in future. Eg: natural calamities, change 

in demand, change in technology etc. 

2. It is an essential part of  business 

 Every business has some risk. No business can avoid risk. Risk can be minimised, but cannot be   eliminated. 

3. Degree of risk depends upon on the nature and size of  business 

 Nature of business (ie,type of goods and services produced and sold) and  size of business( volume of 

production and sale) determine the degree of risk. Eg: large scale business has more risk than  small scale 

business. 

4. Profit  is the reward for   risk taking 

  No risk, no gain  is applicable to all kinds of business. Greater the risk, more is the  profit. 

Causes of  business risks 
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1. Natural causes 

 These include damages from flood, fire, earthquake etc 

2. Human  causes 

  These  include  dishonesty  and carelessness of employees, strikes, riots, management  inefficiency etc. 

3. Economic causes 

These  include  uncertainty  relating to demand for goods, competition, price, change in technology, rise  of 

interest on loans, higher  taxes etc . 

4.Other causes 

 These are unforeseen events like political disturbances, mechanical failure, fluctuations in exchange rates etc. 

 Starting a business- Basic factors 

 There are many steps in starting a business. They are as follows 

1. Selection of line of business 

 The entrepreneur has to decide the nature and type of business to be started. He may  start a new business, 

expand or diversify  the existing  business, purchase another business etc. 

2. Size of the firm 

The entrepreneur has to decide  whether the business units  will be a small, medium  or large size. 

3. Choice  of form of ownership 

 The entrepreneur has to choose the form of ownership ie, sole proprietorship, partnership, cooperative  

society, joint stock company etc. 

4. Location of  business enterprise 

 The   entrepreneur  has to decide about the place where the business will be  located. He has to consider 

factors like availability of raw materials and labour , power supply, water, services like  transportation, 

banking, communication etc. 

5. Financing the proposition 

 Proper financial planning must be done to determine the amount of capital, the sources of capital etc. 

6. Physical facilities 

 Entrepreneur has to decide about the machines and equipments to be used , the process of production etc. 
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7. Plant  layout 

 It is the systematic arrangement of  machines and equipments in the factory. A good layout ensures  minimum 

wastage, better use of available space, safety of workers etc. 

8. Competent  and committed workforce 

 The  entrepreneurs  must use scientific  method  for selection and training of manpower  and make plan  for 

motivating workers. 

9. Tax planning 

 The  entrepreneur  has to  consider in advance  the tax liability  under various  tax laws  and its impact  on his 

business. 

10. Launching the enterprise 

 Now the entrepreneur can launch the enterprise. It includes mobilizing various resources, fulfilling necessary  

legal formalities, starting the production process and making arrangements for sale of go 

 

 

   CHAPTER 2 

      FORMS OF BUSINESS ORGANISATION 

Various forms of Business organisations are 

1. Sole proprietorship 

2.  Partnership 

3. Joint Hindu family 

4. Co-operative society 

5. Joint stock company 

 Sole proprietorship 

 A business concern owned and managed by a single person is called as sole proprietorship. It is also called as 

sole trader or one man business. 
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  Features 

1. Formation and closure 

 It can be easily started by anyone as  there are no  legal formalities. 

2. Liability 

 A Sole trader has  unlimited liability. That is he is personally  liable  for the  debts of the firm  in case  the 

assets  of the business  are not sufficient to  meet  all the  debts.  

3. Sole risk  bearer and profit  receipient 

 He alone has to bear all  the business risks and  he is  the  sole recipient  of all the profits. 

4. Control 

 The right to run the business  and make all  decision lies  absolutely with the  sole trader 

5. No separate entity 

 The business does not have an identity  separate from the owner. That is, no distinction is made between the 

owner and his business. 

6. Lack of  business continuity 

The  death, insanity, insolvency, imprisonment etc of the  owner  may lead to  closure 

 of business. 

 Merits 

1. Quick decision making 

 As  there is no need  to consult others, a sole trader can take quick decisions. 

2. Confidentiality of information 

 A sole trader can keep all the information related to business operation confidential. 

3. Direct incentive 

 Sole trader is the  sole recipient of all  profit  of business. This  provides  maximum incentive  to the sole trader  

to work hard. 

4. Sense of accomplishment 

 A sole trader works for himself. The  success of his business create self confidence  and a sense of 

accomplishment in him. 
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5. Ease of  formation and Closure 

 It is easy to start  and close the business as per  the wish  of the owner. 

 Limitations 

1. Limited  resources 

 The financial resources  of a sole trader  is limited  to his  personal savings and  borrowing  from others. Banks  

and other lending institutions  hesitate  to give long- term loans to sole trader. 

2. Limited life 

 Death, Insanity  or  illness of sole trader affects business  and can lead to  its closure. 

3. Unlimited  liability 

As  the liability of  a sole trader  is unlimited, he has to use  his personal asset  to pay  of the   debts   of the 

firm  if the business assets  are insufficient  to pay off  business debts. 

4. Limited  managerial ability 

 A sole trader may not have   all the  managerial ability  to conduct the business 

Joint Hindu family 

 It is a form of  organisation where in  the business is  owned and carried on  by the members of  the Hindu 

undivided family. It is governed by the Hindu law. 

  The business is controlled by the eldest member of the family  and is called  Karta. All members have equal 

ownership  right  over  the property  and they are known as  co-parceners.  The basis of membership in 

business is birth in a particular family. 

According to the Hindu Succession (Amendment) Act, 2005, the daughter of a coparcener of a Joint Hindu 
Family shall, by birth, become a coparcener. At the time of partition of such a ‘Joint Hindu Family’ the 
coparcenary property shall be equally divided to all the coparceners irrespective of their gender (male or 
female). The eldest member (male or female) of ‘Joint Hindu Family’ shall become 
Karta. 

 

Features 

1. Formation 

 For a joint Hindu family business, there should be  at least two members in the family and ancestral property 

to be inherited by them. 

2. Liability 
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 The liability of  all members  except the Karta is limited. But  Karta has  unlimited liability. 

3. Control 

 The business is controlled by Karta. He takes  all decisions  and is  authorised  to manage the business. 

4. Continuity 

 The business  continues  even after the death of Karta  as  the next  eldest member  takes up  the position 

of  Karta. 

5. Minor members 

 Minors  can also be  members of the business 

 Merits 

1. Effective  control 

 The  Karta has   absolute decision making power. This  avoids  conflicts  among members. 

2. Continued  business  existence  

 The death of Karta will not affect the business  as the  next eldest member  will take up  the position. 

3. Limited liability  of members 

 The liability of   all the  co- parceners  is limited  to their  share in the business. 

4. Increased  loyalty  and cooperation 

 Since  the business is run by  the members of the family, there is a greater  sense of loyalty  towards one 

other. 

 Limitations 

1. Limited resources 

The Joint Hindu family business faces   the problem of  limited capital  as it depends mainly on  ancestral 

property 

2 .Unlimited liability of Karta 

 The karta is not only burdened  with the conduct of business activities  but also  sufferes from  the 

disadvantage of having unlimited liability. 

3. Dominance of  Karta 

 The  Karta individually  manages  the business  which may sometimes not be acceptable  to other members. 

This may lead to conflict  amongst them. 
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4. Limited managerial skills 

 Since  the  Karta  cannot be   an expert in  in all areas of management, the business may suffer  as a result of  

his unwise decisions.  

PARTNERSHIP 

The Indian Partnership Act 1932 defines Partnership as “ the relation between persons who have agreed to 

share the profits of the business carried on by all or any one of them acting for all”. 

Features 

1.Formation 

The partnership is formed by an agreement between persons. It is governed by the Indian Partnership Act 

1932. 

2. Liability 

The liability of partners is unlimited 

3. Risk bearing 

The partners bear the risks involved in running a business as a team. 

4. Decision making and control 

The decision making responsibility and controlling the business are shared by the partners. 

5. Continuity 

There is lack of continuity of business since the death, retirement or insanity of any partner may lead to 

reconstitution of partnership. 

6. Membership 

The minimum number of members needed to start a partnership firm is two. The maximum number is 50  

7. Mutual agency 

Every partner is both an agent and principal. He is an agent when he binds others through his acts and he is a 

principal when he is bound by the acts of other partners. 

 

Merits 

1. Easy to form and close 
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A partnership firm can be formed easily by an agreement between the prospective partners. Its closure is also 

an easy task. 

2. Balanced decision making 

As all decisions are taken by partners as a team, the decisions are likely to be more balanced. 

3. More funds 

The capital is contributed by a number of partners. This helps to raise larger amount of funds. 

4.Sharing of risks 

The risks involved in running a partnership firm are shared by all the partners. 

5. Secrecy 

A partnership firm can maintain secrecy of its operations as it is not legally required to publish its accounts. 

Limitations 

1. Unlimited liability 

Partners are liable to repay debts from their personal assets in case the business assets are insufficient to 

meet its debts. 

2. Limited resources 

There is a restriction on the number of partners. Hence capital investment is not sufficient to support large 

scale business. 

3. Possibility of conflicts 

Partnership is run by a group of persons. Difference in opinion on some issues may lead to disputes between 

partners. 

4. Lack of continuity 

Partnership comes to an end with the death, retirement or insanity of any partner. It may result in lack of 

continuity. 

5. Lack of public confidence 

The public have little  confidence in a partnership as it is free from all govt.control 

Types of partners 

1. Active (Working or Managing partner) 
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A partner who takes active part in the management of the firm is called active partner. He contributes capital, 

participates in management of the firm and shares its profits and losses. 

2. Sleeping(Dormant partner) 

A partner who does not take active part in the day to day activities of the business is called sleeping partner. 

He contributes capital, shares profits and losses and has unlimited liability. 

3. Secret partner 

A secret partner is one whose association with the firm is unknown to the general public. He contributes 

capital, takes part in management, shares profits and losses and has unlimited liability. 

4. Nominal partner 

A nominal partner is one who allows the use of his name by a firm as a partner. He does not contribute capital, 

does not take part in management, does not share  profits and losses, but has unlimited liability. 

5. Partner by estoppel 

Partner by estoppels is one who by his behavior or conduct gives an impression to others that he is a partner 

of the firm. He does not contribute capital, does not take part in management, does not share  profits and 

losses, but has unlimited liability. 

6. Partner by holding out 

A person may be represented as a partner to the public by others. If he does not deny such representation so 

made even after knowing it , he is held out to be a partner in the firm. So he is known as partner by holding 

out. He does not contribute capital, does not take part in management, does not share  profits and losses, but 

has unlimited liability. 

Minor as a partner 

Minor is a person who has not attained the age of 18 years. A minor is not competent to enter into a contract. 

According to Partnership Act a minor may be admitted to the benefits of partnership with the consent of all 

partners. A minor contributes capital but has no right to take part in management. 

Types of partnership 

Classification on the basis of duration 

1. Partnership at will 

This partnership exists at the will of the partners. It is terminated when any partner gives a notice of 

withdrawal from partnership to the firm. 

2. Particular partnership 

Join Telegram Channel: https://t.me/hsslive Downloaded from www.Hsslive.in ®



Partnership for the accomplishment of a particular project say construction of building or for a specified period 

is called particular partnership. It dissolves automatically when the purpose for which it was formed is fulfilled 

or when the time duration expires. 

Classification on the basis of liability 

1. General partnership 

In general partnership, the liability of all partners is unlimited. Registration of the firm is optional. The 

existence of the firm is affected by the retirement, death or lunacy of the partners. 

2. Limited partnership 

In limited partnership, the liability of at least one partner is unlimited where as the rest may have limited  

liability. The retirement, death or lunacy of the partners will not affect its existence .Registration of such  

partnership is compulsory. 

Partnership deed 

It is necessary to have an agreement to form a partnership. Such agreement may be oral or written. The 

written agreement among partners which specifies the terms and conditions of partnership is called 

partnership deed. 

Contents of partnership deed 

1. Name of firm 

2. Name and address of partners 

3. Nature and location of business 

4. Duration of business 

5. Capital contributed by each partner 

6. Profit sharing ratio 

7. Rights and duties of partners 

8. Salaries of partners 

9. Interest on capital and interest on drawings. 

10. Preparation of accounts and their audits 

11. Procedure for dissolution of the firm. 

Registration 
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It means entering of the firm’s name in the Register of Firms kept with the Registrar of Firms. It is optional for 

a partnership firm to get registered. 

Consequences of non-registration 

1. A partner of an unregistered firm cannot file a suit against the firm or other partners. 

2. The firm cannot file a suit against third parties. 

3. The firm cannot file a case against the partners. 

Procedure for registration 

1. Submission of application in prescribed form to the Registrar of Firms. The application should contain the 

following particulars 

a)Name of the firm. 

b) Location of the firm. 

c) Names and addresses of the partners. 

d) The date on which each partner joined the firm. 

e) Duration of partnership 

2. Deposit of required fees with the Registrar of Firms 

3. The Registrar after approval will make an entry in the Register of Firms and will issue a Certificate of 

Registration. 

Co-operative society 

The co-operative society is a voluntary association of persons , who join together with the motive of welfare 

of the members. Registration of a co-operative society is compulsory under the Co-Operative Societies act 

1912.There must be at least 10 adult persons to form a society. 

Features 

1. Voluntary membership 

A person is free to join a society and can also leave anytime as per his desire.Membership is open to all , 

irrespective of their religion, caste and gender. 

2. Legal status 

Registration of a co-operative society is compulsory. It has a separate legal entity apart from its members. It  

can enter into contract, and purchase property in its own name, sue and be sued by others. 
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3. Limited liability 

The liability of the members is limited to the amount of capital contributed by members 

4. Control 

The control of a co-operative society is vested with a managing committee elected from among the members 

5. Service motive 

The objective of a co-operative society is to render service to its members and not making profit 

Merits 

1. Equality in voting right 

‘One man One vote’ principle is followed in co-operative society. So members have equal voice in the 

management. 

2. Limited liability 

As the liability of members is limited, their personal assets need not be used for repaying society’s debts 

3. Stable existence 

Death, insolvency or insanity of members do not affect continuity of a co-operative society. 

4. Ease of formation 

A co-operative society can be started with a minimum of 10 members. The registration procedure is also 

simple. 

5. Support from govt. 

A co-operative society gets support from the Govt in the form of low taxes, subsidies and low interest rates 

on loans. 

Limitations 

1. Limited resources 

The capital of a co-operative society is limited as the capital is contributed by members with limited means. 

2. Inefficiency in management 

The managing committee members may not have good managerial skill.Also a society cannot afford to 

appoint specialists. 

3. Lack of secrecy 
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As there is open discussion in the meeting of members, a co-operative society cannot maintain secrecy about 

its operations. 

4. Govt. control 

There is interference in the functioning of co-operative societies from Govt and the State Co-operative 

Departments. This affects its freedom of operation. 

5. Difference of opinion 

Difference of opinion among managing committee members may lead to internal quarrels and to difficulties 

in decision making. 

Types of Co-operative societies 

1. Consumer’s Co-operative Societies 

These are formed to protect the interests of consumers. The members include consumers desirous of 

obtaining good quality products at reasonable prices. It purchases goods in bulk quantities directly from the 

producers and sells goods to the members, thereby eliminating the middlemen. 

2. Producer’s Co-operative Societies 

These societies are set up to protect the interest of small producers. It supplies raw materials, equipment and 

other inputs to the members and also buy their output for sale. 

3. Marketing Co-operative Societies 

Theses societies are formed by farmers and small producers to market their products. Eg: Rubber Marketing 

society, Coir Marketing society etc. It pools the output of individual members and performs marketing 

functions like transportation, packaging, warehousing etc. 

4. Farmer’s  Co-operative Societies 

These societies are established to protect the interests of farmers by providing better inputs at reasonable 

cost. The members include farmers who wish to jointly take up farming activities .Such societies provide better 

quality seeds, fertilizers, machinery and other modern techniques for use in the cultivation of crops. 

5. Credit Co-operative Societies 

These are established to provide easy credit on reasonable terms to the members. Their aim is to protect the 

members from the exploitation of lenders who charge high rates of interest. They provide loans to their 

members out of their capital and deposits from members at low rates of interest. 

6. Co-operative  Housing Societies 
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These are established to help people with limited income to construct houses at reasonable cost. These  

societies construct houses or provide house plots to members on which the members can construct the houses 

as per their choice. 

Joint Stock Company 

A company is an association of many persons who contribute money or money’s worth to a common stock 

and employs  it in some trade or business and who share the profit or loss arising there from. 

A company can be described as an artificial person  having a separate legal entity, perpetual succession and a 

common seal. 

It is governed by the Indian companies Act 1956. The capital of a company is divided into a number of units of 

equal value. One such unit is called a share. The person who takes up shares is called shareholder and 

shareholders are the owners of the company. 

Features 

1. Artificial person 

A company is an artificial person created by Law. It is an incorporated association registered under the 

Companies Act. 

2. Separate legal entity 

On registration a company acquires an identity distinct from its members . It can own property, sue and be 

sued in its own name. 

3. Formation 

A company is formed through registration under the Indian Companies Act 1956. Registration is compulsory 

for joint stock companies. 

4. Perpetual succession 

A company being a creation of the Law, can be brought to an end only by Law. Members may come and 

members may go, but the company continues to exist. The death, insolvency or insanity of members will not 

affect its existence. 

5. Control 

The management and control of a company is vested with the Board of Directors. They are elected from 

among the shareholders in their general meeting. 

6. Liability 
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The liability of members is limited to the extent of capital contributed by them in a company. That is the 

personal property of the members cannot be used to pay off debts of the company. 

7. Common seal 

As a joint stock company is an artificial person, it cannot sign documents for itself. So a common seal with the 

company’s name is used for its signature. 

Merits 

1. Limited liability 

As the liability of shareholders is limited to the capital contributed by them, their personal assets need not  

be used to pay off company’s debts. 

2. Transfer of shares 

A shareholder can sell his shares in the market and so he can easily convert his investment into cash when a 

need arises. 

3.  Perpetual succession 

As a company has a separate entity from its members, the death, resignation, insolvency or insanity of 

members will not affect its existence. 

4. Scope for expansion 

A company has large financial resources. It can raise capital from public and take loans from banks and 

financial institutions. So there is great scope for expansion. 

5. Professional management 

A company can afford to pay higher salaries to professionals. So, it can employ specialists and professionals, 

which leads to efficiency in management. 

Limitations 

1. Complexity in formation 

The formation of a company is very difficult because it requires greater time, effort and greater knowledge of 

legal requirements and procedures. 

2. Lack of secrecy 

A company is required to furnish information to Govt and Registrar of Companies. Information should be 

made available to the public also. So, it is difficult to maintain secrecy about its operations. 
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3. Impersonal work environment 

The large size of a company makes it difficult for the owners and management to maintain personal contact 

with the employees, customers etc. 

4. Numerous regulations 

A company has to comply with the provisions of the Companies Act, Labour Laws, Factories Act, Income Tax 

Act etc. This reduces the freedom of operations of a company. 

5. Delay in decision making 

The important decisions are taken at the meeting of Board of Directors. Taking decisions and their 

communication  to different levels in organization take greater time. 

6. Oligarchic management 

Oligarchy means rule by a few. The shareholders are spread out all over the country  and a very few attend 

the general meetings. So the Board of Directors controls the company who may ignore the interests of 

shareholders. 

7. Conflict in interest 

There may be conflict of interest among various persons of a company such as investors, employees, 

consumers etc. This creates problems in managing a company. 

Types of companies 

 There are two types of companies, namely, Public company and Private company 

Private company 

A Private company is a company which by its Articles 

a)  restricts the right of members to transfer its shares 

b)  has a minimum of 2 and a maximum of 200 members 

c)  does not invite public to subscribe to its share capital 

A private company must add the word ‘Private Limited’ after its name. If a private company contravenes any 

of the above said provisions , it ceases to be a private company and loses all its privileges. 

Privileges of a private company 

1. A private company can be formed by only 2 members 

2. There is no need to issue  a prospectus to invite the public to subscribe to its shares. 
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3. Allotment of shares can be done without receiving the minimum subscription. 

4. A private company needs to have only 2 directors. 

5. It is not required to keep an index of members. 

Public Company 

As per Indian Companies act, a public company is one  which, 

1 ) has a minimum of 7 members and no limit on maximum members. 

2 ) has no restriction on transfer of shares. 

3 ) is not prohibited from inviting the public to subscribe to its capital 

          Differences between a public company and a private company 

Basis Public company Private company 

1.Members Min-7 

Max- No limit 

Min- 2 

Max – 200 

2.Minimum no.of directors 3 2 

3.Index of members Compulsory Not compulsory 

4. Transfer of shares No restriction Restriction on transfer 

5.Prospectus Can issue prospectus Cannot issue prospectus 

 

Choice of form of business organization 

The important factors that determine the choice of form of business organization are discussed below 

1. Cost and ease in setting up the organization 

Minimum cost and proceedings are involved in setting up sole proprietorship and partnership. But formation 

of company involves greater cost and procedures 

2. Liability 

In case of sole proprietorship and partnership ,the liability of owner/partner is unlimited. The liability of 

members is limited in the case of co-operative society and company. 

3. Continuity 

For long-term ventures company form of organization is more suitable. For short-term ventures, sole  
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proprietorship or partnership may be preferred. 

4. Management ability 

A sole trader may find it very difficult to have expertise in all functional areas of management. But in 

partnership, co-operative society and company there is no such problem. 

5. Capital consideration 

If the scale of operations is large, company form may be preferred whereas for small and medium scale 

operations sole proprietorship or partnership is suitable. 

6. Degree of control 

If direct control over operations and decision making power is required, sole proprietorship may be preferred. 

But if the owners do not mind sharing control and decision making power, partnership or company can be 

adopted. 

7. Nature of business 

If direct personal contacts with customers are required, sole proprietorship is suitable. For large 

manufacturing units, company form may be adopted. In case services of professional nature are required , 

partnership is much suitable. 

 

CHAPTER  3 

  PRIVATE , PUBLIC AND GLOBAL ENTERPRISES 

Indian economy consists of both privately owned and Govt. owned business enterprises. It is known as mixed 

economy. 

Private sector 

The private sector consists of business owned and controlled by individuals or a group of individuals. 

Public sector 

The public sector consists of business enterprises owned and controlled by Govt. 

Forms of public sector enterprises  

There are Three types of public sector enterprises in India. They are :- 

1. Departmental Undertakings 

Join Telegram Channel: https://t.me/hsslive Downloaded from www.Hsslive.in ®



2. Public Corporation 

3. Government Companies 

1. Departmental Undertakings 

This is the oldest form of public enterprise. These enterprises are established as departments of the Ministry  

and are considered as part of the Ministry itself. Eg: All India radio, Doordarshan, Railways, Post and 

Telegraph, Ordanance Factories etc. 

Features 

1. The funding of these enterprises comes from the Govt treasury through budget allocation of the Govt. 

2. They are subject to accounting and audit control. 

3. The employees of the enterprise are Govt servants. 

4. They are subject to direct control of the Ministry. 

5. They are accountable to the Ministry. 

Merits 

1. These ensure a high degree of public accountability 

2. Their revenue goes directly to the treasury. 

3. This form is most suitable, where national security is considered. 

Limitations 

1. They lack flexibility in their operations. 

2. There is red-tapism in day-to-day operations. 

3. There is a lot of political interference through the Ministry. 

4. They do not provide adequate services to consumers. 

2. Public (Statutory) Corporation 

The enterprises which are established by a Special Act of Parliament or State Legislature are called public 

corporations. Eg: Reserve Bank of India, LIC, Air India, ONGC, SBI, KSRTC etc. 

Features 

1. They are set up under an act of Parliament or State Legislature. 

2. They have a separate legal entity distinct from the Govt. 
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3. They are usually independently financed. 

4. Their employees are not Govt servants. 

5. It is managed by a Board of Directors nominated by the Govt. 

Merits 

1. They enjoy a high degree of operational flexibility. 

2. The Govt generally does not interfere in their financial matters. 

3. They can frame their own policies and procedures. 

4. The staff enjoy better salary and service condition. 

Limitations 

1. All actions are subject to many rules and regulations. 

2. Govt and political interference has always been there in major decisions. 

3. Where there is dealing with public, corruption exists. 

3. Government Company 

According to the Indian companies Act 1956, a government company means any company in which not less 

than 51% of the paid up capital is held by the Central govt or by any State Govt  or partly by Central Govt and 

partly by one or more State Govts. The shares are purchased in the name of  the President of India .Eg: FACT, 

HMT, ITI, STC, IOC, Hindustan shipyard etc. 

Features 

1. It is created by the Indian Companies Act 

2. It has a separate legal entity. 

3. The management of the Govt company is regulated by the Provisions of the Companies Act. 

4. Their employees are appointed according to their own rules and regulations. 

5. They obtain their funds from Govt shareholdings and other private shareholders. 

Merits 

1. It can be formed easily by registration under the Companies Act. 

2. It has a separate legal entity. 

3. It enjoys autonomy in its operations. 

4. There is less political interference in its functions. 
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Limitations 

1.  As the directors are appointed by Govt, there is a chance of political interference. 

2. In reality there is no autonomy. Govt approval is necessary for everything. 

3. Directors and staff may not take active interest as they have no share in profit. 

Changing role of public sector 

1. Development of infrastructure 

Development of infrastructure is a prerequisite for industrialization. Public sector takes up the responsibility 

of developing transportation,  communication, fuel and energy, heavy industries etc. 

2. Regional balance 

The Govt is responsible for developing all regions in a balanced way and removing regional imbalances. Govt 

sets up enterprises in backward areas and prevents the mushrooming growth of private sector units in already 

advanced areas. 

3. Check overconcentration of economic power. 

The public sector can set up large industries which require heavy investment and thus the income arising there 

from is shared by a large number of employees and workers. This prevents the concentration of economic 

power in the private sector. 

4. Economies of scale 

Electric power plants, Natural gas, Petroleum Industries etc are examples of large scale units set up by Govt. 

These units require a large capital investment to function economically which was possible only with Govt 

resources. 

5. Govt policy towards the public sector since 1991 

The Govt of India had introduced 4 major reforms in the public sector in the Industrial policy 1991. They are: 

a) Dereservation of industries for public sector 

The industries which were reserved for public sector were reduced to 8  in 1991. Then in 2001, they were again 

reduced to 3.They are Atomic Energy, Arms and Rail Transport. 

b) Disinvestment ( Privatization ) 

It involves the sale of shares held by the Govt in companies to the public and private sector. 

Objectives of privatization 

1. Mobilize funds to finance basic health, family welfare and primary education programmes. 
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2. Reducing the huge amount of public debt and interest burden. 

3. Transferring the commercial risk to the private sector. 

4. Freeing these enterprises from Govt control. 

c) Policy regarding sick units 

All sick public sector units were referred to the Board of Industrial and Financial Reconstruction (BIFR) to  

decide whether a sick unit was to be reconstructed or closed down. The BIFR has considered revival schemes 

for some units and winding up for a number of units. 

d) Memorandum of Understanding (MOU) 

Under this system, public sector units were given clear targets. They were also given the autonomy to achieve 

the set targets. 

Global Enterprises(Multi National companies [MNC]) 

A company which is having its headquarters in one country and spreads its operations in many countries is 

called a global enterprise. Eg: Pepsi, Coca Cola, Hindustan Unilever etc. 

Features 

1. Huge capital resources 

Global enterprises have huge capital resources. They can also raise vast funds from different sources. 

2. Foreign collaboration 

Global enterprises enter into agreements with companies relating to the sale of technologies, production of 

goods, use of brand names for the final products etc. 

3. Advanced technology 

Use of advanced technology helps the MNCs to provide world class products and services. 

4. Product innovation 

The MNCs have sophisticated Research and Development departments. This helps them to improve their 

existing products and develop new products. 

5. Marketing strategies 

MNCs use aggressive marketing strategies in order to increase their sales in a short period. They also have a 

reliable and up-to-date market information system. 

6. Expansion of market 
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With vast resources and effective marketing strategy, an MNC can easily enter international markets. 

7. Centralized control 

All the branches of MNCs in different countries are controlled by the headquarters. 

Joint Ventures 

When two businesses agree to join together for a common purpose and mutual benefit, it leads to joint  

venture. 

Joint Ventures are of two types — 

Contractual joint venture 

Equity-based joint venture 

Contractual Joint Venture (CJV): 

In a contractual joint venture, a new jointly-owned entity is not created. There is only an agreement to work 

together. The parties do not share ownership of the business but exercise some elements of control in the 

joint venture. 

Features 

(a) Two or more parties have a common intention of running a business venture; 

(b) Each party brings some inputs; 

(c) Both parties exercise some control on the business venture; and 

(d) The relationship  has a character of relatively longer duration. 

Equity-based Joint Venture (EJV): 

An equity joint venture agreement is one in which a separate business entity, jointly owned by two or more 

parties, is formed in accordance with the agreement of the parties. 

Features 

(a) There is an agreement to either create a new entity or for one of the parties to join into 

ownership of an existing entity; 

(b) Shared ownership by the parties involved; 

(c) Shared management of the jointly owned entity; 

(d) Shared responsibilities regarding capital investment and other financing arrangements; and 

(e) Shared profits and losses according to the agreement 

Benefits 

1. Increased resources and capacity 

Joint ventures increase the financial and human resources of a company. It helps the company to grow and  
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expand. 

2. Access to new markets 

When a company enters into joint venture with a foreign company, it can enter into international markets. 

3. Access to technology 

Through joint ventures a company can use the advance technology of the parent company. 

4. Innovation 

With the help of joint ventures, a company can develop new products and make improvements in existing 

products. 

5. Established brand name 

Through joint venture, a company can make use of the other company’s established brand name. 

PUBLIC PRIVATE PARTNERSHIP (PPP) 

PPP is defined as a relationship between public and private entities in the context of infrastructure and other 

services. The public partners in PPP are Government entities, i.e., ministries, government departments, 

municipalities or state owned enterprises. The private partners can be local or foreign (international) and 

include businesses or investors with technical or financial expertise relevant to the project. 

Sectors in which PPPs have been completed worldwide include power generation and distribution, water and 

sanitation, refuse disposal, pipelines, hospitals, school buildings , stadiums,  prisons, railways, roads, 

information technology systems,  housing. 

 

    

CHAPTER 4 

        BUSINESS SERVICES 

Services are all those economic activities that are intangible and provide satisfaction of consumer wants. Eg: 

Consulting a doctor, use of telephone etc. 

Nature of services 

There are 5 basic features of services known as Five Is. 

1. Intangibility 
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Services are intangible ie, something which cannot be seen or touched. One can only experience it. Eg: 

Electricity service 

2. Inconsistency 

Services are not consistent. They are provided depending upon the demands and expectations of customers. 

Eg: Service provided by mobile phone service providers. 

3. Inseparability 

Production and consumption of services are inseparable. Eg: a doctor while examining a patient , service is 

provided by him and it is consumed by the patient at the same time. 

4. Inventory(Less) 

Services cannot be stored for future use. Eg: Railway ticket can be stored but not the railway journey. 

5. Involvement 

There is the participation of the customer in the service delivery process. Eg: a Lawyer attending his client. 

                                            Differences between goods and services 

Basis Goods Services 

1. Nature A physical object 

Eg: DVD of movie 

An activity eg: watching movies 

2. Intangibility Tangible eg: Medicine Intangible eg: Doctor treatment 

3. Inventory Can be stored Cannot be stored 

4. Inseparability Production and consumption 

are separable 

Production and consumption 

are  inseparable 

5. Type Homogenous Heterogenous 

 

Types of services 

Services can be classified into Three. 

1. Business services   2. Social Services    3. Personal services 

1. Business services 

Business services are those services which are used by business firms for the conduct of their activities. Eg: 

Transportation, banking, insurance etc. 
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2. Social services 

These are services rendered voluntarily to achieve certain social goals Eg: Providing education, health care, 

drinking water etc. in slum areas. 

3. Personal services 

These are services experienced differently by different persons. These services cannot be consistent in nature 

Eg: Tourism 

Business services 

Banking 

A banking company in India is one which transacts the business of banking. Banking means accepting, for the 

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

and withdrawable by cheques, draft or otherwise. 

Types of banks 

Banks can be classified into the following 

1. Commercial banks 

2. Co-Operative Banks 

3. Specialized Banks 

4. Central Bank  

1. Commercial banks 

Commercial banks are institutions dealing in money. They are governed by Indian Banking Regulation act 

1949. There are two types of Commercial banks :- 

a) Public sector banks 

Public sector banks are those in which the govt has a major stake. They emphasis on social  objectives rather 

than profitability. Eg: SBI, PNB, IOB, Canara Bank etc 

b) Private Sector banks 

Private Sector banks are owned, managed and controlled by private promoters. They emphasis more on 

profitability. Eg: HDFC, ICICI, Kotak Mahindra etc. 

2.  Co-operative banks 

Join Telegram Channel: https://t.me/hsslive Downloaded from www.Hsslive.in ®



These are governed by the provisions of State Co-operative Societies Act. They are meant for providing cheap 

credit to their members. It is an important source of agricultural financing in India. 

3. Specialized  banks 

These banks provide financial help to industries, long-term projects and foreign trade. These include Industrial 

banks, Development banks, Export- Import bank(EXIM bank) etc 

4. Central bank 

The Central bank supervises and controls the activities of all the commercial banks in the country. It acts as 

the banker’s bank and Govt’s bank. The Reserve Bank of India is the central bank of our country.  

Functions of Commercial banks 

The important functions of commercial banks are discussed below 

1. Acceptance of deposits 

An important function of a commercial bank is to accept money from the public as deposit. Banks lend money 

out of the deposits received from public. Important types of deposits are 

a) Current account 

It is suitable for businessman. Any amount of money can be deposited at any number of times. But money 

can be withdrawn subject to the fund available 

b) Savings bank account 

Savings accounts  are for promoting savings by individuals. Banks pay rate of interest as decided by RBI. A 

person can deposit any amount of money at any number of times. But there are certain restrictions as to the 

amount and number of withdrawals from this account. 

c) Fixed or Time deposit 

These are deposits made for a fixed period of time say, 1 year, 3 years, 5 years etc. They carry a higher rate of 

interest than savings deposit. Premature withdrawal is permissible with a percentage of interest being 

forfeited. 

2. Lending of funds 

Another important function of commercial banks is to provide loans to customers. These may be in the form 

of  loans, overdrafts, cash credits, consumer credits, discounting trade bills etc. 

3. Cheque facility 
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Banks help customers by collecting their cheques drawn on other banks. Cheque can be used to make 

payments and withdraw money. There are two types of cheques, namely 

 a) Bearer cheque-  encashable immediately at bank counters. 

 b) Crossed cheque-  are deposited only in the Payee’s account. 

4. Remittance of funds 

Banks provide the facility of fund transfer from one place to another. If a person wants to send some amount 

to another person at distant places, he can buy a Demand Draft (DD) from a bank. The bank draws a DD on its 

own branches or other banks at those places. The DD is then sent to the payee by post. The Payee can present 

the DD on the drawee bank at his place and collect the amount. 

5. Allied services 

Banks also provide allied services like bill payments, locker facilities, buying and selling of shares, payment of 

rent, insurance premium, collection of dividend etc. 

E- Banking 

E-Banking means electronic banking or banking using electronic media. It is a service provided by banks,that 

allows a customer to conduct banking transactions, such as managing savings, checking accounts, applying for 

loans or paying bills over the internet using a Personal Computer or Mobile Phone. The services include 

Electronic Fund Transfer(EFT), Automated Teller Machine (ATM), Debit Card, Credit Card, Digital cash etc. 

Benefits 

To customers 

1. It provides 24 hour a day, 365  days a year service to the customers. 

2. Customers can make some transactions from office or house or while travelling via mobile phone 

3. It creates a sense of financial discipline. 

4. Less risk and greater security to the customer as they can avoid travelling with cash. 

To banks 

1. It provides competitive advantage to the bank. 

2. Load on branches can be considerably reduced. 

Insurance 

It is a contract under which one party agrees in return for a consideration to pay and agreed amount of money  
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to another party to make good a loss, damage or injury to something of value in which the insured has 

a  pecuniary interests as a result of some uncertain event. 

 There are two parties to insurance namely  insured and insurer. 

 Insured 

 The  person  whose life or property  is insured against  risk is called   insured 

Insurer 

 The firm which insures   the  risk of loss  is called  insurer. 

 Premium 

The  consideration paid by the insured to the insurer to compensate the loss  is called premium 

 Policy 

 The written document containing the terms and conditions of insurance is called policy 

 Subject matter 

 The life or property insured is called subject matter 

 Functions of insurance 

1. Providing  certainty 

 Insurance provides certainty of payments for   the risk of loss 

2. Protection 

 Insurance provides protection from probable chances of loss. It provides  a sense of  security  to the 

businessman 

3. Risk  sharing 

 On the happening of a risk event, the loss  is shared by   all  the  persons  exposed to it.  The  share  is  obtained 

from  every insured  by way of premiums 

4. Assist in  capital formation 

 The premium collected by the insurer  from the  insured  persons  are invested in  various income generating 

schemes 

 Principles of insurance 

1. Utmost good   faith 
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 Insurance is a contracts of uberimae fidei ie , a contract of  utmost  good faith.  Both the insurer  and  the 

insured  should display good faith  towards each other. The insured  should make full disclosure of all material 

facts  concerning the subject matter  to the insurer. The insurer  should make clear all the terms and conditions 

in the policy  to the insured. 

2. Insurable interest 

 The insured should have  an  insurable interest  in the subject matter of insurance. Insurable interest means 

pecuniary interest. A person  is said to have insurable interest in the subject matter  if he stands  to benefit by 

its safety and  suffers  financial loss by its damage or loss. 

3.  Indemnity 

Indemnity means  to make good the loss. It means that the insurer will pay only the  actual amount of loss not 

exceeding the amount of policy. That is the insured  is not allowed to make profit out of insurance. This 

principle  is not applicable to Life Insurance. 

4. Proximate  course( causa  proxima) 

 Proximate cause is the direct cause for the loss.  When there are two or more causes for a loss, the principle 

of proximate cause is applied. The   insurer  is liable to pay compensation  to the  insured  if the loss is caused 

by  a peril insured against.  

5. Subrogation 

 After  settlement  of   the claim,  the insurer  stands  in the place of  insured.  That is the right of  ownership  of 

the  subject matter   is passed on to   the  insurer  after the claim is  settled. The insured   cannot make  profit  

by  selling  the damaged  property. 

6. Contribution 

 This principle applies to  all  Double Insurance contracts. In case of Double Insurance,  the insurers  should 

share  the losses  in proportion to the  policy amount. That is, the   insured  can recover  only the actual amount 

of loss  from all the insurance  together. 

7. Mitigation 

 This principle states that  it is the duty of the insured  to take reasonable steps  to minimise the loss  or 

damage to  the insured property.  He should not become  careless  when the  mishap occurs by  thinking that  

the subject matter is insured  and the insurer  will pay compensation. 

 Types of insurance 

 Life Insurance 
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 Life Insurance is a contract where by the  insurer,  in consideration of a premium, agrees to  pay the assured  

or to  his dependent  a certain sum of money   on the  expiry of a certain period  or  on the death of the assured 

,which ever is  earlier. 

 Elements of life insurance 

1. Life Insurance contract  must have  all the essentials  of a valid contract. 

2.  The life insurance contract  is a contract of  utmost  good faith 

3.  In life insurance, the insurable interest  must be present  at the time of taking the policy  and not 

necessary  at the time of maturity also. 

4. Life Insurance  is not a contract of indemnity. 

 Types of  life insurance policies 

1. Whole life policy 

 Under this policy,  the insured should pay  premium  throughout his life.  The policy amount  will be paid  to 

his  dependents  on his death. 

2. Endowment policy 

 This policy   is taken for a  specified period say  15 Years or 20 years. The policy amount will be paid  to the 

insured  if he lives  up to the end of the specified period. If he dies before the expiry of the  specified period, 

the policy amount will be paid  to his dependents. 

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 is payable upon the death of  any one person  to the other persons. 

4. Annuity Policy 

 Under this policy, the policy amount is payable after the assured  attains  a certain age  in monthly, quarterly, 

half yearly  or yearly instalments. The premium is paid in lump sum or in instalments. 

5. Children's endowment policy 

 This policy is taken by a  person for  his children  to meet  the expenses of  their education  or marriage.  The 

insurer  will pay  a  specified amount  when the children  attain a particular age. The premium is paid by 

the  insured.  If he dies  before the maturity,  no premium  needs to be paid. 

Fire insurance 

 It is a contract by which  the insurer  undertakes, in consideration of premium , to indemnify  the insured   
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for any loss or damage  to the insured the property  by fire  for  an  agreed  period   and  upto a certain  amount. 

Normally the period of policy  is one year. A claim for loss  by fire  must satisfy  two conditions 

1. There must be   actual loss 

2. Fire must be  accidentally  and non- intentional 

 Elements 

1.  The insured  must have insurable interest  in the subject matter  at the time of taking out the policy  and 

at the time of loss. 

2.  It is a contract of  utmost good faith 

3. It is a contract of  indemnity 

4. The insurer  is liable to  compensate when fire is  proximate  cause of loss. 

Marine insurance 

 It is a contract  where by the insurer undertakes to indemnify  be insured  for any loss or damage  to the 

subject matter due to marine perils. Marine perils are collision of ship with the rock,  ship  attacked   by enemy,  

ship  captured by  pirates,  actions of the captain  and crew  of ship etc. 

 Elements 

1.It is a contract of Indemnity 

2. It is a contract of  utmost good faith 

3. Insurable interest  must exist at the time of loss 

4.  The proximate cause principle applies to it. 

Types of marine insurance 

1. Ship or hull insurance 

Here the ship is insured against risks like storm, gale etc. 

2. Cargo insurance 

In this policy , the cargo in the ship is insured against risks such as theft, lost goods etc 

3. Freight insurance 

It covers the risk of loss of freight by shipping company in the event of loss or destruction of cargo. 
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Difference between Life, Fire and Marine Insurance 

Basis of difference Life Insurance Fire insurance  Marine Insurance 

Subject 

Matter 

The subject matter of 

insurance is human life. 

The subject matter 

is any physical property 

or assets 

The subject matter 

is a ship, cargo or 

freight. 

Element Life Insurance has the 

elements of protection 

and investment  

Fire insurance has 

only the element of 

protection 

Marine insurance has 

only the element of 

protection 

Insurable 

interest 

Insurable interest must 

be present at the time 

of effecting the policy 

Insurable interest on 

the subject matter must 

be present both at the 

time of effecting policy 

as well as when the 

claim falls due. 

Insurable interest 

must be present at 

the time when 

claim falls due 

Duration Life insurance policy 

usually exceeds a year 

and is taken for longer 

periods 

Fire insurance 

policy usually does 

not exceed a year. 

Marine insurance 

policy is for one or 

period of voyage or 

mixed. 

Indemnity Life insurance is not 

based on the principle 

of indemnity 

Fire insurance is a 

contract of 

indemnity 

Marine insurance 

is a contract of 

indemnity 

Loss 

measurement 

Loss is not 

measurable. 

Loss is  

measurable. 

Loss is  

measurable. 

Policy amount One can insure for any 

amount in life 

insurance 

In fire insurance, the 

amount of the policy 

cannot be more than 

the value of the 

subject matter. 

In marine insurance 

the amount of the 

policy can be the 

market value of the 

ship or cargo 

 

General insurance  

1. Health Insurance 
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 Health insurance policy  is a contract  between an insurer and  an individual  or group  in which  the 

insurer  agrees to provide  specified health insurance  at an agreed premium.  Depending upon the policy, 

premium may be payable  either  in a lump sum  or in instalments.  Health insurance  provides  either direct 

payment  or  reimbursements  for expenses  associated with  illness and injuries. 

2.  Motor vehicle insurance 

 In motor insurance  the owners liability to compensate  people  who were killed or injured  due to  

negligence  of the  drivers  is passed on to the  insurance company. The rate of premium  under motor 

insurance  is  standardized. 

3. Burglary insurance 

 In case of  burglary policy,  the loss of  damages of  household goods and  properties due to theft,  burglary, 

housebreaking  etc  are covered. 

4. Cattle insurance 

 It is a contract where by a sum of money  is assured  to the insured  in the event of  death of animals  like  

bulls, buffaloes, cows etc. 

5. Crop Insurance 

 It is a contract  to provide financial support  to farmers  in the event  of   crop failure  due to  drought or flood. 

Social Security Schemes 

1. Atal Pension Yojana :  

This scheme is offered to individuals in the age group of 18 to 40 years. The individual is expected to contribute 

in the scheme until he/she attains the age of 60 years. The scheme acts as an investment for availing old-age 

pension. 

2. Pradhan Mantri Suraksha Bima Yojana :  

This scheme offers accidental and disability cover of Rs. 2 lakh at a premium of Rs. 12 per year. Any individual 

holding a savings account can be enrolled under this scheme. 

3. Pradhan Mantri Jan Dhan Yojana : 

 The scheme offers savings account with no minimum balance. The Rupay ATM-cum-Debit card has in-built 

accident and life cover of Rs. 1,00,000 and Rs. 30,000, respectively.  

4. Pradhan Mantri Jeevan Jyoti Bima Yojana :  

The scheme offers a protection term insurance cover of Rs 2,00,000 to the dependents of the policy holder in 

the event of his/her death at a premium of Rs. 330 per year. Any individual in the age group of 18-70 years 

having a savings account can opt for this scheme 
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Communication services 

 The main communication services which help business can be classified into Postal and Telecom 

 Postal Services 

 Indian Post and Telegraph Department provides various Postal Services across India. For providing services 

the whole country has been divided into 22 postal circles. The various facilities provided by postal 

departments are as follows. 

1. Financial Services 

  Post offices offer  various  savings schemes  like  Public Provident Fund(PPF),  Kisan Vikas Patra and  National 

Saving Certificate. Other schemes include  monthly income scheme, recurring deposits, savings account, Time 

deposits and  money order facility. 

2.  Mail facilities 

 Mail services include  parcel facilities , registration facilities  and insurance facilities. 

 Allied activities of Postal Department 

a) Greeting posts- greeting  cards  for every occasion. 

b) Media post- facility for Indian companies to advertise their  brand  through  postcards, envelopes  and letter 

boxes  

c) International money transfer- Facility to  transfer money  from  foreign countries to India 

d) Passport facility 

e) Speed post. 

f) e-bill post- collects  bill payment across the counter for BSNL and Bharti Airtel. 

Telecom services 

 The various types of telecom services are 

1. Cellular mobile services 

 These  are  all types of  mobile telecom services  including  voice and non-voice messages,  data Services   

utilising any type of network equipment  within  their service area. 

2. Fixed line services 

These are  all types of  fixed line  services  including  voice and non-voice messages  and data services  to 

establish linkages  for long distance traffic. 
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3.  Cable services 

 These  are  services  within a licensed  area of operation  to operate media services, which are  essentially  one 

way entertainment related services. 

4. Vsat  services 

 VSAT(Very Small Aperture Terminal) is a  satellite  based  communication service. It can be used  to provide  

innovative application  such as  telemedicine,  newspapers online, Tele education etc. 

5. DTH  Service 

 Direct to Home  is a  satellite based media service  provided by cellular companies.  One can receive media 

services  directly through a satellite with the help of  a small dish antenna and  a set top box. 

Transportation 

 Transportation helps the movement of men and materials from one place to another. The various modes of 

transportation  include  road, rail,  air and sea. Transportation removes  the hindrance of   place. 

 Warehousing 

 Warehouse   is a place  where  goods are stored  in  anticipation  of future demand. 

 Types of  warehouses 

1. Private warehouses 

 Private warehouses are owned and operated by  big business concerns  for storing their  goods. 

2. Public warehouses 

 These can be used for  storage of goods  by traders  or any member of the public  by paying a storage fee.  The 

government regulates the operations of these  warehouses  by issuing licenses  for them to private parties . 

3. Bonded warehouse 

 These  warehouses  are licensed by the government to store imported goods  until  customs duty is paid .  

They are located near ports. Goods can be removed in part  as and when required by  the importers  and 

import duty can be paid in instalments. 

4. Government warehouse 

 These are warehouses  which are fully owned  and managed by the government.eg: Food Corporation of 

India, State Trading Corporation  and Central Warehousing Corporation. 

5. Co-operative warehouses 
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 Some marketing cooperative societies or agricultural co-operative societies  have  set up  their  own 

warehouses  for their members. 

 Functions of warehousing 

a) Consolidation  

Here, the warehouse receives and  consolidates  goods from different production plants. It  despatches   the 

same  to a particular customer  on a single shipment. 

b) Break the bulk 

 The warehouses   divide  the bulk quantity of goods received from the production plants  into smaller 

quantities. 

c) Stock piling 

Goods or raw materials which are not required immediately  for sale or production  are stored in warehouses. 

They are made available  to business  depending on customer's demand. 

d) Value added services 

 Warehouses provide  some value added services  like grading,  packaging,  labelling etc. 

e) Financing 

 Sometimes, warehouse owners advance money to the owners on  the security of goods  kept in the 

warehouse. 

 

 

 

 

CHAPTER  5 

     EMERGING MODES OF BUSINESS 

E- business 

 E- business may be defined as the conduct of  industry, trade  and commerce  using the computer networks. 

e- business  and e-  commerce  are not same. e- business is a broad term  and includes e- commerce. e-

Commerce means  buying and selling of goods online. But e- business includes  not only  e-commerce  but also 
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other functions like  production, inventory management, product development, accounting, Human Resource 

Management etc. 

 Scope of e-business 

1 B2B Commerce 

 Transaction taking place between  business enterprises  electronically  is called  B2B transaction.eg: placing 

order with supplier 

2. B2C Commerce 

 This is  a transaction taking place between  business and consumer.  eg: consumer places  an order online 

3.Intra-B Commerce:  

Here, parties involved in the electronic transactions are from within a given business firm.Eg: Communication 

between Marketing and Production Department 

4. C2C Commerce  

This is a  transaction taking place between a consumer and another consumer Eg: OLX 

      Differences between  traditional and e-business 

 

 

 

 

 

 

 

 

 

 

 

 

Basis  Traditional business  e-Business 

1. Ease of formation  Difficult  Simple 

2. Physical  presence Required  Not required 

3. Operating cost  High  Low 

4. Opportunity for Inter  personal touch  Much more  Less 

5. Setting up cost  High  Low 

6. Business expansion Difficult  Very much possible 

7. Physical  examination of good  Possible   Not possible 

8. Nature of  contact between buyer and seller Direct          Indirect     

Join Telegram Channel: https://t.me/hsslive Downloaded from www.Hsslive.in ®



Benefits of e business 

1. Ease of formation 

 e-business is  relativity  easy to start  and the investment required is low 

2. Convenience 

 It offers  the convenience of  24 hours, 7 days a week  and 365 days a year  business. 

3. Speed  

e-Business is very speedy.  Much of the buying or selling activities  can be done  at the click of a mouse. 

4. Global reach 

 Internet has  no boundary. It  allows the seller   to access  the global markets. The buyer can buy goods from 

any part of the world 

5.  Movement towards  a paper less society 

 Use of internet has considerably reduced the dependence on paperwork. 

 Limitations 

1. Low   personal  touch 

e-Business  lacks the warmth of  interpersonal  interactions. It is not suitable for  products  requiring  personal 

touch  such as  garments, medicine etc. 

2. Time gap between  order taking/ giving  and order  fulfilment 

 The physical delivery  of the products  takes time. Due to technical reasons, websites  take unnecessarily  long 

time to open. 

3. Need for technological capability of parties to e-business 

The parties   to e-business  should be familiar with  the use of computers and the internet. 

4. Increased risk 

 It is difficult  to  know  the identity of the parties. One does not know  the location from where  parties are 

operating. 

5. People resistance 

 The process of adjustments  to new technology  and new way  a of doing things  causes strain  and a sense of 

insecurity. So, people may resist  a firm’s plan to enter into e-business. 
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 Process of online transaction 

1. Registration 

 Before online shopping, one has to register with the online vendor  by filling up a registration form. 

2. Placing  an order 

 You can pick  up and drop  the items  in the Shopping Cart. Shopping Cart  is an online record  of what you 

have a   picked  up  while browsing  the  online store .  After selecting the items  you want to buy ,you can 

select  the payment mechanism. 

3. Payment mechanism 

 Payment can be done in any of the following ways 

a) Cash on Delivery (Cod) 

 Here payment is made in cash when the buyer receives the items ordered  online. 

b) Cheque 

 In this case online vendor  receives  cheque from the buyer. He delivers the goods  to the buyer  upon 

realisation of  the   cheque. 

c) Net banking transfer 

 Here, the buyer transfers the price of items  ordered  to the account of the  online vendor  over the net. 

d) Credit card 

  It is  also  called  plastic money. Credit card is issued  by a financial institution  that allows  the card holder   

to make purchases  on credits.The amount due from the  card holder  to the online vendor  is assumed by the  

card issuing organisation  and  it  transfers  the amount of transaction  to the credit of  online vendor. The card 

holder  can deposit the amount  in instalments  and at his convenience. 

e) Debit Card 

 Debit cards  are issued by   banks  which allow their customers  to purchase goods and services  up to the 

amount  available  in their accounts.  The moment  any transaction is made,  the amount due  is deducted 

electronically  from the card. 

f) Digital Cash 

 This is a form of electronic currency that exists only in  cyberspace. First you should pay to a bank an amount 

equal to the digital cash that you want to get issued  in your favour. Then bank will send you a special software 
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that will allow you  to draw digital cash  from your accounts  with the  bank.  You may then use  the digital 

funds  to make purchases  over the web. 

Security of  e-transactions/ e-business Risk 

1. Transaction risks 

a) Seller  denies  that  the customer  ever placed  the order  or the customer denies  that  he ever placed the 

order. It is known as  default on  order taking/ giving 

b) Good  are delivered at  wrong address  or goods other than ordered  may be delivered. It is called default 

on delivery. 

c) Seller does not get  payments  where as  the  customer claims that  the payment was made. It is called  

default on payment. 

2. Data storage  and transmission  risks 

 Data stored  in the systems  is exposed to  many risks.  Vital information may be stolen  or modified  for selfish 

motives  or simply for fun.  

To avoid  this  one may use  cryptography.  It refers  to the art of protecting  information  by transforming  it 

into  an unreadable format called  cyphertext . Only those  who posses  a secret key  can convert  the message 

into plain text. 

3. Threat to  intellectual property  and privacy 

 Internet  is an open space.  Data furnished  in the course of online transaction  may be supplied to others  

who may  start dumping  a host of  advertising literature  into  your email box. 

Resources required  for successful  e-business implementation 

1.  Adequate computer hardware with high speed  and memory. 

2. Technically qualified  work force  to work with the computer 

3. A good  system   of receiving payments. 

4. Well designed website 

5.  Effective telecommunication system. 

Business Process Outsourcing (BPO) 

 It is a system of getting business tasks  accomplished through  an outside  agency 
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 Features 

1. It involves  contracting out 

 Some works of a business  are given to outside agencies on a  contract basis.eg: a hospital  contracts out 

sanitation work  to an  outside agency. 

2.  Non-core business activities are outsourced 

 Only the non-core activities  of the business are  outsourced to  outside agencies.eg: a school contracts out 

the work of running canteen for its  students. 

3.  Processes may be outsourced to a captive unit. 

If the task of performing some activity internally is very large , it is beneficial for a company to have a captive 

service provider ie, a service provider set up for providing services to only one firm. 

Need for outsourcing (Benefits) 

1. Focusing of attention 

It enables the business to concentrate on areas in which it has core competency. 

2. Quest for excellence 

Business firms can excel by contracting out their non-core activities to those who excel in performing them. 

3. Cost reduction 

A business can reduce its operating cost by outsourcing some activities to agencies who are specialised in 

these activities. 

4. Growth through alliance 

A firm doesn’t have to make investment in activities which are outsourced. So it can grow with minimum 

investment. 

5. Fillip to economic development 

Outsourcing stimulates entrepreneurship, employment and export. These lead to economic development. 

Concerns over outsourcing 

1. Confidentiality 

If the outsourcing partner doesn’t keep confidentiality, it may harm the interest of the firm which outsources 

its activities. 

2. Sweat shopping 

Join Telegram Channel: https://t.me/hsslive Downloaded from www.Hsslive.in ®



A firm that goes in for  outsourcing looks for the doing skills rather than the development of the thinking skills. 

3.Ethical concerns 

To reduce costs, works are outsourced to underdeveloped countries where they use  child labour or women 

who are paid wages lower than that given to men. This is unethical. 

4. Resentment in the home countries 

When work is outsourced to foreign countries, people in the home country have to suffer from 

unemployment. It leads to resentment among people in the home country. 

 

CHAPTER  6 

SOCIAL RESPONSIBILITY OF BUSINESS AND BUSINESS ETHICS 

 

Social responsibility is the obligation of a business to take those decisions and perform those actions which 

are desirable in terms of the objectives and values of our society. 

 Arguments for social responsibility 

1. Justification for existence and growth 

The prosperity and growth of business is possible only through continuous service to society. So, assumption 

of social responsibility is necessary for its existence and growth. 

2. Long-term interest of the firm 

When members of society ie, workers, consumers, Govt etc. feel that business enterprise is not serving their 

interest, they will withdraw their co-operation to the enterprise. So, it is in the interest of business to assume 

social responsibility. 

3. Avoidance of Govt regulation 

Govt regulations are undesirable because they limit freedom. Businessman can avoid the problem of Govt 

regulation by voluntarily assuming social responsibility. 

4. Maintenance of society 

People who feel that they are not getting their due from the business may resort to anti-social activities. So, 

it is desirable that business assumes social responsibility. 

5. Availability of resources with business 
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Business enterprises have valuable financial and human resources. These can be effectively used for solving 

social problems. 

6. Better environment for doing business 

If business is to operate in a society which is full of complicated problems, it may have little chance of success. 

A society with fewer problems provides better environment for a firm to conduct its business. 

7. Holding business responsible for social problems 

It is argued  that some of the social problems are created by business firms such as environmental pollution, 

unsafe workplace etc. So, it is the moral obligation of business to solve these problems. 

Arguments against social responsibility 

1. Violation of profit maximisation objective 

According to this argument, business exists only for profit maximisation. So, any talk of social responsibility is 

against this objective. 

2. Burden on consumers 

Social responsibility like pollution control and environmental protection are very costly. In such 

circumstances, businessmen are likely to shift their burden to consumers by charging higher prices from them. 

3. Lack of social skills 

Businessman do not have the necessary understanding and training to solve social problems. Therefore, social 

problems should be solved by other specialized agencies. 

4. Lack of broad public support 

Public in general doesn’t like business involvement in solving social problems. 

Reasons of social responsibility 

1. Threat of public regulation 

When the business firms function in a socially irresponsible manner , action is taken to regulate them. This 

threat of public regulation compels business enterprises to assume social responsibility. 

2. Pressure of labour movement 

Labour has become far more educated and organised. This has forced business to pay due consideration to 

the welfare of workers. 

3. Impact of consumer consciousness 
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Development of education and mass media have made consumers aware of their rights and powers. This 

forced business enterprises to follow customer-oriented policies. 

4. Development of social standard for business. 

No business can be done in isolation from society. It is the society that permits business to exist and grow. 

5. Relationship between social interest and business interest. 

Social interest and business interest are not contradictory. A business can achieve long-term benefit only 

through serving the society well. 

Kinds of social responsibility 

1. Economic responsibility 

A business enterprise is basically an economic entity and therefore, its primary social responsibility is 

economic. That is, produce goods and services that society wants and sell them at a profit. 

2. Legal responsibility 

Every business has a responsibility to operate within the laws of the land. A law abiding enterprise is a socially 

responsible enterprise as well. 

3. Ethical responsibility 

This includes the behaviour of the firm that is expected by society but not codified in law. Eg: following fair 

trade practices, providing quality goods to consumers etc. 

4. Discretionary responsibility 

It refers to purely voluntary obligation that an organisation assumes. Eg: providing charity to educational 

institutions, helping affected people during flood or earthquakes etc. 

Social responsibility towards different interest groups 

1. Responsibility towards shareholders or owners 

A business enterprise has the responsibility to provide a fair return to the shareholders or owners on their 

investment and to ensure the safety of their investment. It should also give accurate and full information 

about its working to the owners. 

2. Responsibility towards the workers 

A business enterprise should create good working conditions in the working place, give good wages to the 

workers, respect the democratic rights of the workers to form unions etc. 
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3. Responsibility towards the consumers 

A business enterprise should supply right quantity and quality goods and services to consumers at reasonable 

prices. It should not indulge in adulteration, misleading advertisement, providing poor quality goods etc. 

4. Responsibility towards the Govt and community 

A business enterprise must respect the laws of the country and pay taxes regularly and honestly. It must 

protect the environment and avoid  dirty working conditions 

Business and environmental protection 

Environment is defined as the totality of man’s surroundings- both natural and manmade. The activities of 

business cause environment pollution 

Pollution 

Pollution means the injection of harmful substances into the environment. Pollution harms human life and 

the life of other species. 

 Types of pollution 

1. Air pollution 

It is mainly due to carbon monoxide emitted by automobiles. Similarly, smoke and other chemicals from 

manufacturing plants also pollute air. Air pollution lowers the quality of air. 

2. Water pollution 

Water becomes polluted from chemicals and waste dumping. It leads to the death of several animals and pose 

a serious threat to human life. 

3. Land pollution 

Dumping of toxic wastes on land causes land pollution. This damages the quality of land and makes it unfit 

for agriculture. 

4. Noise pollution 

Noise caused by the running of factories and vehicles is also a serious health hazard. Noise pollution is 

responsible for many diseases  like loss of hearing, malfunctioning of heart, and mental disorder. 

Need for pollution control 

1. Reduction of health hazards 
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Many diseases like cancer, heart attacks, lung complications etc are caused by pollution. Pollution control 

measures can check the seriousness of such diseases. 

2. Reduced risk of liability 

An enterprise is liable to pay compensation to people affected by pollution. So, it is better to install pollution 

control devices to reduce the risk of liability. 

3. Improved public image 

A firm’s policies and practices for controlling pollution will influence people’s attitude towards its working . 

Such firms will be perceived as a socially responsible firm. 

4. Other social benefits 

Pollution control results in many other benefits like cleaner buildings, clearer visibility, availability of natural 

products in purer form etc. 

Role of business in environmental protection. 

Steps taken by business enterprises for environmental protection are as follows 

a) A definite commitment by top management to create a work culture for prevention of pollution. 

b) Developing clear cut policies and programmes for purchasing good quality raw materials, using scientific 

techniques for disposal of wastes etc.. 

c) Complying with the laws enacted by Govt for prevention of pollution. 

d) Participation in Govt programmes relating to cleaning up of polluted rivers, plantation of trees, checking 

deforestation etc. 

e) Arranging seminars and training  for suppliers and customers to share technical information with them and 

to get them actively engaged in pollution control programmes. 

Business ethics 

Business ethics refer to the moral principles to be followed by businessman in relation to society. It is 

voluntary and refers to fair dealings with consumers, workers, suppliers, competitors, Govt and society. 

Examples of ethical business practices 

a) Fair and reasonable price for goods and services. 

b) Fair treatment to employees. 

c) Sale of good quality products to consumers. 

d) Correct weights and measures 
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e) Make reasonable profits. 

Examples of unethical business practices 

a) Inferior quality goods and services 

b) Adulteration. 

c) Black marketing and hoarding 

d) Misleading advertisement 

e) Exploitation of workers 

Elements of business ethics 

1. Top management commitment 

Top management should be strongly committed to ethical conduct. They must provide leadership for 

upholding the values of the organisation. 

2. Publication of a ‘Code’ 

This covers areas such as honesty and adherence to laws, product safety and quality, health and safety in 

workplace, fairness in selling practices etc. 

3. Establishment of compliance mechanism 

To ensure that actual decisions and actions comply with the firm’s ethical standards, suitable mechanisms 

should be established. Eg: Establish communication system to help employees report unethical behaviour. 

4. Involving employees at all levels 

It is the employees who implement ethics policies to make business ethics a reality. So, their involvement in 

ethics programmes is must. 

 

     CHAPTER  7 

FORMATION OF A COMPANY 

Formation of a company involves FOUR distinct stages ; which are  

A) Promotion B) Incorporation C) Subscription of capital  D) Commencement of business 
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A] Promotion 

Promotion is the first stage in the formation of a  company. It means the sum total of all activities which are 

necessary for bringing the company into existence. Person who takes the initiative to form a company is called 

promoter. 

Functions of a promoter 

1. Identification of business opportunity 

The first function of a promoter is to identify a business opportunity. The opportunity may be in respect of 

producing a new product or service or making some product available through a different channel etc. 

2. Feasibility studies 

The promoter then undertakes a detailed feasibility study  to investigate all aspects of the business idea. It 

involves the following 

 a) Technical feasibility 

Sometimes an idea may be good but technically not feasible to execute. It may be so because the required 

technology is not easily available. 

b) Financial feasibility 

The promoter has to find out the fund requirement of the identified business opportunity. If the funds 

required for the project cannot be easily arranged, the project has to be given up. 

c) Economic feasibility 

The promoter has to analyse the profitability of the proposed project. He takes the help of experts to conduct 

these studies. 

3. Name approval 

After deciding the project, the promoter has to select a name for the company. He then submits an application 

for name approval to the Registrar of Companies of the State in which the registered office of the company is 

to be situated. Three names in the order of their priority are given in the application to  the  Registrar. 

4. Fixing up signatories to the Memorandum of Association 

Promoters have to decide the members who have to sign the Memorandum of Association of the proposed 

company. The people signing the memorandum are also the first directors of the company. 

5. Appointment of professionals 
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Certain professionals such as Merchant Bankers, Auditors etc. are appointed by promoters to assist them in 

the preparation of necessary documents to be filed with the Registrar. 

6. Preparation of necessary documents 

The promoter takes steps to prepare certain legal documents to be filed with the Registrar. These include 

Memorandum of Association, Articles of Association and consent of directors. 

B] Incorporation 

After completing the aforesaid formalities promoter makes an application for incorporation of the company 

to Registrar of Companies of the State in which the registered office of the company is to be situated. The 

application must be accompanied by the following documents 

1.The Memorandum of Association  duly stamped, signed and witnessed. It must be signed by at least seven  

members in the case of a public company and two members in the case of  a private company. 

2. The Articles of association duly stamped, signed and witnessed as in the case of the Memorandum of 

Association. 

3. Written consent of the proposed directors to act as directors and an undertaking to purchase qualification 

shares. 

4. The agreement, if any, with the proposed Managing Director, Manager etc. 

5. A copy of the Registrar’s letter approving the name of the company. 

6. A statutory declaration that all legal formalities for registration have been complied with. This must be 

signed by an advocate of Supreme Court or High Court or a Chartered accountant or Company secretary. 

7. A notice about the exact address of the registered office of the company. 

8. Documentary evidence of payment of registration fees. 

   The Registrar will scrutinise all the documents submitted and if he is satisfied that all the formalities for 

registration have been completed will issue a Certificate of Incorporation. Certificate of Incorporation is called 

the birth certificate of the company. 

C] Subscription of capital 

The following steps are required to raise funds from the public. 

1. SEBI approval 

Prior approval of SEBI is required to raise funds from the public. 

2. Filing of prospectus 
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A prospectus should be filed with the Registrar of Companies. Prospectus is an invitation to public to apply 

for shares or debentures of the company or to make deposits in the company. 

3. Appointment of bankers, brokers etc. 

Company has to appoint bankers to receive the application money on shares or debentures. Brokers are also 

appointed to sell shares or debentures by distributing application forms. 

4. Minimum subscription 

The minimum amount of capital to be subscribed by the public before a public company can allot shares  is 

called minimum subscription. As per SEBI guidelines , the minimum subscription is 90% of the issue amount. 

5. Application to stock exchange 

An application is to be made to at least one stock exchange for permission to deal its shares or debentures. 

6. Allotment of shares 

Allotment means giving shares to the applicants for shares. Allotment letters are issued to applicants to whom 

shares are allotted. 

D] Commencement of business 

A private company can start its business immediately after getting Certificate of Incorporation. But a public 

company has to apply to the Registrar of Companies for the issue of Certificate of Commencement of Business. 

The following documents are filed with the Registrar for this purpose. 

1. A declaration that the number of shares allotted is not less than the minimum subscription. 

2. A declaration that the directors have taken up and paid for qualification shares. 

3. A declaration that the company has applied for or obtained permission for dealing its shares in a recognised 

Stock exchange. 

4. A statutory declaration that the above requirements have been complied with. 

 The Registrar will examine these documents. If these are found satisfactory, he will issue a Certificate 

of Commencement of Business. 

Position of promoters 

A promoter is neither an agent nor a trustee of the company. They are personally liable for all the contracts 

entered by them for the company before its Incorporation , in case the same are not ratified by the company 

later on. Promoters enjoy a fiduciary position with the company. They must not make any secret profits. 
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 The company may remunerate promoters by paying a lump sum amount or a commission on the 

purchase price  of property purchased through them. The company may allot them shares or debentures or 

give them an option to purchase shares at a future date. 

Effect of Certificate of Incorporation 

A Certificate of Incorporation is a conclusive proof of the registration of the company. A company is legally 

born on the date printed on the Certificate of Incorporation. It becomes a separate legal entity with perpetual 

succession on such date. 

Documents Required to be Submitted 

A. Memorandum of Association: 

It is the most important document of a company. It defines the objectives and powers of a company. It 

describes the relationship of the company with the outsiders. Memorandum of Association is called the 

Charter or Magna Carta of a company. 

Contents or clauses of Memorandum of Association 

Memorandum of Association has SIX clauses which are stated below. 

1. Name clause 

This clause contains the name of the company with which it is registered. The name should not be similar  

with the name of an existing company. The name of the company should be exhibited outside its office and 

should be shown on all its bills, letters, notices etc. 

2. Registered office (Domicile) clause 

This clause contains the name of the state in which the registered office of the company is proposed to be 

situated. 

3. Objects clause 

It defines the objectives for which the company is formed. A company cannot undertake an activity which is 

beyond the objects stated in this clause. 

4. Liability clause 

This clause limits the liability of the members to the amount unpaid on the shares owned by them. Eg: if a 

person purchased 200 shares  of Rs.10 each and has already paid Rs.7 per share, his liability is limited to Rs. 3  

per share. 

5. Capital clause 
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This clause specifies the maximum capital which the company is authorised to raise through the issue of 

shares. The authorised capital of the company along with its division into the number of shares having a fixed 

face value is specified in this clause. 

6. Association clause 

In this clause, the persons who signed the Memorandum of Association state their intention to be associated 

with the company and also give their consent to purchase qualification shares. 

B. Articles of association 

It is a document containing the rules regarding the internal management of a company. These rules are 

subsidiary to the Memorandum of Association. 

 A public company needs not have its own articles. It may adopt Table F , which is a model set of articles 

given in the Companies Act. 

The Articles generally contains the following matters 

1. Number and value of shares. 

2. Issue of preference shares. 

3. Allotment of shares. 

5. Transfer of shares. 

6. Forfeiture of shares. 

7. Alteration of capital. 

8. Buy back. 

9. Share certificates. 

10. Voting rights  

11. Meetings and rules regarding committees. 

12. Directors, their appointment and delegations of powers. 

13. Issue of Debentures and stocks. 

14. Seal. 

15. Remuneration of directors. 

16. General meetings. 

17. Directors meetings. 

18. Winding up. 

Differences between Memorandum of Association and Articles of Association 

Basis Memorandum of Association Articles of Association 
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1. Objectives It defines the objectives for which 

the company is formed 

It contains the rules for internal 

management of the company 

2. Position It is the main document It is a subsidiary document 

3. Relationship It defines the relationship of the 

company with outsiders 

It defines the relationship of the 

company and its members 

4.Necessity Every company has to file 

Memorandum 

It is not compulsory for a public 

company to file Articles 

5.Alteration Alteration of Memorandum is 

very difficult 

Articles can be altered by a special 

resolution 

 

C. Consent of Proposed Directors 

A written consent of each person named as a director is required confirming that they agree to act in that 

capacity and undertake to buy and pay for qualification shares, as mentioned in the Articles of Association. 

D. Agreement:  

The agreement, if any, which the company proposes to enter with any individual for appointment as its 

Managing Director  or Manager 

E. Statutory Declaration:  

A declaration stating that all the legal requirements pertaining to registration have been compliedwith is to 

be submitted to the Registrar .This statement can be signed by an advocate or by a Chartered Accountant or 

a Cost Accountant or a Company Secretary in practice who is engaged in the formation of a company and by 

a person named in the articles as a director or manager or secretary of the company. 

F. Payment of fee: 

Along with the above-mentioned documents, necessary fees has to be paid for the registration of 

thecompany. 

Director Identification Number (DIN) 

Every Individual intending to be appointed as director of a company shall make an application for allotment 

of Director Identification Number (DIN) to the Central Government in prescribed form along with fees. The 

Central Government shall allot a Director Identification Number to an application within one month from the 

receipt of the application. 

One Person Company 

One Person Company is a company with only one person as a member. That one person will be the 

shareholder of the company. It avails all the benefits of a private limited company  
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Qualification Shares 

The number of shares that must be taken up by a person to become a director in a company are called 

qualification shares 

 

 

       CHAPTER  8 

      SOURCES OF BUSINESS FINANCE 

                                       

 

 

 

The financial needs of a business can be classified as   

a) Fixed capital requirements 
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Funds required to purchase fixed assets such as land, building , plant&machinery , furniture etc are called 

fixed capital requirements 

b) Working capital requirements 

Funds required for meeting the day to day expenses of a company like payment of salary, rent etc are called 

working capital requirements. 

Classification of sources of finance 

A] On the basis of period 

1. Long-term finance- Funds required for a period exceeding 5 years 

2. Medium-term finance- Funds required for a period exceeding one year but less than 5 years. 

3. Short-term finance- Funds required for a period not exceeding one year. 

B] On the basis of ownership 

1. Owner’s funds- Funds provided by the owners of the enterprise. 

2. Borrowed funds- Funds raised through loans and borrowings. 

C] On the basis of source of generation 

1. Internal sources- Funds generated from within the business. 

2. External sources- Funds generated from outside the business. 

Sources of finance 

1. Retained earnings 

The portion of profit which is retained in the business for future use is called retained earnings. It is also called 

ploughing back of profit or internal financing or self-financing. 

Merits 

a) It is a permanent source of funds. 

b) No cost involved in raising funds 

c) No security is needed to raise funds. 

d) It makes company financially strong. 

e) It helps the company to meet unexpected losses. 

Limitations 
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a) Excessive ploughing back may cause dissatisfaction among shareholders. 

b) It is an uncertain source of funds as the profits of business are fluctuating 

c) It may be used for tax evasion 

2. Trade credit 

Trade credit is the credit extended by one trader to another for the purchase of goods and services. It 

facilitates the purchase of goods without immediate payment. 

Merits 

a) It is a convenient source of funds 

b) It is readily available 

c) It is needed to promote the sales of a business. 

d) It does not create any charge on the assets of the firm. 

Limitations 

a) Availability of easy trade credit may induce a firm to indulge in overtrading which increases the risk of the 

firm. 

b) Only limited amount of funds can be generated through trade credit. 

3. Factoring 

Factoring is an agency specialised in debt collection. Here the business sells its receivables on account of sale 

of goods or services to the factor. The factor collects the debts from the buyer and provides protection against 

any bad debt losses to the firm. The factor charges fees for his service. 

Merits 

a) It is a cheaper source of funds 

b) It does not create any charge on the assets of the firm. 

c) The firm can concentrate on other functional areas of business. 

Limitations 

a) This is expensive when the invoices are numerous and smaller in amount. 

b) The factor charges higher rates of interest when it gives advance to the firm. 

4. Lease financing 

Join Telegram Channel: https://t.me/hsslive Downloaded from www.Hsslive.in ®



A lease is an agreement whereby one party, ie, the owner of an asset grants the other party the right to use 

the asset for a periodic payment. The owner of the asset is called the lessor and the party that uses the asset 

is called the lessee. At the end of the lease period, the asset goes back to the lessor. 

Merits 

a) It enables the lessee to acquire the asset with lower investment. 

b) Simple documentation is needed. 

c) Lease rent paid by the lessee is deductible for computing taxable profits. 

d) The risk of obsolescence is borne by the lessor. 

Limitations 

a) A lease agreement may impose certain restrictions on the use of asset. 

b) If the lease is not renewed, business operations may be affected. 

c) The lessee never becomes the owner of the asset. 

5. Public deposits 

The deposits that are raised by organisations directly from the public are known as public deposits. Rates of 

interest offered on public deposits are usually higher than that offered on bank deposits. 

Merits 

a) The procedure of obtaining deposits is simple. 

b) Cost of public deposit is generally lower than the cost of borrowings from banks. 

c) They do not create any charge on the assets of the company. 

Limitations 

a) It is difficult for new companies to raise funds through public deposit. 

b) Public may not respond when the company needs money. 

c) Collection of public deposit is difficult, when the size of deposits required is large. 

6. Commercial paper (CP) 

It is an unsecured promissory note issued by a firm to raise funds for a short period varying from 90 days to 

364 days. It is issued by one firm to other firms, insurance companies and banks. The amount raised by 

commercial paper is generally large. 

Merits 
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a) It is sold on an unsecured basis and does not contain any restrictive conditions. 

b) It has high liquidity. 

c) The cost of CP is lower than the cost of bank loan 

Limitations 

a) Only financially sound companies can issue CP 

b) The maturity of a CP cannot be extended. 

7. Issue of shares 

The capital obtained by issue of shares is called share capital. The person holding shares is called shareholder. 

There are two types of shares namely Preference shares and Equity shares. 

a) Preference shares 

Shares which carry preferential rights in receiving a fixed rate of dividend and repayment of capital on winding 

up of the company are called preference shares. Preference shareholders have voting rights only on matters 

affecting them. 

Merits 

a) As the rate of dividend is fixed, these shares provide a steady income. 

b) These shares are suitable for investors who want a regular income with low risk. 

c) It doesn’t dilute the control of equity shareholders over the management of the company. 

d) These can be redeemed if needed. 

e) These shares do not create any charge on the assets of the company. 

Limitations 

a) These are not suitable for investors who are willing to take risk. 

b) The rate of dividend on preference share is higher than the rate of interest on debentures. 

c) The dividend paid is not deductible from profits as expense. 

Types of preference shares 

i) Cumulative and non-cumulative  

Cumulative preference shareholders will be paid arrear dividend in future years , if no dividend is paid in any 

year. 

 Non- cumulative preference shareholders  will not get their arrear dividend, but only current years dividend. 
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ii) Participating and non-participating 

Participating shareholders have a right to share the surplus profits after a fixed rate of dividend is paid to 

equity shareholders. 

Non-participating shareholders have no right to share surplus profits, but will get only dividend at a fixed rate. 

iii) Redeemable and irredeemable 

Preference shares which will be repaid after the expiry of a specified period are called redeemable preference 

shares. 

Preference shares which will be repaid only on winding up of the company are called irredeemable  preference 

shares. 

iv) Convertible and non-convertible 

Preference shares that can be converted into equity shares within a specified period of time are known as 

convertible preference shares. 

Preference shares that cannot be converted into equity shares  are known as  non-convertible preference 

shares. 

b) Equity shares 

Shares without any preferential right in payment of dividend and repayment of capital are called equity 

shares. Equity shareholders are the real owners of the company and thus the capital raised  by issue of such 

shares is called  ownership capital. They have the right to vote and participate in the management of the 

company. 

Merits 

a) Equity shares are suitable for investors who are willing to take risk. 

b) Payment of dividend to equity shareholders is not compulsory. 

c) Equity capital is a source of permanent capital. 

d) Equity shares don’t create any charge on the assets of the company. 

e) Equity shareholder can participate in the management of the company. 

Limitations 

a) Investors who want steady income may not prefer equity shares. 

b) More formalities are involved in the issue of equity shares. 

c) These shares cannot be normally redeemed. 
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8. Debentures 

A debenture is an acknowledgement that the company has borrowed a certain sum of money ,which it 

promises  repay at a future date. Debenture holders are the creditors of the company. They get a fixed rate of 

interest at specified intervals say 6 months or one year. 

Merits 

a) It is preferred by investors who want fixed income. 

b) Debenture holders need not be paid share of profit of company. 

c) It is suitable when company’s earnings are stable. 

d) As Debenture holders don’t have voting right, it doesn’t dilute control of equity shareholders on 

management. 

Limitations 

a) As the rate of interest is fixed, it puts a permanent burden on the earnings of a company. 

b) With issue of debentures, the capacity of a company to further borrow funds reduces. 

Types of debentures 

i) Secured and unsecured 

Debentures which create a charge on the assets of the company are called secured debentures. 

Debentures which don’t  create a charge on the assets of the company are called secured debentures. 

ii) Registered and bearer 

Registered debentures are those which are duly recorded in the Register of Debenture holders maintained by 

the company. 

 Bearer debentures are those which are issued without the names of debenture holders. These can be 

transferred by mere delivery. 

iii) First and second 

Debentures that are repaid before other debentures are repaid are called first debentures 

 Debentures which are repaid after the first debentures are repaid are called second debentures. 

iv) Convertible and non-convertible 

Convertible debentures are those which can be converted into equity shares after the expiry of a specified 

period. 
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Non-convertible debentures are those which cannot be converted into equity shares. 

9. Commercial banks 

Banks give loans to business firms  in many ways like cash credit, overdraft, term loans etc. The loan can be 

repaid either in lump sum or in instalments. 

Merits 

a) Banks provide timely assistance to business 

b) It is an easier source of funds. 

c) Loan from bank is flexible as loan amount can be increased or decreased. 

Limitations 

a) Funds are available for short periods only 

b) The procedure for getting loan is difficult. 

c) Sometimes banks insist on difficult terms and conditions. 

10. Financial Institutions 

 The Govt has established a number of financial institutions all over the country to provide finance to business 

enterprises. These institutions are established by Central as well as State Govts. They provide both owned 

capital and  loan capital for long-term and medium-term requirements. Eg: IFCI, SFC, ICICI, IDBI, SIDC,LIC  etc. 

Merits 

a) Financial Institutions provide long-term loans which are not provided by commercial banks. 

b) They provide managerial and technical advice to business firms. 

c) Repayment of loan can be made in instalments. 

d) Funds are made available even during periods of depression 

Limitations 

a) They follow rigid criteria for grant of loans 

b) Certain restrictions like restriction on dividend payment are imposed on companies 

c) Financial Institutions may have their nominees on the Board of Directors of the borrowing company, 

thereby restricting the powers of the company. 

International financing 

1. Commercial banks 
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Commercial banks all over the world extend foreign currency loans for business purposes. 

2. International agencies and development banks 

A number of International agencies and development banks have emerged over the years to finance 

international trade and business. These bodies provide long and medium-term loans and grants to promote 

the development of economically backward areas in the world. Eg: International Finance Corporation(IFC), 

EXIM Bank and Asian Development Bank(ADB). 

3. International Capital Markets 

Raising capital in foreign currency are as follows 

 a) Global Depository Receipts (GDR) 

A GDR is an instrument issued abroad by an Indian company to raise funds in some foreign currency and is 

listed and traded on a foreign stock exchange. A holder of GDR can at any time convert it into the number of 

shares it represents. The holders of GDRs have no voting rights but only dividends. The local currency shares 

of a company are delivered to the depository bank. The depository bank issues depository receipts against 

these shares. Such depository receipts denominated in US Dollars are known as GDRs. 

  b) American depository Receipts ( ADRs) 

 The depository receipts issued by a company in the USA are called ADRs.It can be issued only to American 

citizens and can be listed and traded on a stock exchange of USA. 

  c) Foreign Currency Convertible Bonds (FCCBs) 

 FCCBs are equity linked debt instruments that can be converted into equity or depository receipts after a 

specified period. They are listed and traded in foreign stock exchanges. 

d) Indian Depository Receipt (IDRs):  

An Indian Depository Receipt is a financial instrument denominated in Indian Rupees in the form of a 

Depository Receipt. It is created by an Indian Depository to enable a foreign company to raise funds from the 

Indian securities market. 

 Factors affecting the choice of the source of funds 

 1. Cost 

There are two types of costs namely, the cost of raising funds and the cost of utilising funds. Both these costs 

should be taken into account while deciding about the source of funds. 

 2. Financial strength and stability of operations 
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 Business should be in a sound financial position so as to be able to repay the principal amount and interest 

on the borrowed amount. When the earnings of the business are not stable, fixed charged funds like 

preference shares and debentures should be carefully selected. 

3. Form of organisation and legal status 

The form of business organisation and status influences the choice of source of funds. For eg: A partnership 

firm cannot raise money by issuing equity shares. 

 4. Purpose and time period 

 A short-term need can be met through trade credit, commercial paper etc. For long-term finance shares and 

debentures are more appropriate. 

 5. Risk profile 

  Business should evaluate the risk involved in each source. For eg: There is less risk in equity as compared to 

debt funds. 

6. Control 

 A particular source of fund may affect the control and power of the owners on the management of a firm. 

Issue of equity shares may mean dilution of the control. 

7. Flexibility and ease 

Another aspect is the flexibility and ease of obtaining funds. For eg: restrictive provisions, detailed 

investigation and documentation in case of borrowings from banks and financial institutions. 

8. Tax benefits 

 Tax benefits of each source vary. For eg: while the dividend on preference shares is not tax deductible, 

interest paid on debentures and loans  is tax deductible. 

 

        CHAPTER  9 

      SMALL BUSINESS 

Meaning of small business 

 Definition used by Govt of India to describe small industries is based on the investment in plant and 

machinery 

  Enterprises are classified two major categories namely, Manufacturing and Services 
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Manufacturing Enterprises 

 In the case of enterprises engaged in the production of goods there are Three types of enterprises:- 

 1. Micro enterprises 

 The investment in plant and machinery does not exceed Rs.25 lakhs 

 2.Small enterprises 

 The investment in plant and machinery is more than Rs. 25 lakhs but does not exceed Rs. 5 crores 

 3. Medium enterprises 

The investment in plant and machinery is more than Rs. 5 crores but does not exceed Rs. 10 crores 

Service Enterprises 

In the case of enterprises engaged in providing of services there are three types of enterprises 

 1. Micro enterprises 

 The investment in equipment does not exceed Rs. 10 lakhs 

 2. Small enterprises 

The investment in equipment is more than  Rs. 10 lakhs but does not exceed Rs. 2 Crores. 

 3. Medium enterprises 

 The investment in equipment is more than  Rs. 2 Crores but does not exceed Rs. 5 Crores. 

Village industries 

Village industry is defined as any industry located in a rural area which produces any goods ,renders any 

service with or without the use of power and in which the fixed capital investment per head or worker is 

specified by the Central Govt from time to time. 

Cottage Industries 

They are not defined by capital investment criteria 

They have certain features like the following 

 1. These are organised by individuals with private resources 

 2. Normally use family labour. 

 3. The equipment used is simple 

 4. Capital investment is small. 
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 5. Produce simple products 

 6. Production of goods using indigenous technology. 

Administrative set up for the Small scale, agro and Rural Industries 

The Govt of India created the Ministry of Micro, Small and Medium Enterprises as the nodal ministry for the 

promotion and development of small scale industries in India. The Small Industries development 

Organisation(SIDO) which is attached to this ministry is responsible for implementing and monitoring of 

various policies and programmes formulated. 

The National Small Industries Corporation (NSIC), a public sector enterprise of the Ministry has been providing 

marketing support to the medium and small enterprises under the Marketing Assistance Scheme 

Ministry of Agro and Rural Industries is the nodal agency for co-ordination and development of Village and 

Khadi industries, tiny and micro enterprises. The various policies, programmes and schemes related to Agro 

and Rural industries are implemented by the Ministry through Khadi and Village Industries Commission(KVIC), 

Handicrafts Board, Coir Board, Silk Board etc. 

Role of small Business in India 

1. Small Industries in India account for 95% of the industrial units in the country. They contribute 40% of the 

gross industrial value added and 45% of the total exports from India. 

2. Small Industries are the second largest employers of human resources after agriculture. 

3. Small Industries supply an enormous variety of products which include readymade  garments, stationery 

items, soaps and detergents, utensils, leather, plastic and rubber goods, foods and vegetables, furniture etc. 

4. The contribution of Small Industries to the balanced regional development of our country is noteworthy. 

5. Small Industries provide ample opportunity for entrepreneurship. 

6. In Small Industries cost of production is low. 

7. Due to the small size of the organisation, quick and timely decisions can be taken. 

8. Small Industries are best suited for customised production. Eg: tailoring units 

Role of Small Business in rural India. 

1. Cottage and rural industries play an important role in providing employment opportunities in the rural 

areas, especially for the traditional artisans and the weaker sections of society. 

2. They prevent migration of rural population to urban areas in search of employment. 

3. These industries contribute to reduction in income inequalities and dispersed development of industries. 
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4. They play an important role in addressing the problem of unemployment in rural areas. 

Problems of small Business 

1. Finance 

One of the severe problems faced by SSIs is the non-availability of adequate finance to carry out its operations. 

They heavily depend on local financial resources and are frequently the victims of exploitation by the money 

lenders. 

2. Raw materials 

Another major problem of SSIs is the procurement of raw materials. If the required materials are not available, 

they have to compromise on quality or have to pay a high price to get good quality materials. 

3. Managerial skills 

Small business is generally promoted and operated by a single person, who may not possess all managerial 

skills required to run the business. They are not in a position to afford professional managers. 

4. Labour 

Small business firms cannot afford to pay higher salaries to the employees, which affects employee willingness 

to work hard and produce more 

5. Marketing 

Marketing is a weaker area of small organisation. These organisations have to depend excessively on 

middlemen, who at times exploit them by paying low price and delayed payment. 

6. Quality 

Many small business organisations cannot produce goods according to desired standards of quality. Instead 

they concentrate on cutting the cost and keeping the prices low. They do not have adequate resources to 

invest in quality research and the expertise to upgrade technology. 

7. Technology 

Use of outdated technology results in low production. 

8. Sickness 

The causes of sickness are both internal and external. Internal problems include lack of skilled and trained 

labour and managerial and marketing skills. External problems include delayed payments, inadequate loans, 

lack of demand for products etc. 

Govt assistance to small Industries  
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Institutional Support 

1. National Bank for Agriculture and Rural Development (NABARD) 

NABARD was set up in 1982 to promote integrated rural development. 

Objectives 

 a) Promoting rural business enterprises in the country. 

 b) To support small industries, cottage and village industries and rural artisans using credit and non-credit 

approaches. 

 c) Organise training and development programmes for small entrepreneurs. 

 2. The Rural Small Business Development Centre (RSBDC) 

It is the first of its kind set up by the world association for small and medium enterprises and is sponsored by 

NABARD. 

Functions 

 a) It works for the benefit of socially and economically disadvantaged individuals and groups. 

 b) It aims at providing management and technical support to current and prospective micro and small 

entrepreneurs in rural areas. 

 c) Help people engaged in businesses like food processing, soft toys making, readymade garments, candle 

making, incense stick making, two wheeler repairing, vermin composting etc. 

3. National Small Industries Corporation (NSIC) 

This was setup in 1955 to promote, aid and foster the growth of small business units in the country. 

Functions 

 a) Supply indigenous and imported machines on easy higher purchase terms. 

 b) Procure and supply indigenous and imported raw materials. 

 c) Export the products of small business units. 

 d) Creating awareness on technological up gradation. 

 e) Developing software technology parks. 

MARKETING SUPPORT TO MSMES 

 (i) Organising International Technology Exhibitions in Foreign Countries by NSIC and Participation in 

International Exhibitions/Trade Fairs 
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(ii) Organising Domestic Exhibitions and Participation in Exhibitions/Trade Fairs in India 

(iii) Support for Co-sponsoring of Exhibitions organised by other O r g a n i s a t i o n s / I n d u s t r y 

Associations/Agencies 

(iv) Buyer-Seller Meets 

(v) Intensive Campaigns and Marketing Promotion Events 

 4. Small Industries Development Bank of India (SIDBI) 

 It was set up as an apex bank to provide direct/indirect financial assistance to meet credit needs of small 

business organisations. It also co-ordinates the functions of other institutions engaged in similar activities. 

5. The National Commission for Entrepreneurs in the Unorganised Sector (NCEUS) 

The NCEUS was setup in September 2004. 

Objectives 

 a)To recommend measures for improving the productivity of small enterprises. 

 b) To generate more employment opportunities in the rural areas. 

 c) To enhance the competitiveness of the sector. 

 d) To develop linkages of the sector in the areas of credit, raw materials, infrastructure, technology up 

gradation etc. 

 6. Rural and Women Entrepreneurship Development Programme(RWED) 

Functions 

 a) Creating a business environment that encourages initiatives of rural and women entrepreneurs. 

 b) Provides training to women entrepreneurs. 

 c) Rendering any other advisory services. 

7. World Association for Small and Medium Enterprises (WASME) 

It is the only International Non-Governmental Organisation of micro, small and medium enterprises based in 

India. Its aim is to develop an action plan model for sustained growth of rural enterprises. Apart from these , 

there are several schemes to promote the non-farm sector. Eg: food for work, Integrated Rural Development 

Programme (IRDP), Prime Minister Rojgar Yojana(PMRY), Jawahar Rojgar Yojana (JRY) etc. 

8. Scheme of Fund for Re-generation of Traditional Industries (SFURTI) 

Join Telegram Channel: https://t.me/hsslive Downloaded from www.Hsslive.in ®



 To make the traditional industries more productive and competitive, the Central Govt set up this fund with 

Rs.100 Crores in 2005. This has to be implemented by the Ministry of Agro and Rural Industries in collaboration 

with State Govts. 

9. The District Industries Centres(DICs) 

 The District Industries Centres Programme was launched in 1978.  District Industries Centre is the institution 

at the district level which provides all the services and support facilities to the entrepreneurs for setting up 

small and village industries. Identification of suitable schemes, preparation of feasibility reports, arranging for 

credit, machinery and equipment, raw materials etc are the main activities undertaken by these centres. 

B] Incentives 

 1. Land 

 Every state offers developed plots for setting up of industries. Some states don’t charge rent in the initial 

years. 

 2. Power 

 Power is supplied at a concessional rate of 50%, while some states exempt such units from payment in the 

initial years. 

 3. Water 

 Water is supplied with 50% concession or exemption from water charges for a period of 5 years. 

 4. GST 

In all Union territories, industries are exempted from GST, while some states extend exemption for 5 years 

period. 

 5. Octroi 

Most states have abolished Octroi. 

 6. Raw materials 

 Units located in backward areas get preferential treatment in the matter of allotment of scarce raw materials. 

7. Finance 

Subsidy of 10-15 % is given for building capital assets. Loans are also offered at concessional rates. 

8. Industrial estates 

Some states encourage setting up of industrial estates in backward areas. 
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 9. Tax holiday 

 Exemption from paying taxes for 5 or 10 years is given to industries established in backward and hilly areas.  

        

 

CHAPTER 10 

     INTERNAL TRADE 

Internal Trade 

Buying and selling of goods and services within the boundaries of a nation are called internal trade. Internal 

trade can be classified into two categories namely 1) Wholesale trade and 2) Retail trade 

Wholesale trade 

Buying goods in large quantities from producers and selling them in small quantities to retailers is called 

wholesale trade. Person engaged in whole sale trade is called wholesaler. Wholesaler is the connecting link 

between producer and retailer. 

Retail trade 

Buying goods from wholesalers and selling them in relatively small quantities to consumers is called retail 

trade. Person engaged in retail trade is called retailer. Retailer is the connecting link between wholesaler and 

consumer. 

 Services of wholesalers   

A] Services to manufacturers 

 1. Facilitating large scale production 

Wholesalers collect small orders from retailers and make purchases in bulk quantities from manufacturers. 

This enables the producers to undertake production on a large scale. 

 2. Bearing of risk 

 The wholesalers take delivery of the goods and keep the goods in their warehouses. They bear variety of risks 

such as the risk of fall in prices, theft, spoilage, fire etc. 

 3. Financial assistance 
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 They generally make cash payment for the goods purchased by them. Sometimes they also advance money 

to the producers. 

 4. Expert advice 

As the wholesalers are in direct contact with the retailers, they can advice the producers about various aspects 

such as customer’s tastes and preferences, market conditions, competitive activities etc. 

 5. Help in marketing function 

 As the wholesalers buy goods in large quantities from producers and sells them to retailers, the producers 

need not take care about marketing. This enables the producers to concentrate on the production activity. 

 6. Facilitate production continuity 

 The wholesalers facilitate continuity of production activity throughout the year by purchasing the goods as 

and when these are produced. 

 7. Storage 

 Wholesalers take delivery of goods when these are produced and keep them in their godowns. This reduces 

the burden of producers of providing storage facility for the finished goods. 

B] Services to retailers 

 1. Availability of goods 

 The wholesalers make the products of various producers readily available to the retailers. This relieves the 

retailers of the work of collecting goods from several producers. 

 2. Marketing support 

 Wholesalers undertake advertising and other sales promotion activities to induce customers to purchase 

goods. The retailers are benefited as it helps them in increasing the demand for new goods. 

 3. Grant of credit 

 The wholesalers extend credit facilities to their regular customers. This enables the retailers to manage their 

business with relatively small amount of working capital 

 4. Specialised knowledge 

 Wholesalers inform the retailers about the new products, their uses, quality, prices etc. They may also advise 

them on the decor of the retail outlet, allocation of shelf space and demonstration of products. 

 5. Risk sharing 
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 Wholesalers sell goods to retailers in small quantities. This helps retailers to avoid risks such as fall in prices, 

theft, obsolescence etc. 

Services of retailers 

A] Services to producers and wholesalers 

 1. Help in distribution of goods 

  Retailers help the producers and wholesalers by making the goods available to the consumers who may be 

scattered over a large geographical area. 

 2. Personal selling 

 In the case of most consumer goods, some amount of personal selling effort is necessary. By undertaking 

personal selling efforts, the retailers relieve the producers of this activity. 

 3. Enabling large scale production 

 On account of retailers’ services, the producers and wholesalers are freed from the trouble of making sales 

to consumers in small quantities. This enables them to operate on a large scale. 

 4. Collecting market information 

  As the retailers have direct contact with consumers, they can collect market information about the tastes, 

preferences and attitudes of consumers and pass on this information to producers and wholesalers. 

 5. Help in promotion 

Retailers participate in the various promotional activities conducted by producers and wholesalers. This helps 

them to increase the sale of their products.  

B] Services to consumers 

 1. Regular availability of products 

Retailers maintain regular availability of various products  produced by different producers. 

 2. New products information 

 Retailers provide important information about the arrival, special features etc of new products to the 

customers. 

 3. Convenience in buying 

Retailers are normally located very near to the residential areas and remain open for long hours. This offers 

convenience to consumers to buy the required products. 

Join Telegram Channel: https://t.me/hsslive Downloaded from www.Hsslive.in ®



 4. Wide selection 

Retailers keep stock of a variety of products of different producers. This enables the consumers to make their 

choice out of a wide selection of goods. 

 5. After-sales services 

 Retailers provide important after sale services like home delivery, supply of spare parts, attending to 

customers etc. 

 6. Provide credit facilities 

 The retailers sometimes provide credit facilities to their regular buyers. 

Types of retail trade 

There are TWO categories of retailers 

a) Itinerant retailers and b) Fixed shop retailers. 

Itinerant retailers 

 Itinerant retailers are traders who don’t  have a fixed place of business. They keep on moving from street to 

street or place to place in search of customers. 

Features 

a) They are small traders operating with limited resources. 

 b) They normally deal in consumer products like toiletry products, fruits and vegetables etc. 

 c) They make available the products at the very door step of the customers 

d) As they don’t have a fixed place of business, they have to keep their stock at home or some other place. 

 Types of itinerant retailers 

 1. Peddlers and Hawkers 

They are small traders who carry the products on a bicycle, a hand cart, a cycle rickshaw or on their heads. 

They move from place to place to sell their  products at the door step of  the customers. They deal in low value 

products such as toys, vegetables and fruits, fabrics, carpets, snacks, ice creams etc. 

 2. Market traders  

 They are small retailers who open their shops at different places on fixed days say, every Saturday. They sell 

fruits, vegetables, crockery, fabrics, fish etc 
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 3. Street Traders 

 They are small retailers who are commonly found at places where huge floating population gathers, for eg: 

near railway stations and bus stands. They sell consumer items of common use  such as stationery items, 

eatables, readymade garments, newspapers and magazines etc. 

 4. Cheap jacks 

They are small retailers who have independent shops of a temporary nature in a business locality. They keep 

on changing their business from one locality to another, depending upon the potentiality of the area. Eg: 

umbrella repairers, shoe repairers etc. 

Fixed shop retailers 

 These are retail shops who maintain permanent establishment to sell their merchandise. Therefore, they 

don’t move from place to place to serve their customers. 

Features 

a) They have greater resources  

 b) They operate on a large scale. 

 c) They deal in different products including consumer durables and non-durables. 

 d) They provide greater services to the customers such as home delivery, guarantees, repairs, credit facilities, 

spares etc. 

Types of fixed shop retailers 

The fixed shop retailers are classified into TWO based on the size of their operation  

 A] Small retailers and B] Large retailers 

A] Fixed shop small retailers 

 1. General Stores 

These are most commonly found in a local market and residential areas. These shops carry stock of a variety 

of products required to satisfy the day-to-day needs of the consumers. They help consumers in buying 

products of daily use like grocery items, soft drinks, toiletry products, stationery and confectionery etc. 

2. Speciality shops 
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 These retail stores specialise in the sale of a specific line of products. They are generally located in a central 

place to attract a large number of customers. Eg: Shops selling children’s garments, men’s wear, ladies wear, 

toys and gifts, school uniforms, college books etc. 

 3. Street Stall Traders 

These retailers are commonly found at street crossings or other places  where flow of traffic is heavy. They 

attract floating customers and deal mainly in goods of cheap variety like hosiery products, toys, cigarettes, 

soft drinks etc.  

 4. Second Hand Goods Shop 

 These shops deal in used goods like books, clothes, automobiles, furniture and other household goods etc. 

Generally persons with low income purchase goods from such shops. The goods are sold lower prices. 

B] Fixed Shop Large Retailers 

1. Departmental Stores 

 A departmental store is a large retail store offering a wide variety of products under one roof. It has a number 

of departments each one dealing in one type of product. For eg: there may be separate departments for  

toiletries, medicines, furniture, groceries, electronics, clothing etc within one store. “Needle to an aeroplane”, 

“all shopping under one roof”, “ a pin to an elephant” is the spirit behind a departmental store. Eg: Akberally 

in Mumbai, Spencers in Chennai etc. 

Features 

 a) A modern departmental store may provide all facilities like restaurant, travel and information bureau, 

telephone booth, rest rooms etc. 

 b) These stores are generally located at a central place in the heart of a city. 

 c) They are generally formed as joint stock companies. 

 d) They purchase directly from producers and operate separate warehouses. 

 e) All the purchases in a departmental store are made centrally by the purchase department of the store.  

 Advantages 

 i) Attract large number of customers 

 As these stores are located at central places, they attract a large number of customers. 

 ii) Convenience in buying 
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 By offering large variety of goods under one roof, the departmental store provides great convenience to 

customers in buying almost all goods of their requirements at one place. 

 iii) Attractive services 

 A departmental store offers services like home delivery of goods, execution of telephone orders, grant of 

credit facilities and provision of rest rooms, telephone booths, restaurants, saloons etc. 

iv) Economy of large scale operation 

 As these stores are organised at a very large scale, the benefits of large scale operation ,particularly, in respect 

of purchase of goods are available to them. 

v) Promotion of sales  

 The departmental stores are in a position to spend considerable amount of money on advertising and other 

promotional activities, which help in boosting their sales. 

Limitations 

 i) Lack of personal attention 

 Because of the large scale operations, it is very difficult to provide adequate personal attention to the 

customers. 

 ii) High operating cost 

 As these stores give more emphasis on providing services, their operating costs tend to be high. 

iii) High possibility of loss 

 As a result of high operating costs and large scale operations, the chances of incurring losses are high. 

iv) Inconvenient location 

As a departmental store is generally located at a central location, it is not convenient for the purchase of goods 

that are needed at a short notice. 

2. Chain Stores or Multiple Shops 

 Chain stores are networks of retail shops that are owned and operated by manufacturers or intermediaries. 

Under this type of arrangement, a number of shops with similar appearance are established in localities, 

spread over different parts of the country. These shops deal in standardised and branded consumer products. 

Eg: DCM, Raymonds, Bata, KFC etc. 

Features 

 a) These shops are located in populous cities. 
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 b) The production/purchase of merchandise for all the retail units is centralised at the head office. 

 c) Each retail shop is under the direct supervision of a Branch Manager 

 d) All the branches are controlled by the head office. 

 e) The prices of goods in such shops are fixed. 

 f) All sales are made on cash basis 

 g) The head office normally appoints inspectors, who are concerned with day-to-day supervision of the shops. 

 Advantages 

 i) Elimination of middlemen 

 By selling directly to the consumers, the multiple shops can eliminate middlemen in the sale of goods and 

services. 

 ii) No bad debts 

 As all the sales are made on cash basis, there are no losses on account of bad debts. 

iii) Transfer of goods 

 The goods not in demand in a particular locality may be transferred to another locality where it is in demand. 

 iv) Diffusion of risk 

 The losses incurred by one shop may be covered by profits in other shops. 

 v) Low cost 

 Because of centralised purchasing, elimination of middlemen, the multiple shops have lower cost of business. 

 vi) Flexibility 

 If a shop is not operating at profit, the management may decide to close it or shift it to some other place. 

 Limitations 

 i) Limited selection of goods 

 Multiple shops don’t sell products of other manufacturers. So, the consumers get only a limited choice of 

goods. 

 ii) Lack of initiative 

 The persons managing the multiple shops have to obey the instructions received from the head office. This 

takes away the initiative from them to use their creative skills to satisfy the customers. 
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iii) Lack of personal touch 

 Lack of initiative in the employees leads to indifference and lack of personal touch in them. 

 iv) Difficult to change demand 

 If the demand for the merchandise changes rapidly, the management may have to sustain huge losses 

because of large stocks lying unsold at the central depot. 

Differences between departmental store and Multiple Shops 

 1. Location 

 A departmental store is located at a central place.  Multiple shops are located at a number of places. 

2. Range of products 

Departmental stores have to carry a variety of products of different types . Multiple shops carry a specified 

range of their products only. 

3. Services offered 

 Departmental stores provide maximum service to the customers. Multiple shops provide limited services. 

4. Pricing 

 In departmental stores the prices of products in various departments are different. The prices of products in 

multiple shops are same. 

5. Class of customers 

 Departmental stores serve mainly the rich class. Multiple shops serve all classes of people. 

6.  Credit facilities 

Departmental stores may provide credit facilities to regular customers.  Sale in multiple shops are on  cash 

basis only. 

3. Mail Order Houses 

 Mail order houses  are the retail outlets that sell their goods through mail. There is no direct personal contact 

between the buyer and the seller. 

 Mode of operation 

 For obtaining orders, potential consumers are approached  through advertisement in news papers or 

magazines, circulars, newsletters, samples etc. All the relevant information about the products are described 
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in the advertisement. On receiving the orders, the goods are packed as specified by the buyer and are sent 

through the post office. 

Methods of receiving payment 

 a) The customers may be asked to make full payment in advance 

 b) The goods may be sent by Value Payable Post (VPP). Under VPP, the goods are sent through post and are 

delivered to the customer only on making full payment for the same. 

 c) The goods may be sent through a bank. Goods are delivered to the buyer when he remits the amount in 

bank. 

Goods suitable for mail order business 

a) Goods that can be graded and branded   

b) Goods that can be easily transported at low cost  

 c) Goods that have ready demand in the market   

d) Goods that are available in large quantity throughout the year   

e) Goods that involve  least competition in the market  

 f) Goods that are not easily perishable 

Advantages 

 i) Limited capital requirement 

 It can be started with relatively low amount of capital 

 ii) Elimination of middlemen 

 Unnecessary middlemen between buyer and seller are eliminated. This results in savings to both the buyers 

and sellers. 

iii) Absence of bad debts 

 As all the sales are on cash basis, there are no chances of bad debts. 

iv) Wide reach 

 Under this system the goods can be sent to all the places having postal services. 

v) Convenience 

 As the goods are delivered at the door steps of the consumers, it provides  convenience to the consumers 
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Limitations 

 i) Lack of personal contact 

 As there is no personal contact between the buyer and the seller, there are greater possibilities of 

misunderstanding and mistrust between them. 

 ii) No after sale service 

 There is no after sales service in mail order business, which is so important for the satisfaction of the 

customers. 

 iii) High promotion cost 

 The mail order business has to rely heavily on advertisements in order to inform and persuade the potential 

buyers to buy their products 

 iv)Delayed delivery 

 Receipt and execution of order through mail takes its own time. 

 v) No credit facilities 

 The mail order houses don’t provide credit facilities to the buyers. 

4. Consumer Co-operative stores 

A consumer co-operative store is an organisation owned, managed and controlled by consumers themselves. 

The objective of such store is to reduce the number of middlemen and thereby provide service to the 

members. The consumer co-operative stores buy in large quantity directly from producers and sell them to 

the consumers at reasonable prices.  

 To start a consumer co-operative store ,at least 10 persons have to come together and form a voluntary 

association and get it registered under the Co-Operative Societies Act. The capital of a consumer co-operative 

store is raised by issue of shares to members. The management of the store is entrusted to an elected 

Managing Committee. 

Advantages  

 i) Ease of formation 

 It is easy to form a consumer co-operative store 

 ii) Limited liability 

 The liability of the members of a consumer co-operative store is limited to the extent of capital contributed 

by them. 
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iii) Democratic Management 

Consumer co-operative stores are democratically managed by a Managing Committee which is elected by the 

members. 

iv) Lower prices 

 Elimination of middlemen results in lower prices of goods to members. 

 v) Cash sales  

The consumer co-operative stores normally sell goods on cash basis. So, the requirement for working capital 

is reduced. 

 vi) Convenient location 

 The consumer co-operative stores are opened at convenient public places. So, the members and others can 

easily buy the products. 

Limitations 

i) Lack of initiative 

As consumer co-operative stores are managed by people who work on honorary basis, there is lack of initiative 

among them to work efficiently. 

ii) Shortage of funds 

 The primary source of funds for a consumer co-operative store is the money raised from members by issue 

of shares. So, they face shortage of funds as the membership is limited. 

iii) Lack of business training 

 The people entrusted with the management of a consumer co-operative store lack expertise as they are not 

trained in running the stores efficiently. 

5.Supermarkets  

A supermarket is a large retail business unit selling wide variety of consumer goods on the basis of low price, 

wide variety and self-service. The goods traded are generally food products and consumer products such as 

grocery, utensils, clothes, electronic appliances, household goods and medicines. The customers move into 

the store, pick up needed goods, bring them to the cash counter, make payment and take home the delivery. 

 Features 

 a) A supermarket generally carries complete line of food and non-food products 

 b) The buyers can purchase different products as per their requirement under one roof. 
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 c)A supermarket operates on the principle of self-service 

d)The prices of the products are lower than other types of retail stores. 

 e) The goods are sold on cash basis only 

 f) The supermarkets are located at central locations. 

 Advantages 

 i) One roof, low cost 

 Supermarkets offer a wide variety of goods at low cost under one roof. 

ii) Central location 

 As supermarkets are located at central places, they are easily accessible to large number of people 

iii) Wide selection 

 Supermarkets keep a wide variety of goods . This enables the buyers to make better selection 

iv) No bad debts 

 As the sales are made on cash basis, there are no bad debts 

Limitations 

 i) No credit 

 No credit facilities are available to customers in supermarkets. 

ii) No personal attention 

 Supermarkets work on the principle of self-service. So, the customers do not get any personal attention 

iii) Mishandling of goods 

 Some customers handle the goods carelessly. This may cause losses. 

iv) Huge capital requirement 

 Establishing and running a supermarket requires huge investment. 

Vending Machines 

These are machines operated with coins or cards for the sale of goods and services. Vending machines are 

used for the sale of hot beverages, platform tickets, milk, soft drinks, chocolates, newspaper etc. The best 

example is ATM. 
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 Vending machines are useful for selling pre-packed brands of low priced products. But the cost of installation 

and its regular maintenance is high. Also consumers cannot see the product before buying  and don’t have the 

opportunity of returning unwanted goods. 

 

 

Goods and Services Tax 

The Government of India, following the credo of ‘One Nation and One Tax’, implemented the Goods and 

Services Tax (GST) from July 1, 2017. 

GST is a destination-based single tax on the supply of goods and services from the manufacturer to the 

consumer, and has replaced multiple indirect taxes levied by the Central and the State governments, thereby, 

converting the country into a unified market. The GST has replaced 17 indirect taxes (8 Central + 9 State levels) 

and 23 cesses of the Centre and the States. 

GST comprises Central GST (CGST) and the State GST (SGST) and Integrated GST(IGST)  

Features of GST 

1. The territorial spread of GST is the whole country, including Jammu and Kashmir. 

2. GST is applicable on the ‘supply’ of goods or services 

3. It is based on the principle of destination-based consumption tax 

4. Import of goods and services is treated as inter-State supplies and would be subject to IGST in addition to 

the applicable customs duties. 

5. CGST, SGST and IGST are levied at rates mutually agreed upon by the Centre and the States under the aegis 

of the GST Council. 

6. There are four tax slabs namely 5 per cent, 12 per cent, 18 per cent and 28 per cent for all goods or services. 

 Role of Commerce and Industry associations in Promotion of Internal trade 

Associations of Industry and Commerce are formed to promote and protect their common interests and goals 

.Many such associations have been formed in our country such as Associated Chamber of Industry and 

Commerce(ASSOCHAM), Confederation of Indian Industry(CII) and Federation of Indian Chambers of 

Commerce and Industry(FICCI). They intervene in the following areas to strengthen the internal trade 

 a) Interstate movement of goods 

Chamber of Industry and Commerce help in the interstate movement of goods which include registration of 

vehicles, construction of highways and roads etc. 

b) Octroi and other local levies 
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These are collected on the goods and from people entering the state or the municipal limits. The Chamber of 

Commerce tries to ensure that their imposition does not adversely affect smooth transportation and local 

trade. 

c) Marketing of agro products and related issues 

 The associations of agriculturists and other federations play an important role in the marketing of agro 

products 

 d)Weights and Measures and prevention of duplication of brands 

Laws relating to weights and measures and protection of brands are necessary to protect the interest of the 

consumers and traders. Chamber of Industry and Commerce interact with the Govt to formulate such laws 

and take action against those who violate rules and regulations 

e) Promoting sound infrastructure 

A sound infrastructure like road, port, electricity, railways etc play an important role in promoting trade. The 

Chamber of Industry and Commerce hold discussions with Govt agencies for investments into these projects 

f) Labour legislation 

 A simple and flexible labour legislation is helpful in running industries, maximising production and generating 

employment. The Chamber of Industry and Commerce and the Govt constantly interacting on issues like 

labour Laws, retrenchment etc  

    

     CHAPTER 11 

    INTERNATIONAL BUSINESS 

 

 Meaning 

Manufacturing and trade beyond the boundaries of one’s own country is known as international trade. It 

involves not only the international movement of goods and services, but also of capital, personnel, technology 

and intellectual property like patents, trademarks, copy rights etc. 

Reasons for international business 

1. The countries cannot produce equally well or cheaply all that they need. 
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2. Availability of various factors of production such as labour, capital and raw materials that are required for 

producing different goods and services differ among nations. 

3. Labour productivity and production costs differ among nations due to various socio-economic and political 

reasons. 

Differences between domestic and international business 

1. Nationality of buyers and sellers 

 People or organisations from one nation participate in domestic business. 

 People or organisations of different countries participate in international business. 

2. Nationality of other stakeholders 

In domestic trade suppliers, employees, middlemen, shareholders etc are citizens of the   same country. 

 In international business suppliers, employees, middlemen, shareholders etc are citizens of different nations. 

3. Mobility of factors of production 

  The degree of mobility of factors of production is relatively high in domestic trade. 

 The degree of mobility of factors of production is relatively low in international trade 

4. Customer heterogeneity 

 Consumers in domestic business are homogeneous in nature. 

 Consumers in international business lack homogeneity due to differences in language, customs etc. 

5. Differences in business systems and practices 

  Business systems and practices are homogeneous in domestic trade. 

Business systems and practices vary in international business. 

6. Political systems and risks 

 Domestic business is subject to Political systems and risks of one country. 

 International business is subject to Political systems and risks of different countries. 

7. Business regulations and policies 

 Domestic business is subject to rules, policies, taxation system etc. of a single country. 

 International business is subject to rules, policies, taxation system etc of different countries. 

8. Currency used 
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 In domestic business, currency of domestic country is used. 

 In international business, currencies of more than one country are used. 

 

Scope of international business 

1. Merchandise exports and imports 

 It is the export and import of goods that are tangible ie, those that can be seen and touched. 

2. Service exports and imports 

 It involves trade in intangibles. It is also known as invisible trade. Eg: travel and tourism, hotel, 

communication, banking etc. 

3. Licensing and franchising 

Permitting another party in a foreign country to produce and sells goods under your trademarks, patents or 

copy rights in lieu of some fee is called licensing. 

 Permitting another party in a foreign country to provide services under your trademarks, patents or copy 

rights in lieu of some fee is called franchising. 

 4. Foreign investment 

Foreign investment involves investments of fund abroad in exchange for financial return. Foreign investment 

can be of two types : direct and portfolio investments 

 Direct investment takes place when a company directly invests in properties such as plant and machinery in 

foreign countries. This is also called Foreign Direct Investment (FDI) 

 Portfolio investment is an investment that a company makes into another company by way of acquiring 

shares or providing loans to the latter. 

Benefits of international business 

A.  Benefits to nations 

 1. Earning foreign exchange 

International business helps a country to earn foreign exchange which it can later use  for meeting its import 

of capital goods. 

2. More efficient use of resources 
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International business operates on a simple principle-produce what your country can produce more efficiently 

and trade the surplus production so generated with other countries to procure what they can produce more 

efficiently. 

3. Improving growth prospects and employment potentials 

Business grows by international business and thereby more employment opportunities are created. 

4. Increased standard of living 

People in a country are able to consume goods and services produced in other countries  and can enjoy a high 

standard of living. 

B. Benefits to firms 

1. Prospects for higher profits 

 When the domestic prices are lower, business firms can earn more profits by selling their products in 

countries where prices are high. 

 2.Increased capacity utilisation 

 With the help of international business a company can utilise its surplus production capacity and thereby 

improve its profitability. 

3. Prospects for growth 

When the demand for the products starts getting saturated in the domestic market , a firm can improve 

prospects of its growth by entering into foreign market. 

4. Way out to intense competition in domestic market 

 When competition in the domestic market is very intense, internationalisation is the only way to achieve 

significant growth. 

Modes of entry into international business  

1. Exporting and importing 

Exporting refers to sending of goods and services from the home country to a foreign country. Importing is 

purchase of foreign products and bringing them into one’s home country. It may be direct and indirect 

exporting/importing.  

In the case of direct exporting/importing a firm looks after all the formalities relating to 

exporting/importing activities. In indirect exporting/importing most of the tasks relating to export/import of 

the goods are carried out by some middlemen. 
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 Advantages 

 a) Exporting/importing is the easiest way of entry into international business. 

 b) Compared to other modes ,firms are not required to invest so much money and time. 

 c) Since it does not require much investment in foreign countries, foreign investment risk is nil or low. 

 Limitations 

 a) Since the goods physically move from one country to another, it involves additional packaging, 

transportation and insurance costs. 

 b) Exporting is not a feasible option when import restrictions exist in a foreign country. 

 c) Export firms in general do not have much contact with the foreign markets. 

2. Contract manufacturing 

  Contract manufacturing refers to a type of international business where a firm enters into a contract with 

one or a few local manufacturers in foreign countries to get certain components or goods produced as per its 

specifications. It may take Three forms  

 i) Production of certain components 

 ii) Assembly of components into final products 

 iii) Complete manufacture of the products 

Advantages 

 a) Contract manufacturing permits the international firms to get the goods produced without requiring 

investment in setting up production facilities. 

 b) Since there is no or little investment in the foreign countries, there is hardly any investment risk involved 

in the foreign countries. 

 c) It gives an advantage to the international company to get products manufactured or assembled at lower 

costs. 

 d) Local producers in foreign countries also gain from Contract manufacturing. 

 Limitations 

 a) Local firms might not adhere to production design and quality as specified by the international firm. 

 b) Local manufacturer in the foreign country loses his control over the production process as goods are to be 

produced strictly as per the terms and specifications of the contract. 

 c) The local firm is not free to sell the contracted output as per its will. 

Join Telegram Channel: https://t.me/hsslive Downloaded from www.Hsslive.in ®



3. Licensing and Franchising  

 Permitting another party in a foreign country to produce and sells goods under your trademarks, patents or 

copy rights in lieu of some fee is called licensing. The firm that grants such permission to the other firm is 

called licensor and the other firm in the foreign country that acquires such rights is called the licensee. Eg: 

Pepsi, Coca Cola etc .Sometimes there is a mutual exchange of knowledge, technology and patents between 

the firms, which is known as Cross Licensing   

 Permitting another party in a foreign country to provide services under your trademarks, patents or copy 

rights in lieu of some fee is called franchising. The parent company is called the franchisor and the other 

company to which the franchise is granted is called franchisee. Eg: KFC, McDonald, Wal-Mart etc. 

Advantages 

 a) The licensor/franchisor has to make no investments abroad 

 b) Since no or little  foreign investment is involved, licensor/franchisor is not a party to losses. 

 c) There are lower risks of business takeovers or Govt interventions 

 d) Licensee/franchisee being a local person has greater market knowledge and contacts. 

 Limitations 

 a) The licensee can start marketing an identical product under a slightly different brand name. 

 b) Trade secrets can get divulged to others in the foreign markets 

 c) Conflicts often develop between the licensor/franchisor and licensee/franchisee. 

4. Joint Ventures 

A joint venture means establishing a firm that is jointly owned by two or more otherwise independent firms. 

It may be brought about in Three ways: 

  i) Foreign investor buying an interest in a local company. 

 ii) Local firm acquiring an interest in an existing foreign firm 

 iii) Both the foreign and local entrepreneurs jointly forming a new enterprise. 

 Advantages 

 a) Sufficient finance for expansion 

 b) Joint ventures make it possible to execute large projects 

 c) The foreign business firm benefits from the local partner’s knowledge of culture, language, political and 

business systems 
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Limitations 

 a) Foreign firm may suffer loss due to leakage of trade secrets 

 b) The dual ownership arrangement may lead to conflicts. 

5. Wholly Owned Subsidiaries 

 If the parent company acquires full control over the foreign company by making  100 percent investment in 

its equity capital , it is called Wholly Owned Subsidiary. Wholly Owned Subsidiary can be established in either 

of the two ways: 

 i) Setting up a new firm in a foreign country- also called green field venture 

 ii) Acquiring an established firm in the foreign country. 

 Advantages 

 a) The parent firm is able to exercise full control over its operations in foreign countries 

 b) Parent company is not required to disclose its technology or trade secrets to others. 

 Limitations 

 a) This is not suitable for small and medium size firms which do not have enough funds with them to invest 

abroad. 

 b) The parent company has to bear the entire losses resulting from failure of its foreign operations 

 c) Some countries are averse to setting up of 100% Wholly Owned Subsidiaries in their countries. 

 

Export Procedure 

1. Receipt of enquiry and sending quotations 

 The importer sends an enquiry to different exporters requesting them to send information regarding price, 

quality and terms and conditions for export of goods. The exporter sends a reply to the enquiry in the form of 

a quotation-called proforma invoice 

 2. Receipt of order or indent 

 If the quotation is satisfactory, importer places order or indent with the exporter. 

3. Assessing importer’s credit worthiness and securing a guarantee for payment 

 After receipt of the indent, the exporter makes necessary enquiry about the creditworthiness of the importer. 

Most exporters demand a letter of credit from the importer. 
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 4. Obtaining export license 

 Important pre-requisites for getting an export license are as follows 

 a) Opening a bank account in any bank authorised by the RBI and getting an account number. 

 b) Obtaining Import export Code (IEC) number from the Directorate General foreign Trade or Regional Import 

Export Licensing authority 

 c) Registering with appropriate export promotion council 

 d) Registering with Export Credit and Guarantee Corporation (ECGC) 

5. Obtaining pre-shipment finance 

The exporter approaches his banker for obtaining pre-shipment finance to undertake export production. Pre-

shipment finance is the finance that the exporter needs for purchasing raw materials, processing and packing 

of goods and transportation of goods to the port of shipment. 

6. Production and purchase of goods 

 The exporter either produces the goods or buys the goods from the market. 

7. Pre-shipment inspection 

The goods to be exported should be inspected to ensure their quality. For this, the exporter needs to contact 

the export Inspection Agency. 

8. Excise clearance 

Excise duty is payable on the materials used in producing goods. The exporter has to apply to the concerned 

Excise Commissioner. If the excise Commissioner is satisfied, he may issue the excise clearance. 

9. Obtaining Certificate of Origin 

Some importing countries provide tariff concessions to the goods coming from a particular country. For 

availing such benefits, the importer may ask the exporter to send a certificate of origin. 

10. Reservation of shipping space 

 The exporting firm applies to the shipping company for provision of shipping space. It has to specify the type 

of goods to be exported, probable date of shipment and the port of destination. 

11. Packing and forwarding 

The goods are then properly packed and marked with necessary details such as name and address of the 

importer, gross and net weight, port of shipment and destination. 

12. Insurance of goods 
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The exporter then gets the goods insured with an insurance company to protect against the risk of loss or 

damage of the goods due to the perils of the sea. 

13. Customs clearance 

 For obtaining customs clearance, the exporter prepares the shipping bill. Five copies of the shipping bill along 

with the following documents are then submitted to the Customs Appraiser at the Customs House 

 a) Export Order b) Letter of credit  c) Invoice  d) Certificate of origin . 

 After submission of these documents, the Superintendent of the concerned port is approached for obtaining 

the carting order. After obtaining the carting order, the cargo is moved into the port area and stored in 

appropriate shed. These tasks are entrusted to an agent called Clearing and Forwarding (C&F) agent. 

14. Obtaining Mate’s receipt 

The goods are then loaded on board the ship for which the mate or captain of the ship issues mate’s receipt. 

The port superintendent, on receipt of port dues, hands over the mate’s receipt to the C&F 

15. Payment of freight and issuance of bill of lading 

 The C&F agent surrenders the mate’s receipt to the shipping company for computation of freight. After 

receipt of the freight , the shipping company issues a bill of lading. 

16.Prepration of invoice 

 After sending the goods, the exporter prepares invoice. The invoice states the quantity of goods sent and the 

amount to be paid by the importer. 

17 Securing payment 

The exporter informs the importer about the shipment of goods. The importer needs certain documents like 

copy of invoice, bill of lading, packing list, insurance policy, certificate of origin, letter of credit etc. to take 

delivery of goods from the port. The exporter sends these documents through his bank. These may be 

delivered to the importer only on his accepting of the bill of exchange. Bill can be of two types; sight draft and 

usance draft. In case of sight draft, the documents are handed over to the importer only against payment. In 

case of usance draft, the documents are delivered to the importer against his acceptance of the bill. 

  On receiving the bill of exchange, the importer releases the payment in case of sight draft or accepts 

the usance draft for making payment on maturity date. The exporter’s bank receives the payment through 

the importer’s bank and is credited to the exporter’s account .Having received the payment for exports, the 

exporter needs to get a bank certificate of payment. 

 Import procedure 
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1. Trade enquiry 

The first thing the importer has to do is to gather information about the countries and firms which export the 

given product. For this purpose, the importer approaches the export firms with the help of a trade enquiry.. 

After receiving the trade enquiry, the exporter prepares the quotation and sends it to the importer. 

2. Obtaining import license 

 The importer has to get registered with the Directorate General Foreign Trade or Regional Import Export 

Licensing Authority and obtain an Import Export Code(IEC) number.  

3. Obtaining foreign exchange 

 In India, all foreign exchange transactions are regulated by the Exchange Control department of the RBI. To 

get foreign exchange, the importer has to make an application to a bank authorised by RBI to issue foreign 

exchange. After proper scrutiny of the application, the bank sanctions the necessary foreign exchange for the 

import transaction. 

4.Placing order or indent 

 After obtaining the import license and foreign exchange, the importer places an import order  or indent with 

the exporter for supply of the specified projects. 

5. Obtaining letter of credit 

 The importer should obtain a letter of credit from his bank and forward it to the exporter. 

6. Arranging for finance 

The importer should make arrangements in advance to pay to the exporter on arrival of goods at the port. 

7.Receipt of shipment advice 

 After loading the goods on the ship, the exporter dispatches the shipment advice to the importer. 

8. Retirement of import documents 

Having shipped the goods, the exporter prepares a set of documents. These contain bill of exchange, invoice, 

bill of lading, packing list, certificate of origin, marine  insurance policy etc 

The acceptance of the bill of exchange for the purpose of getting delivery of the documents is called retirement 

of import documents. 

9. Arrival of goods 

The person in charge of the ship informs the officer in charge at the dock about the arrival of goods in the 

importing country. He provides the document called import general manifest. 
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10. Customs clearance and release of goods 

All the goods imported into India have to pass through customs clearance. The importer has to obtain a 

delivery order. This order entitles the importer to take the delivery of goods. 

 The importer has to first pay the freight charges if these have not been paid by the exporter. The importer 

has to also pay dock dues and obtain port trust dues receipt. The importer then fills in a form bill of entry for 

assessment of customs import duty. 

  After payment of the import duty, the bill of entry has to be presented to the dock Superintendent. The same 

has to be marked by the superintendent and an examiner will be asked to physically examine the goods 

imported. The examiner gives his report on the bill of entry. The importer presents the bill of entry to the port 

authority. After receiving necessary charges, the port authority issues the release order. 

Major Export Documents 

A. Documents related to goods 

 i) Export invoice: It contains information about goods such as quantity, value, number of packages, marks 

on packing, port of destination, name of ship, terms of payment etc 

 ii) Packing list: It is a statement of the number of packs and the details of goods contained in these packs. 

 iii) Certificate of origin: This is a certificate which specifies the country in which the goods are being 

produced.  

 iv) Certificate of inspection: It is a certificate issued by an agency authorises by the Govt to ensure the 

quality of goods. 

B. Documents related to shipment 

 i) Mate’s receipt : This is given by the commanding officer of the ship to the exporter after the cargo is 

loaded on the ship. The mate’s receipt indicates the name of the vessel, date of shipment, description of 

packages etc. 

ii) Shipping bill : It contains the particulars of the goods being exported, the name of vessel, the port of 

destination, the country of destination, exporter’s name and address etc. 

iii) Bill of lading: It is a document wherein a shipping company gives its official receipt of the goods  put on 

board its vessel and gives an undertaking to carry them to the port of destination.  

iv) Airway bill: It is a document wherein an airline company gives its official receipt of the goods on board its 

aircraft and gives an undertaking to carry them to the port of destination. 
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v) Marine insurance policy:  It is a certificate of insurance contract where the insurance company agrees in 

consideration of a payment of premium to indemnify the insured against loss incurred by the latter in respect 

of goods exposed to perils of the sea. 

 

C. Documents related to payment 

 i) Letter of credit : It is a guarantee issued by the importer’s bank that it will honour up to a certain amount 

of payment of export bills to the bank of the exporter. 

 ii) Bill of exchange : It is a written instrument whereby the person issuing the instrument directs the other 

party to pay a specified amount to a certain person or the bearer of the instrument. 

iii) Bank certificate of payment : It is a certificate that the necessary documents relating to the export have 

been negotiated and the payment has been received in accordance with the exchange control regulations. 

Major Import Documents 

a) Trade enquiry : It is a written request by an importing  firm to the exporter for supply of information 

regarding the price and various terms and conditions on which the latter exports goods. 

b) Proforma invoice : It is a document that contains details as to the price, quality, design, grade, size, weight 

etc of the export product. 

c) Import order or indent : Indent contains the information such as quantity and quality of goods to be 

imported, price, method of forwarding the goods, nature of packing, mode of payment etc. 

d) Letter of credit: : It is a guarantee issued by the importer’s bank that it will honour up to a certain amount 

of payment of export bills to the bank of the exporter. 

e) Shipment advice : It is a document that the exporter sends to the importer informing him that the 

shipment of goods has been made. It contains invoice number, bill of lading number, name of vessel with date 

, the port of export, description of goods etc. 

f) Bill of lading: It is a document wherein a shipping company gives its official receipt of the goods  put on 

board its vessel and gives an undertaking to carry them to the port of destination. 

g) Airway bill : It is a document wherein an airline company gives its official receipt of the goods on board its 

aircraft and gives an undertaking to carry them to the port of destination. 

h) Bill of entry : It is a form supplied by the customs office to the importer. It contains information such as 

name and address of the importer, name of the ship, number of packages, marks on the package, quantity 

and value of goods, name and address of the exporter, port of destination and customs duty payable. 
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i) Bill of exchange : It is a written instrument whereby the person issuing the instrument directs the other 

party to pay a specified amount to a certain person or the bearer of the instrument. 

j) Import general manifest : It is a document that contains the details of the imported goods. It is the 

document on the basis of which unloading of cargo takes place. 

 

Foreign  trade promotion measures and schemes 

Promotion Measures 

1. Duty drawback scheme 

Goods meant for exports are not subject to payment of various excise and customs duties. Any such duties 

paid on export goods are refunded to exporters on production of proof of export of these goods to the 

concerned authorities. Such refunds are called duty drawbacks. 

2. Export manufacturing under bond scheme 

This facility entitles firms to produce goods without payment of excise and other duties. The firms have to 

give a bond that they are manufacturing goods for export purposes. 

3. Exemption from payment of GST 

Goods meant for export purposes are not subject to GST. 

4. Advance license scheme 

It is a scheme under which an exporter is allowed duty free supply of domestic as well as imported inputs 

required for the manufacture of export goods.  

5. Export Promotion Capital Goods Scheme(EPCGS) 

The main objective of this scheme is to encourage the import of capital goods for export production. This 

scheme allows export firms to import capital goods at negligible rates of customs duties. 

 6. Export finance 

 Two types of finances are made available to the exporters by authorised banks. They are termed as pre-

shipment finance and post-shipment finance. The pre-shipment is provided to an exporter for financing the 

purchase, processing, manufacturing or packaging of goods for export purposes. Post-shipment is provided to 

the exporter from the date of the shipment of goods to the date of receiving payment from the importer. 

7. Export Processing Zones( EPZs) 
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EPZs are industrial estates . These are usually situated near seaports or air ports. They are intended to provide 

an internationally competitive  duty free environment for export production at low cost. EPZs have been setup 

at various places in India which include:Kandla(Gujrat), Santa Cruz( Mumbai), Falta(West Bengal), Noida(Uttar 

Pradesh), Kochi(Kerala), Chennai(Tamilnadu) and Vishakapatanam(Andhra Pradesh). 

  Recently the EPZs  have been converted to Special Economic Zones(SEZs) which are more advanced form of 

EPZs. 

8.100 percent Export Oriented Units (100% EOUs) 

The 100% EOUs scheme was introduced in 1981 as a complementary to EPZs. EOUs have been established 

with a view to generating additional production capacity for exports. 

 Organisational Support 

1. Department of Commerce 

Department of Commerce in the Ministry of Commerce , Govt of India is the apex body responsible for the 

country’s external trade. Increasing commercial relations with other countries, export promotional measures, 

development and regulation of certain export oriented industries and commodities are some of its functions. 

It also frames the import and export policy of the country in general. 

2. Export Promotion Councils(EPCs) 

Export promotion Councils are non-profit organisations registered under the Companies Act or the Societies 

registration act. The basic objective of the EPCs is to promote and develop the country’s exports of particular 

products falling under their jurisdiction. 

3. Commodity Boards 

 Commodity Boards are the boards which have been established by the Govt of India for the development of 

production of traditional commodities and their exports. At present there are 7 commodity boards in India: 

Coffee Board, Rubber Board, Tobacco Board, Spices Board, Central Silk Board, Tea Board and Coir Board. 

4. Export Inspection Council(EIC) 

It is an apex body for controlling the activities related to quality control and pre-shipment inspection of 

commodities meant for exports. 

5. Indian Trade Promotion Organisation(ITPO) 

It was set up in 1992. ITPO maintains regular and close interaction with trade, industry and Govt. It serves the 

industry by organising trade fairs and exhibitions -both within the country and outside. It helps export firms 

to participate in international trade fairs and exhibitions. 
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6.Indian Institute of foreign Trade (IIFT) 

 IIFT was setup by the Govt of India in 1963. Its main objective is to professionalise the country’s foreign trade 

management. It provides training in international trade, conduct researches in areas of international business 

and analysing and disseminating data relating to international trade and investments. 

7. Indian Institute of Packaging(IIP) 

The Indian Institute of Packaging was setup jointly by the Ministry of Commerce, Govt of India and the Indian 

Packaging Industry in 1966. Its headquarters is situated in Mumbai. It is a training –cum-research institute  

pertaining to packaging and testing.  

8. State Trading Organisations(STC) 

The State Trading Organisation was setup in 1956. Its main objective is to stimulate trade , primarily export 

trade  among different trading partners of the world. Eg: Metals and Minerals Trading Corporation(MMTC), 

Handloom and Handicrafts Export Corporation (HHEC) etc. 

International Trade Institutions and Trade Agreements 

1. World Bank 

The International Bank for Reconstruction and Development(IBRD) commonly known as World Bank was set 

up in 1945 as a result of Bretton Woods conference. Its headquarters is in Washington DC. The main objectives 

behind setting up this international organisation were to aid the task of reconstruction of the war-affected 

economies of Europe and assist in the development of the underdeveloped nations of the world.  

The World Bank set up International Development Association (IDA) in the year 1960. The main objective 

underlying setting up IDA has been to provide loans on concessional terms and conditions to those countries 

whose per capita incomes are below a critical level. Concessional terms and conditions mean that (i) 

repayment period is much longer than the repayment period of IBRD, and (ii) the borrowing nation need not 

pay any interest on the borrowed amount. 

2. International Monetary  Fund(IMF) 

 IMF is the second international organisation next to the World Bank. It was setup in 1945 with its headquarters 

in Washington DC. 

Major objectives of IMF  

• To promote international monetary co-operation through a permanent institution, 

• To facilitate expansion of balanced growth of international trade and to contribute thereby to the promotion 

and maintenance of high levels of employment  
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• To promote exchange stability with a view to maintain orderly exchange arrangements among member 

countries. 

Functions 

 a) Acting as a short-term credit institution 

 b) Providing machinery for the orderly adjustment of exchange rates. 

 c) Acting as a lending institution of foreign currency 

 d) Determining the value of a country’s currency and altering it if needed. 

 f) Acting as a reservoir of the currencies of all the member countries. 

General Agreement for Tariffs and Trade(GATT) 

  It is an agreement entered into by 23 countries of the world at the  Bretton woods Conference held in 1948 

after the Second  World War . Its aim was to liberalise the world from high customs tariffs and various other 

types of restrictions that were in vogue at that time  

3.World Trade Organisation(WTO) 

The WTO was setup in 1995 at the Uruguay Round of talks. It was formed by transforming the GATT. Its 

headquarters is in Geneva, Switzerland. 

Objectives 

 a) To ensure reduction of tariffs and other trade barriers imposed by different countries 

 b) To engage in such activities which improve the standard of living, create employment , increase income etc. 

 c) To facilitate the optimal use of the world’s resources for sustainable development 

Functions 

 a) Laying down a code of conduct to reduce trade barriers. 

 b) Acting as a dispute settlement agency 

 c) Ensuring that all the rules and regulations prescribed in the act are duly followed by member countries 

 d) Holding discussions with IMF and IBRD  to bring better understanding and co-operation in global economic 

policy making 

 Benefits 

  a) Promotes international peace and international business 

 b) All disputes between member countries are settled with mutual consultations 
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 c) Rules make international trade and relations smooth 

 d) Free trade improves the living standard of the people 

  e) Free trade provides scope of getting varieties of qualitative products 
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