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NATURE AND PURPOSE
OF BUSINESS

Highlights
After studying this chapter, the students will be able

to understand:
✦ Meaning of Business
✦ Nature/ Characteristics of Business
✦ Meaning of Profession
✦ Employment
✦ Distinctive Features of Business, Profession and

Employment
✦ Functions of Business
✦ Objectives of a Business
✦ Role of Profit in Business
✦ Scope of Business
✦ Types of Business Risks
✦ Nature and Causes of Business Risks

1.0  Meaning of Business:
A business may be defined as an institution organized and

operated to provide goods and services to the society with the objective
of earning profit. L.R. Dickson has defined business as a “form of
activity pursued primarily with the object of earning profit for the
benefit of those on whose behalf the activity is conducted”. Business
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involves production and/or exchange of goods and services to earn
profits or in a broader sense, to earn a living. Profit is not the sole
objective of the business. It may have other objectives like promotion
of welfare of the workers and the general public. According to Lewis
H. Haney, "Business may be defined as human activity directed
toward producing or acquiring wealth through buying or selling goods”.
Business activities include production and distribution of goods and
services which can satisfy human wants.According to Mc Naughton,
“The term business means the exhange of goods, money or service
for mutual benefit”.

The main emphasis of the above definitions is exchange of
goods and services. Business, thus involves the economic activities
which facilitates the exchange of goods and services among the
persons.

The term business should not be used interchangeably with
the term Trade as the term Trade simply denotes purchase and sale
of goods whereas 'business' includes all activities from production to
distribution of goods and services. It embraces industry, trade and
other activities like banking, transport, insurance and warehousing
which facilitates production and distribution of goods and services.
According to F.C. Hopper "The whole complex field of commerce and
industry which includes the basic industries, processing and manufacturing
industries, and the network of ancillary services: distribution, banking,
insurance transport and so on, which serve and inter penetrate the world
of business as a whole" are called business activities.

1.1 Nature/ Characteristics of Business:
A business enterprise has the following characteristics:

(i) Dealing in Goods and Services: The first basic characteristic
of a business is that it deals in goods and services. Goods
produced or exchanged may be consumer goods, such as
bread, rice, cloth, etc., or capital goods, such as machines,
tools, etc., The consumer goods are meant for direct
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consumption either immediately or after undergoing some
processes, whereas the capital goods are meant for being used
for the purpose of further production. Capital goods are also
known as producer's goods. Services include supply of
electricity, gas, water and finance, insurance, transportation,
warehousing, etc.

(ii) Production and Exchange: Every business is concerned with
production and exchange of goods and services for value
(prices). Thus, goods produced or purchased for personal
consumption or for presenting to others as gifts do not
constitute business because there is no sale or transfer for
value involved. If, for example 'A' buys a T.V. set in Tokyo to be
gifted to his brother on his return to New Delhi, it will not
amount to business. But if the same person realize the price
of the T.V. set, it will come under the scope of business in a
limited way provided the other conditions are also satisfied
which are given below.

(iii) Regularity and Continuity in Dealings: One sale transaction
cannot strictly constitute a business. A sale of a product can
be called a business if it is undertaken frequently. If other
essential characteristics of business are present and the
production of goods or rendering of services for a price is
undertaken regularly and continuously, this activity will be
called a business.

(iv) Uncertainty or Risk: Business activities carry an element of
uncertainty or risk. It is true that the element of risk is present
in almost all economic activities in a small or great measure.
But it is certainly more significantly present in business
activities. Risk involves the possibility of loss or what may be
called uncertainty of return on investment made in the
business due to a variety of factors over which the business
enterprise has practically no control.
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(v) Profit Motive: Human-beings are engaged in business
primarily with a view to earn profits and acquire wealth. This
does not in any way reduces the importance of service motive
in business. As a matter of fact, there is a positive relationship
between proper and satisfactory services to the customers
and to the society and the extent of profit. Normally, better
services are accompanied by higher profits, but it may not
always be so. Profit motive is also accepted as a desirable
objective even for the Government enterprises engaged in
business. It is called ‘Surplus’ instead of ‘Profit’ in case of
government enterprises.

1.2  Meaning of Profession:
A Profession may be defined as an occupation which involves

the rendering of personal services of a specialized nature, based on
professional knowledge, education and training, such as, services
rendered by physicians, lawyers, auditors etc. They collect
professional fee from their clients for the services rendered to them.
They generally have membership of a professional body which
enforces code of conduct among the members of the profession. For
instance, Bar Council of India is the professional body which guides
and regulates the law profession in India. The professional body
also prescribes the nature and type of education and training required
to practice the concerned profession.

1.3 Distinction between Business and Profession:
The terms business and profession are similar in many

aspects. But they also differ on certain points which are discussed
as below:

(i) Establishment: A business enterprise comes into existence
when an entrepreneur takes a decision to carry on production
and/or exchange of goods and services in order to earn profits
by satisfying the needs of the customers. The entrepreneur
has also to complete all the legal formalities required to bring



5

the particular business entity into existence. On the other
hand, the professional firm is established by the decision of a
professional (lawyer, chartered accountant, architect, etc) who
holds the membership and the certificate of  practice of a
professional body.

(ii) Nature of Operation: A business is engaged in the production
and distribution of goods and services to satisfy human needs.
The practice of profession involves rendering of personalized
services of a specialized nature to the clients.

(iii) Motive: The motivating force behind a business is to earn
profits by producing and distributing goods and services to
satisfy the needs of the society. But a professional is expected
to emphasize the service motive and sense of mission to a
greater extent than a businessman. A professional is expected
to follow a rigorous code of conduct or ethical behaviour
specially provided for the profession.

(iv). Qualifications: No qualification is prescribed by any authority
for a business man. In case of profession, specialized knowledge
and training are compulsory.

(v) Investment: Almost every business needs some capital. The
amount of capital required varies from business to business
and it also depends upon the scale of operations. A professional
has also to invest some money to establish an office for
rendering professional services.

(vi). Reward: A business man earns profit, a professional earns
fee and an employee earns salary.

(vii) Transferability of Interest: Transfer of ownership is possible
in case of business by following the prescribed formalities. It
is not possible to transfer ownership interest in case of a
profession or employment.
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Basis

1. Establishment

Business
A business enterprise
is established when
an entrepreneur
takes a decision to
carry on some
business activity.

Profession
The membership
or enrollment of
a recognized
professional
association or
institution is
essential.

Employment
In order to take up
employment, a person
has to enter into a
contract of service.

1.4. Employment

 A person is said to be employed or in service when he

undertakes to work under a contract of employment. He promises to

perform such work as may be assigned to him by the employer. He is

paid a wage or salary, allowance, bonus and other benefits for such

work. The employer may be a government body or a private concern.

Many professionally qualified persons also serve as employees in

various organizations. People employed by others are called

employees. A  Government clerk, a solider, a teacher in school are

some of the main examples of employees.

The distinctive features of employment are as follows:

i. There must be a relationship between employer and

employee.

ii. There exists a written or oral contract between the

employer and the employee.

iii. The employee is paid a wage or salary for his service.

Persons working in factories and receiving wages are

employees. Similarly, people working in offices and getting salaries

are employees.

1.5. Business, Profession and Employment-Distinctive Features.
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Business

A business exists to
provide goods and
services to satisfy
human wants.

No formal education is
compulsory in order to
carry on a business.

In business, the basic
motive is to earn profits.

Every business requires
capital depending upon
the nature and scale of
operations.

Basis

2. Nature of Work

3.  Qualifications

4. Main objective

5.Investment:

Profession

On the other
hand, a
professional
renders
personalized
service of a
specialized
nature to his
clients.
For a profession,
specialized
knowledge and
training are
essential.
Minimum
educational
qualifications
are prescribed
for every
profession.

A professional,
on the other
hand, is expected
to emphasise the
service motive
and sense of
mission.

A professional
also has to
invest some
capital to
establish an
office for
rendering
services.

Employment

In order to take up
employment, a
person has to enter
into a contract of
service.

In case of
employment, the
qualifications
required depend
upon the nature of
the job.

In case of service,
the motive of an
employee is to earn
salary and receive
other benefits.

There is no need for
capital in case of
employment.
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Business

There is an inherent
element of risk in
business

Profit is the reward of
a businessman.

It is possible to transfer
ownership interest in
business.

Basis
6. Risk:

7. Reward:

8. Transfer of
interest:

Profession

There is little
element of risk
involved in
profession.

Fee is the reward
of a professional.

No such transfer
is possible in
case of
profession.

Employment

Practically no risk is
involved in case of
employment.

The reward in case
of employment is
wage or salary.

No such transfer is
possible in case of
employment.

1.6. Functions of Business:

In order to achieve its objectives, a business enterprise
performs many functions which may be broadly grouped under the
following headings: (i) Production (ii) Marketing (iii) Finance and
(iv) Personnel. In big business organizations, there are separate
departments to look after these functional areas. It may be noted
that these functions are interdependent and inter-related. For
instance, production department depends upon marketing
department to sell its output and marketing departments depends
upon production department for the products of required quality to
satisfy its customers. Thus, there must be proper integration of
various functional areas of business to achieve its objectives. This
can be achieved by the management of the enterprise by effective
planning, organization, direction and control. The important functions
of a business are briefly discussed below.
(i) Production Function: It is concerned with the transformation

of inputs like manpower, materials, machinery, capital,
information and energy into specified outputs as demanded
by the society. The production department is entrusted with
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so many activities such as production planning and control,
quality control, procurement and storage of materials etc.

(ii) Marketing Function: It is concerned with distribution of goods
and services produced by the production department. It can
perform this function efficiently only if it is able to satisfy the
needs of the customers. For this purpose, the marketing
department guides the production department in product
planning and development. It fixes the prices of various
products produced by the business. It promotes the sale of
goods through advertisement and sales promotion devices such
as distribution of samples and novelty items, holding contests,
organizing displays and exhibitions, etc.

(iii) Finance Function: It deals with arrangement of sufficient
capital for the smooth running of business. It also tries to
ensure that there is proper utilization of resources. It takes
many important decisions such as sources of finance,
investment of funds in productive ventures, and levels of
inventory of various items.

(iv) Personnel Function: This function is concerned with finding
suitable employees, giving them training, fixing their
remuneration and motivating them. The quality of human
resource working in the enterprise is a critical factor in the
achievement of business objectives.

Therefore it is necessary that the work force is highly
motivated and satisfied with the terms and conditions of
service offered by the enterprise.

1.7 Objectives of a Business:
To a layman, an objective is an aim or a goal. This is a very

vague description as it does not convey a specific meaning. If this
definition is followed, it will not be possible to distinguish the short-
term objectives and the long-term objectives. In order to be specific,
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an objective of an activity should be defined in relation to its
environment. Thus, we may define a business objective as purpose
or the reason for the existence of the business itself.

The various objectives of the business can be discussed as
follows:

1.7.1 Economic Objectives:
Since business is essentially an economic activity, the primary

focus of economic objectives is on three important constituents of

the business system, namely:

i. The owners

ii. The employees and

iii. The customers.

The owner(s) must get adequate return on the capital invested

and the risk undertaken by him or them in the form of profit or

dividend. The employees must be adequately compensated through

fair wages or salaries, allowances, bonus, and other welfare facilities

in the form of housing, medical and healthcare, education of children,

recreational facilities, retirement benefits, etc. so that they devote

heart and soul in organisation's work and work in the spirit of doing

it not as hired employees but as if they are doing their own work.

Customers are the patrons of the business enterprise and their

satisfaction must be uppermost in the mind of the businessmen.

Customers feel satisfied if they are supplied with quality products

at reasonable prices coupled with adequacy of regular supply, after

sale service, courtesy, etc.

"The customer is the foundation of a business and keep it in

existence".

Business earns profit by satisfying the needs of the customers.

As a matter of fact, the first and foremost objective of a business is
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creation and satisfaction of customers. Earning of sufficient profits

is necessary not only to provide adequate rewards to the owners

and the employees, but also to provide for innovation, growth and

diversification. The most important and remarkable benefits to the

society through innovation and growth are in the form of better

products at lower rates and increase in employment opportunities.

1.7.2  Human Objectives:

Focus on human objectives is mainly on two constituents,

namely, (a) employees and (b) customers, both of whom must have

a feeling of having been treated as human beings by the business

enterprise. Employees, in order to have a feeling of having been

treated as human beings, look forward to a business enterprise for

the following objectives:

(i) They are treated as partners in the joint venture and

not as inferior lot;

(ii) They are able to acquire and develop new abilities and

skills in the process of employment;

(iii) They derive job-satisfaction and

(iv). These help them to develop commitment to their work

and in turn to the organization in which they are

working.

Customers also look at the business enterprises as an

institution which takes care of their needs as human beings. Hence

the importance of courtesy, accommodation, understanding and

fairness in dealings with the customers is quite obvious. This also

points out the need for realization on the part of business enterprises

that they do not fall prey to the temptation of profiteering through

adulteration, hoarding, cornering of stocks, etc.
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1.7.3  Organizational Objectives:
Business enterprises, from the point of view of its growth and

stability, can be compared with the human anatomy. Just as human
body grows through a number of stages, that is, from infancy to
childhood, from childhood to adolescence, from adolescence to
adulthood and from adulthood to maturity, a business enterprise
also passes through such phases during its existence. In order that
a business may grow through these stages in time and with strength,
it is necessary that the business strives for

(i) ploughing back a part of its profits so that it may acquire
strength to grow and survive in the face of competition;
and

(ii) attaining an optimum size of operations so that it could
avail of the economies of the scale.

1.7.4 Social Objectives:
These objectives of business can be put in two categories:
(i) Micro level i.e., immediate environmental objectives;

and
(ii) Macro level i.e., national objectives;

Micro Level Social Objectives: Under this category, the business
is expected to help in the spread of literacy, education, training,
medical care and public health, control of air and water pollution,
development of backward classes and regions, and helping cultural,
religious and charitable institutions engaged in the work of improving
the lot of human beings.
Macro Level Social Objectives: Under this category, the business
is expected to conserve national resources, not to compromise on
national security, abide by the nation's laws and pay tax regularly.

1.8. Role of Profit in Business:
Profit making is essential in business due to the following

reasons:
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i. Incentive: Profit is the ruler motivating factor in business. It
provides the necessary incentive for hard work and also serves
as a reward for risk bearing. It is the hope of earning profits
which inspires people to go into business.

ii. Survival: Profits are essential to cover the risks and costs of
staying in business. In the other words of Drucker, "Unless
we provide for risk we are going to destroy the capacity to
produce. Therefore, minimum profitability adequate to the risk
which we, by necessity, assume and create is an absolute
condition of survival not only for the enterprise but society"
.Profit is the risk premium that enables a business to replace
obsolete assets and to maintain intact the wealth producing
capacity of its resources.

iii. Growth and Expansion: Profit ensures supply of capital for
future innovation and expansion. It serves as a means of self
financing. In addition, profit enables a business to attract new
capital from shareholders and debenture holders.
Reinvestment of profits as an internal source of funds is more
reliable than external sources like financial institutions and
banks.

iv. Prestige: Only a profit making concern enjoy goodwill in society.
A loss making business is harmful for all concerned. A
business earning handsome profits can offer higher wages
and salaries and other amenities to its employees. It can
attract and retain trained and experienced employees. It is
able to raise loans and obtain credit more easily.

v. Measure of Efficiency: Profit is considered to be an index of
success in business. It measures the efficiency and
effectiveness of business effort. It serves as a means of
evaluating business performance. Thus, it is an absolute
necessity for the business enterprise to generate at least that
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much profit which is required to cover its own future risks out
of uncertainties inherent in business, to enable it to stay in
business and to maintain the earning capacity of the
resources.

1.9. Scope of Business:

The scope of business is very wide. It includes a large number
of activities which may be classified under two broad categories,
namely, Industry and Commerce. A description of the activities which
come under these two broad categories is given below.

1.9.1 Industry:

The activities of extraction, production, conversion, processing
or fabrication of products are described as industry. These products
of an industry may fall under any one of the following three
categories:
(a) Consumers Goods: Goods used by final consumers are called

consumers goods. Example of consumer goods are, Edible Oils,
Cloth, Jam, Television, Radio, Scooter, Motor Car, Refrigerator,
Cell phone etc.

(b) Capital Goods: Goods used in the production of other goods
are described as producers' goods. Steel produced by steel
plant is used for fabrication into a variety of products such as
motor cars, scooters, rail, locomotive engines, ships, surgical
instruments, blades, etc. Similarly machine tools and
machinery used for manufacturing other products also come
under this heading. These are also called capital goods.

(c) Intermediate Goods: There are certain materials which are
the finished products of one Industry and become the
intermediate products of other industries. A few examples of
this kind are the copper industry, the finished products of
which are used in manufacturing Electrical Appliances,
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Electricity Wires, Toys, Baskets, Containers, and Buckets.
Broadly speaking, industrial activities may be classified into
Primary and Secondary which are explained in the following
lines.

(i)  Primary Industries:
The following are some of the primary industries:

(a) Extractive Industries: They extract or draw their products
from natural sources such as earth, sea, air. The products of
such industries are generally used by manufacturing and
construction industries for producing finished goods. Farming,
mining, lumbering, hunting, fishing, etc., are some of the
examples of extractive industries.

(b) Genetic Industries: Genetic means parentage or heredity.
Genetic industries are engaged in breeding plants, and animals
for their use in further reproduction. For breeding plants, the
seeds and nursery are typical examples of genetic industries.
In addition, the activities of cattle-breeding farms, poultry
farms and the hatchery come under the category of genetic
industries

(ii)  Secondary Industries:
The following are the elements of secondary industries:

(a) Manufacturing Industries: These are engaged in producing
goods through the creation of what is known as 'form utility'. Such
industries are engaged in the conversion or transformation of raw
materials or semi finished products into finished products. The
products of extractive industries generally become the raw-materials
of manufacturing industries. Factory production is the outcome of
manufacturing industry. Manufacturing industries may take any
one of the following forms.

(i) Analytical: The basic material is analyzed and separated
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into a number of products. Oil refining is an example of
analytical industry. The crude oil is extracted from
beneath the earth and is processed and separated into
petrol, diesel, kerosene, gasoline, lubricating oil, etc.

(ii) Synthetic: Two or more materials are mixed together
in the manufacturing operations to obtain some new
products. Products like soap, cement, paints, fertilizers,
cosmetics are derived from this industry.

(iii) Processing: In this case, raw materials are processed
through a series of manufacturing operations making
use of analytical and synthetic methods. Textiles, sugar
and steel are examples of this category.

(iv) Assembly Line: In assembly line industry, the finished
product can be produced only after various components
have been made and then brought together for final
assembly to be converted into finished products.
Production of automobiles, watches, televisions, bicycles,
railway wagons, etc., are the typical examples of the
industry.

(b) Construction Industries: They are concerned with the
construction of buildings, bridges, dams, roads, canals, etc.
These industries use the products of manufacturing industries
such as Iron and Steel, Cement, Lime, Mortar etc., and also
the products of extractive industry such as stone, marble,
etc. The remarkable feature of these industries is that their
products are not sold in the sense of being taken to the
markets. They are constructed and fabricated at fixed sites.

1.9.2 Commerce:
The term commerce refers to the process of buying and selling-

wholesale; retail, import, export, enter port trade and all those
activities which facilitate or assist in such buying and selling such
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as storing, grading, packaging, financing, transporting, insuring,
communicating, warehousing, etc. The main functions of commerce
is to remove the hindrance of (i) persons through trade; (ii) place
through transportation, insurance and packaging; (iii) time through
warehousing and storage; and (iv) knowledge through salesmanship,
advertising, etc., arising in connection with the distribution of goods
and services until they reach the consumers. The concept of
commerce includes two types namely: (i) Trade and (ii) Aids to trade
which are explained in the following paragraphs.
(i) Trade : The term trade refers to the sale, transfer or exchange of
goods and services and constitutes the central activity around which
the ancillary functions like Banking, Transportation, Insurance,
Packaging, Warehousing and Advertising cluster. Trade may be
classified into two broad categories as follows:
(a) Internal or Domestic Trade: It consists of buying and selling

of goods within the boundaries of a country and the payment
for the same is made in national currency either directly or
through the banking system. Internal trade may be further
sub-classified into wholesale trade and retail trade.

(b) International or Foreign Trade: It refers to the exchange of
goods and services between two or more countries.
International trade involves the use of foreign currency (called
foreign exchange) ensuring the payment of the price of the
exported goods and services to the domestic exporters in
domestic currency, and for making payment of the price of
the imported goods and services to the foreign exporter in
that country's national currency (foreign exchange).To facilitate
this payment, involving exchange transactions, a highly
developed system of international banking under the overall
control and supervision of the central bank of the concerned
country (Reserve Bank of India in our case) is involved.
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International trade is carried on mostly in larger quantities
both on Government account and on private account involving
both individuals and business houses.

(ii) Auxiliary to Trade or Aids to Trade: As mentioned above, there
are certain function such as banking, transportation, insurance,
ware-housing, advertising, etc. which constitute the main auxiliary
functions helping trade-internal and international. These auxiliary
functions have been briefly discussed here under:
(a) Banking: Banks provide a device through which payments for

goods bought and sold are made thereby facilitating the
purchase and sale of goods on credit. Banks serve the useful
economic function of collecting the savings of the people and
business houses and making them available to those who may
profitably use them. Thus, banks may be regarded as traders
in money and credit.

(b) Transportation: Transport performs the function of carrying
goods from producers to wholesalers, retailers, and finally
customers. It provides the wheels of commerce. It has linked
all parts of the world by facilitating international trade.

(c) Warehousing: There is generally a time lag between the
production and consumption of goods. This problem can be
solved by storing the goods in warehouse. Storage creates
time utility and removes the hindrance of time in trade. It
performs the useful function of holding the goods for the period
they move from one point to another. Thus, ware housing
discharges the function of storing the goods both for
manufacturers and traders for such time till they decide to
move the goods from one point to another.

(d) Insurance: Insurance provides a cover against the loss of goods
in the process of transit and storage. An insurance company
performs a useful service of compensating for the loss arising
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from the damage caused to goods through fire, pilferage, theft
and the hazards of sea, transportation and thus protects the
traders from the fear of loss of goods. It charges insurance
premium for the risk covered.

(e) Advertising: Advertising performs the function of bridging the
information gap about the availability and uses of goods
between traders and consumers. In the absence of advertising,
goods would not have been sold to a widely scattered market
and customers would not have come to know about many of
the new products because of the paucity of time, physical-
spatial distance, etc.

1.10  Business Risk:
The term business risk refers to the possibility of inadequate

profits or even losses due to uncertainties e.g., changes in tastes,
preferences of consumers, strikes, increased competition, change
in government policy, obsolence etc .Every business organization
contains various risk elements while doing the business. Business
risks implies uncertainty in profits or danger of loss and the events
that could pose a risk due to some unforeseen events in future,
which causes business to fail.

For example, an owner of a business may face different risks
like in production, risks due to irregular supply of raw materials,
machinery breakdown, labur unrest, etc. In marketing, risks may
arise due to different market price fluctuations, changing trends
and fashions, error in sales forecasting, etc. In addition, there may
be loss of assets of the firm due to fire, flood, earthquakes, riots or
war and political unrest which may cause unwanted interruptions
in the business operations. Thus business risks may take place in
different forms depending upon the nature and size of the business.

1.10.1 Types of Business Risks:
Business risks are of a diverse nature and arise due to
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innumerable factors. These risks may be broadly classified into two
types, depending upon their place of origin.

(i)  Internal Business Risks:
Internal Risks are those risks which arise from the events

taking place within the business enterprise. Such risks arise during
the ordinary course of a business. These risks can be forecasted
and the probability of their occurrence can be determined. Hence,
they can be controlled by the entrepreneur to an appreciable extent.

The various internal factors giving rise to such risks are:-
a. Human Factors are an important cause of internal

risks. They may result from strikes and lock-outs by
trade unions; negligence and dishonesty of an employee;
accidents or deaths in the industry; incompetence of
the manager or other important people in the
organisation, etc. Also, failure of suppliers to supply the
materials or goods on time or default in payment by
debtors may adversely affect the business enterprise.

b. Technological Factors are the unforeseen changes in
the techniques of production or distribution. They may
result in technological obsolescence and other business
risks. For example, if there is some technological
advancement which results in products of higher
quality, then a firm which is using the traditional
technique of production might face the risk of losing
the market for its inferior quality product.

c. Physical Factors are the factors which result in loss or
damage to the property of the firm. They include the
failure of machinery and equipment used in business;
fire or theft in the industry; damages in transit of goods,
etc. It also includes losses to the firm arising from the
compensation paid by the firm to the third parties on
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account of intentional or unintentional damages caused
to them.

(ii)  External Risks:
External risks are those risks which arise due to the events

occurring outside the business organization. Such events are
generally beyond the control of an entrepreneur. Hence, the resulting
risks cannot be forecasted and the probability of their occurrence
cannot be determined with accuracy. The various external factors
which may give rise to such risks are:-
a. Economic Factors are the most important causes of external

risks. They result from the changes in the prevailing market
conditions. They may be in the form of changes in demand for
the product, price fluctuations, changes in tastes and
preferences of the consumers and changes in income, output
or trade cycles. The conditions like increased competition for
the product, inflationary tendency in the economy, rising
unemployment as well as the fluctuations in world economy
may also adversely affect the business enterprise. Such risks
which are caused by changes in the economy are known as
'dynamic risks'. These risks are generally less predictable
because they do not appear at regular intervals. Also, such
risks may not necessarily result in losses to the firm because
they may also contain an element of gain for the firm. For
instance, due to market fluctuations, a well known product of
a firm may either lose its demand or may occupy a larger
market share.

b. Natural Factors are the unforeseen natural calamities over
which an entrepreneur has very little or no control. They
result from events like earthquake, flood, famine, cyclone,
lightening, tornado, etc. Such events may cause loss of life
and property to the firm or they may spoil its goods. For
example, Gujarat earthquake caused irreparable damage not
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only to the business enterprises but also adversely affected
the whole economy of the State.

c. Political Factors have an important influence on the
functioning of a business, both in the long and short term.
They result from political changes in a country like fall or
change in the Government, communal violence or riots in the
country, civil war as well as hostilities with the neighbouring
countries. Besides, changes in Government policies and
regulations may also affect the profitability and position of a
enterprise. For instance, changes in Industrial Policy and
Trade Policy, annual announcement of the budget amendments
to various legislations, etc. may enhance or reduce the profits
of a business enterprise.

Thus, business risk takes a variety of forms. In order to
face such risks successfully, every businessman should
understand the nature and causes of these risks as well as
the various measures which must be taken in order to
minimise them.

1.10.2 Nature of Business Risks:-
i. The Business risks arise due to uncertainties. Natural

calamities, change in demand and prices, change in technology
etc. are some of the examples of uncertainty which create
risks.

ii. Risk is an essential part of every business. No business can
avoid risk. Risk can be minimized but cannot be eliminated.

iii. Degree of Business risk depends mainly upon the nature
and size of business. For small scale business it is less and
for large scale business it is more.

iv. Profit in the business is the reward for risk taking. An
entrepreneur assumes risks and in consideration he gets
reward which is called profit. Greater the risk higher is the
chance of profit.
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1.10.3  Causes of Business Risk:-

i. Natural Causes: The Natural causes are beyond human control
e.g., flood, earthquake, heavy rains, famine etc.

ii. Human Causes:  The Human causes mainly include
carelessness or negligence or wrong doings on the part of
employees e.g., theft, strikes, riots, misappropriation of cash
and goods etc.

iii. Economic Causes: The Economic causes are related to a
chance of loss due to change in market condition e.g.,
fluctuations in demand and prices, competition, change in
technology etc.

iv. Physical Causes: Mechanical defects or failures may also lead
to losses e.g., bursting of boiler or machine may cause death
or destruction.

v. Other Causes: These include unforeseen events like political
disturbances, fluctuation in exchange rates etc.

CHAPTER AT A GLANCE:
Meaning of Business: A business may be defined as an institution
organized and operated to provide goods and services to the society
with the objective of earning profit.
Nature/ Characteristics of Business are: Dealing in Goods and
Services, Production and Exchange, Regularity and Continuity in
Dealings, Uncertainty or Risk, Profit Motive.
Meaning of Profession: A Profession may be defined as an occupation
which involves the rendering of personal services of a specialized
nature, based on professional knowledge, education and training
such as services rendered by physicians, lawyers, auditors etc.
Employment: A person is said to be employed or in service when he
undertakes to work under a contract of employment. He promises to
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perform such work as may be assigned to him by the employer.
Distinctive Features of Busines, Profession and Employment are
Establishment, Nature of Work, Qualifications, Main objective,
Investment, Risk, Reward, Transfer of interest.
Functions of Business: In order to achieve business objectives, a
business enterprise performs many functions which may be broadly
grouped as: Production, Marketing, Finance and Personnel.
Objectives of a Business can be categorized as: Economic objectives,
Human objectives, Organizational objectives, Social objectives.
Role of Profit in Business: Profit making is essential in business
because of its survival, growth and expansion, prestige of business
and for making incentive.
Scope of Business: Industry and Commerce
Types of Business Risks: Internal Business risks and External
Business Risks.
Nature and Causes of Business Risks: Natural Causes, Human
Causes, Economic Causes and Physical Causes.

Exercise for Practice

1. Objective Type Questions:
(A) State whether the following statements are True or

False.
1. Business includes production and distribution of goods

and services.
2. There is no need of any relationship between employer

and employee under employment.
3. Businessman requires certain requisite qualification.
4. Warehousing create time utility and removes the

hindrance of time in trade.
5. There is no risk element in business.

[Ans: 1. True 2. False 3. False  4. True 5. False]
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(B)  Fill in the blanks with appropriate words.

1. Business involves………….. of goods and services to earn

profits.

2. Human-beings are engaged in business primarily with

a view to earn ……….  .

3. One sale transaction cannot strictly constitute a…………

.

4. A business man earns………., a professional earns

………. and an employee earns ……....

5. Profits are essential to cover the …….. and …….. of

staying in business.

[Answer keys: 1. Production and/ or exchange

2. Profits 3. Business  4. Profit/Fee/ Salary

5. Risks/costs]

(C) Multiple Choice Questions (Tick the right option)

1. Sale and Purchase of goods is called

i) Trade ii) Commerce iii) Industry  iv) Business

2. An occupation which involves the rendering of personal

services of a specialized nature is called

i) Business  ii) Profession iii) Employment

3. The main objective of business is

i) To earn Profits ii)  Service motive

ii) To earn Salary iv) To earn incentive

4. The process of extracting products from natural sources

such as earth, sea and air is related with

i)  Synthetic Industry iii) Genetic Industry

ii) Analytical Industry iv) Extractive Industry
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5. Cover against loss of goods in the process of transit and
storage is provided under
i)  Advertisement iii)Insurance
ii) Warehousing iv) Banking

Ans  1. i),  2. ii), 3. i), 4. iv)  and 5. iii)
(D) Very Short Answer Type Questions:

1. What is included in commerce?
2. Write any two causes of business risks.
3. What is the motive of employee under employment?
4. Give example of consumer goods.
5. Define trade.

(2) Short Answer Questions:
1. Define the term 'Business'.
2. Define 'Profession.'
3. What is 'Commerce'.
4. What is 'Aids to Trade'.
5. What do you mean by 'Industry'.
6. What is 'Business Risks'.

(3) Long Answer Questions:
1. What do you mean by 'Business'? Discuss the main

characteristics of business.
2. Distinguish between Business, Profession and

Employment. Also discuss their distinctive features.
3. What do you mean by 'Business'? Discuss the main

objectives of business. Also discuss the role of profit in
business.

4. Define the term 'Business'. Discuss the classification
of Business activities.

5. What do you mean by 'Commerce'? Discuss the main
components of Commerce.

6. What do you mean by 'Business Risk'? Discuss the
nature and causes of 'Business risk'.



27

Highlights :

After studying this chapter, the students will be able to

understand:

✦ Sole Proprietorship.

✦ Features of Sole Proprietorship

✦ Partnership Firm

✦ Kinds of Partnership Firms

✦ Kinds of Partners

✦ Partnership Deed

✦ Co-operative Societies

✦ Types of Co-operatives

✦ Joint Stock Company

✦ Kinds of Companies

2.0 Introduction:
A business enterprise may be owned by one person or a group

of persons. When it is owned by one person, it is known as sole
proprietorship. Except this form of organization, all other forms of
business organizations come under the category of 'group ownership'
or 'joint ownership'. The following are the different forms of Business
Organizations:

(i) Sole Proprietorship
(ii) Partnership Firm

Chapter

2
FORMS AND FORMATION

OF BUSINESS ENTERPRISES
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(iii) Joint Stock Company and
(iv). Co-operative Undertaking.
The above mentioned forms of organizations can be discussed

as follows:

2.1 Sole Proprietorship:
A business that runs under the exclusive ownership and control of

an individual is called sole proprietorship or single entrepreneurship. It is
started through the initiative of an individual and is run with the
capital supplied by the proprietor from his resources or through
borrowed means. The proprietor manages the business himself, bears
all risks alone and gets all profits by virtue of the nature in this
form of organization. He has almost unlimited freedom of action to
run his business. He may choose to run any line of business without
going through the legal formalities excepting those in which license
may be required from the Health Department, the Municipal
Authority, or some other body. The individual may run the business
alone with the help of his own skill and intelligence or may employ
a few employees for that purpose. It is the simplest and the oldest
form of organization.

2.1.1 Features:
It is the oldest form of commercial organization. It is because

of its peculiar features that even in these days of modernisation
individual proprietorship stand out unaffected.
(i) Single Ownership: This is owned by one man and nobody else

contributes capital.
(ii) Own Control: He has absolute control over the affairs of the

concern. His decision is final. Since he need not consult
others, he can take quick decision and gain enormously

(iii) Own Profit: The attraction of reaping the entire profits
motivates the sole proprietor to put forth the best in him. He
strives tirelessly for the improvement and expansion of his
business.
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(iv) Unlimited Liability: The liability of the sole proprietor is
unlimited. As a result, when his business assets are not
adequate for paying the debts, his private properties have to
be sold.

(v) Absence of Government Regulation: A sole proprietory
concern is free from government regulations. No formalities
are to be observed in its formation, management or in its
closure.

(vi) No Separate Entity: The sole trading concern is not regarded
as an entity different from the proprietor. Consequently the
business comes to an end with the permanent disability or
death of the proprietor.

(vii) Limited Capital: Since capital is contributed by only one
individual it is bound to be small. Apart from this financial
constraint his inability to manage beyond a level also impedes
its expansion. The size of the business unit therefore tends to
be small.

2.1.2 Merits:
(i) Easy to Form and Dissolve: Since no legal formalities  are

needed to start a sole proprietory business, it becomes easy
to start a business as a sole proprietory concern. Sometimes,
a few restrictions are placed by local bodies such as
municipalities, etc., from the view point of maintenance of
health and sanitation. Just as it is easy to form, it is equally
convenient to dissolve a sole proprietorship concern.

(ii) Direct Motivation: In this form, there is a direct relationship
between rewards and efforts. The sole proprietor enjoys the
entire profits and hence is inspired, induced and motivated to
give his best of efforts and skills in running the business.

(iii) Absolute Control: The proprietor is free to prepare plans and
policies and execute them for the success of his business
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without any interference or clash of interest from any quarter.
He is free to direct and control the operations of his business.

(iv) Business Secrecy: To face the challenge of competition in the
market, maintenance of business secrecy provides an edge to
the firm over its rival firms.  This enables him to take prompt
and quick decisions and to take  advantage of the opportunities
which may arise in business from time to time.

(vi) Flexibility in Operations: If the situation demands changes
in strategy, the same can be easily brought about to meet the
changed situation without causing least of unsought
consequences. Sole proprietorship offers the scope for flexibility
in business operations by allowing the business to adapt and
adjust itself to changing times and situations.

(vii)  Personal Relations: Normally, the size of a sole proprietory
business being small, the owner maintains a personal touch
with his employees and customers. Personal attention to
customers results in increased sales and individual attention
to employees brings in efficiency and motivation on the part of
employees there by reducing the cost of production. The
resultant reduced costs and increased sales are reflected in
increased volume of profits.

(viii)  Credit Standing: Since a sole proprietor is liable to pay the
debts of the business out of his private property and investment
as well, the credit worthiness or standing of the sole property
concern is greatly enhanced. The creditors, therefore, do not
hesitate to lend to a sole proprietor.

(ix) Limited Regulations: The business activities of a sole
proprietor are least regulated by law and the government. No
doubt, a sole proprietary business has to comply with labour
laws and tax laws, there is no other interference in the day-
to-day running of the business from the government. Similarly,
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there is no government regulation in respect of formation and
dissolution of its business.

(x) Independence: This form of organization offers a way of life
for acquiring honourable living to those persons who do not
want to serve others and take pride in ownership and control
of their business. It provides an opportunity of business career
to many people with available resources and there by utilizing
their capacity and skills in the field of business. The sole
proprietor being his own master and manager derives greatest
possible satisfaction in terms of having created or rendered
useful commodity or service.

(xi) Development: Since a sole proprietor has to face all kinds of
problems and challenges single handed, the qualities of
initiative, self-reliance and responsibilities get developed in
him, there by, enabling him to enjoy a respectful life in the
society full of warmth and social contacts.

2.1.3 Demerits:
(i) Limited Capital: Since the capital is contributed by one

individual only, business operations have necessarily to be on
a limited scale. Even when he wants to raise funds by
borrowing, the borrowing capacity of one individual is bound
to be limited. Thus large scale units which require enormous
capital cannot be started by an individual.

(ii) Limited Managerial Skill: Whoever may be a person his
resourcefulness and business management will be less
effective beyond a certain stage. Further, since he has to
keep his fingers on everything and has to work under severe
stress, he is  likely to take wrong-decisions. Thus, these two
factors, namely limited availability of capital and limited
managerial ability do not allow the business unit to expand.
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(iii) Unlimited Liability: The liability of a sole trader being
unlimited, even his private assets are in danger of being lost.

(iv) Uncertainty of Continuity: Since the success of the sole trading
concern depends on the personal qualities of the proprietor,
any prolonged illness or permanent disability or death brings
the business to a standstill.

(v) Inability to Avail of Specialization: Since the business unit
is small and the financial resources limited experts in different
fields cannot be employed to secure maximum advantage.
Sole proprietor alone has to handle production, marketing,
correspondence, etc. It is common knowledge that one cannot
be an expert in all these varied fields of business activities,
as a result, efficiency suffers.

(vi) Hasty Decision: Though quick decision is a definite advantage,
sometimes the decision taken in a hurry is likely to spell ruin
to the business. One has to agree with the proverb, 'haste makes
waste'

2.1.4 Suitability:
The form of sole proprietorship is suitable in the following

cases:
(i) Where the products cannot be standardized and have

to be made to order.
(ii) Where the production technology is simple and the

capital required as well as the risk associated with it is
not heavy.

(iii) Where the tastes and fancies of individual customers
play an important role in the case of tailoring and hair-
dressing.

(iv) Where changes in fashion are frequent.
(v) Where professional services are to be offered as in the

case of painters, photographers, lawyers, doctors etc.
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(vi) Where prompt decision and quick action is called for as
in the case of speculative business.

(vii) Where Government itself favours individual
entrepreneurs and encourages them to set up small
scale units in industrial estates or in backward regions.

(viii) For people who love freedom of action and who like to
pursue independent way of life. Because they do not
want to work under any master; for such people sole
proprietorship is ideally suited.

2.2 Partnership Firm
The limitations and deficiencies of sole proprietorship in

respect of limited financial resources, limited managerial ability
and skills and concentrated risk led to the emergence of partnership
as a form of business organization.

A partnership is an association of two or more persons who carry
on business together for the purpose of earning profits.

2.2.1 Meaning of Partnership Firm:
Section 4 of the Indian Partnership Act, 1932 defines

partnership as "the relation between persons who have agreed to
share the profits of a business carried on by all or any of them
acting for all." Persons entering into partnership agreement are
known as 'Partners' and collectively as 'Firm' or 'Partnership Firm'.
The name in which the business is carried on is called 'firm name'. The
partners provide the capital and share the responsibility for running
the business of the firm on an agreed basis. In some cases, however,
one partner provides whole or most of the capital and other
contributes technical or managerial skill with or without some portion
of capital. The terms and conditions of partnership are usually
mentioned in the Partnership Agreement known as the Partnership
Deed.
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2.2.2 Features:
The essential features of a partnership firm are discussed

below:-
(i) Two or More Persons: There must be atleast two persons to

form a Partnership. The Partnership Act fixes no maximum
limit on the number of partners of a partnership firm. But the
Companies Act, 1956 lays down that any partnership or
association of more than 10 persons in case of banking business
and 20 persons in other business operations as illegal unless
registered as a Joint Stock Company. Thus, the maximum
limit on the number of partners is 10 in case of banking
business and 20 in case of other lines of business.

(ii) Contractual Relation: The relation of  partners in a
partnership firm is created by contract and not by status as in
case of Joint Hindu Family. There must be an agreement
between two or more persons to enter into partnership. Such
an agreement may be oral, written or implied. Since
partnership is an out-come of a partnership the persons who
enter into an agreement of partnership must be competent to
enter into contract. Minors, lunatics, insolvent and other
persons incompetent to enter into a valid contract cannot enter
into a partnership agreement.

(iii) Lawful Business: The partners must agree to carry some lawful
business. Mere holding of property in joint ownership cannot
be considered as partnership unless it is accompanied by
certain business activities and possesses other features of
partnership.

(iv) Sharing of Profit: There must be an agreement to share the
profits and losses of the business of the partnership firm.
This is at the very root of bringing the persons together to
carry on a business. However, sharing of profit is not a
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conclusive proof of partnership. Employees or creditors who
share profits of the firm cannot be called partners in the
absence of any agreement of partnership.

(v) Agency Relationship: There must be an agency relationship
between the partners. This is the crucial test of the existence
of a partnership firm. Every partner is a proprietor as well as
an agent of the firm. The business of the firm may be carried
on by all or any of them acting for all unless otherwise agreed.
Every partner is entitled to take part in management of day-
to-day operations of the firm and to represent the firm and
other partners in dealing with other parties.

(vi) Unlimited Liability: As a result of contractual relationship
between the partners of a firm, all the partners are liable
jointly and severely for all debts and obligations of the firm to
an unlimited concern. That means if the assets of the firm
are not sufficient to meet the obligations of creditors of the
firm, the private assets of the partners can be attached to
satisfy their claims. The creditors may even recover the whole
of their dues from one of the partners. The partner from whose
property the dues are recovered is entitled in law to obtain
rateable contribution from the other partners of the firm.

(vii) Non-Transferability of Interest: A partner cannot transfer
his proprietary interest to any person (except those who are
already the partners) without the unanimous consent of other
partners. The restriction on transfer of interest is based on
the principle that the partner himself being an agent of the
partnership firm cannot delegate his proprietary interest to
outsider.

2.2.3 Kinds of Partnership Firms:
Partnership firms can be classified as below:

(i) Partnership-at-Will: A partnership is called partnership-at-
will when (a) the partnership is formed to carry on business
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without specifying any period of time, and (b) no provision is
made as to when and how the partnership will come to an
end. The life of such a partnership continues as long as the
partners are willing to continue it as such. It can be dissolved
by any partner giving a notice to the firm withdrawing from
the partnership or terminating the partnership.

(ii) Particular Partnership: A partnership established for a
stipulated period or for the completion of a specified venture
comes to an automatic end with the expiry of the stipulated
period or on the completion of the specified venture, as the
case may be.

(iii) Joint Venture: It is organized for completing a specific task or
venture during a specific period. A joint venture is a
partnership without the use of a firm name, limited to
particular venture in which the persons concerned agree to
contribute capital and to share profits or losses. It may involve
joint consignment of goods, an underwriting transaction, a
speculation in shares, construction of a building, or any similar
form of enterprise.

(iv) Limited Partnership: In limited partnership, the liability of
the partners is limited except that of one or more partners.
The partners whose liability is limited to the extent of capital
contributed by them are referred as 'limited partners' or
'special partners.' There is no provision for the formation of
limited partnership in India. Such a partnership can be found
in U.K., U.S.A. and some of the European countries. There
must be at least one partner with unlimited liability in case
of a limited partnership of the business. He cannot act as an
agent of the firm or of the other partners. However, he can
assign his interest in the firm to another person with the
consent of the partners with unlimited liability.
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2.2.4 Kinds of Partners:
Partners can be classified from different start points on the

basis of business interest, of public liabilities and of managerial
responsibilities. The important categories of partners are as follows:-
(i) Active or Actual Partner: Partners who take an active part in

the conduct of the partnership business are called 'actual' or
'ostensible' partners. They are full-fledged partners in the
real sense of the term. Such a partner must give public notice
of his retirement from the firm in order to free himself from
liability for acts after retirement.

(ii) Sleeping or Dormant Partner: Sometimes, however, there are
persons who merely put in their capital (or even without capital
they may become partners) and do not take active part in the
conduct of the partnership business. They are known as
'sleeping' or 'dormant' partners. They do share profits and
losses (usually less then proportionately), have a voice in
management, but their relationship with the firm is not
disclosed to the general public. They are liable to the third
parties for all acts of the firm just like an undisclosed principal.
They are, however, not required to give public notice of their
retirement from the firm.

(iii) Partner in Profits Only: A partner who has stipulated with
other partners that he will be entitled to a certain share of
profits, without being liable for the losses, is known as 'partner
in profits only'. As a rule, such a partner has no voice in the
management of the business. However, his liability vis-à-vis
third parties will be unlimited because in India we cannot
have 'limited partnership'.

(iv) Sub-Partner: When a partner agrees to share profits in a
partnership firm with an outsider, such an outsider is called
a Sub-Partner. Such a sub-partner has no rights against the
firm nor is he liable for the debts of the firm.
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(v) Partner by Estoppel: If a person represents the outside world,
by words spoken or written or by his conduct or by lending his
name that he is a partner in a certain partnership firm, he is
then estopped from denying his being partner, and is liable as
a partner in that firm to anyone who has on the faith of such
representation granted credit to the firm.

2.2.5 Requisites of an Ideal Partnership:
In order to be successful in partnership, it must possess the

following requisites:
(i) Good Faith: The partners should create mutual trust and

confidence amongst themselves through honesty of purpose
and fair dealings. To achieve this, the partners must be
selected carefully and the number of partners should, as far
as possible, be kept small.
Three to five partners are considered to be ideal.

(ii) Common Approach: In order to achieve smooth and proper
functioning of partnership, it is important to ensure that the
persons who are chosen as partner must have common
approach to the problems of business. For instance, one partner
with an extremely legalistic and technical out look may find
it difficult to deal with another partner who is liberal in his
approach. Similarly, a partner with highly venturesome
approach cannot deal with another extremely cautious and
safety-prone partner.

(iii)  Written Agreement: To avoid the possibility of misunderstanding
and disputes between the partners, it is advisable that the
mutual rights and obligations of the partners be incorporated
into a partnership deed. The deed should also include details
about capital, sharing of profits, drawing rights, payment of
interest on capital to partners, payment of commission or
salary, if any to active partners, and so on.
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(iv)  Registration: Immediately after formation of partnership it
should be registered with the Registrar of Firms. An
unregistered firm suffers from certain disabilities, in as much
as it cannot enforce legal remedies against outsiders. A firm
can get itself registered any time before filing a suit or enforce
its rights against third parties in case it is not registered
soon after its formation.

(v) Adequate Capital: A partnership firm should be started only if
the partners are confident that they will be able to arrange
adequate fund for both long-term and short term. As far as
possible, long-term funds must be contributed by the partners.
Short-term funds may be borrowed from banks and other
sources.

(vi) Skills and Talents: Every partner is supposed to contribute
either in terms of capital or in terms of business ability and
skill or in terms of widespread resourcefulness and contacts.
Every partner must contribute in one form or the other. A
balanced partnership firm must have partners who contribute
capital and talents.

(vii) Stability: The partners strive to impart long life or continuity
to the firm. This will be possible only if the firm is earning
profits and reinvesting a part of profits into the business. Good
faith among the partners is also necessary for the stability of
the firm.

2.2.6 Merits of Partnership:
(i) Ease of Formation: Like sole proprietorship, the partnership

is also relatively free from legal formalities in terms of its
formation.

(ii) Larger Resources: This form enables the pooling of larger
resource than sole proprietorship, for a number of persons
(partners) contribute to the capital of the business. Not only
this, the credit worthiness is also greater in this form than in
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the case of sole proprietorship. This enables a partnership
firm to undertake operations on a relatively larger scale and
thereby reaping the economies of scale.

(iii) Combined Abilities and Judgment: In addition to the pooling
of capital resources, the partnership combines abilities and
skills of two or more persons (partners), and thus ensures
better management of the business. Combined abilities and
judgment produces appreciably greater results than the sum
total of individual scattered efforts. Moreover benefits of
specialized knowledge and division of labour can also be availed
by judicious choice of partners possessing different business
skills.

(iv) Flexibility: Since partnership business is not regulated by any
law in its day to day working just as a company business is
regulated by Company Law, it imports flexibility in its operation.
It can change its business whenever the partners like.
Moreover, it is easier to change the line of business if the
firm is not successful in one line of business because of its
small scale operations.

(v) Quick Decisions: A partnership firm is able to make decisions
without delay because partners can meet and discuss the
business problems more frequently. But in the case of a joint
stock company, a good deal of time is wasted in calling the
meeting of the Board of Directors and the Shareholders.

(vi) Cautious Operations: Since the liability of the partners is
unlimited, they are more cautious in running the business.

(vii) Survival Capacity: The survival capacity of the Partnership
Firm is greater as compared to the Sole-Proprietorship concern.
The partnership business need not come to an end on the
death of a partner if the partnership deed does not provide so.
Moreover, a partnership firm can undertake more than one
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line of business because it has more capital resources and it
can compensate its loss in one line by the profit in other lines
of business.

(viii) Better Human or Public Relations: Every partner can be made
to develop healthy and cordial relations with employees,
customers, suppliers and citizens, etc. The fruits of such a
relationship may be reflected in higher accomplishments and
larger profits for the business. This will also result in enhancing
the goodwill of the firm and pave the way towards its steady
progress.

(ix) Protection of Minority Interest: According to the features of
partnership, no major amendments affecting the basic nature
of partnership can be made without the unanimous consent
of all the partners. Thus every partner's views/voice carries
weight in partnership.

2.2.7 Demerits of Partnership Firm:
(i) Lack of Harmony: The partnership business works steady as

long as there is harmony and mutual understanding among
the partners. If there is any occasion when this harmony is
adversely affected then that is the beginning of the end of a
good partnership.

(ii) Limited Resources: Since maximum number of partners
cannot exceed 20 in ordinary business and 10 in banking
business, the amount of capital resources is limited to the
contribution to be made by the partners. As we have observed
earlier that the ideal number of partner is three to five, the
contribution in terms of capital shrinks further. This is one
reason on account of which a partnership form of organization
is not suited to undertake a large size business operation
requiring huge capital investment.

(iii) Instability of Business: The partnership firm comes to an end
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with the death, retirement or insolvency of a partner. Not
only this, it may also come to grief in the case of dissensions
among the partners. Thus the life of a partnership firm is
highly uncertain.

(iv) Lack of Public Confidence: Since a partnership business is
not subjected to detailed regulations just as a company
business is, it fails to inspire public confidence.

(v) Risk of Implied Authority: A partner having implied authority
to bind the firm by his acts of commission and omission, the
firm may find itself in difficulty at any moment.

(vi) Unlimited Liability: From this stand-point, a partnership is
even worse than sole proprietorship because a partner is liable
to the extent of his private property not only for his own
mistakes and lapses but also for the mistakes, lapses and
even dishonesty of his fellow partner or partners. Partners
are both jointly and severally liable. This may have more
dangerous effect of curbing entrepreneurship because the
partners may be afraid of venturing into new areas of business
activities for fear of losses.

(vii) Non-Transferability of Interest: Since no partner can transfer
his interest to an outsider without the unanimous consent of
all the partners, it makes investment in partnership business
reluctantly shy.

(viii) Social Losses: If a partnership firm is dissolved because of
lack of harmony among the partners, or the risk of implied
authority, or on account of any such reason, it is a definite
loss to the society both in terms of supply of goods and services
and in terms of source of employment.

2.2.8 Partnership Deed:
Though a partnership agreement need not necessarily be in

writing, yet to avoid future misunderstanding and mutual bickering,
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it is desirable to have a written agreement. Such a written agreement
setting out all the terms and conditions of partnership is known as
Partnership Deed. A carefully drafted Partnership Deed helps in
bringing out differences which may develop among partners and in
ensuring smooth running of the partnership business. It should be
properly stamped and registered. The usual contents are;

(i) Name of the firm
(ii) Nature of the proposed business to be carried on by the

partnership.
(iii) Duration of the partnership business whether it is to

be run for a fixed period of time or whether it is to be
dissolved after completing a particular venture.

(iv) The capital to be contributed by each partner:- It must
be remembered that capital contribution is not necessary
to become a partner for, one can contribute his
organizing power business acumen, managerial skill etc.
instead of capital.

(v) The amount that can be withdrawn from the firm by
each partner.

(vi) The ratio in which the profits or losses are to be shared.
(If the profit sharing ratio is not specified in the Deed,
all the partners must share the profits and bear the
losses equally)

(vii) Whether any interest is to be allowed on capital and if
so, the rate of interest.

(viii) Rate of interest on drawings, if any.
(ix) Whether loans can be accepted from the partners and

if so the rate of interest payable thereon.
(x) Amount of salary or commission payable to partners for

their services. (Unless this is specifically provided, no
partner is entitled to any salary)
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(xi) Maintenance and Audit.
(xii) Matters relating to admission of a new partner.
(xiii) Matters relating to retirement of a partner. The

arrangement to be made for  paying out the amount
due to a retired or deceased partner must also be stated.

(xiv) Method of valuing goodwill on the admission death or
retirement of a partner.

(xv) Distribution of managerial responsibilities. The work
that is entrusted to each partner is better stated in the
deed itself.

(xvi) Procedure for dissolution of the firm and the mode of
settlement of as thereafter.

(xvii) Arbitration in case of disputes among partners. The deed
should provide the method for settling disputes or
difference of opinion. This clause will avoid costly
litigations.

2.2.9 Registration of Firms:
The Indian Partnership Act does not make registration of a

partnership compulsory. But the disabilities of non-registration
virtually make it compulsory.

2.2.9.1 Procedure for Registration:
A statement should be prepared stating the following

particulars.
(i) Name of the firm
(ii) The principle place of business
(iii) Name of other places where also the firm carries on

business.
(iv) Name and addresses of all the partners.
(v) The date on which each partner joined the firm.
(vi) The duration of the firm.
This statement, signed by all the partners should be sent to

the Registrar of Firms along with the necessary registration fee of
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Rs.3. Any change in the above particulars must be communicated to
the Registrar within 14 days of such alteration.

2.2.9.2 Effects of Non- Registration:

(i) An unregistered firm cannot file a suit to enforce its claims

against third parties. If such rights arise it is not possible to

recover debts from third parties. It has no right even to demand

a set-off in any suit filed by its creditors.

(ii) However, an unregistered firm it can sue other for enforcing

rights arising otherwise out of a contract. For example, it can

bring a suit for wrongful infringement of trade make or patent.

(iii) The right of third parties against the firm is not affected by

non-registration. It means that they can sue the firm or any

of its partners. A partner of an unregistered firm cannot sue

the firm or other partners for enforcing his rights under the

partnership deed. However, his right to sue for the dissolution

of the firm or for the assets of a dissolved firm is not affected

by non-registration. In short, non-registration does not affect

the following rights.

(a) Suit not exceeding Rs.100.

(b) The rights of firms or partners of firm having no place

in business in India.

(c) The power of an official assignee or Receiver to realize

the property of an  insolvent partner.

(d) Suits arising otherwise than out of contract explained

above.

(e) The rights of third parties against the firm or any of

this partners.

(f) Suit by a partner for the dissolution of the firm for as of

a dissolved firm or for a share the assets of a dissolved

firm as stated above. Registration can be affected at



46

any time. All the disabilities automatically disappear

as soon as the firm is duly registered.

2.3 Co-operative Societies:
The forms of business ownership and organization discussed

so far are run basically with a view to make profit. The cooperative
form of organization is different from the rest in so far as it is not
set up with profit as the guiding motive but with the main purpose of
rendering service to its members in particular and to the society in
general. Cooperative organizations have emerged primarily to protect
and safeguard the economic interest of the relatively weaker sections
of the society in the face of exploitation by businessmen whose
primary motive is profit maximization.

2.3.1. Meaning and Definition:
According to H. Calvert a co-operative society is a "form of

organisation, wherein persons voluntarily associate together as
human beings on the basis of equality for the promotion of economic
interests of themselves."

According to Dr. H.N. Kunzru " Co-operative is self-help as
well as mutual help. It is a joint enterprise of those who are not
financially strong and cannot stand on their legs and therefore,
come together not with a view to get profit but to overcome disabilities
arising out of the want of adequate financial resources."

According to the International Labour Office, a cooperative
organization is "an association of persons, usually of limited means,
who have voluntarily joined together to achieve a common economic
end, through the formation of a democratically controlled business
organization, making equitable contributions to the capital required
and accepting a fair share of risks and benefits of the undertaking."

2.3.2. Characteristics of Co-operative Organisation:
The cooperative organization, being different in its rationale
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and philosophy possesses certain features/characteristics which may
be briefly explained as follows:
(i) Voluntary Association: As stated above, persons desirous of

pursuing a common objective can form themselves into an
association and leave the same as and when one likes by
withdrawing his capital. Thus, voluntary feature of the
cooperative organization has two important connotations:
(a) Any person may become a member of such an

organization irrespective of his caste, creed, religion,
colour, sex, etc., and

(b) The members come together to form themselves into
an association without any coercion or intimidation.

(ii) Service Motive: As stated earlier, a cooperative organization
is established primarily with a view to rendering service to its
members in particular and to the society in general. This
however, does not mean that such an organization will not
work for profit. There are several cooperative organizations
which are making reasonably good profits. What we reiterate
here is the emphasis on service and not on profit.

(iii) Capital: The capital of the co-operative organization is procured
from its members in the form of share capital. However, the
share capital constitutes only a limited source of business
finance, the major part of which is raised by the cooperative
organization either by way of loan from the Government and
the apex cooperative institutions, or by way of grants and
assistance from the government.

(iv) Return on Capital: The return on capital subscribed by the
members is in the form of a fixed rate of dividend which is a
charge on the trading surplus of the organization.

(v) Distribution of Surplus: The entire trading surplus earned by
a cooperative organization after meeting its trading expenses
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and paying a fixed rate of dividend is not distributed among
the members. Under the present law governing co-operative
organization a sum of about ¼ of its profits is to be transferred
to general reserves. Similarly, a portion of the profit, not
exceeding 10% may be utilized for the general welfare of the
locality in which the society is functioning. The rest of the
surplus may be distributed in the form of bonus on a certain
agreed basis but not on the basis of the capital contributed by
the members. The bonus may be paid to the members in
proportion to the purchases made during the year by the
members in case of Consumers' Co-operative Stores, or in
proportion to the goods delivered for sale to the society in the
case of Producers' Co-operative Store.

(vi) Separate Legal Entity: Like a company, a co-operative
organization also enjoys a separate and independent entity
distinct from that of its members. As such, it has a perpetual
life and is not affected by the entry and exit of members. It
can sue or  be sued in its own name. It can own property and
dispose it of in its own name, likewise can enter into business
contracts in its own name.

(vii) Democratic Functioning: The management of cooperative
organization vests in a managing committee elected by
members on the basis of 'one-member-one vote' irrespective
of the number of shares held by any member. It is the general
body of the members which lays down the broad framework of
policy within which the managing committee has to function.

(viii) State Regulation: A co-operative organization right from its
inception up to its end is subjected to detailed regulation under
the Co-operative Societies Act, 1919 or other State Co-operative
Societies Act. A co-operative organization in order to be
registered with Registrar of Co-operative Societies has to fulfil
certain requirements.
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2.3.3. Formation of Co-operatives:
As stated earlier, a co-operative society enjoys a separate

legal entity of its own after getting incorporated. To get a co-operative
society incorporated, an application is to be submitted to Registrar
of Co-operative Societies of the concerned state in which the society's
registered office is situated. The application contains the following
information:

(i) The name of the society
(ii) The aims and objectives for which the society is being

created
(iii) Division of share capital
(iv) The names and addresses of the members
(v) Two copies of the bye-laws and
(vi) Two copies of the rules and regulations of the Society
The Registrar of Co-operative Societies after getting the

application for registration alongwith the copies of the bye-laws and
those of rules and regulations of the society carefully scrutinizes
them so as to ensure that the two documents do not contain anything
which is contrary to the spirit of the Co-operative Societies Act. In
case he is satisfied with regard to these points, the society is
registered and a certificate to that effect is issued. After getting the
Certificate of Incorporation, the society assumes a separate legal
entity of its own.

2.3.4. Types of Co-operatives:
On the basis of nature of services rendered by cooperatives

they may be classified into the following categories:
(i) Producer's Co-operatives: These co-operative societies are

formed to help and strengthen small producers who cannot
stand up in the competition offered by organized large scale
producers. The Producers' Co-operatives may be organized on
one of the following two basis:



50

(a) The producer members maintain their separate
individual entity. The society supplies them with raw-
materials, tools, equipment etc. The members sell their
individual output to the society.

(b) The member producers produce on behalf of the society
as its employees. The member producers are paid wages
for their work. Here, again, the society supplies them
with raw-materials, tools and equipment etc. In either
case the marketing of the products is undertaken by
the society.

(ii) Consumers' Co-operatives: These societies are formed for the
main purpose of making available day to day requirements of
goods to their members at cheaper prices. For this purpose
they buy their goods from wholesalers at wholesale prices
and sell them to members and often to non-members as well
at prices slightly lower than the market prices. The difference
between the wholesale prices and the selling price at the
Co-operatives represents the surplus which after meeting the
Co-operatives expenses are distributed among the members
as bonus, besides transferring a part thereof to general reserve
and other kinds of reserves. This form of co-operative has
been receiving government's attention and help with a view to
contributing the general problem of price rise.

(iii) Marketing Co-operatives: These societies are set up either
for selling manufactured products or agricultural commodities.
As such, marketing co-operatives may be classified into two
broad categories.
(a) Industrial Marketing Co-operatives: These societies pool

the manufactured products of small producers such as
artisans, weavers, small producers, etc., and sell them
at prices which are remunerative to the member
producers.
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(b) Agricultural Marketing Co-operatives: These are
organized by farmers for selling their own farm-products
and also for obtaining their agricultural inputs. Thus,
agricultural co-operatives are engaged in a two way
function of selling farm products and buying seeds,
manures, implements and many other goods. Since
agricultural marketing involves several steps like
processing, warehousing, financing etc., these co-
operatives are often formed on a multipurpose basis for
catering to the needs of agriculturists both as sellers
and buyers of products.

(iv) Co-operative Credit Societies: These are formed by members
to pool their savings and to invest their resources thus
collected for giving loans to members on favorable terms
involving interest, security and re-payment. Such co-operatives
are organized both in rural and urban areas. In rural areas,
these are called Primary Credit Societies or Rural Credit
Societies, while in urban areas these societies are known as
Co-operative Banks.

(v) Housing Co-operatives: These societies are formed by those
people who strive to own a flat or a piece of land for constructing
their own house. A such, these societies are formed mostly in
urban areas and that too in big cities where the problem of
housing is acute. These societies are allotted land (developed
or undeveloped) by the local authority or by the Urban
Development Authority at concessional prices. The same is
true with regard to the allotment of flats. Such societies can
also negotiate loans for its members on easy terms from
financial institutions and national building organizations which
have been recently established. They may also procure building
materials in bulk for their members so as to reap the
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economies of bulk buying.
(vi) Co-operative Farming Societies: In our country, the problem

of sub-division and fragmentation of agricultural land-holdings
is very acute. One of the ways to get over this problem is to
organize small land owners and tillers of land into farming
societies with a view to reaping the benefits of large scale
mechanized farming. This large scale co-operative farming
results into raising agricultural output and reducing the cost
per unit.

2.3.4 Merits:
Different types of co-operatives have distinct merits to their

credit. But there are some common merits which can be witnessed
in all co-operatives. These are as follows;
(i) Easy Formation: Being a voluntary association, it is easy to

form as it does not require long and complicated legal
preliminaries. Any 10 adult persons can voluntarily form
themselves into an association and get it registered with the
Registrar of Cooperatives.

(ii) Democratic Functioning: As observed earlier, the
management of co-operative is vested in a managing committee
which is elected by the general members of the co-operative
on the basis of 'one-man-one-vote'. As such, it does not matter
whether a member holds one share or more then one share.

(iii) Limited Liability: Like the liability of the shareholders in
company form of organization the liability of the members in a
co-operative organization is also limited to their capital
contribution. The effect of limited liability is mentioned in the
bye-laws of the co-operative which is checked by the registrar
at the time of registering the same.

(iv) Internal Vitality: Co-operatives are not permitted to declare
dividend for its members exceeding certain percent. The
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balance of the surplus earned in any year by the co-operative
can well be utilized for its growth, modernization and
development. Thus, there is built in advantage of ploughing
back of profits for the better health and prosperity of the
organization.

(v) Continuity: Like the company, the co-operative enjoys a
separate legal entity of its own independent of the entity of
its members who own it. Hence the life of co-operative
organization remains unaffected by the death, insolvency or
conviction of a member.

(vi) State Assistance: Since, Co-operatives have been adopted by
the Government as an instrument of economic policy, a number
of grants, loans and financial assistance are offered to them
to make them function efficiently.

(vii) Social Service: Co-operatives foster fellow-feeling among
members and impart moral and educative values in their
everyday life which are essential for better living.

(viii) Reducing Inequalities: Since the benefits and profits of co-
operatives are enjoyed by those people who are relatively of
moderate means, this helps in raising the economic status of
the relatively poor people thereby reducing the disparity
between the rich and the poor.

2.3.5 Demerits:
Followings are the main demerits of this form of organization

of business:
(i) Limited Capital: The amount of capital that a co-operative

can muster is extremely limited because of its membership
remaining confined to particular locality or region and also
because of the principle of 'one man-one vote' and the divined
restrictions.

(ii) Plenty of State Regulation: Under the existing arrangement
the co-operatives are subjected to a variety of regulations from
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the co-operative department of the State Government partly
because the state offers a number of financial helps and partly
because it is always anxious to see that the movement
succeeds. All this has led to excessive state regulations in
the day to day functioning of the co-operative which, at times,
amounts to interference.

(iii) Lack of Managerial Talent: Co-operatives at the primary level
generally suffer from extremely limited managerial talent
because they depend on the personnel drawn from amongst
their own members to serve on the managing committee
which, in turn, manages the day to day affairs of the co-
operatives. However, at the higher levels, namely, State and
Apex Federation Level, this constraint is not so acute. But if
we compare the availability of managerial talent in a company
form of organization, then again cooperatives do not stand
anywhere near them.

(iv) Lack of Secrecy: As is usually common with the forms of
organization which enjoy separate legal entity and as such
are under obligation to make fuller disclosures of their
operations to their members, the co-operatives too being
corporate in status fail to preserve their business secrets. In
this respect, co-operatives are similar to the company form of
organization.

(v) Lack of Motivation: The built in constraint that, co-operative

society cannot offer dividend beyond a certain fixed rate

(i ,e.,6 1/4per cent), the members of the managing committee

with whom rests the responsibility of managing the co-

operatives do not feel sufficiently motivated to do their best to

see the co-operative a grand success.

(vi) Differences among Members: Although co-operatives are

formed with great fanfare and with the great ideals of co-

operation and self-help, but soon these higher values of human
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life disappear with the passage of time. There are often

bickerings, differences and bad blood created among members

on petty matters. This marks the beginning of an end to the

co-operative organization.

2.3.6 Suitability:

A close look at the merits and demerits of the co-operative

form of organization would reveal that it is suitable mainly for small

and medium size operations because they suffer from limited capital

resources, lack of managerial talent, a lot of state regulation and

interference and low credit worthiness in the eyes of financial

institutions.

However, there are certain notable exceptions to this general

rule, the large sized IFFCO (Indian Farmers and Fertilizers Co-

operative) involving an investment of over Rs. 250 corers and the

Kaira Co-operative Processing Milk and milk products under the

brand name of 'Amul' are illustrations in point.

2.4 Joint Stock Company:

The sole proprietorship and partnership forms of organizations

have failed to meet the growing needs of modern industry and

commerce. They possess many limitations like limited resources,

unlimited liability and fear of discontinuity. To get over these
limitations, joint stock company form of organization came into
existence. Now it is the most widely used form of business
organization not only in the private sector but also in the public
sector. This form of organization has proved to be very suitable for
large scale enterprises. It is also equally good for undertakings doing
business on a small scale because of easier access to financial
resources, limited liability and continued existence.
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2.4.1 Meaning:
A company is an incorporated voluntary association of persons

in business having joint capital divided into transferable shares of a
fixed value, along with the features of limited liability, common seal
and perpetual succession. Chief Justice Marshal defined a company,
in the Dartmouth College case, as "person, artificial, invisible,
intangible and existing only in the eyes of law. Being a creation of
law, it possesses only those properties which the charter of its
creation confers on it either, expressly or as incidental to its very
existence; among the most important of which are immortality and
individuality."

Lord Justice Lindley has defined the Joint Stock Company as
"By a company is meant an association of many persons who
contribute money or money's worth to a common stock and employ it
for common purpose. The common stock so contributed is denoted in
money and is capital of the company. The persons who contribute it
or to whom it belongs are members”.

According to sec(1)(i) of Indian Companies Act 1956, company
means "a company formed and registered under this Act or an existing
company." This definition doesnot spell out clearly the features of the
company.

2.4.2 Features:

The definitions given above reveals the following features of
a company:
(i) Artificial Legal Person: A joint stock company is an artificial

person created by law to achieve the objectives for which it is
formed. A company exists only in the contemplation of law. It
is a fiction of law but it cannot be called fictitious as it exists.
It is an artificial person in the sense that it is created by a
process other than natural birth and does not possess the
physical attributes of a natural person. It is invisible, intangible,
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immortal (law alone can dissolve it), and exists only in the
eyes of law. It has no body, no soul, no conscience, neither it
is subject to imbecilities of the body.

A Company is an incorporated association of persons under
the Companies Act, 1956. The Companies Act recognizes it as a
person. Like a natural person, it has rights and obligations in
terms of law. However, it cannot do those things which a
natural person can do such as taking oath in person, appearing
in a law court in person, practicing a profession like law or
medicine, enjoying married life, etc. Although a company is a
legal person having nationality and domicile, it is not a citizen
and hence cannot claim the protection of those fundamental
rights which are expressly guaranteed to citizens such as
right of franchise.
However, the company has the right to challenge a law if the
law happens to violate fundamental rights of citizens.

(ii) Distinct Legal Entity: A company is a legal person having a
juristic personality entirely distinct from and independent of
the individual persons who are its members (owners). It has
the right to own and transfer the title to property in any way
it likes. No member can either individually or jointly claim
any ownership right in the assets of the company during its
existence or its winding up. It can sue and be sued in its own
name by its members as well as outsiders. Similarly, creditors
of the company are creditors of the corporate body and they
cannot directly proceed against the members personally.

(iii) Perpetual Succession: A joint stock company has a continuous
existence and its life is not affected by the death, lunacy,
insolvency or retirement of its members or directors. Members
may come and go, but the company continues its operations
so long as it fulfils the requirements of the law under which
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it has been formed. Thus, a company has a perpetual
succession irrespective of its membership.

(iv) Common Seal : A company being an artificial person cannot
sign documents for itself whereas a natural person can do.
The law has, therefore, provided for the use of a common
seal, with the name of the company engraved on it, as substitute
for its signatures. Any document bearing the common seal of
the company and duly witnessed (signed) by at least two
directors will be legally binding on the company.

(v) Limited Liability: Liability of the members of a limited company
is limited to the value of the shares subscribed to or the amount
of guarantee given by them. Members cannot be asked to pay
anything more than what is due or unpaid on the shares of
the company held by them even though the assets of the
company are not sufficient to satisfy fully the claims of
creditors of the company in the event of its winding up. Thus,
by virtue of this characteristic the personal property of a
shareholder cannot be attached for the debts of the company
if he holds a fully paid up share.

(vi) Transferability of Shares: Members of a public limited company
are free to transfer the shares held by them to any one else.
Shares can be sold and purchased through the stock exchange.

(vii) Separation of Ownership and Management: Ordinarily, the
number of shareholders, who are the owners of the company,
is fairly large and hence all of them or most of them cannot
participate in the day-to-day management of the company.
The law, therefore, provides for the Board of Directors, elected
by members (owners) in the general body meeting of the
company, to govern the affairs of the company.
It may, however, be noted that a company possesses the above

mentioned characteristics or features by virtue of its incorporation
or registration under the Companies Act. Although a Partnership
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Firm-an alternative to the company form of organization-may also
be got registered under the Indian Partnership Act. 1932, yet it
does not posses any of these characteristics.

2.4.3 Kinds of Companies:
Companies may be classified from different points of view

which are briefly described as under:

(i) On the Basis of Formation:
(a) Statutory Company: A company which is created by a special

Act of the Parliament or Assembly of any State is called as
Statutory Company. This is done only in special cases where
it is necessary to regulate the working of the company for
some specific purposes. The State Bank of India, Reserve Bank
of India, Life Insurance Corporation, Unit Trust of India etc.,
are examples. Statutory companies are governed by the Acts
creating them. They are not required to have any memorandum
of association or articles of association. Changes in their
structure are possible only by amendments in the Acts creating
them. The annual report on the working of such statutory
company is required to be placed on the tables of Parliament
or Assembly. It cannot be regarded as a department of the
Government.

(b) Registered Company: A company registered under the
Companies Act, 1956 is called as a Registered Company. These
are governed by the above Act and subject to the rules of
memorandum of association and articles of association of their
own. The annual report on the working of such statutory
company is required to be placed on the tables of members of
the company at the time of annual general meeting.

(c) Government Company: Government Company means any
company in which not less than 51 percent of the paid-up
share capital is held by the Central Government and or by
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any State Government or State Governments.
The auditor of a government company is appointed by the Central
Government on the advice of the Comptroller and Auditor-General of India.
The audit report is to be placed before the parliament. A

Government company has an independent legal entity and cannot
be identified with the Government.

(ii) On the Basis of Public Interest:
On the basis of number of members or public interest,

companies may be further categorized into:
(a) Private Company and
(b) Public Company,

(a) Private Company: A private company is a very suitable form
for carrying on the business of family and small concerns it is
registered under the Companies Act, 1956.
According to Section 3 of the Companies (Amendment) Act,
2000 a private company is one which has the following features.
● The minimum paid up capital is Rs. 1,00,000.
● The minimum number of members is two.
● The maximum number of members is fifty.
● It is prohibited from issue of shares to the public.
● It is prohibited from transfer of shares.
Such a company must use the word "Private" as part of its
name. A private company enjoys some privileges and
exemptions which have been discussed later in this chapter.

(b) Public Company: It is suitable form of company for carrying
on the business at large scale involving huge amount of capital.
According to Section 3 of the Companies (Amendment) Act,
2000 a private company is one which has the following features.

●  The minimum paid up capital is Rs. 5,00,000.
●  The minimum number of members is seven.
●  The maximum number of members is unlimited Such a

company must use the word "Ltd" as part of its name.
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(iii)  On the Basis of Liability:
On the basis of liability of members the Companies Act makes

provision for the registration of these types of companies namely:
(a) Companies Limited by Shares: A company having the liability

of its members limited by the memorandum to the value of
shares held by them is called a company limited by shares. If
a member has paid the entire value of the share, he does not
owe any further liability to the company and in case he has
partly paid the value of share, the liability of such member (s)
is limited to the value of the unpaid amount of the shares
held by him. Most of the Companies in India belong to this
category.

(b) Companies Limited by Guarantee: Such a company is defined
as a company having the liability of its members limited by its
memorandum, to such amount as the members may
respectively undertake to contribute to the assets of the
company in the event of its being wound up. The amount
guaranteed by each member cannot be demanded until the
company is wound up. Hence it is in the nature of a 'Reserve
Capital.' Such companies may or may not have share capital.
They are generally formed without share capital for non-
trading purposes, such as the promotion of art, science,
culture, sports, etc. The Articles of Association of such a
company must state the number of members with which the
company is to be registered.

(c) Unlimited Companies: A company having no limit on the
liability of its members is an Unlimited Company. The liability
of members in this type of companies, being unlimited, may
extend to the personal property of the members. In this respect,
it resembles partnership. But it is different from the
partnership in the sense that the creditors of such a company
cannot sue members directly. They can only resort to the
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winding up of the company on default. The reason for this is
that the company enjoys a separate legal entity distinct from
that of its members (owners), whereas a partnership firm does
not enjoy such a separate entity. It is to be remembered here
as well that the liability of a member is enforceable only at
the time of winding up of the company. A member continues
to be liable for one year, after he ceases to be a member
provided the existing members are unable to satisfy the
contributions required to be made by them.

(iv) On the Basis of Control:
On the basis of control over the company, the companies may

be classified as under:
(a) Holding Company: Where one company controls the

management of another company, the controlling company is
called Holding Company. For example if Company A hold more
than 51% of paid up share capital of company B, the company
A is called as Holding Company. To be legal, it arise in the
following circumstances.
●  Where the majority of directors are directors of the holding

company
●  Where not less than 51% of paid up share capital is held by

holding company
● Where a company is subsidiary company of a holding

company.
(b) Subsidiary Company: Where one company controls the

management of another company such company so controlled
is called as subsidiary company. For example if company A
hold more than 51% of paid up share capital of company B,
the company B is called as Subsidiary Company.

(v)  On the Basis of Nationality:
(a) Indian Company: A company registered in India having place

of business in India is called as Indian Company. It may be
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private company or public company. It may be noted that where,
all the share holders of a company are foreign citizens, a
company shall be called as Indian company if it is registered
in India.

(b) Foreign Company: A company incorporated out side India and
having place of business in India is called as Foreign Company.
The term place of business does not mean agency business in
India. It may be noted that where, all the share holders of a
company are Indian citizens, a company shall be called as
Foreign Company if it is registered out side India.

(vi)  On the Basis of Area:
(a) National Company: Such companies confine their operations

within the boundaries of the country in which they are
registered.

(b) Multi National Company: Such companies extend the areas
of their operations beyond the country in which they are
registered.

2.4.4. Distinction between Public and Private Company:
The following are the points of distinction between private

company and a public company:
(i) Minimum Number of Members: The minimum number of

members required for a private company is two, while it is
seven for a public company.

(ii) Maximum Number of Members: A private company cannot
have more than fifty members. However while counting the
maximum number, the present as well the past employee-
members should be excluded. In the case of a public company,
maximum membership is unlimited.

(iii) Issue of Prospectus: A private company cannot issue a
prospectus inviting the public to subscribe for its share or
debentures. But a public company is entitled to do it. Further
it has to file a copy of its prospectus or a statement in lieu of
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prospectus with the Registrar before proceeding to allot shares.
(iv) Commencement of Business: A private company can

commence business on getting the certificate of incorporation.
But a public limited company has to take some more steps
like issuing a prospectus, filing a copy of it with the Registrar,
securing minimum subscriptions etc. In short, it cannot start
its operations till it gets the certificate of commencement of
business from the Registrar.

(v) Addition of Words to the Name: The words ‘private limited’ are
appended to the name of a private company while the word
'limited' alone is added to the name of a public company.

 (vi) Transferability of Shares: A private company, by its articles,
restricts the right to transfer its shares whereas the shares
of a public company are freely transferable.

(vii) Statutory Meeting: Public company has to file with the
Registrar a statutory report and hold a statutory meeting not
later than six months and not earlier than one month from
the date on which it is entitled to commence business. But a
private company is not required to do so.

(viii) Number of Directors: A private company is required to have
at least two directors while a public company should have a
minimum of three directors.

(ix) Written Consent by Directors: In the case of a public company,
every director should file with the registrar his written consent
to act as a director and to take up the qualification shares.
But the director of a private company is not required to do so.

(x) Interest of Directors in Contracts: Every director of a public
company who is interested in a contract has to disclose the
nature of his interest therein at the Board meeting which
discusses it. Further, he should neither participate in the
discussion nor vote on it. These restrictions do not apply to a
private company.
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(xi) Appointment of Directors: A separate resolution for the
appointment of each director is required for a public company
whereas two or more directors can be appointed on block by a
single resolution in the case of a private company.

(xii) Issue of Share Warrants: Public limited company, if authorized
by its articles, can issue share warrants in respect of its fully
paid-up shares but a private company cannot issue them.

(xiii) Kinds of Shares: A public company can issue only equity and
preference shares but a private company can issue any class
of shares. (Example deferred shares can also be issued.)

(xiv) Maximum Number of Directorship: A person cannot hold
directorship in more than 20 public companies while one can
act as a director in any number of private companies.

(xv) Restrictions on Managerial Remuneration: A public limited
company cannot pay more than 11% of its net profits by way of
managerial remuneration. Further, it has to get the approval
of the Central Government for raising such remuneration.
But these restrictions do not apply to a private company which
is free to spend any amount on its management.

2.4.5. Privileges of a Private Company:
Privileges available to all private companies including

subsidiaries of public companies are:
(i) Easy Formation: A private company can be incorporated with

just two persons. This facilitates easy formation as well as
smooth functioning.

(ii) Commencement of Business on Incorporations: A private
company can commence business immediately on getting the
certificate of incorporation. It does not have to get a further
certificate to commence business.

(iii) Exemption from Issuing Prospectus: A private company is
prohibited from issuing a prospectus inviting the public to
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subscribe for its shares or debentures. Thus there is no
necessity for it to file with the Registrar a copy of the
prospectus or a statement in lieu of a prospectus.

(iv) No Need to Get Minimum Subscription: it can proceed to
allot share without having to wait for minimum subscription.

(v) Exemption From Holding Statutory Meeting: It need not hold
a statutory meeting nor file a copy of the statutory report with
the Registrar whereas a public company is required to hold it
after one month but within six months from the date on which
it is entitled to commence business.

(vi) Exemption Regarding Right Issue: In the case of a public
company, when further shares are issued, they must first be
offered to the existing shareholders. But a private company is
exempted from this restriction; it is free to issue them to
outsiders (section 81c).

(vii) Exemption Regarding Proceedings at a Meeting: Two persons
personally present can be the quorum for the general meetings
of the shareholders of a private company while it is five for a
public company. In a private company poll can be demanded
by one person if the number of members present does not
exceed seven and by two persons if it exceeds seven, while it
can be demanded by at least five members in a public company.

(viii) Minimum Number of Directors: It is allowed to work with two
directors while three are required for a public company.

(ix) Exemption From Filling Written Consent: Directors of a
private company are not required to file with the Registrar
their written consent to act as such director; further, unlike
in a public company, they need not give any undertaking to
take up qualification shares and pay for them within the
prescribed period.
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(x) Index of Members: A private company need not keep an index
of its members.

2.4.6 Merits of a Company:
A company form of organization has become very popular not

only in India but also outside India particularly for industrial and
trading operations undertaken on a large scale. This is because of
the following advantages/merits enjoyed by the company form of
organization:
(i) Large Financial Resources: The joint stock company can raise

large amount of money or capital by issuing shares and
debentures to the public. The capital of the company is issuing
shares and debentures to the public. The capital of the company
is divided into shares of small denominations of Rs.20, Rs50,
or Rs.100 which attract person for investment with small
income. The ease with which the investor can transfer his
share holding is another attraction for the investors to raise
vast funds to undertake its business activities from a position
of strength.

(ii) Limited Liability: The liability of shareholders of a company
is limited to the face value of the shares held by them. Their
private property is not attachable to recover the dues of the
company. Thus, this form of organization is a great attraction
to persons who are not willing to take risk as is inherent in
other forms of organization such as sole proprietorship and
partnership as they do not possess the features of limited
liability.

(iii) Continuity: A company being an artificial person created by
law and enjoying a distinct and separate personality of its
own is not affected by the entry and exit of its members. It
continues to be in existence even if all the persons who
promoted it leave or desert it or give up their membership.
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Hence as a body corporate, it enjoys perpetual existence. Being
a stable form of organization it is suited for such business
activities which require long period to establish and
consolidate.

(iv) Transferability of Shares: The right of the shareholders of
public companies to transfer the shares held by them imparts
liquidity to the investments and thereby encourages
investment of funds in the company. The existence of stock
exchange and continuity of operations in it facilitate further
the transferability of shares especially in respect of those
which are listed on the stock exchange.

(v) Benefits of Large Scale Operation: A company is in a position
to raise large amount of capital and thereby undertake large
scale operations. The largeness of the operations results in
the economies in production, purchase, selling, management,
advertising, etc. This in turn, leads to increase efficiency and
the consequent reduction in the cost of production.

(vi) Professional Management: The largeness of the financial
resources and the requirements of business operations prompt
a company to hire the services of professional managers, both
on the Board of Directors and in various management positions.
The professional managers by applying their managerial skill
and talent help the company to achieve greater heights of
efficiency and competitive strength in relation to the rival
firms.

(vii) Public Confidence: From inception to its winding up all the
activities of a company are regulated by the provisions of the
Companies Act. The companies are under legal obligation to
get their accounts audited by a qualified Chartered Accountant
and publicise their audited accounts, Director's Report, etc.
All this creates and promotes public confidence.

(viii) Scope for Expansion and Growth: The company form is
conducive to the expansion of business operations and is also
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responsible for the growth of giant-size enterprises which
operate not only within the country but also in a number of
foreign countries. Two limiting factors viz., limited financial
resources and unlimited liability are conspicious by their
absence in the case of company form of organization as a
result of which the company form enjoys greater potentialities
of growth over other forms of organization.

(ix) Social Benefits: The company form of organization is an
effective medium of mobilizing the scattered savings of the
community and investing them in different commercial and
industrial enterprises. It is also indirectly helping the growth
of financial institutions like banks, insurance companies etc.,
by providing avenues for the investment of their funds into
shares and debentures. It offers employment to many people
both skilled and unskilled. Further, it produces larger amount
of revenue to the Government both through direct and indirect
taxes.

(x) Tax Benefit: The tax burden varies considerably between a
corporate form and a noncorporate form under the Income
Tax Act. Companies being legal persons are taxed as district
bodies on their income in addition to tax paid by shareholders
at the time of dividend distribution. Whatever be the size of
income, companies pay a uniform rate of tax. On the other
hand, proprietorships or partnerships have no entity apart from
the entity of the owners thereof.

2.4.7. Demerits of a Company:
The demerits of the company form of organization are :

(i) Difficult and Costly Formation: The formation of a company
requires fulfillment of a number of legal formalities. For this
purpose provisions of the Companies Act are to be complied
with and large amounts have to be spent in order to fulfill the
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preliminaries. In addition, it is time consuming as well for a
number of sanctions and approvals are to be obtained from
different authorities before a company gets going. These
difficulties in terms of fulfilling legal formalities, time required
to complete them and the money needed to undertake all
these formalities, at times, discourage people from going in
for this form of organization.

(ii) Lack of Personal Touch: There is a divorce between ownership
and management of the joint stock company. The affairs of
the company are managed by the professional managers. This
may be responsible for lack of personal involvement and stake
which characterize sole proprietary and partnership forms of
business organization.

(iii) Oligarchic Management: The management of a company which
is supposed to be conducted as per desires of the shareholders
or owner turns out to be a plaything of a few individuals. In
theory, every shareholder has a right to participate in the
Annual General Meeting and other meetings of the company
and to exercise his right to elect directors, to appoint auditors
and participate in other matters. But in practice, companies
are managed by a small number of persons who are able to
perpetuate their reign over the company from year to year.
This is because of a number of factors like lack of interest on
the part of the shareholders, low literacy level among the
shareholders, and lack of sufficient information about the
working of the company.

2.5 Factors to be considered while starting a Business:
1. Selecting the line of Business: The first thing to be decided

by the entrepreneur is the line and type of business to be
undertaken.

2. Scale or Size of Business: After deciding the line of business
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the businessman must decide whether he wants to set up
large scale or small scale business.

3. Choice of Form of Business Organization: The next decision
to be taken is to finalize the form of business i.e., to set up
sole proprietorship., partnership or joint stock company.

3. Location of Business Enterprise: The entrepreneur has to
decide the place where the enterprise will be located. Before
taking this decision he must find out availability of raw
materials, power, labour, banking, transportation etc.

4. Financial Requirement: The businessman must analyze the
amount of capital he might require to buy fixed assets and for
working assets. Proper financial planning must be done to
determine the amount of funds needed.

5. Physical Facilities:  These facilities include machinery,
equipment building etc. This decision depends upon the size,
scale and type of business activities he wants to carry on.

6. Plan Layout:-  This includes showing the physical arrangement
of machines and equipment needed to manufacture a product.

7. Competent and Committed Workforce: The entrepreneur
must find out the required skilled and unskilled workers and
managerial staff to perform various activities.

8. Tax Planning: The entrepreneur must try to analyze the types
of taxes because there are a number of tax laws in the country
which affect the functioning of business.

9. Setting up the Enterprise: After analyzing the above mentioned
points carefully the entrepreneur can start the business which
would mean mobilizing various resources and completing legal
formalities.

CHAPTER AT A GLANCE:
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Sole Proprietorship: A business that runs under the exclusive
ownership and control of an individual is called Sole Proprietorship
or Single Entrepreneurship.
Features of Sole Proprietorship are: Single Ownership, Own Control,
Own Profit, Unlimited Liability, Absence of Government Regulation,
No Separate Entity and Limited Capital.
Partnership Firm: Partnership is the relation between persons who
have agreed to share the profits of a business carried on by all or
any of them acting for all.
Kinds of Partnership Firms: Partnership-at-Will, Particular
Partnership, Joint Venture, Limited Partnership
Kinds of Partners: Active or Actual Partners, Sleeping or Dormant
Partners, Partners in Profit only, Sub Partners and Partners By
Estoppel.
Partnership Deed: Partnership agreement need not necessarily be
in writing. But to avoid future misunderstanding and mutual
bickering, it is desirable to have a written agreement. Such a written
agreement setting out all the terms and conditions of partnership is
known as Partnership Deed.
Co-operative Societies: It is a  form of organisation, where in persons
voluntarily associate together as human beings o the basis of equality
for the promotion of economic interests of themselves.
Types of Co-operatives: On the basis of nature of services rendered
by cooperatives they may be classified into Producer's Co-operatives,
Consumers' Co-operatives, Marketing Co-operatives, Co-operative
Credit Societies, Housing Co-operatives and Co-operative Farming
Societies.
Joint Stock Company: It is an association of many persons who
contribute money or money's worth to a common stock and employ it
for common purpose. The common stock so contributed is denoted in
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money and is capital of the company. The persons who contribute it
or to whom it belongs are members.
Kinds of Companies: Companies can be classified on the basis of
formation, on the basis of public interest, on the basis of Liability,
Control, Nationality and Area.

Exercise for Practice

1. Objective Type Questions:
(A) State whether the following statements are True or False.

1. A company has separate legal entity.
2. Liability of partners is limited.
3. Sole Proprietor concern is not free from government

regulations.
4. Ownership and management is separate in Joint Stock

Company.
5. The minimum number of members is seven in case of

public company.
[Ans: 1. True 2. False 3. False  4. True 5. False]

(B) Fill in the blanks with appropriate words.
1. There must be atleast …… persons to form a

partnership.
2. Persons who take active part in conduct of business is

called ….. partner.
3. Registration of Partnership Firm is ………..
4. ………… societies are setup either for selling

manufactured products or agricultural commodities.
5. A joint stock company has…….. existence.

Ans- 1. Two 2. Active partner 3. Not compulsory
4. Marketing  5. Continuous
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(C) Multiple Choice Questions (Tick the right option)

1. How much % of net profits can be paid by public limited
company by way of managerial remuneration?

i) 10 ii) 9

iii) 11 iv) 12

2. A company which is incorporated outside India is called

i)   Foreign Company iii) Indian Company

ii)  Private Company iv) Subsidiary Company

3. The minimum paid up capital in case of Public Limited
Company is

i) 300000 ii)  200000

ii) 100000 iv) 500000

4. The profit sharing ratio is agreed between persons under

i) Sole Proprietorship iii) Company

ii) Partnership iv) Cooperative Society

5. A Partnership established for a stipulated period or for
the completion of a specified venture is known as

i) Particular Partnership iii)Limited Partnership

ii) Partnership at Will      iv) Partnership by Estoppel

Ans  1. iii),  2. i), 3. iv), 4. ii)  and 5. i)

(D) Very Short Answer Type Questions.

1. What is the minimum paid up capital for public company?

2. What are the various kinds of companies on the basis of
nationality.
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3. Which company can issue prospectus?

4. What is the minimum requirement of directors in case
of private company?

5. Define Foreign company.

(2). Short Answer Questions:

1. Define 'Sole Proprietorship'.

2. Define 'Partnership Firm'.

3. What is 'Partnership at Will'?

4. What is 'Particular Partnership'?

5. Define 'Joint Venture'.

9. Who is 'Sub-Partner'?

10. Who is 'Partner by Estopple'?

11. What is 'Partnership Deed'?

12. What is 'Joint Stock Company'?

13. Define Unlimited Company.

(3) Long Answer Questions:

1. What do you mean by 'Sole Proprietorship'? Discuss its
characteristics. Also discuss the merits and demerits
of 'Sole Proprietorship' form of  business organization.

2. What do you mean by 'Partnership'? Discuss its
characteristics. Also discuss the merits and demerits
of 'Partnership' form of business organization.

3. What do you mean by 'Partnership'? Discuss the various
types of Partners and Partnerships.

4. Define the term 'Partnership Firm'? Discuss the process
of registration of 'Partnership firm'.
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5. What is 'Partnership Deed'? Discuss the various terms
and conditions which are applied if there is no
Partnership Deed.

6. What do you mean by 'Company'? Discuss its
characteristics. Also discuss the merits and demerits
of 'Company' form of business organization.

7. Define the term 'Company'? Discuss the different types
of Companies.

8. What do you mean by 'Co-operative Society'? Discuss
its characteristics. Also discuss the merits and demerits
of 'Co-operative Society' form of  business organization.

9. Discuss the factors which need to be considered while
starting a new business.
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Highlights:

After studying this chapter, the students will be able to

understand:

✦ Public Sector Undertaking:

✦ Organisation of Public Sector Enterprises

✦ Public Corporation

✦ Government Company

✦ Joint Enterprise

✦ Development Corporation

✦ Private Sector

✦ Global Enterprises Or Multi National Companies

✦ Joint Ventures

3.0 Public Sector Undertaking:
The public sector consists of various organizations owned and

managed by central or state or by both governments.  In a Public Sector

Undertaking, majority (51% or more) of the paid up share capital is

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

central government and partly by one or more state governments.

3.1 Meaning
In 1954, Pandit Jawaharlal Nehru had described Public Sector

Enterprises (PSEs) as 'temples of modern India'. PSEs are conceived as

Chapter

3
PUBLIC, PRIVATE AND

GLOBAL  ENTERPRISES
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instruments to bring socio-economic transformation of the country.

Those are the mainstay for self-reliant growth.

In simple term "A public sector enterprise is an industrial,

commercial or other economic activity owned and managed by the

Central or State Government or jointly by both".

According to A. H. Hansen, a public enterprise denotes "state

ownership and operation of industrial, agricultural, financial and

commercial undertakings".

According to N. N. Malaya, "Public enterprises are autonomous

or semi-autonomous corporations and companies established, owned

and controlled by the state and engaged in industrial and commercial

undertakings".

3.2 Characteristics of Public Sector Enterprises:
On the basis of definitions, main characteristics of Public

Enterprises are:

i. Autonomous or Semi-autonomous Organisation: Public
Enterprise is an autonomous or semi-autonomous organisation
because some enterprises work under the direct control of
the government and some organisations are established under
statutes and companies act.

ii. State Control: The public enterprises are financed, owned
and managed by the government, may be a central or state
government.

iii. Rendering Service: The primary objective of the establishment
of Public Enterprises is to serve the public at large by supplying
the essential goods at a reasonable price and creating
employment opportunities.

iv. Useful to Various Sectors: The state enterprises serve all
sectors of the people of the country. They do not serve a
particular section of the people in the community.
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v. Monopoly Enterprises: In some specific cases private sectors
are not allowed and as such the public enterprises enjoy
monopoly in operation. The state enterprises enjoy monopoly
in Railways, Post and Telegraph and Energy Production.

vi. A Direct Channel for use of Foreign Money: Sometimes the
government receive foreign assistance from industrially
advanced countries for the development of industries. These
advances received are spent through Public Enterprises.

vii. Public Accountability: The state enterprises are liable to the
general public for their performances because they are
responsible for the nation.

viii. Agent for Implementing Government Plans: The Public
Enterprises run as per the whims of the government and as
such the economic policies and plans of the government are
implemented through public enterprises.

ix. Financial Independence: Though investment in government
undertaking are done by the government, they become
financially independent by arranging finance for day-to-day
operation.

3.3 Objectives of Public Sector
In India, Public Enterprises have been assigned the task of

realising the objectives laid down in the Directive Principles of State

Policy. Public sector as a whole seeks: (a) to gain control of the

commanding heights of the economy, (b) to promote critical

development in terms of social gain or strategic value rather than

on consideration of profit, and (c) to provide commercial surplus

with which to finance further economic development.

The main objectives of Public Enterprises in India are as

follows:
i. Economic Development: Public Enterprises were set up to
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accelerate the rate of economic growth in a planned manner.
These enterprises have created a sound industrial base for
rapid industrialisation of the country. They are expected to
provide infrastructure facilities for promoting balanced and
diversified economic structure of development.

ii. Self-reliance: Another aim of Public Enterprises is to promote
self-reliance in strategic sectors of the national economy. For
this purpose, Public Enterprises have been set up in
transportation, communication, energy, petro-chemicals, and
other key and basic industries.

iii. Development of Backward Areas: Several Public Enterprises
were established in backward areas to reduce regional
imbalances in development. Balanced development of different
parts of the country is necessary for social as well as strategic
reasons.

iv. Employment Generation: Unemployment has become a serious
problem in India. Public Enterprises seek to offer gainful
employment to millions. In order to protect jobs, several sick
units in the private sector have been nationalised.

v. Economic Surplus: Public Enterprises seek to generate and
mobilise surplus for reinvestment. These enterprises earn
money and mobilise public savings for industrial development.

vi. Egalitarian Society: An important objective of Public
Enterprises is to prevent concentration of economic power and
growth of private monopolies. Public sector helps the
Government to enforce social control on trade and industry
for ensuring equitable distribution of goods and services. Public
Enterprises protect and promote small scale industries.

vii. Consumer Welfare: Public Enterprises seek to protect
consumers from exploitation and profiteering by ensuring
supply of essential commodities at cheaper prices. They aim
at stabilising prices.
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viii. Public Utilities: Private sector is guided by profit motive.
Therefore, it is reluctant to invest money in public utility
services like water supply, gas, electricity, public transport.
Therefore, the Government has to assume responsibility for
providing such services.

ix. Defence: Government has to set up Public Enterprises for
production of defence equipment. Supply of such equipment
cannot be entrusted to private sector due to the need for
utmost secrecy.

x. Labour Welfare: Public Enterprises serve as model employers.
They ensure welfare and social security of employees. Many
Public Enterprises have developed townships, schools, college
and hospitals for their workers.

3.4 Organisation of Public Sector Enterprises
The organisation provides the framework, which substantially

shapes interrelationships amongst the Public Enterprises as well as

the government. The following are the major organisational forms of

the Public Enterprises.

i. Departmental Organization
ii. Public Corporation
iii. Government Company
iv. Joint Venture
v. Development Corporation

i) Departmental Organisation
It was, at one point of time, the prominent form of organisation

of the public enterprises for two reasons. First, it was easy for a

government to create an enterprise within the organisational

framework of one of its already existing departments. Secondly, in

the initial stages of developmental planning, the number of such
enterprises with commercial functions was small.
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Characteristics
The major characteristics of Departmental Enterprises are

a. The enterprise is financed by annual appropriation from the
treasury and all or major share of its revenues are paid into
the treasury.

b. The enterprise is subject to budget accounting and audit
controls applicable to other government activities.

c. The permanent staff of the enterprise are civil servants. The
method by which they are recruited and the conditions of
service under which they are employed are ordinarily the
same as for other civil servants.

d. The enterprise is generally organised as a major sub-division
of one of the central government departments and is subject
to direct control of the need of the department.

e. Wherever this applies in the legal system of the country
concerned, the enterprise possesses the sovereign immunity
of the state and cannot be sued without the consent of the
government.

Merits:

a. It is more effective in achieving the objective laid down by
government as it is under the direct control of government.

b. It is a source of government income as its revenue goes to
government. treasury.

c. It is accountable to parliament for all its actions which ensures
proper utilization of funds.

d. It is suitable for activities where secrecy and strict control is
required like defence production.

Demerits:
a. It suffers from interference by minister and top officials in

their working.
b. It lacks flexibility which is essential for smooth operation of

business.
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c. It suffers from red tapism in day to day work.
d. These organizations are usually insensitive to consumer needs

and do not provide goods and adequate service to them.
e. Such organizations. are managed by civil servants and govt.

officials who may not have the necessary expertise and
experience in management.

(ii) Public Corporation
It is established under a special Act passed in parliament or

state legislative assembly. Its objectives, powers and functions are
clearly defined in the statute /Act. Examples: Unit Trust of India,
Life Insurance Corp.

Features:
a. It is wholly owned by the State.
b. It is generally created by, or pursuant to, a special law defining

its powers, duties, and immunities and prescribing the form
of the management its relationship to established departments
and ministries.

c. As a corporate body it is a separate entity for legal purposes
and can sue and be sued, enter into contract and acquire
property in its own name.

d. Except for appropriations to provide capital or to cover losses,
a public corporation is usually independently financed.

e. It is generally exempted from most regulatory and propitiatory
statues applicable to expenditure of public funds.

f. It is ordinarily not subject to budget accounting and audit
laws and procedure applicable to no corporate agencies.

g. In majority of cases, employees of public corporations are not
civil servants and they are recruited and remunerated under
terms and conditions, which the corporation itself determines.

h. It may not be wholly owned by the State.
i. Every public corporation need not be the result of a special

enactment.



84

j. Some of the restrictive regulations applicable to government
departments' expenditures and the audit system can also be
imposed on public corporations.

k. Some of the employees of public corporations, especially at
the top level, may be from the civil services.

Merits:

a. Internal Autonomy: It enjoys a good deal of autonomy in its
day to day operations and is free from political interference.

b. Quick Decisions: It can take prompt decisions and quick actions
as it is free from the prohibitory rules of government.

c. Parliamentary Control: Their performance is subject to
discussion in parliament which ensures proper use of public
money.

d. Efficent Management: Their directors and top executives are
professionals and experts of different fields.

Demerits:

a. In reality, there is not much operational flexibility. It suffers
from lot of political interference.

b. Usually they enjoy monopoly in their field and do not have
profit motive due to which their working turns out to be
inefficient.

c. Where there is dealing with public, rampant corruption exists.
Thus public corporation is suitable for undertaking requiring
monopoly powers e.g. public utilities.

(iii) Government Company
The joint stock company is another organisational form of

public enterprises. The 'Company Form' which may also be called a

'Government Company' is described in many countries as an

enterprise registered under the Companies Act of the land in which

the government and/or public enterprises hold at least 51 per cent
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of equity capital. Examples: Hindustan Insecticides Ltd., State Trading

Corp. of India, Hindustan Cables Ltd.

Features :
a. It is registered or incorporated under Companies Act.
b. It has a separate legal entity
c. Management is regulated by the provision of companies Act.
d. Employees are recruited and appointed as per the rules and

regulations contained in Memorandum and Articles of
Association.

e. The government Company obtains it funds from government
shareholdings and other private shareholdings. It can also
raise funds from capital market.

Advantages of Government Companies:
The main advantages of Government Companies are as follows:

a. A government company is far easier to constitute than a public
corporation, which requires specific legislation, while only
seven signatories of the memorandum and articles of
association are required to get a company, registered under
the Companies Act in India.

b. The company form enables the government to diversify its
ownership in the company by either selling or buying equity
shares. It can easily transfer the company to private sector by
simply reducing its share capital to less than 50 per cent.

c. The creation of a company form of public enterprise suggests
the government's will to allow the public enterprise to work
under the same set of law as those applying to private sector
enterprise.

d. The company form of organisation of public enterprise gives
certain conveniences to government as far as its relationship
with the enterprise is concerned.
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(iv) Joint Enterprise
State participation in an economic activity along with the private sector

has led to the creation of a specific type of organisational form, which is
known as Joint Enterprise.

Factors responsible for the emergence of Joint Enterprises
are :
a. Government's will to set up joint enterprises with private sector

in either of the following situations:
● Lack of initiative to participate in the private enterprises

which can be secured by government's participation; or
● Government wants to conserve its limited resources

and invite private capital so that the government can
extend its coverage to more fields in the public sector.

b. The government's decision to enter into partial ownership of a
going private enterprise may occur in the following situations:
● For conversion of loans of the private sector into equity

capital
● For regulating the monopolistic operations or public

interest potentials of a private enterprise;
● For overcoming the 'sickness' or 'mismanagement' of a

private enterprise
● For governing profit in case of a private enterprise;
● For continuation of previous management, in case of

nationalisation of private enterprise; and
● For limiting cost compensation, in case of nationalisation

of foreign private enterprise. There has been a
progressive increase in the number of joint enterprises
the world over, especially in the wake of privatisation
wave.

(v) Development Corporation
It is difficult to exactly define 'Development Corporation'. On

the basis of empirical evidence world over, especially in the
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developing countries, it may signify an autonomous agency in the
public sector, primarily to promote, rather than to operate, economic
activities through a system of subsidizing. The promotional activities
of a Development Corporation are as follows:-

(a) It promotes an activity which otherwise might not come
into existence.

(b) It accelerates an activity which otherwise would
materialize at a slow pace in small outputs and in a
sectorally unbalanced manner.

(c) It promotes a desired pattern of economic activity,
meaning thereby the expansion of desired sector of
activity, promotion of units of desired sizes, attainment
of desired balance of payments, development of certain
economic activity in the desired region, etc.

3.5. Changing Role of Public Sector:
Public Sector in India was created to achieve two types of

objectives as mentioned below -
a. To speed up the economic growth of the country and
b. To achieve a more equitable distribution of income and

wealth among people.
The role and importance of public sector changed with time.

Its role over a period of time can be summarized as follows:
i. Development of Infrastructure: At the time of independence,

India suffered from acute shortage of heavy industries such
as engineering, iron and steel, oil refineries, heavy machinery
etc. Because of huge investment requirement and long
gestation period, private sector was not willing to enter these
areas. The duty of development of basic infrastructure was
assigned to public sector which it discharged quite efficiently.

ii. Regional Balance: Earlier, most of the development was
limited to few areas like port towns. For providing employment
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to the people and for accelerating the economic development
of backward areas many industries were set up by public sector
in those areas.

iii. Economies of Scale: In certain industries (like electric power
plants, natural gas, petroleum etc) huge capital and large
base are required to function economically. Such areas were
taken up by public sector.

iv. Control of Monopoly and Restrictive Trade Practices: These
enterprises were also established to provide completion to
private sector and to check their monopolies and restrictive
trade practices.

v. Import Substitution: Public enterprises were also engaged in
production of capital equipments which were earlier imported
from other countries. At the same time public sector
Companiess like STC and MMTC have played an important
role in expanding exports of the country. Very important role
was assigned to public sector but its performance was far
from satisfactory which forced government. to do rethinking
on public enterprises.

3.6. Public Sector Reforms:
In the Industrial Policy 1991, the government of India

introduced four major reforms in public sector.
i. Reduction in number of Industries Reserved for Public

Sector: The number of Industries reserved for public sector
is reduced from 17 to 8 and to 3 industries only in 2001.
These three industries are atomic energy, arms and rail
transport.

ii. Memorandum of Understanding (MOU): Under this government
lays down performance targets for the management and gives
greater autonomy to hold the management accountable for the
results.

iii. Disinvestment: Equity shares of public sector enterprises were
sold to private sector and the public. It was expected that this
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would lead to improved managerial performance and better
financial discipline.

iv. Restructure and Revival: All public sector sick units were
referred to Board of Industrial and Financial Reconstruction
(BIFR). Units which were potentially viable were restructured
and which could not be revived were closed down by the board.

3.7. Criticism of Public Enterprises [Arguments against Public
Enterprises]

Public enterprises are opposed on account of weaknesses in
their organisation and working. These enterprises generally suffer
from the following problems:
i. Delay in Completion: Often a very long time is taken in the

establishment and completion of public enterprises. Delay in
completion leads to increase in the cost of establishment and
benefits extracted from them are delayed.

ii. Faulty Evaluation: Public enterprises are in some cases set
upon political considerations. There is no proper evaluation of
demand and supply and expected costs and benefits. There
are no clear cut objectives and guidelines. In the absence of
proper project planning there is an under- utilisation of capacity
and wastage of national resources.

iii. Heavy Overhead Costs: Public enterprises often spend huge
amounts on providing housing and other amenities to
employees. Though such investment is useful for employees
but it takes away a large part of capital and the project suffers
from financial difficulties.

iv. Poor Returns: Majority of the public enterprises in India are
incurring loss. In some of them the profits earned do not yield
a reasonable return on huge investment. Lack of effective
financial controls, wasteful expenditure and dogmatic pricing
policy result in losses

v. Inefficient Management: Due to excessive centralisation of
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authority and lack of motivation, public enterprises are
managed inefficiently. High level posts are often occupied by
persons lacking necessary expertise but enjoying political
support.

vi. Political Interference: There is frequent interference from
politicians and civil servants in the working of public
enterprises. Such interference leaves little scope for initiative
and freedom of action. Public enterprises enjoy little autonomy
and flexibility of operations.

vii. Labour Problems: In the absence of proper manpower planning,
public enterprises suffer from over-staffing. Jobs are created
to fulfil employment goals of the Government. Guarantee of
job in these enterprises encourages trade unions to be militant
in pursuing their aims.

3.8. Private Sector
Private sector companies are ones that are not owned by the

government. It includes all the individual units and corporations

which are  owned by individuals and to earn the maximum profit are

the sole purpose.

The different forms of private sector are sole proprietorship,

partnership and joint stock companies.

(i) Growth of Private Sector
The importance of private sector in Indian economy over the

last 15 years has been tremendous. The opening up of Indian economy

has led to free inflow of Foreign Direct Investment (FDI) along with

modern cutting edge technology, which increased the importance of

private sector in Indian economy considerably.  Previously, the Indian

market were ruled by the government enterprises but the scene in

Indian market changed as soon as the markets were opened for

investments. This saw the rise of the Indian private sector
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companies, which prioritized customer's need and speedy service.

This further fuelled competition amongst same industry players and

even in government organizations.

The post 1990 era witnessed total investment in favour of

Indian private sector. The investment quantum grew from 56% in

the first half of 1990 to 71 % in the second half of 1990. This trend

of investment continued for over a considerable period of time. These

investments were especially made in sectors like financial services,

transport and social services.  The late 1990s and the period

thereafter witnessed investments in sectors like manufacturing,

infrastructure, agriculture products and most importantly in

Information Technology and telecommunication. The present trend

shows a marked increase in investment in areas covering

pharmaceutical, biotechnology, semiconductor, contract research and

product research and development.

(ii) Causes of Growth in Private Sector
The reasons for growth of private sectors are:-

a. The private enterprise has gained immensely from governments
plan policies. The plans have provided the necessary
infrastructure for the development of private business as well
as very big market.

b. The Indian domestic market has been completely sheltered

since the policy of developing indigenous resources led to

almost total banning of such imports as might compete, with

the products of local industry. This is the further reason why

the private enterprise has been able to make good profits even

when some of their products were sub standard.

c. Various developmental and financial institutions have been

set up by the Government to see that industries are not
standard of legitimate financial needs. These institutions
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provide long-term loans, underwrite their share and debenture
issues, provide feasibility studies and other services relating
to their projects. A study of the balance sheet of a large number
of companies shows that the finance provided by these
institutions has enabled the private sector to grow and prosper.

d. Private sector has received various direct incentives from the
government. The finance set has often contained various tax
concessions such as tax holiday as regards new undertakings,
developmental rebate, etc. Income Tax Act also provides fiscal
incentives to the individual and corporate sectors. State
Finance Acts have provided facilities to industries regarding
land, factory, building, power, etc.

(iii)  Importance of Private Sector to Economic Development:

The following points will illustrate the importance of Private
sector to the economic development of the country.

a. The Dominant Sector

Despite the rapid growth of the public sector in the period of
planning, Private Sector is the dominant sector in Indian economy.
It represents almost 87% of the total companies in India. It employed
60% of workers as compared to 34.1% employed by public sector in
2006-07.

b.  Importance for Development

Private sector has played an important role in economic
development. After the announcement of the new industrial policy
in 1991, private sector has been assigned the dominant role in the

industrial development of Indian economy. Now the share of private

sector in net domestic product is 5 times the share of public sector.

c. Development of Small Scale Industries in Private Sector
As per Industrial Policy of India, it is the duty of private sector

to develop the small scale industries. In this regard sufficient progress
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has been recorded. In2010 298 lakh MSE are producing 45% of the

total industrial production.

d. Significant Contribution in National Income

The significance of public sector in Indian economy can be

judged from the fact that its contribution in Net Domestic Product is

5 times of share of public sector.

e. High Rate of Profitability

The private sector in India is earning profit at higher rate as

compared to the public sector. The rate of profit of private sector is

13% as compared to 9.5% of public sector.

(iv) Limitations of Private Sector in India

Followings are the limitations of private sector:

a. Only those commodities are produced by private sector

which generates maximum profit.  Private sector mainly

serves to rich class of society.

b. Private sector encourages the concentration of economic

power with trends toward the growth of monopolies.

c. Industrial sickness is mainly prevalent in private sector.

d. Private sector ignores the concept of CSR to earn the

maximum profit and charge higher price.

(v)  Public Vs Private

India has adopted mixed economic system. It means we are

having both private sector and public sector. These sectors have

their respective domains. When it is the question of service to

common masses, rural development, infrastructure development,

backward area development, or policy implementation - the public

sector takes the lead. But when we talk about profitability, return

on investment, autonomy, growth, technology absorption, innovation,
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low cost solution etc. the private sector takes the lead. Following

are certain observations regarding public and private sector:

a. Growth rate of private sector companies is quite significant.

Number of private sector unit is 8,19,479 as compared to 1623

public sector units.

b. Share of private sector companies in net domestic product is 5

times of the share of public sector undertakings.

c. Share of private companies in capital formation is 4 times

more than public sector and same is the case of investment.

Both these sectors have different roles to play. They are doing

a great job in their respective domains. The public sector must operate

in sectors related to common masses or related to public policy.

Private sector must operate in sectors related to consumer markets,

luxury goods, entertainment etc. Both these sectors are important

and neither can replace the other. We have to expect greater

cooperation between these two sectors for the development of our

economy. Public sector is definitely not a very profitable and efficient

sector. They have to benchmark against private sector in terms of

profitability, efficiency, and capacity utilization. Private sector has

also to play an important role in the years to come. They must develop

their knowledge, skills and expertise and try to transfer their

knowledge across industries and try to learn from others also.

3.9. Global Enterprises or Multi National Companies:

Multinational Company (MNC) may be defined as a company

that has business operations in several countries by having its

factories, branches or offices in those countries. But it has its

headquarter in one country in which it is incorporated. Example:

GEC, IBM, PHILIPS, COCA-COLA etc.
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Features:
i. Huge Capital Resources: MNCs possess huge capital resources

and they are able to raise lot of funds from various sources.
ii. International Operations: A MNC has production, marketing

and other facilities in several countries.
iii. Centralized Control: MNCs have headquarters in their home

countries from where they exercise control over all branches
and subsidiaries. It provides only broad policy framework to
them and there is no interference in their day to day
operations.

iv. Foreign Collaboration: Usually they enter into agreements
relating to sale of technology, production of goods, use of brand
name etc. with local firms in the host country.

v. Advanced Technology: These companies possess advanced
and superior technology which enable them to provide world
class products and services.

vi. Product Innovations: MNCs have highly sophisticated research
and development departments. These are engaged in
developing new products and superior design of existing
products.

vii. Marketing Strategies: MNCs use aggressive marketing
strategies. Their brands are well known and spend huge
amounts on advertising and sale promotion.

3.10  Joint Ventures:
When two or more independent firms together establish a

new enterprise by pooling their capital, technology and expertise, it
is known as a Joint Venture. Example: Hero Cycle of India and
Honda Motors Co. of Japan jointly established Hero Honda. Similarly
Suzuki Motors of Japan and Government of India come together to
form Maruti Udyog.
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Benefits:
i. Greater Resources and Capacity: In a joint venture the

resources and capacity of two or more firms are combined
which enables it to grow quickly and efficiently.

ii. Access to Advanced Technology: It provides access to advanced
techniques of production which increases efficiency and then
helps in reduction in cost and improvement in quality of
product.

iii. Access to New Markets and Distribution of Network: A
foreign company gain access to the vast Indian market by
entering into a joint venture with Indian company. It can also
take advantage of the well established distribution system of
local firms.

iv. Innovation: Foreign partners in joint ventures have the ideas
and technology to develop innovative products and services.
They have an advantage in highly competitive and demanding
markets.

v. Low Cost of Production: Raw material and labour are
comparatively cheap in developing countries so if one partner
is from developing country they can be benefited by the low
cost of production.

vi. Well known Brand Names: When one party has well
established brands and goodwill, the other party gets its
benefits. Products of such brand names can be easily launched
in the market.

CHAPTER AT A GLANCE:
Public Sector Undertaking: A public sector enterprise is an

industrial, commercial or other economic activity owned and

managed by the Central or State Government or jointly by both.

Organisation of Public Sector Enterprises are:  Departmental
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Organization, Public Corporation, Government Company, Joint

Venture and Development Corporation.

Public Corporation: It is established under a special Act passed in

parliament or state legislative assembly. Its objectives, powers and

functions are clearly defined in the statute /Act. Examples: Unit

Trust of India, Life Insurance Corp.

Government Company: The 'company form' which may also be called

a 'government company' is described in many countries as an

enterprise registered under the Companies Act of the land in which

the government and/or public enterprises hold at least 51 per cent

of equity capital.

Joint Enterprise: State participation in an economic activity along

with the private sector has led to the creation of a specific type of

organisational form, which is known as joint enterprise.

Development Corporation: It signifies an autonomous agency in

the public sector, primarily to promote, rather than to operate,

economic activities through a system of subsidizing.

Private Sector: Private sector companies are ones that are not owned

by the government. It includes all the individual units and corporations

which are owned by individuals and to earn the maximum profit are

their sole purpose.

Global Enterprises Or Multi National Companies: Multinational

Company may be defined as a company that has business operations

in several countries by having its factories, branches or offices in

those countries. But it has its headquarter in one country in which

it is incorporated.
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Joint Ventures: When two or more independent firms together

establish a new enterprise by pooling their capital, technology and

expertise, it is known as a joint venture. Example: Hero Cycle of

India and Honda Motors Co. of Japan jointly established Hero Honda.

Exercise for Practice

1. Objective Type Questions:

(A) State whether the following statements are True or False.

1. Private sector ignores the concept of CSR.

2. The top executives and directors are experts of different
fields in public corporation.

3. Public corporations are wholly owned by the State.

4. Majority of the public enterprises in India are incurring
losses.

5. MNCs do not possess huge capital resources.

[Ans: 1. True 2. True 3.False  4. True 5. False]

(B) Fill in the blanks with appropriate words.

1. Public Sector Enterprisis are modern ……. of India.

2. Public corporations enjoy internal ……...

3. ………. Sector is not owned by Government.

4. ………… has production, marketing and other facilities
in several countries.

5. Industrial …….. is mainly prevalent in private sector.

   Ans- 1. Temples 2. Autonomy 3. Private  4. MNC 5. Sickness
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(C) Multiple Choice Questions (Tick the right option)
1. The enterprise which is financed by annual appropriation

from treasury is called
i) Development Organization iii) Public Sector

Undertakings
ii) Joint Venture      iv) MNC

2. At least 51 per cent of equity capital is required by
government to be held under
i)  Foreign Company     iii) Indian Company
ii)  Private Company     iv) Government  Company

3. The individual units and corporations owned by
individuals is called
i) Public Sector iii) Private Sector
ii) Joint Venture iv) MNC

4. MNC has production, marketing and other facilities in
i) One country iii) Two Countries
ii) Several Countries

5. MNC has its Headquarter in how many countries?
i) Two iii )Four
ii) Three iv) One

Ans  1. iii),  2. i), 3. ii), 4. ii)  and 5. iv)

(D) Very Short Answer Type Questions.
1. What is the full form of MNC?
2. Write one feature of Government Company.
3. Write one main objective of Public sector?
4. Give two examples of Public Corporations.
5. Who manages public sector enterprises?

(2). Short Answer Questions:
1. What do you mean by Public Sector Undertakings?
2. Define Departmental Undertakings.
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3. What do you understand by the term Co-operative
Organization?

4. Explain Government Company.
5. What is the meaning of Global Enterprises?
6. Explain the differences between Departmental Undertaking

and Government Company.
7. Explain the term Joint Venture.
8. Discuss about Statutory Corporations.

(3) Long Answer Questions:
1. Critically examine role of Public sector in industrial

development of India.
2. What are the advantages and problems faced by Public

Sector Enterprises in India?
3. Discuss the role of Private Sector in the economic

development of India. What are its limitations?
4. Define Multinational Company and explain its features?
 5. What do you mean by Joint Ventures ? What are its

benfits
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Highlights:

After studying this chapter, the students will be able

to understand:

✦ Banking

✦ Cash Credit Account

✦ Overdraft

✦ E-Banking

✦ Communication

✦ E-mail

✦ Fax

✦ Warehousing

✦ Insurance

4.0. Introduction:
Business services means those services which help in the

successful running of a business. Business cannot be even imagined
in the absence of these services. e.g. Banking, insurance, transport,
warehousing and communication.

4.1 Nature of Business Services:
Nature of business services is elucidated by the following

points-

Chapter

4 BUSINESS SERVICES
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i. Intangibility: Business Services cannot be seen, touched or
smelled. They can only be felt and yet their benefits can be
availed of e.g. Treatment by a doctor.

ii. Inconsistency: Different customers have different demands
& expectation. e.g. Mobile services/Beauty parlour.

iii. Inseparability: Production and consumption are performed
simultaneously e.g. ATM may replace clerk but presence of
customer is a must.

iv. Inventory Loss: Services cannot be stored for future use or
performed earlier to be consumed at a later date. e.g.
underutilized capacity of hotels and airlines during slack
demand cannot be stored for future when there will be a peak
demand.

v. Involvement: Participation of the customer in the service
delivery is a must e.g. A customer can get the service modified
according to specific requirement.

4.1 Type of Services:
i. Social Services:  Social Services are provided voluntarily to

achieve certain goals e.g. health care and education services
provided by NGOs.

ii. Personal Services: Services which are experienced differently
by different customers are called personal services e.g. tourism,
restaurants etc.

iii. Business Services: Services used by business enterprises for
the conduct of their activities are business services e.g.
Banking, Insurance, Communication, Warehousing and
Transportation.

4.2. Banking:

A Bank means a company accepting deposits of money from

public (for lending & investment), repayable on demand and

withdrawal by cheque or otherwise.Commercial Banks  grant short-

term loans and advances to their customers. In India, there are
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nationalised (public sector) commercial banks as well as private

sector banks which are corporate organisations. The largest commercial

bank is the State Bank of India which was established in 1955 under a

special Act. The main source of income of commercial banks is the

difference between the interest they charge on loans and the interest

they allow on deposits. Commercial banks generally grant short-

term loans repayable within one year. But they also meet the

medium-term and long-term requirements of business enterprises.

Besides accepting deposits and lending money, commercial banks

provide other services such as issue of bank drafts, traveller's cheques

and letters of credit, collection of bills, dividends and interest safe

keeping of valuables, transfer of money from one place to another,

payment of insurance premium etc.

4.2.1. Types of Deposit Accounts

Traditionally, banks in India have four types of deposit

accounts, namely Current Accounts, Saving Banking Accounts,

Recurring Deposits and, Fixed Deposits. However, in recent years,

due to ever increasing competition, some banks have introduced

new products, which combine the features of above two or more

types of deposit accounts. These are known by different names in

different banks, e.g 2-in-1 Deposits, Smart Deposits, Power Saving

Deposits, Automatic Sweep Deposits etc. However, these have not

been very popular among the public.

(i) Current Account:

Current Accounts are basically meant for businessmen and

are never used for the purpose of investment or savings. These

deposits are the most liquid deposits and there are no limits for
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number of transactions or the amount of transactions in a day. Most

of the current account are opened in the names of firm / company

accounts. Cheque book facility is provided and the account holder

can deposit all types of the cheques and drafts in their name or

endorsed in their favour by third parties. No interest is paid by banks

on these accounts. On the other hand, banks charges certain service

charges, on such accounts.

Features of Current Account:
(a) The main objective of Current Account holders in

opening this account is to enable them (mostly
businessmen) to conduct their business transactions
smoothly.

(b) There are no restrictions on the number of times deposit
in cash / cheque can be made or on the amount of such
deposits;

(c) Usually banks do not have any interest on such current
accounts. However, in recent times some banks have
introduced special current accounts where interest (as
per banks' own guidelines) is paid

(d) The current accounts do not have any fixed maturity as
these are on continuous basis accounts.

(ii) Savings Bank Account:

These deposit accounts are one of the most popular deposits

for individual accounts. These accounts not only provide cheque

facility but also have lot of flexibility for deposits and withdrawal of

funds from the account. Most of the banks have rules for the

maximum number of withdrawals in a period and the maximum

amount of withdrawal, but hardly any bank enforces these. However,

banks have every right to enforce such restrictions if it is felt that
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the account is being misused as a current account. Till 24/10/

2011, the interest on Saving Bank Accounts was regulared by RBI

and it was fixed at 4.00% on daily balance basis. However, Since

25th October, 2011, RBI has deregulated Saving Fund account

interest rates and now banks are free to decide the same within

certain conditions imposed by RBI. Under directions of RBI, now

banks are also required to open no frill accounts (this term is used

for accounts which do not have any minimum balance requirements).

Although Public Sector Banks still pay only 4% rate of interest, some

private banks like Kotak Bank and Yes Bank pay between 6% and

7% on such deposits. From the Financial Year 2012-13, interest

earned upto Rs 10,000 in a financial year on Saving Bank accounts

is exempted from tax.

(iii)  Recurring Deposit Accounts:

These are popularly known as RD accounts and are special

kind of Term Deposits and are suitable for people who do not have

lump sum amount of savings, but are ready to save a small amount

every month. Normally, such deposits earn interest on the amount

already deposited (through monthly installments) at the same rates

as are applicable for Fixed Deposits / Term Deposits. These are best

if you wish to create a fund for your child's education or marriage of

your daughter or buy a car without loans or save for the future.

Under these type of deposits, the person has to usually deposit

a fixed amount of money every month (usually a minimum of Rs,100/

- p.m.). Any default in payment within the month attracts a small

penalty. However, some Banks besides offering a fixed installment

RD, have also introduced a flexible / variable RD. Under these flexible

RDs the person is allowed to deposit even higher amount of
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installments, with an upper limit fixed for the same e.g. 10 times of

the minimum amount agreed upon.

These accounts can be funded by giving Standing Instructions

by which bank withdraws a fixed amount on a fixed date of the

month from the saving bank of the customer (as per his mandate),

and the same is credited to RD account.

Recurring Deposit Accounts are normally allowed for

maturities ranging from 6 months to 120 months. A Pass book is

usually issued wherein the person can get the entries for all the

deposits made by him / her and the interest earned. Banks also

indicate the maturity value of the RD assuming that the monthly

instalments will be paid regularly on due dates. In case instalment

is delayed, the interest payable in the account will be reduced and

some nominal penalty is charged for default in regular payments.

Premature withdrawal of accumulated amount permitted is usually

allowed (however, penalty may be imposed for early withdrawals).

These accounts can be opened in single or joint names. Nomination

facility is also available.

The RD interest rates paid by banks in India are usually the

same as payable on Fixed Deposits, except when specific rates on

FDs are paid for particular number of days e.g. 500 days, 555 days,

1111 days etc i.e. these are not ending in a quarter.

(iv) Fixed Deposit Accounts in India or Term Deposits:

All Banks in India (including SBI, PNB, BoB, BoI, Canara Bank,

ICICI Bank, Yes Bank etc.) offer fixed deposits schemes with a wide

range of tenures for periods from 7 days to 10 years. These are also

popularly known as FD Accounts. However, in some other countries
these are known as "Term Deposits" or even called "Bond". The
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term "fixed" in Fixed Deposits (FD) denotes the period of maturity or
tenor. Therefore, the depositors are supposed to continue such Fixed
Deposits for the length of time for which the depositor decides to
keep the money with the bank. However, in case of need, the
depositor can ask for closing (or breaking) the fixed deposit
prematurely by paying a penalty (usually of 1%, but some banks
either charge less or no penalty). (Some banks introduced variable
interest fixed deposits. The rate of interest on such deposits keeps
on varying with the prevalent market rates i.e. it will go up if market
interest rates goes up and it will come down if the market rates fall.
However, such type of fixed deposits have not been popular till date).

The rate of interest for Fixed Deposits differs from bank to
bank (unlike earlier when the same were regulated by RBI and all
banks used to have the same interest rate structure. The present
trends indicate that private sector and foreign banks offer higher
rate of interest.

4.3 Securing Electronic Payment Transactions

The electronic modes of payments like Real time Gross
Settlement (RTGS), National Electronic Funds Transfer (NEFT ) and
Immediate Payment Service (IMPS) have emerged as channel
agnostic modes of funds transfer. These have picked up to a large
extent through the internet banking channel and hence it is
imperative that such delivery channels are also safe and secure.

Customers may be encouraged and given incentives to reduce
cheque based transfers and migrate to other channels of fund

transfers like NEFT, RTGS, ECS (debit/credit), Internet Banking

and Mobile Banking.

4.3.1. Real Time Gross Settlement System (RTGS):
The acronym 'RTGS' stands for Real Time Gross Settlement,

which can be defined as the continuous (real-time) settlement of
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funds transfers individually on an order by order basis (without
netting). 'Real Time' means the processing of instructions at the
time they are received rather than at some later time. 'Gross
Settlement' means the settlement of funds transfer instructions
individually on an instruction by instruction basis. Considering that
the funds settlement takes place in the books of the Reserve Bank
of India, the payments are final and irrevocable.

(i) Minimum / Maximum amount stipulation for RTGS
transactions:

The RTGS system is primarily meant for large value
transactions. The minimum amount to be remitted through RTGS is
Rs 2 lakh. There is no upper ceiling for RTGS transactions.
Time taken for effecting funds transfer from one account to
another under RTGS:

Under normal circumstances the beneficiary branches are
expected to receive the funds in real time as soon as funds are
transferred by the remitting bank. The beneficiary bank has to credit
the beneficiary's account within 30 minutes of receiving the funds
transfer message.

(ii) Acknowledgement of money credited:
The remitting bank receives a message from the Reserve Bank

that money has been credited to the receiving bank. Based on this
the remitting bank can advise the remitting customer through SMS
that money has been credited to the receiving bank.

If it is not possible to credit the funds to the beneficiary
customer's account for any reason e.g. account does not exist, account
frozen, etc. the money is sent back to the remitting bank. Once the
money is received back by the remitting bank, the original debit
entry in the customer's account is reversed.

(iii) Timing of RTGS Service Window:
The RTGS service window for customer's transactions is

available to banks from 9.00 hours to 16.30 hours on week days and
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from 9.00 hours to 14:00 hours on Saturdays for settlement at the
RBI end. However, the timings that the banks follow may vary
depending on the customer timings of the bank branches.

(iv) Processing Charges / Service Charges for RTGS
transactions:

With a view to rationalize the service charges levied by banks
for offering funds transfer through RTGS system, a broad framework
has been mandated as under:

a)  Inward transactions - Free, no charge to be levied.
b) Outward transactions -
Rs 2 lakh to Rs 5 lakh - not exceeding Rs 30.00 per transaction;
Above Rs 5 lakh - not exceeding Rs 55.00 per transaction.

(v) Essential information to be furnished:
The remitting customer has to furnish the following

information to a bank for initiating a RTGS remittance:
1. Amount to be remitted
2. Remitting customer's account number which is to be

debited
3. Name of the beneficiary bank and branch
4. The IFSC Number of the receiving branch
5. Name of the beneficiary customer
6. Account number of the beneficiary customer
7. Sender to receiver information, if any

(vi)  Bank Branches in India providing RTGS Service:
At present, all the bank branches in India are not RTGS

enabled. Presently, there are more than 100,000 RTGS enabled bank

branches.

(vii) Tracking the Remittance Transaction:

It would depend on the arrangement between the remitting
customer and the remitting bank. Some banks with internet banking
facility provide this service. Once the funds are credited to the
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account of the beneficiary bank, the remitting customer gets a
confirmation from his bank either by an e-mail or SMS.

If the issue is not resolved satisfactorily, complaint may be
lodged to the Customer Service Department of RBI.

4.3.2. National Electronic Funds Transfer (NEFT):

National Electronic Funds Transfer (NEFT) is a nation-wide
payment system facilitating one-to-one funds transfer. Under this
Scheme, individuals, firms and corporates can electronically transfer
funds from any bank branch to any individual, firm or corporate
having an account with any other bank branch in the country
participating in the Scheme.

For being part of the NEFT funds transfer network, a bank
branch has to be NEFT- enabled. The list of bank-wise branches
which are participating in NEFT is provided in the website of Reserve
Bank of India.

An Individual, firm or corporate maintaining accounts with a bank
branch can transfer funds using NEFT. Even such individuals who do
not have a bank account (walk-in customers) can also deposit cash
at the NEFT-enabled branches with instructions to transfer funds
using NEFT. However, such cash remittances will be restricted to a
maximum of Rs.50,000/- per transaction. Such customers have to
furnish full details including complete address, telephone number,
etc. NEFT, thus, facilitates originators or remitters to initiate funds
transfer transactions even without having a bank account.

An Individual, firm or corporate maintaining accounts with a bank

branch can receive funds through the NEFT system. It is, therefore,

necessary for the beneficiary to have an account with the NEFT

enabled destination bank branch in the country.
The NEFT system also facilitates one-waycross-border transfer of

funds from India to Nepal. This is known as the Indo-Nepal Remittance
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Facility Scheme. A remitter can transfer funds from any of the NEFT-
enabled branches in to Nepal, irrespective of whether the beneficiary
in Nepal maintains an account with a bank branch in Nepal or not.
The beneficiary would receive funds in Nepalese Rupees. Further
details on the Indo-Nepal Remittance Facility Scheme are available
on the website of Reserve Bank of India.

(i)  Limit on the amount that could be transferred using NEFT:

There is no limit - either minimum or maximum - on the
amount of funds that could be transferred using NEFT. However,
maximum amount per transaction is limited to Rs.50,000/- for cash-
based remittances and remittances to Nepal.

Moreover, there is no restriction of centres or of any
geographical area within the country. The NEFT system takes
advantage of the core banking system in banks. Accordingly, the
settlement of funds between originating and receiving banks takes
places centrally at Mumbai, whereas the branches participating in
NEFT can be located anywhere across the length and breadth of the
country.

Presently, NEFT operates in hourly batches. There are twelve
settlements from 8 am to 7 pm on week days (Monday through Friday)
and six settlements from 8 am to 1 pm on Saturdays.

(ii)  Steps involved in operation of NEFT system

Step-1: An individual / firm / corporate intending to originate transfer

of funds through NEFT has to fill an application form providing details

of the beneficiary (like name of the beneficiary, name of the bank

branch where the beneficiary has an account, IFSC of the beneficiary

bank branch, account type and account number) and the amount to

be remitted. The application form will be available at the originating

bank branch. The remitter authorizes his/her bank branch to debit
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his account and remit the specified amount to the beneficiary.

Customers enjoying net banking facility offered by their bankers

can also initiate the funds transfer request online. Some banks

offer the NEFT facility even through the ATMs. Walk-in customers

will, however, have to give their contact details (complete address

and telephone number, etc.) to the branch. This will help the branch

to refund the money to the customer in case credit could not be

afforded to the beneficiary's bank account or the transaction is

rejected / returned for any reason.

Step-2: The originating bank branch prepares a message and sends

the message to its pooling centre (also called the NEFT Service

Centre).

Step-3: The pooling centre forwards the message to the NEFT

Clearing Centre (operated by National Clearing Cell, Reserve Bank

of India, Mumbai) to be included for the next available batch.

Step-4: The Clearing Centre sorts the funds transfer transactions

destination bank-wise and prepares accounting entries to receive

funds from the originating banks (debit) and give the funds to the

destination banks(credit). Thereafter, bank-wise remittance

messages are forwarded to the destination banks through their

pooling centre (NEFT Service Centre).

Step-5: The destination banks receive the inward remittance

messages from the Clearing Centre and pass on the credit to the

beneficiary customers' accounts.

(iii)  Indian Financial System Code (IFSC)

IFSC or Indian Financial System Code is an alpha-numeric

code that uniquely identifies a bank-branch participating in the NEFT

system. This is an 11 digit code with the first 4 alpha characters
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representing the bank, and the last 6 characters representing the

branch. The 5th character is 0 (zero). IFSC is used by the NEFT

system to identify the originating / destination banks / branches

and also to route the messages appropriately to the concerned banks/

branches.

(iv)  Processing or Service Charges for NEFT Transactions:

The structure of charges that can be levied on the customer

for NEFT is given below:

a) Inward transactions at destination bank branches (for credit
to beneficiary accounts)

- Free, no charges to be levied from beneficiaries

b) Outward transactions at originating bank branches - charges
applicable for the remitter
- For transactions up to Rs 10,000 : not exceeding Rs

2.50 (+ Service Tax)
- For transactions above Rs 10,000 up to Rs 1 lakh: not

exceeding Rs 5 (+ Service Tax)
- For transactions above Rs 1 lakh and up to Rs 2 lakhs:

not exceeding Rs 15 (+ Service Tax)
- For transactions above Rs 2 lakhs: not exceeding Rs 25

(+ Service Tax)
c) Charges applicable for transferring funds from India to Nepal

using the NEFT system (under the Indo-Nepal Remittance
Facility Scheme) is available on the website of RBI at http://
rbi.org.in/scripts/FAQView.aspx?Id=67

With effect from 1st July 2011, originating banks are required
to pay a nominal charge of 25 paise each per transaction to the
clearing house as well as destination bank as service charge.
However, these charges cannot be passed on to the customers by
the banks.
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The beneficiary can expect to get credit for the first ten batches
on week days (i.e., transactions from 8 am to 5 pm) and the first five
batches on Saturdays (i.e., transactions from 8 am to 12 noon) on
the same day. For transactions settled in the last two batches on
week days (i.e., transactions settled in the 6 and 7 pm batches) and
the last batch on Saturdays (i.e., transactions handled in the 1 pm
batch) beneficiaries can expect to get credit either on the same day
or on the next working day morning (depending on the type of facility
enjoyed by the beneficiary with his bank).

In case of non-credit or delay in credit to the beneficiary
account, the NEFT Customer Facilitation Centre (CFC) of the
respective bank can be contacted (the remitter can contact his bank's
CFC; the beneficiary may contact the CFC of his bank. Details of
NEFT Customer Facilitation Centres of banks are available on the
websites of the respective banks.

If it is not possible to afford credit to the account of the
beneficiary for whatever reason, destination banks are required to
return the transaction (to the originating branch) within two hours
of completion of the batch in which the transaction was processed.
For example, if a customer submits a fund transfer request at 12.05
p.m. to a NEFT-enabled branch, the branch in turn forwards the
message through its pooling centre to the NEFT Clearing Centre for
processing in the immediately available batch which (say) is the
1.00 pm batch. If the destination bank is unable to afford the credit
to the beneficiary for any reason, it has to return the transaction to
the originating bank, not later than in the 3.00 pm batch. On receiving
such a returned transaction, the originating bank has to credit the
amount back to account of the originating customer. To conclude,
for all uncredited transactions, customers can reasonably expect
the funds to be received back by them in around 3 to 4 hours time.

Further, NEFT can be used to transfer funds from or to NRE
and NRO accounts in the country. This, however, is subject to the
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adherence of the provisions of the Foreign Exchange Management
Act, 2000 (FEMA) and Wire Transfer Guidelines.

NEFT system cannot be used to send the money out of India.
However, a facility is available to send outward remittances to Nepal
under the Indo-Nepal Remittance Facility Scheme.

(v)  Other transactions that could be initiated using NEFT:
Besides personal funds transfer, the NEFT system can also

be used for a variety of transaction including payment of credit card
dues to the card issuing banks. It is necessary to quote the IFSC of
the beneficiary card issuing bank to initiate the bill payment
transactions using NEFT.

(vi)  Tracking a transaction in NEFT:
The remitter can track the NEFT transaction through the

originating bank branch or its CFC using the unique transaction
reference number provided at the time of initiating the funds
transfer. It is possible for the originating bank branch to keep track
and be aware of the status of the NEFT transaction at all times.

(vii)  Pre-requisites for originating a NEFT transaction:
Following are the pre-requisites for putting through a funds

transfer transaction using NEFT -
a. Originating and destination bank branches should be

part of the NEFT network
b. Beneficiary details such as beneficiary name, account

number and account type, name and IFSC of the
beneficiary bank branch should be available with the
remitter

c. For net banking customers, some banks provide the
facility to automatically pop-up the IFSC once name of
the destination bank and branch is highlighted /chosen/
indicated / keyed in.
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viii.  Benefits of using NEFT:
NEFT offers many advantages over the other modes of funds

transfer:
1. The remitter need not send the physical cheque or

Demand Draft to the beneficiary.
2. The beneficiary need not visit his / her bank for

depositing the paper instruments.
3. The beneficiary need not be apprehensive of loss / theft

of physical instruments or the likelihood of fraudulent
encashment thereof.

4. Cost effective.
5. Credit confirmation of the remittances sent by SMS or

email.
6. Remitter can initiate the remittances from his home /

place of work using the internet banking also.
7. Near real time transfer of the funds to the beneficiary

account in a secure manner.

ix. Difference between RTGS and NEFT
'National Electronic Fund Transfer System' (NEFT) is an

electronic fund transfer system that operates on a Deferred Net
Settlement (DNS) basis which settles transactions in batches. In
DNS, the settlement takes place with all transactions received till
the particular cut-off time. These transactions are netted (payable
and receivables) in NEFT whereas in RTGS the transactions are
settled individually. For example, currently, NEFT operates in hourly
batches. (There are twelve settlements from 8 am to 7 pm on week
days and six settlements from 8 am to 1 pm on Saturdays.) Any
transaction initiated after a designated settlement time would have
to wait till the next designated settlement time Contrary to this, in
the RTGS, transactions are processed continuously throughout the
RTGS business hours.
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4.3.3 Lending Money to the Public
Lending money is one of the two major activities of any Bank.

Banks accept deposit from public for safe-keeping and pay interest
to them. They then lend this money to earn interest on this money.
In a way, the Banks act as intermediaries between the people who
have the money to lend and those who have the need for money to
carry out business transactions. The difference between the rate at
which the interest is paid on deposits and is charged on loans, is
called the "spread".

Banks lend money in various forms and they lend for
practically every activity. Let us first look at the lending activity
from the point of view of security. Loans are given against or in
exchange of the ownership (physical or constructive) of various types
of tangible items. Some of the securities against which the Banks
lend are :

1. Commodities
2. Debts
3. Financial Instruments
4. Real Estate
5. Automobiles
6. Consumer durable goods
7. Documents of title
Apart from the above categories, the Banks also lend to people

on the basis of their perceived personal worth. Such loans are called
‘clean’ and the Banks are understandably cagey about extending
such loans. The credit card arms of the various Banks, however, fill
up this void.

(i)  Cash Credit Account
This account is the primary method in which Banks lend

money against the security of commodities and debt. It runs like a
current account except that the money that can be withdrawn from
this account is not restricted to the amount deposited in the account.
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Instead, the account holder is permitted to withdraw a certain sum
called "limit" or "credit facility" in excess of the amount deposited
in the account.

Cash Credits are, in theory, payable on demand. These are,
therefore, counter part of demand deposits of the Bank.

(ii)  Overdraft:
The word overdraft means the act of overdrawing from a Bank

account. In other words, the account holder withdraws more money
from a Bank Account than has been deposited in it.

(iii)  Difference between Cash Credit and Overdraft:
The difference is very subtle and relates to the operation of

the account. In the case of Cash Credit, a proper limit is sanctioned
which normally is a certain percentage of the value of the
commodities/debts pledged by the account holder with the Bank.
Overdraft, on the other hand, is allowed against a host of other
securities including financial instruments like shares, units of
mutual funds, surrender value of LIC policy and debentures etc.
Some overdrafts are even granted against the perceived "worth" of
an individual. Such overdrafts are called ‘clean overdrafts’.

With the onset of industrialization, new businesses needed
an easy form of credit to jump-start their activities, without having
to take out loans on securities they didn't necessarily have. The
importance of this new financial innovation was recognized by the
philosopher David Hume who described it in one of his essays as
'one of the most ingenious ideas that has been executed in
commerce'.

iv. Reasons for Overdrafts:
Overdrafts occur for a variety of reasons. These may include:

a. Intentional Short-term Loan - The account holders finds
themselves short of money and knowingly makes an
insufficient-funds debit. They accept the associated fees and
cover the overdraft with their next deposit.
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b. Failure to maintain an accurate Account Register - The
account holder doesn't accurately account for activity on their
account and overspends through negligence.

c. ATM overdraft - Banks or ATMs may allow cash withdrawals
despite insufficient availability of funds. The account holder
may or may not be aware of this fact at the time of the
withdrawal. If the ATM is unable to communicate with the
cardholder's bank, it may automatically authorize a withdrawal
based on limits preset by the authorizing network.

d. Temporary Deposit Hold - A deposit made to the account can
be placed on hold by the bank. This may be due to Regulation
CC (which governs the placement of holds on deposited checks)
or due to individual bank policies. The funds may not be
immediately available and lead to overdraft fees.

e. Unexpected Electronic Withdrawals - At some point in the
past the account holder may have authorized electronic
withdrawals by a business. This could occur in good faith of
both parties if the electronic withdrawal in question is made
legally possible by terms of the contract, such as the initiation
of a recurring service following a free trial period. The debit
could also have been made as a result of a wage garnishment,
an offset claim for a taxing agency or a credit account or
overdraft with another account with the same bank, or a direct-
deposit chargeback in order to recover an overpayment.

f. Merchant Error - A merchant may improperly debit a customer's
account due to human error. For example, a customer may
authorize a $5.00 purchase which may post to the account for
$500.00. The customer has the option to recover these funds
through chargeback to the merchant.

g. Chargeback to Merchant - A merchant account could receive
a chargeback because of making an improper credit or debit
card charge to a customer or a customer making an
unauthorized credit or debit card charge to someone else's
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account in order to "pay" for goods or services from the
merchant. It is possible for the chargeback and associated fee
to cause an overdraft or leave insufficient funds to cover a
subsequent withdrawal or debit from the merchant's account
that received the chargeback.

h. Authorization Holds - When a customer makes a purchase
using their debit card without using their PIN, the transaction
is treated as a credit transaction. The funds are placed on
hold in the customer's account reducing the customer's
available balance. However the merchant doesn't receive the
funds until they process the transaction batch for the period
during which the customer's purchase was made. Banks do
not hold these funds indefinitely, and so the bank may release
the hold before the merchant collects the funds thus making
these funds available again. If the customer spends these
funds, then barring an interim deposit the account will overdraw
when the merchant collects for the original purchase.

i. Bank Fees - The bank charges a fee unexpected to the account
holder, creating a negative balance or leaving insufficient funds
for a subsequent debit from the same account.

j. Playing the Float - The account holder makes a debit while
insufficient funds are present in the account believing they
will be able to deposit sufficient funds before the debit clears.
While many cases of playing the float are done with honest
intentions, the time involved in checks clearing and the
difference in the processing of debits and credits are exploited
by those committing check kiting.

k. Returned Check Deposit - The account holder deposits a check
or money order and the deposited item is returned due to
non-sufficient funds, a closed account, or being discovered to
be counterfeit, stolen, altered, or forged. As a result of the
check chargeback and associated fee, an overdraft results or
a subsequent debit which was reliant on such funds causes
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one. This could be due to a deposited item that is known to be
bad, or the customer could be a victim of a bad check or a
counterfeit check scam. If the resulting overdraft is too large
or cannot be covered in a short period of time, the bank could
sue or even press criminal charges.

l. Intentional Fraud - An ATM deposit with misrepresented funds
is made or a check or money order known to be bad is deposited
(see above) by the account holder, and enough money is debited
before the fraud is discovered to result in an overdraft once
the chargeback is made. The fraud could be perpetrated against
one's own account, another person's account, or an account
set up in another person's name by an identity thief.

m. Bank Error - A check debit may post for an improper amount
due to human or computer error, so an amount much larger
than the maker intended may be removed from the account.
Some bank errors can work to the account holder's detriment,
but others could work to their benefit.

n. Victimization - The account may have been a target of identity
theft. This could occur as the result of demand-draft, ATM-
card, or debit-card fraud, skimming, check forgery, an "account
takeover," or phishing. The criminal act could cause an
overdraft or cause a subsequent debit to cause one. The money
or checks from an ATM deposit could also have been stolen or
the envelope lost or stolen, in which case the victim is often
denied a remedy.

o. Intraday Overdraft - A debit occurs in the customer's account
resulting in an overdraft which is then covered by a credit
that posts to the account during the same business day.
Whether this actually results in overdraft fees depends on
the deposit-account holder agreement of the particular bank.

4.3.4. Bank Draft
Bill of exchange drawn by a bank on itself, or on a
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correspondent bank in another city or country. Bank drafts are
commonly used by banks in dealings with other banks, or when a
creditor or seller is unwilling to accept an ordinary check from a
debtor or buyer in another city or country. (In local transactions a
certified check or a cashier's check serves the same purpose.) When
a customer (the drawer) requests a draft, the bank withdraws the
amount of the draft from his or her account and holds it to honor
the draft on its presentment by the drawee. Because, in normal
circumstances, a draft is certain to be paid, it is generally accepted
as a cash equivalent. Also called banker's draft.

4.3.5. Banker's Cheque
A Banker's Cheque is a cheque issued by the Bank payable to

the order of specified payee for payment within a local area. Any
variations of rate will be decided by Credit Committee on Remittances
Products.

(i)  Features and Benefits:
1. All Banker's cheques are pre-printed with the crossing

'Not Negotiable.'
2. These are issued only within the clearing area of the

issuing bank and if cleared outside the clearing area
then the normal outstation cheque commission is
payable.

3. They should be accepted as good by the payee as it has
been paid for by the customer at the time of issue. it
cannot be returned except for technical reasons.

4. It is used by customers who do not have a current
account but wish to make payment by cheques, or in a
situation when a personal cheque is unacceptable.

Sometimes you might need to get a demand draft (DD) issued for
someone. On certain occasions you may get a Banker's cheque instead.

Demand Drafts and Banker's Cheques are almost the same.
In both cases, you pay the money in advance to get this, or money is
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taken from your account for this reason. So you may consider both
as something a pre-paid stuff. Unlike with ordinary cheques, here
the amount is assured by bank. There is no fear of something being
dis-honoured.

(ii)  Difference between Banker's Cheque and Draft:

When you give the Demand Draft to someone, he/she tries
to get it encashed or deposited to account. If the account is in a
branch of same bank, (e.g. you gave a Citibank demand draft and
the receiving person also has Citibank account) it gets cleared in
that branch itself. So finally the Demand Draft get's cleared in any
branch of the issuing bank.

Banker's Cheque goes the same way until the clearance part.
Banker's Cheque is to be cleared in the very specific branch of the
bank that issued it. That is, if the Banker's Cheque is issued at
Bangalore branch of Citibank, it will finally get cleared in Bangalore
branch. But this is not the user's worry. Bank takes care of it once
you submit the cheque to any of their branches. So you can safely
use a Banker's cheque instead of a Demand Draft if needed.

4.3.6. SMS / e-mail Alerts -

1. Free SMS / e-mail alerts should be sent for every
transaction such as date of maturity of deposit, ECS
credit received, credit of pension, credit / receipt of
money through RTGS etc.

2. SMS alerts to be sent for all cheque returns irrespective
of the amount or amount fixed at account level.

3. Account Statement in PDF format should be sent by e-
mail, if customer requests so (password encrypted
document).

4. Current account holders with high transactions should
be sent e-mail giving the balance position at agreed
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periodicity viz., daily, weekly, fortnightly etc.
5. SMS alerts on card usage should be sent allowing the

customer reply back in case card is not used.
6. SMS or e-mail alert informing the change in interest

rate on loan availed due to change in base rate etc.

4.4 E - Banking:
Internet banking is changing the banking industry, having

the major effects on banking relationships. Banking is now no longer
confined to the branches where one has to approach the branch in
person, to withdraw cash or deposit a cheque or request a statement
of accounts. In true Internet banking, any inquiry or transaction is
processed online without any reference to the branch (anywhere
banking) at any time. Providing Internet banking is increasingly becoming
a "need to have" than a "nice to have" service. The net banking, thus, now
is more of a norm rather than an exception in many developed
countries due to the fact that it is the cheapest way of providing
banking services.

4.4.1. Meaning of E-Banking
E-bank is the electronic bank that provides the financial

service for the individual client by means of Internet. Internet
Banking (or E-banking) means any user with a personal computer
and a browser can get connected to his bank's website to perform
any of the virtual banking functions. In Internet Banking System
the bank has a centralized database that is web-enabled. All the
services that the bank has permitted on the internet are displayed
in menu. Once the branch offices of bank are interconnected through
terrestrial or satellite links, there would be no physical identity for
any branch. It would be a borderless entity permitting anytime,
anywhere and anyhow banking.

The network which connects the various locations and gives
connectivity to the central office within the organization is called Intranet.
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These networks are limited to organizations for which they are set up. SWIFT
is a live example of intranet application.

E-banking provides enormous benefits to consumers in terms
of ease and cost of transactions, either through Internet, telephone
or other electronic delivery. Electronic Finance (E-finance) has
become one of the most essential technological changes in the
financial industry. E-finance is the provision of financial services
and markets using electronic communication and computation. In
practice, e-finance includes e-payment, e-trading, and e-banking.

4.4.2. Functions of E-Banking
At present, the personal e-bank system provides the following

services: -

i. Inquiry about the Information Of Account
The client inquires about the details of his own account

information such as the card's / account's balance and the detailed
historical records of the account and downloads the report list.

ii. Card Accounts' Transfer
The client can achieve the fund to another person's Credit

Card in the same city through Cards Accounts Transfer System.

iii. Bank-Securities Accounts Transfer
The client can achieve the fund transfer between his own

bank savings accounts of his own Credit Card account and his own
capital account in the securities company. Moreover, the client can
inquire about the present balance at real time.

iv. The Transaction of Foreign Exchange
The client can trade the foreign exchange, cancel orders and

inquire about the information of the transaction of foreign exchange
according to the exchange rate given by our bank on net.

v. The B2c Disbursement on Net:
The client can do the real-time transfer and get the feedback
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information about payment from our bank when the client does
shopping in the appointed web-site.

vi.  Client Service
The client can modify the login password, information of the

Credit Card and the client information in e-bank on net.

vii. Account Management
The client can modify his own limits of right and state of the

registered account in the personal e-bank, such as modifying his
own login password, freezing or deleting some cards and so on.

viii. Reporting the Loss
The client can report the loss in the local area (not nationwide)

when the client’s Credit Card or passbook is missing or stolen.

4.4.3. Advantages of E-Banking
The main benefit from the bank customers' point of view is

significant saving of time by the automation of banking services
processing and introduction of an easy maintenance tools for
managing customer's money. The main advantages of e-banking for
corporate customers are as follows:
i. Reduced Costs in accessing and using the banking services.
ii. Increased Comfort and Timesaving - Transactions can be

made 24 hours a day, without requiring the physical interaction
with the bank.

iii. Quick and Continuous Access to Information- Corporations
will have easier access to information as, they can check on
multiple accounts at the click of a button.

iv. Better Cash Management- E-banking facilities speed up cash
cycle and increases efficiency of business processes as large
variety of cash management instruments are available on
Internet sites of Estonian banks.
For example, it is possible to manage company's short-term
cash via Internet banks in Estonia (investments in over-night,
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short- and long term deposits, in commercial papers, in bonds
and equities, in money market funds).

v. Reduced Costs- This is in terms of the cost of availing and
using the various banking products and services.

vi. Convenience- All the banking transactions can be performed
from the comfort of the home or office or from the place a
customer wants to.

vii. Speed - The response of the medium is very fast; therefore
customers can actually wait till the last minute before
concluding a fund transfer.

viii. Funds Management- Customers can download their history
of different accounts and do a "what-if" analysis on their own
PC before affecting any transaction on the web. This will lead
to better funds management.

4.4.4. Challenges in E-Banking
i. The ability to adopt global technology to local requirements:

An adequate level of infrastructure and human capacity
building are required before developing countries can adopt
the global technology for their local requirements.

ii. The ability to strengthen public support for e-finance:
Historically, most e-finance initiatives in developing countries
have been the result of cooperative efforts between the private
and public sectors. For example, Singapore's successful Trade
Net System was a government-sponsored project. If the public
sector does not have the necessary means to implement the
projects it is essential that cooperative efforts between public
and private sectors, along with the multilateral agencies like
the World Bank, be developed to facilitate public support for
refinance related initiatives.

iii. Confidentiality, integrity and authentication are very
important features of the banking sector and were very
successfully managed the world over in pre-internet times.



128

Communication across an open and thus insecure channel
such as the internet might not be the best base for bank-
client relations as trust might partially be lost.

iv. E-Banking has created many new challenges for bank
management and regulatory and supervisory authorities. They
originate not just from increased potential for cross border
transactions but also for domestic transactions based on
technology applications which raise many security related
issues.

v. Fifth, there are some serious implications of international
e-banking. It is a common argument that low transaction costs
potentially make it much easier to conduct cross-border
banking electronically. For many banks, cross border
operations offer an opportunity to reap economies of scale.
But cross-border finance also needs a higher degree of cross-
border supervision. Such cooperation may need to extend to
similar supervisory rules and disclosure requirements (for
efficiency and to avoid regulatory arbitrage) and some
harmonising of legal, accounting and taxation arrangements.

vi. New methods for conducting transactions, new instruments,
and new service providers will require legal definition,
recognition, and permission. For example, it will be essential
to define an electronic signature and give it the same legal
status as the handwritten signature. Existing legal definitions
and permissions-such as the legal definition of a bank and
the concept of a national border-will also need to be rethought.

4.4.5. Conclusions
The banking industry has been a leader in the e-business

world in recent years. The e-banking revolution has fundamentally
changed the business of banking by scaling borders and bringing
about new opportunities. In India also, it has strongly impacted the
strategic business considerations for banks by significantly cutting
down costs of delivery and transactions. It must be noted, however,
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that while e-banking provides many benefits to customers and banks,
it also aggravates traditional banking risks. Compared to developed
countries, developing countries face many impediments that affect
the successful implementation of e-banking initiatives.

4.5 Communication
Communication may be defined as a process concerning exchange

of facts or ideas between persons holding different positions in an
organisation to achieve mutual harmony. The communication process is
dynamic in nature rather than a static phenomenon. Communication
process as such must be considered a continuous and dynamic inter-
action, both affecting and being affected by many variables.
The major elements of communication process are:

(i) Sender:
The person who intends to convey the message with the

intention of passing information and ideas to others is known as
sender or communicator.

(ii) Ideas:
This is the subject matter of the communication. This may be

an opinion, attitude, feelings, views, orders, or suggestions.

(iii) Encoding:
Since the subject matter of communication is theoretical and

intangible, its further passing requires use of certain symbols such
as words, actions or pictures etc. Conversion of subject matter into
these symbols is the process of encoding.

(iv) Communication Channel:
The person who is interested in communicating has to choose

the channel for sending the required information, ideas etc. This
information is transmitted to the receiver through certain channels
which may be either formal or informal.

(v) Receiver:
Receiver is the person who receives the message or for whom

the message is meant for. It is the receiver who tries to understand
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the message in the best possible manner in achieving the desired
objectives.

(vi) Decoding:
The person who receives the message or symbol from the

communicator tries to convert the same in such a way so that he
may extract its meaning to his complete understanding.

(vii) Feedback:
Feedback is the process of ensuring that the receiver has

received the message and understood in the same sense as sender
meant it.

4.5.1 Modes of Communication
Modes of communication are classified into two parts which

are described as follows:
i. Traditional Modes of Communication
ii. Recent Modes of Communication

(i)  Traditional Modes of Communication
a. Letter: The communication is enclosed in an envelope and

addressed.
b. Inland Letter Card: Communication is contained on a sheet

of paper with prescribed size & folding. Inland letter card is
used for transmission within India only.

c. Post Card: Open communication on a card of prescribed size.
Available in two varieties: Single & reply post card. Post cards
are for transmission within India only.

d. Printed Post Card: Post cards containing communication
recorded by printing, cyclostyling or by any other mechanical
process are classified as 'Printed Post Cards'. Printed matter
includes printed pictures also.

e. Parcel: Anything can be sent in a parcel excepting articles
whose transmission is prohibited. It can contain single
communication to the addressee of the parcel. If the parcel is
suspected to contain other than the permitted communication,
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it will be opened in the presence of the addressee or his
authorized agent, and each written communication will be
charged on delivery with double the letter postage. If the
addressee refuses to pay the charges, the parcel will be
returned to the sender from whom the charge will not be
recovered.

f. Pattern and Sample Packet: It may contain bona fide trade
patterns or samples of merchandise not having any saleable
value together with or without any matter which may be sent
as a book packet.

g. Blind Literature Packet: Indian Post allows free transmission
of blind literature packets up to 7 kilograms. Papers of any
kind, periodicals and books impressed in "Braille" or other
special type for the use of blind are allowed to be transmitted
by post as Blind Literature Packets. Size and packing is same
as for book packets.

Conditions:
It must be sent by or to a blind person. No written or printed
communication should be enclosed except:

● the title and table of contents
● the key or instructions
● a label for return of the packet

h. Value Payable Letters and Parcels: The VPL or VPP is paid
for at the time of receipt. Registered parcels, letters, book
packets and news papers may be sent as VPL/VPP. An article
which has no intrinsic value can also be sent as value payable
article.

i. Speed Post : Speed Post, the market leader in the domestic
express industry, was started by Department of Posts in August
1986 for providing time-bound and express delivery of letters,
documents and parcels across the nation and around the
world. For corporate customers and to regular users , Speed
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Post provides 'Home collection', credit facilities, on-line
tracking, account management and personalised services.
Speed Post links more than 1200 towns in India, with 290
Speed Post Centres in the national network and around 1000
Speed Post Centres in the state network. For regular users ,
Speed Post provides delivery 'anywhere in India' under
contractual service. Speed Post offers money-back guarantee,
under which Speed Post fee will be refunded if the consignment
is not delivered within the published delivery norms.

j. Telephone Service-Telephone is the most commonly used
medium of communication in business in modern times. It
provides two way oral communication facility anywhere around
the world. The various areas connected through optical fibre
cables for providing a network for sending and receiving phone
calls. Communication is more superior than telegram as there
is no restriction on number of words and it sends instant
message to the receiver. A person can call the people living in
other states through STD services or even outside country
through ISD services.

(ii) Recent Trends or Modes of Communication
a. Mobile Services: Mobile phone is a cordless device which can

be carried anywhere and connects a person to people residing
in far off areas.It provides numerous services like making and
receiving calls, messaging services,, data services.
Communication through mobile phone requires a handset and
a connection from service provider. The billing of the phone
may be in pre-paid and post-paid form. Over the year, due to
competitive pricing between various cell phones service
provider, call rates have been reduced considerably. The
Prominent service providers in India are Bharti,Airtel,MTNL,
Vodafone, Idea etc.

b. Paging Services- Pager is a device through which recorded
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message can be exchanged. Sender can call and dictate his
message to the paging service provider along with the receiver
pager number. The message is later transmitted to the
receiver on this unique number, hence only way of
communication is possible through pager. Paging services are
available in tone,  numeric, and alpha/numeric paging.

c. Internet-Internet is a network connecting different computers
all over the world. It connects an internet subscriber to the
vast pool of information available on this network, besides
connecting him/her to other subscribers. It helps in receiving
and sending messages and exchange of information. In India,
broadband facility is provided by Reliance, Airtel, MTNL, BSNL
etc. For connecting internet,an individual or organization needs to
have a computer and modem as the basic hardware devices.

Advantages

● Faster Communication
● Abundant Information Resources
● Inexhaustible Education
● Entertainment for Everyone
● Social Networking and Staying Connected
● Online Services and E-commerce

Disadvantages

● Theft of Personal Information
● Spamming
● Malware Threats
● Age-inappropriate Content
● Social Isolation, Obesity, and Depression

4.6 Saving Schemes of Post Office
Post offices undertake some of these services like accepting

deposits from the public and withdrawal of deposits. Thus, we may
say these are the banking services offered by post office. Under this
service it offers various schemes to encourage the savings and
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motivate people to save. Some of the important savings schemes
are:
i. Post Office Savings Bank Account: It is a type of account in

which we can deposit our savings in post offices and withdraw
it whenever required. A minimum amount of Rupees Fifty is
required to open the account and we can deposit a maximum
of Rupees one lac in our account in the case of individual.
The account can be jointly operated and in that case the
maximum limit of deposit can be raised to rupees two lac.
Money can be withdrawn from the account by using withdrawal
slips or cheques. Post office pays interest on our deposits,
which is totally exempted from income tax.

ii. 5-Year Post Office Recurring Deposit Scheme: A Recurring
Deposit account can be opened with a minimum amount of
Rs 10/ with is a multiple of Rs.5/- without any maximum
limit. The deposit is to be made every month for a period of
5 years. After one year, 50% of the deposit can be withdrawn
only once during the five year period. There is no restriction
to open more than one recurring deposit account in the name
of a single individual. On maturity INR 10/ account fetches
INR 728.90. This account can be continued for another 5 years
on year to year basis.

iii. Post Office Time Deposit Account: Any individual can open
this account with a minimum balance of Rs.200/-, without
any maximum limit. The depositor makes deposit in lump sum
and that amount matures after the expiry of a fixed period
like one, two, three or five years. Interest on this account is
given on annual basis but computed quarterly. This account
can also be opened by a Trust. The deposit amount as well as
interest income is exempted from income tax.

iv. Post Office Monthly Income Scheme: Under this scheme a
fixed sum of money is deposited for six-years and the
depositors get the interest on it every month. A minimum
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amount of Rs.1,500/- and maximum of Rs.4.5 lakh in individual
account and Rs.9 lakh in case of joint account can be deposited.
In addition to interest the deposit amount also earns bonus at
the rate of 5% which is payable on maturity. Both interest as
well as bonus is exempted from income tax. This account is
suitable for retired employees or any body who wants a regular
income just like pension or salary.

v. 6-Year National Savings Certificates (VIII Issue) Scheme:
National Savings Certificates (NSC) can be purchased from
the post office by - (i) an adult for himself or herself or for any
minor or by any minor; (ii) two adults jointly; or (iii) a trust.
Minimum amount of deposit is Rs.100/ and there is no
maximum limit of deposit. These certificates are available in
denominations of Rs.100/-; Rs.500/-; Rs.1,000/-; Rs.5,000/-;
and Rs.10,000/-. Interest is compounded half- yearly and
payable at maturity. After 6 years, these certificates can be
encashed from the post office. Interest income is treated as
re-investment and is subject to tax rebate. This deposit scheme
is very popular among the income tax payers.

vi. 15 Year Public Provident Fund Account (PPF Account):
Individuals can open this account in their own name or in the
name of their minor child. In this account at least one deposit
is required in every year. An account holder can deposit upto
a maximum Rs. 150,000/- in a year, which can be deposited
either in lump sum or in maximum of 12 installments. A
minimum deposit of Rs. 500/- is required to be made each
year. The amount of each deposit should be in multiple of Rs.
100/-. That means you cannot deposit any amount like Rs.
1,250/- or Rs. 3,785/-, rather it may be like Rs.1, 200/- or
Rs. 3,700/-. Loan facility is available after 3 years whereas
withdrawal of money from the account is allowed from the
7th year onwards. In a further boost to its attractiveness,
Finance Ministry has increased the ceiling on PPF investment
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to Rs. 1.5 lakh from Rs. 1 lakh. The government has issued a
notification raising the annual PPF deposit limit to Rs. 1.5  Lakh.
It also increased the maximum amount eligible for deduction
through permissible investments under 80C of the Income-
Tax Act toRs. 1.5 lakh, from Rs. 1 lakh. PPF is one of the
financial savings that qualifies for Section 80C tax benefits.
Not only the money you invest in PPF is exempt from tax under
Section 80C, the interest you earn on the PPF investment is
also exempt from tax. The deposit amount gets rebate under
income tax and the interest income is fully tax-free.

vii. Kissan Vikas Patra Scheme: In this scheme a fixed sum of
money gets doubled within a certain period. Money can be
deposited in Kissan Vikas Patras by- (i) any adult for himself
or herself or for any minor; (ii) two adults jointly; or (iii) a
trust. These are available in the denomination of Rs.100/-,
Rs.500/-, Rs.1,000/-, Rs.5,000/-, and Rs.10,000/- at all post
offices while Kissan Vikas Patra of Rs.50,000/- denomination
is available only at General Post Offices (GPO). There is no
maximum limit of investment. Money can be withdrawn before
its maturity but there is a minimum period called lock-in
period within which your money cannot be withdrawn.

viii. Senior Citizen Saving Scheme: In this scheme a person can
deposit only once in the multiples of Rs 1000/ but not exceeding
Rs 15,00,000/ . Maturity period is 5 years. It can be operated
individually or jointly with spouse. The age should be 60 years
or more, and interest is payable on 31 March, 30 June and 31
December, in the first instance and thereafter, interest shall
be payable on 31 March, 30 June, 30 Sept and 31 December.

4.7. Warehousing
Warehousing is one of the important auxiliaries to trade. It

creates time utility by bridging the time gap between production
and consumption of goods. Warehousing refers to the activities involving
storage of goods on a large-scale in a systematic and orderly manner and
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making them available conveniently when needed. In other words,
warehousing means holding or preserving goods in huge quantities from
the time of their purchase or production till their actual use or sale.

4.7.1. Need for Warehousing
Warehousing is necessary due the following reasons.

(i) Seasonal Production- Agricultural commodities are harvested
during certain seasons, but their consumption or use takes
place throughout the year. Therefore, there is a need for proper
storage or warehousing for these commodities, from where
they can be supplied as and when required.

(ii) Seasonal Demand- There are certain goods, which are
demanded seasonally, like woollen garments in winters or
umbrellas in the rainy season. The production of these goods
takes place throughout the year to meet the seasonal demand.
So there is a need to store these goods in a warehouse to
make them available at the time of need.

(iii) Large-scale Production - In case of manufactured goods, now-
a-days production takes place to meet the existing as well as
future demand of the products. Manufacturers also produce
goods in huge quantities to enjoy the benefits of large-scale
production, which is more economical. So the finished
products, which are produced on a large scale, need to be
stored properly till they are cleared by sales.

(iv) Quick Supply - Both industrial as well as agricultural goods
are produced at some specific places but consumed throughout
the country. Therefore, it is essential to stock these goods
near the place of consumption, so that without making any
delay these goods are made available to the consumers at the
time of their need.

(v) Continuous Production- Continuous production of goods in
factories requires adequate supply of raw materials. So there
is a need to keep sufficient quantity of stock of raw material
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in the warehouse to ensure continuous production.
(vi) Price Stabilization- To maintain a reasonable level of the price

of the goods in the market there is a need to keep sufficient
stock in the warehouses. Scarcity in supply of goods may
increase their prices in the market. Again, excess production
and supply may also lead to fall in price of the product. By
maintaining a balance of supply of goods, warehousing leads
to price stabilisation.

4.7.2 Types of Warehouses
In order to meet their requirement various types of warehouses

came into existence, which may be classified as follows.
i. Private Warehouses - The warehouses which are owned and

managed by the manufacturers or traders to store, exclusively,
their own stock of goods are known as private warehouses.
Generally these warehouses are constructed by the farmers
near their fields, by wholesalers and retailers near their
business centres and by manufacturers near their factories.
The design and the facilities provided therein are according
to the nature of products to be stored.

ii. Public Warehouses - The warehouses which are run to store
goods of the general public are known as public warehouses.
Anyone can store his goods in these warehouses on payment
of rent. An individual, a partnership firm or a company may
own these warehouses. To start such warehouses a licence
from the government is required. The government also
regulates the functions and operations of these warehouses.
Mostly these warehouses are used by manufacturers,
wholesalers, exporters, importers, government agencies, etc.

iii. Government Warehouses -These warehouses are owned,
managed and controlled by central or state governments or
public corporations or local authorities. Both government and
private enterprises may use these warehouses to store their
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goods. Central Warehousing Corporation of India, State Warehousing
Corporation and Food Corporation of India are examples of agencies
maintaining government warehouses.

iv. Bonded Warehouses - These warehouses are owned, managed
and controlled by government as well as private agencies.
Private bonded warehouses have to obtain licence from the
government. Bonded warehouses are used to store imported
goods for which import duty is yet to be paid. In case of imported
goods the importers are not allowed to take away the goods
from the ports till such duty is paid. These warehouses are
generally owned by dock authorities and found near the ports.

v. Co-operative Warehouses - These warehouses are owned,
managed and controlled by co-operative societies. They provide
warehousing facilities at the most economical rates to the
members of their society.

4.7.3 Characteristics of Ideal Warehouses
Any warehouse is said be an ideal warehouse if it possesses

certain characteristics, which are given below:
i. Warehouse should be located at a convenient place near

highways, railway stations, airports and seaports where
goods can be loaded and unloaded easily.

ii. Mechanical appliances should be there for loading and
unloading the goods. This reduces the wastages in
handling and also minimises handling costs.

iii. Adequate space should be available inside the building
to keep the goods in proper order.

iv. Warehouses meant for preservation of perishable items
like fruits, vegetables, eggs and butter etc. should have
cold storage facilities

v. Proper arrangement should be there to protect the goods
from sunlight, rain, wind, dust, moisture and pests.

vi. Sufficient parking space should be there inside the
premises to facilitate easy and quick loading and
unloading of goods.
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vii. Round the clock security arrangement should be there
to avoid theft of goods.

viii. The building should be fitted with latest fire-fighting
equipments to avoid loss of goods due to fire.

4.7.4 Functions of Warehouses
Warehouse provides protection to goods against heat, wind,

storm, moisture, etc. and also cut down losses due to spoilage,
wastage etc. This is the basic function of every warehouse. In addition
to this, warehouses now-a-day also perform a variety of other
functions as mentioned belwo:
i. Storage of Goods- The basic function of warehouses is to store

large stock of goods. These goods are stored from the time of
their production or purchase till their consumption or use.

ii. Protection of Goods- A warehouse provides protection to goods
from loss or damage due to heat, dust, wind and moisture,
etc. It makes special arrangements for different products
according to their nature. It cuts down losses due to spoilage
and wastage during storage.

iii. Risk Bearing - Warehouses take over the risks incidental to
storage of goods. Once goods are handed over to the warehouse-
keeper for storage, the responsibility of these goods passes on
to the warehouse-keeper. Thus, the risk of loss or damage to
goods in storage is borne by the warehouse keeper. Since it is
bound to return the goods in good condition, the warehouse
becomes responsible for any loss, theft or damage, etc. Thus,
it takes all precautions to prevent any mishap.

iv. Financing- When goods are deposited in any warehouse, the
depositor gets a receipt, which acts as a proof about the deposit
of goods. The warehouses can also issue a document in favour
of the owner of the goods, which is called warehouse-keeper's
warrant. This warrant is a document of title and can be
transferred by simple endorsement and delivery. So while the
goods are in custody of the warehouse-keeper, the
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businessmen can obtain loans from banks and other financial
institutions keeping this warrant as security. In some cases,
warehouses also give advances of money to the depositors for
a short period keeping their goods as security.

v. Processing - Certain commodities are not consumed in the
form they are produced. Processing is required to make them
consumable. For example, paddy is polished, timber is
seasoned, and fruits are ripened, etc. Sometimes warehouses
also undertake these activities on behalf of the owners.

vi. Grading and Branding- On request, warehouses also perform
the functions of grading and branding of goods on behalf of
the manufacturer, wholesaler or the importer of goods. It also
provides facilities for mixing, blending and packaging of goods
for the convenience of handling and sale.

vii. Transportation- In some cases warehouses provide transport
arrangement to the bulk depositors. It collects goods from the
place of production and also sends goods to the place of delivery
on request of the depositors.

4.7.5 Advantages of Warehousing
Warehousing offers many advantages to the business

community. Whether it is industry or trade, it provides a number of
benefits which are listed below:-

i. Protection and Preservation of Goods - Warehouse
provides necessary facilities to the businessmen for
storing their goods when they are not required for sale.
It provides protection to the stocks, ensures their safety
and prevents wastage. It minimises losses from
breakage, deterioration in quality, spoilage etc.
Warehouses usually adopt latest technologies to avoid
losses, as far as possible.

ii. Regular Flow of Goods- Many commodities like rice,
wheat etc. are produced during a particular season but
are consumed throughout the year. Warehousing
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ensures regular supply of such seasonal commodities
throughout the year.

iii. Continuity in Production- Warehouse enables the
manufacturers to carry on production continuously
without bothering about the storage of raw materials. It
helps to provide seasonal raw material without any
break, for production of finished goods.

iv. Convenient Location- Warehouses are generally located
at convenient places near road, rail or waterways to
facilitate movement of goods. Convenient location
reduces the cost of transportation.

v. Easy Handling- Modern warehouses are generally fitted
with mechanical appliances to handle the goods. Heavy
and bulky goods can be loaded and unloaded by using
modern machines, which reduces cost of handling such
goods. Mechanical handling also minimizes wastage
during loading and unloading.

vi. Useful for Small Businessmen- Construction of own
warehouse requires heavy capital investment, which
small businessmen cannot afford. In this situation, by
paying a nominal amount as rent, they can preserve
their raw materials as well as finished products in public
warehouses.

vii. Creation of Employment - Warehouses create
employment opportunities both for skilled and unskilled
workers in every part of the country. It is a source of
income for the people, to improve their standards of
living.

viii. Facilitates Sale of Goods- Various steps necessary for
sale of goods such as inspection of goods by the
prospective buyers, grading, branding, packaging and
labelling can be carried on by the warehouses.
Ownership of goods can be easily transferred to the
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buyer by transferring the warehouse keeper's warrant.
ix. Availability of Finance- Loans can be easily raised from

banks and other financial institutions against the
security of the warehouse-keeper's warrant. In some
cases warehouses also provide advance to the depositors
of goods on keeping the goods as security.

x. Reduces Risk of Loss - Goods in warehouses are well
guarded and preserved. The warehouses can
economically employ security staff to avoid theft, use
insecticides for preservation and provide cold storage
facility for perishable items. They can install fire-fighting
equipment to avoid fire. The goods stored can also be
insured for compensation in case of loss.

4.8 Insurance
In simple terms, insurance is the means by which risks of loss or

damage can be shifted to another party (the insurers) on payment of a charge
known as premium. The party whose risk is shifted to the insurer is
known as the insured. Obviously insurer is generally an organization
(Insurance Company), which is willing to share the loss or damage
and it is also qualified to do so. Insurance is a contract between the
insurer and insured whereby the insurer undertakes to pay the
insured a fixed amount, in exchange for a fixed sum (premium), on
the happening of a certain event (like at a certain age or on death),
or compensate the actual loss when it takes place, due to the risk
insured.

4.8.1 Types of Insurance
Insurance, which is based on a contract, may be broadly

classified into the following types.
(i) Life Insurance
(ii) Fire Insurance
(iii) Marine Insurance, and
(iv) Other types such as burglary insurance, motor vehicle

insurance, etc.
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Until recently Life Insurance Corporation of India (LIC) and
General Insurance Corporation with its subsidiaries happened to be
the only organizations engaged in life and general insurance business
in India. Now a number of other private companies have entered
this service sector. Let us consider the salient feature of each of
these types.

(i) Life Insurance
A contract of life insurance (also known as 'life assurance') is a contract

whereby the insurer undertakes to pay a certain sum either on the death of
the insured or on the expiry of a certain number of years. In return, the
insured agrees to pay an amount as premium either in a lump sum
or in periodical installments, annually or half-yearly. The risk insured
against in this case is certain to happen. Hence, life insurance is
also referred to as life assurance. The written form of contract is
known as life insurance policy. It provides for the payment of a fixed
sum to the insured either on a fixed date or on the happening of an
event, which is certain. Businessmen can provide for life insurance
of all their employees by way of group insurance. It also develops
loyalty among employees and can be used as a security for raising
loans.

There are two basic types of life assurance policies
 (a) Whole-life Policy: A whole-life Policy runs for the whole

life of the insured and premium is payable all along.
The sum assured becomes due for payment to the heirs
of the insured only after his death.

(b) Endowment Policy. An endowment policy on the other
hand, runs for a limited period or upto a certain age of
the insured. The sum assured becomes due for payment
at the end of the specified period or on the death of the
insured, if it occurs earlier.
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(ii) Fire Insurance
A contract of fire insurance is a contract whereby the insurer, on

payment of premium by the insured, undertakes to compensate the insured
for the loss or damage suffered by reason of certain defined subject matter
being damaged or destroyed by fire. It is a contract of indemnity, that
is, the insured cannot claim anything more than the value of property
lost or damaged by fire or the amount of policy, whichever is lower.
The claim for loss by fire is payable subject to two conditions, viz; (a)
there must have been actual fire; and (b) fire must have been
accidental, not intentional; the cause of fire being immaterial. The
basic principle applied with regard to claim is the principle of
indemnity. The insured is entitled to be compensated for the amount
of actual loss suffered subject to a maximum amount for which he
had taken the policy. He cannot make a profit through insurance.
For example, if a person takes a fire insurance policy of Rs. 20,000/
- on certain goods. Out of these, goods worth Rs. 15,000/- are
destroyed by fire. The insured can only claim an amount to the
extent of loss i.e., Rs. 15,000/- (and not Rs. 20, 000/-) for the damage
from the insurance company.

(iii) Marine Insurance
Marine Insurance is an agreement (contract) by which the insurance

company (also known as underwriter) agrees to indemnify the owner of a
ship or cargo against risks, which are incidental to marine adventures. It
also includes insurance of the risk of loss of freight due on the
cargo. Marine insurance that covers the risk of loss of cargo by
storm is known as cargo insurance. The owner of the ship may
insure it against loss on account of perils of the sea. When the ship
is the subject matter of insurance, it is known as hull insurance.
Further, where freight is payable by the owner of cargo on safe
delivery at the port of destination, the shipping company may insure
the risk of loss of freight if the cargo is damaged or lost. Such a
marine insurance is known as freight insurance. All marine
insurance contracts are contracts of indemnity.
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The followings are the different types of marine insurance policies

(a) Time Policy - This policy insures the subject matter for
specified period of time, usually for one year. It is
generally used for hull insurance or for cargo when
small quantities are insured.

(b) Voyage Policy - This is intended for a particular voyage,
without any consideration for time. It is used mostly for
cargo insurance.

(c) Mixed Policy - Under this policy the subject matter
(hull, for example) is insured on a particular voyage for
a specified period of time. Thus, a ship may be insured
for a voyage between Mumbai and Colombo for a period
of 6 months under a mixed policy.

(d) Floating Policy - Under this policy, a cargo policy may
be taken for a round sum and whenever some cargo is
shipped the insurance company declares its value and
the total value of  the policy is reduced by that amount.
Such shipments may continue until the total value of
the policy is exhausted.

(iv) Other Types of Insurance

Apart from life, fire and marine insurance, general insurance
companies can insure a variety of other risks through different
policies. Some of these risks and the different policies are outlined
below.

(a) Motor Vehicles Insurance: Insurance of all types of
motor vehicles- passenger cars, vans, commercial
vehicles, motor cycles, scooters, etc., covers the risks
of damage of the vehicle by accident or loss by theft, as
also risks of liability arising out of injury or death of
third party involved in an accident. Third Party Risk
Insurance is compulsory under the Motor Vehicles Act.
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(b) Burglary Insurance: Under this insurance the
insurance company undertakes to indemnify the
insured against losses from burglary i.e., loss of moveable
goods by robbery and theft by breaking the house.

(c) Fidelity Insurance: As a protection against the risks of
loss on account of embezzlement or defalcation of cash
or misappropriation of goods by employees, businessmen
may get policies issued covering the risks of loss on
account of fraud and dishonesty on the part of employees
handling cash or in charge of stores. This is called
Fidelity Insurance Policy. The employees may also be
required to sign a Fidelity Guarantee Bond.

4.8.2 Principles of Insurance

There are certain principles that may apply to the contracts
of insurance between insurer and insured, which are as follows.

i. Utmost Goods Faith: Insurance contracts are the contract of
mutual trust and confidence. Both parties to the contract i.e.,
the insurer and the insured must disclose all relevant
information to each other. For example, while entering into a
contract of life insurance, the insured must declare to the
insurance company if he is suffering from any disease that
may be life threatening.

ii. Insurable Interest: It means financial or pecuniary interest
in the subject matter of insurance. A person has insurable
interest in the property or life insured if he stands to gain
from its existence or loose financially from its damage or
destruction. In case of life insurance, a person taking the
policy must have insurable interest at the time of taking the
policy. For example, a man can take life insurance policy on
the name of his wife and if later they get divorced this will
not affect the insurance contract because the man had
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insurable interest in the life of his wife at the time of entering
into the contract. In case of marine insurance insurable
interest must exist at the time of loss or damage to the property.
In contract of fire insurance, it must exist both at the time of
taking the policy as well as at the time of loss or damage to
the property.

iii. Indemnity: The word indemnity means to restore someone to
the same position that he/she was in before the event
concerned took place. This principle is applicable to the fire and
marine insurance. It is not applicable to life insurance, because the
loss of life cannot be restored. The purpose of this principle is
that the insured is not allowed to make any profit from the
insurance contract on the happening of the event that is
insured against. Compensation is paid on the basis of amount
of actual loss or the sum insured, which ever is less.

iv. Contribution: The same subject matter may be insured with
more than one insurer. In such a case, the insurance claimed
to be paid to the insured must be shared or contributed by all
insurers.

v. Subrogation: In the contract of insurance subrogation means
that after the insurer has compensated the insured, the insurer
gets all the rights of the insured with regard to the subject
matter of the insurance. For example, suppose goods worth
Rs. 20,000/- are partially destroyed by fire and the insurance
company pays the compensation to the insured, then the
insurance company can take even these partially destroyed
goods and sell them in the market.

vi. Mitigation: In case of a mishap the insured must take all
possible steps to reduce or mitigate the loss or damage to the
subject matter of insurance. This principle ensures that the
insured does not become negligent about the safety of the
subject matter after taking an insurance policy. The insured
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is expected to act in a manner as if the subject matter has
not been insured.

vii. Causa-proxima (nearest cause): According to this principle
the insured can claim compensation for a loss only if it is
caused by the risk insured against. The risk insured should
be the nearest cause (not a remote cause) for the loss. Then
only the insurance company is liable to pay the compensation.
For example a ship carrying orange was insured against losses
arising form accident. The ship reached the port safely and
there was a delay in unloading the oranges from the ship. As
a result the oranges got spoilt. The insurer did not pay any
compensation for the loss because the proximate cause of
loss was delay in unloading and not any accident during voyage.

CHAPTER AT A GLANCE:

Banking: A Bank means a company accepting deposits of money
from public (for lending & investment), repayable on demand and
withdrawal by cheque or otherwise.

Cash credit Account: This account is the primary method in which
Banks lend money against the security of commodities and debt. It
runs like a current account except that the money that can be
withdrawn from this account is not restricted to the amount deposited
in the account.

Overdraft: Overdraft means the act of overdrawing from a Bank
account. In other words, the account holder withdraws more money
from a Bank Account than has been deposited in it.

E-Banking:  E-bank is the electronic bank that provides the financial
service for the individual client by means of Internet. Internet banking
(or E-banking) means any user with a personal computer and a
browser can get connected to his bank's website to perform any of
the virtual banking functions.
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Communication:  Communication may be defined as a process
concerning exchange of facts or ideas between persons holding
different positions in an organisation to achieve mutual harmony.

E-mail- Electronic mail is a system of communication through which
messages can be sent and received by using internet. It transmits
message instantaneously to the receiver at very low cost.

Fax-  A fax is equipment used for sending copies of documents to the
receiver through a telephone connection. The facility is used by
dialing the fax number of the receiver through a telephone
instrument. Documents like letters, maps, photographs, pictures
etc can be sent through it.

Warehousing: Warehousing means holding or preserving goods in
huge quantities from the time of their purchase or production till
their actual use or sale.

Insurance:  Insurance is a contract between the insurer and
insured whereby the insurer undertakes to pay the insured a fixed
amount, in exchange for a fixed sum (premium), on the happening of
a certain event (like at a certain age or on death), or compensate

the actual loss when it takes place, due to the risk insured.

Exercise for Practice

I. Objective Type Questions:
(A) State whether the following statements are True or False.

1. Banking industry is leader in e-business world in recent
years.

2. Current Accounts are most popular deposits for
individual accounts.

3. Bank means a company accepting deposits of money.
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4. Letter is a recent mode of communication.

5. Receiver is the person who receives the message .

[Answer keys: 1. False 2. False 3.
True 4. False 5. True ]

(B) Fill in the blanks with appropriate words.

1. All banker's cheques are pre-printed with the
crossing ………..

2. …………. is the electronic bank.

3. Conversion of subject matter into symbols is the process
of ……….

4. Mobile Phone is a ………… device.

5. ………. is the means by which risks of loss or damage
can be shifted to another party.

Ans- 1. Not negotiable 2. E-Banking  3. Encoding  4. Cordless
5. Insurance

(C) Multiple Choice Questions (Tick the right option):

1. Company accepting deposits of money is called

i) Public company iii) Bank

ii) Joint venture iv) MNC

2. No restriction on number of times deposit in cash under

i) Fixed Account iii) Bank Overdraft

ii)  Saving Account iv) Current Account

3. The minimum amount to be remitted  through RTGS is

i) 500000 iii) 100000

ii) 200000 iv) 600000
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4. The process of exchange of facts and ideas is called

i) Communication iii) Banking

ii) Insurance iv) Warehouses

5. Traditional mode of communication is

i)   Mobile phones iii) Fax

iii) E-mail iv) Printed Post

Ans  1. iii),  2. iv), 3. ii), 4. ii)  and 5. iv)

(D) Very Short Answer Type Questions.

1. What is the full form of ATM?

2. Name Central Bank of India.

3. In which year SBI is established?

4. Write the full forms of RTGS, IFSC and NEFT.

5. What do you mean by overdraft?

(2) Short Answer Questions:

1. What do you means by Business Services?

2. What do you mean by Bank?

3. Define Current Account, Saving Account, Recurring
Deposit account and Fixed Deposit Account.

4. What do you understand by RTGS and NEFT.

5. Define Cash Credit, Overdraft, Bank Draft and
Banker's Cheque.

6. Explain the terms SMS E-Alert, E-Banking.

7. What do you mean by Insurance ? Explain its any two
Principles.
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(3) Long Answer Questions:

1. What do you mean by Business Services? Discuss the
Nature and Types of Business Services.

2. Discuss the important services provided by the banks
to the business.

3. What do you mean by E-Banking? Discuss the
Importance, Advantages and Limitations of E-Banking.

4. What do you mean by Insurance? Discuss the Principles
of insurance. Also Discuss The Types Of Insurance.

5. Discuss the Various Communication Services available
to the business.
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Highlights:
After studying this chapter, the students will be able to

understand:
✦ Social Responsibilities of Business
✦ Criteria for Determining the Social Responsibilities of

Business
✦ Areas of Social Responsibilities
✦ Business Ethics
✦ Business and Environment Protection

5.1 Social Responsibilities of Business:
The existence of business organisation is dependent upon

society as a whole. The business is earning profits by processing the
resources of society through labour force (which is a part of society)
for  producing products for the ultimate consumers (also a part of
society). So, it is the duty of business to do something in return for
different segments of the society, termed as social responsibility.

A large number of significant changes have taken place in
social, political, economic and other aspects of modern culture. These
changes make it appropriate to re-examine the role of modern
business. It is heartening to note that society's changing values and
needs are being given due importance by the leading business houses
of the world. This is obvious from the fact that the business houses
are carrying on research and development activities and producing
goods and services to provide greater satisfaction to the economic
and social development of their nation.

Chapter

5
SOCIAL RESPONSIBILITIES

OF
BUSINESS AND ITS ETHICS
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5.1.1 Case for Social Responsibility:

Since long there has been a controversy whether business
should assume social responsibilities, or it has no such obligations
to fulfill. It would be worthwhile to analyze the arguments offered
both in favour of and against assumption of social responsibilities by
business. First of all we shall begin with the arguments in favour.

(i)  Supporting Arguments:

The important arguments offered in favour of business
assuming social responsibilities are as follows.
(a) Response to Social Demand: It is a well known fact that

business is set up to earn profit by producing goods or rendering
services to the members of the society. Thus, the business is
the creation of the society in the sense that its primary
objective is to fulfill the needs of the members of the society.
In case the business fails to do so, the society through people's
representatives in Government will either force them to do so
through laws or may no longer permit them to survive.

(b) Long-term Self-Interest of Business: There is a growing
realization on the part of the enlightened businessmen that
it will be in their self-interest to fulfill the demands and the
aspirations of the society. People who have a good environment,
education, and opportunity make better employees, customers
and neighbours for business than those who are poor, ignorant
and oppressed. To quote Arjay Miller: "Under current conditions,
management cannot effectively discharge its long-run responsibilities
to shareholders unless it also behaves responsibly towards
employees, customers, government, education and the public at large.
The ability of a corporation to protect and enhance the stockholders
equally depends crucially upon the prosperity, goodwill and
confidence of the larger community. Acceptance of a large measure
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of responsibility towards the community is, therefore, good business
as well as good citizenship."

(c) Government Intervention: If the businessmen do not rise to
the occasion in meeting the social responsibilities, the
Government will step in and make them assume such
responsibilities through legislation. Such legislative regulation
is expensive for business and stand in the way of flexibility
and freedom in making decisions and meeting competition.
Hence it would again be in the interest of business community
to voluntarily undertake to fulfil the social responsibilities. In
doing so the business will also retain the needed credibility,
although, with the public pressure.

(d) Public Image: The antennas of business managers are turned
to the public opinion as good public opinion is a precondition
to the success of any business. Therefore, they seek to
maintain a proper image of their business in the public mind
by assuming social responsibilities.

(e) Socio-Cultural Norms: A business operates within a set-up of
socio-cultural norms and restraints. No society will allow a
business to maximize its profits at the cost of the society. It
requires the business to respond to social obligations. It may
even report to legal means to enforce discipline among the
businessmen.

(f) Consciousness among Consumers: The consumers of today
are well informed. They accept higher quality products at
reasonable rates from the business. They can organize
themselves in case a business resorts to malpractices such
as adulteration and black marketing.

(g) Strong Trade Unions: The level of education among the workers
has been increasing. They understand the need of organizing
themselves into unions to advance their economic and social
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interests. The government has also enacted social security
measures due to which it has become difficult for the business
houses to ignore the interests of the work force.

(ii) Objecting Arguments:
The classical view has been against the business assuming

social responsibilities. It is argued that business is an economic
institution and as such its primary responsibility is to produce goods
and services efficiently and to earn profits for its owners, namely,
the shareholders. Milton Friedman, a noted world economist and
Nobel laureate supports the view of the classics in this regard.
Friedman argues that "in a free enterprise, private property system, a
manager is an employee of the owners of the business and directly
responsible to them as his employers. Since stockholders want to make as
much profit as possible, the manager's sole objective should be to try to do
this. If a manager spends stockholder's money in the public interest, he is
spending stock holder's money without their approval and perhaps in ways
stockholders would oppose. Similarly, if the cost of social action is passed
on to consumers in the form of higher prices the manager is spending their
money also. This is taxation without representation." He further goes on
to observe that there is one and only one social responsibility of
business to use its resources and engage in activities designed to
increase its profits so long as it stays within the rules of the game
which is to say, engages in open and free competition, without
deception or fraud. Few trends could so thoroughly undermine the
very foundation of our free society as the acceptance by corporate
officials of a social responsibility other than to make as much money
for their stock-holders as possible. This is a fundamentally subversive
doctrine.

In addition to the observations made by Milton Freidman,
some more arguments are advanced opposing the idea of business
assuming social responsibilities. These arguments are as follows:
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(a) Violation of Rule of Profit Maximization : As a businessman
moves away from the simple rule of profit maximization that
guides his actions into the social and political realm, he has
to guide himself to know what social responsibilities he should
assume in the public interest. The businessmen should not
try to determine what the public interest is because "the
economic system is not a playground on which businessmen
may exercise their peculiar preferences."

(b) Less Efficient Use of Resources: The doctrine of social
responsibility implies acceptance of socialist view that political
mechanisms rather than market mechanisms are the
appropriate ways to allocate scarce resources to alternative
uses. As this process evolves, there will be an erosion of the
drive to use resources efficiently and a loss of the greater
productivity of the present economic mechanism.

(c) Burden on Consumers: If the market price of a product does
not truly reflect the relative costs of producing it, but includes
costs for social actions, the allocative mechanism of the
market place will be distorted. The customer will have to pay
a higher price than necessary to call the goods into the market
because the business is spending funds on social
responsibilities.

(d) Lack of Social Skills: Businessmen do not necessarily have
social skills. Because of this they may not able to solve social
problems even though they spend a large amount for this
purpose.

(e) Lack of Self-Interest: There is no substitute for the power of
self interest to get people to act. Assumption of social
responsibilities will hinder the achievements of self interests
of businessmen. Any replacement of the altruism for self-
interest will, therefore, be fatal to the efficiency of the business
system.
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5.2.  Criteria for Determining the Social Responsibilities of
Business:

The problem now arises what business can and should do? This
requires laying down certain guidelines for the business to follow.
In the light of today's economic realities, the intensity of social
problems, society's expectations and goals, the following may be
suggested as broad guidelines to be observed by business in
discharging its obligation by way of social responsibility.
(i) It needs to be remembered that business is predominantly an

economic institution with a strong profit motive. As such,
business should not be required to meet non-economic
objectives of society in a big way without financial incentives.

(ii) Business should be expected to take the long-term view and
perform socially responsible actions that might primarily
reduce profits in the short-run but are in the ultimate interests
of the company in the long-run. Helping meet the problems of
unemployment, environmental pollution, civil disorders, etc.,
are some of the obligations which are in the long term interest
of business.

(iii) Each business firm must think carefully before accepting what
it thinks its social responsibilities are. The company should
not underestimate the magnitude of the tasks involved in
dealing with major social problems.

(iv) An individual business has social responsibilities
commensurate with its social powers. For instance, Company,
A is the major employer in a town, and Company B is an
employer of only 10% of the working people in the town. Other
things being equal, Company A should give more attention to
its social responsibilities than should Company B.

(v) As a firm grows larger, it has an actual and potential influence
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on more and more people, society takes greater interest in
what it dose and the firm, in turn, thinks more carefully about
its responsibilities. Social responsibilities differ according to
the type of the company. The social responsibility of a public
utility undertaking is much different from the social
responsibility of a company engaged in the manufacture of
dry cell batteries.

(vi) No one should expect a business voluntarily to jeopardize its
ability to attract share holders investment. If a corporation
diverts substantial sum of money to social purposes, it will
significantly reduce its average return on capital which in
turn will bring reduced growth rates, a lower market
evaluation of its securities, or both. This sort of thing cannot,
of course, continue in the long run. A company guilty of serious
air and water pollution may be forced to clean up its waste
even though the impact may have great profit consequences.
On the other hand, a company which has profit levels well
above the industry average may find leverage in assuming
social responsibilities of greater magnitude than a company
much below the industry average.

(vii) Business should be obliged to internalize most of its external
costs. In the past, business enterprises were excused from
bearing such costs of production as air and water pollution,
scarring hillsides in search of coal and defacing natural
beauty. Society then held the economic output of business to
be of higher priority.

5.2.1. Reasons for Accepting Social Responsibilities:
The businessmen of today are concerned about social

responsibilities because of following factors:
(i) Compelling Forces: Businessmen have been forced to consider

their social obligations because of ever increasing fear of public
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interference, through the Government. For instance, in India
many Acts like Factories Act, Industrial Disputes Act,
Companies Act. Industrial (Development and Regulation) Act
etc. have been enacted to control the functioning of the
business undertakings. These Acts empower the Government
to intervene whenever the situation warrants. Growing trade
union movement, also compelled the managements of business
enterprises to assume social responsibilities.

(ii) Pursuasive Forces: Enlightened and influential business
magnets have always appealed to the business community to
realize its social obligations. As Mr. J.M.. Parsons, an industrialist
and a former president of the Associated Chambers of Commerce
and Industry said, "It is our duty to ensure good working conditions
and a good standard of living for out workers, to supply our
customers with goods of acceptable quality at reasonable prices and
to fulfill our obligations to the State by the punctual payment of taxes,
observance of rules of public regulation and co-operation in the larger
purposes of society".

(iii) Favourable Conditions: As a result of separation of ownership
and control, in case of large business the managerial function
has been vested in the professional managers. The professional
managers are well educated and well acquainted with the
expectations of the society. They think in terms of long-range
welfare and interests of the enterprise which can be achieved
if they are able to satisfy the customers, shareholders, workers,
society and the government. They examine their decisions
and actions in the context of social obligations.

5.3 Areas of Social Responsibilities:
Social responsibilities of management can be studied under

two headings: (i) Internal Social Responsibilities, and (ii) External
Social Responsibilities.
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(i)  Internal Social Responsibilities:
Internal social responsibilities are concerned with assuring

due process, justice, equity and morality in employee selection,
training, promotion, and hiring or they may relate to such things as
increasing employee productivity, or improving employee physical
environment. It includes the following:
(a) Shareholders or Owners: Though there is a separation of

ownership and management functions in case of joint stock
companies, shareholders are entitled to appoint directors and
seek regular, accurate and full financial information about
the company. They expect a high rate of dividend on the money
invested by them and also the maximization of the value of
their investment in the company. It is the duty of management
to see that the company is stable and enterprising so that it
may provide those who commit their capital to it with such a
fair and adequate reward for the risk taken as will permit the
company to attract the necessary supply of capital from the
market. Management has also to keep the owners of the
business well informed about the progress and the financial
position of the business.

(b) Workers: It is the basic responsibility of the business to
produce wealth. It is also its responsibility to provide
opportunities for meaningful work. In doing so managers are
not to be considered as being in a different class from the
workers. A manager is a worker and all who work in a company
should give their best services and share in the resulting
benefit. It is the responsibility of the management to win the
co-operation of the workers by creating the conditions in which
workers are enabled to put forward their best efforts in the
common task as free men. This means recognition of the
workers right to fair wages, to participate in decisions affecting
their working life, to membership of a trade union, to collective
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bargaining and to strike. The worker should be helped by
education and other means to throw away his ignorance.
Management should give workers opportunity to develop their
capabilities through training, education and the enjoyment of
freedom to the greatest possible extent.

(ii)  External Social Responsibilities
External social responsibilities refer to such actions as

stimulating minority entrepreneurship, improving the balance of
.payments, or training and hiring hardcore unemployed.
(a) Consumers: Consumer's satisfaction is the ultimate aim of

all economic activities. This involves more than the offer of
products at the lowest possible price. Adulteration of goods,
poor quality, failure to give fair measure, lack of services and
courtesy to the customer, misleading or dishonest advertising,
are all examples of a violation by business enterprise of its
obligations towards the consumers of its products.

(b)  Suppliers: Management should deal with the suppliers
judiciously. It should try for fair terms and conditions regarding
prices, quality, and delivery of goods and payment of prices.
Their dealings with the suppliers should be based on integrity
and courtesy in the absence of which the suppliers will not
supply them the goods on credit. In short, management must
create healthy relations with the suppliers.

(c) Society: Peter Drucker pointed out that the business should
be so managed as to make the public good the private good of
the enterprise. Management must be guided by the socio-
economic objectives of the society. It should not indulge into
any practices which are not fair from social point of view.
Society expects that the management uses the factors of
production effectively and efficiently for the satisfaction of
needs of the society. If the management fulfils these
expectations, its goodwill and reputation will increase. Good
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management can also contribute to the advancement of local
amenities where the enterprise functions. It can develop the
surrounding area for the well-being of workers and other
people. Management has certainly got great responsibility to
keep healthy environment/conditions where the production
is being carried on. It should take preventive measures against
water and air pollution and should contribute to the community
development activities. If the management fails to discharge
its responsibility, the Government will interfere to prevent
the enterprise from spoiling the condition of living by virtue of
the powers given to it under various statutes.

(d) Government: Every business enterprise is governed by various
laws in regard to various matters concerning the management
of business. It is the duty of the management of every enterprise
to manage its affairs according to the laws affecting it.
Management's policies should be laid down taking into
consideration the provisions of various legislation and the
guidelines issued by the Government. Management should
follow fair trade practices. It should pay taxes or any other
Government dues honestly, fully and promptly. It should not
encourage corruption, black marketing and other social evils.
It should continuously work to contribute to the socio-economic
goals of the nation. It should conserve national resources.

5.4 Social Responsibilities in India:
Since 1947, Government, educationists, political parties,

labour unions and various other groups in our society have brought
about tremendous changes in the minds of the people about aims
and values of life. In our present society, people are anxious to have
equality of opportunities for their growth and development within
the framework of their working spheres and political institutions.

The Government is eager to see that the rate of our national
income is increased so that people have better living standard. Unless
Indian business makes full use of modern technology and science,
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and encourages the development of innovational personnel within,
there will be no impetus for economic growth. Our Entrepreneurs
must develop values and aims conducive to the increase in the rate
of economic growth. When these characteristics do not appear in
their personalities, they are taken as moving behind time. It is obvious
that one social responsibility of our business entrepreneurs is to help the
country in raising its national income.

Increasing the rate of new jobs to absorb persons is another social
responsibility. The development plans which the country has
undertaken since independence should normally create new jobs
for engineers, technologists, scientists and other personnel.
Technical and engineering institutions are training such young men.
The absorptive capacity of business, however, has not increased in
proportion to the supply of trained personnel. Already, there is
considerable unrest among thousands of trained young men who
are still unemployed.

While no country can possibly solve its unemployment problem
by relying on business sector only, Indian entrepreneur must
understand the implication of the expensive higher education since
society looks to them for the absorption of a large segment of
educated people. It is not enough that only the present employees
should get the benefits from the productivity of enterprise; equally
important is to provide additional jobs for new personnel every year.
A large amount of nation's capital is being spent for developing human
resources in schools, college and universities. Whether or not the
policymakers of education are giving a rational and correct approach
to our educational development, the pressure from society for
immediate employment of educated young men is exerted towards
business because in planning manpower development, the planners
depend heavily on the possible expansions of industrial enterprises.
The creation of new jobs is not a problem but a challenge which
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business must accept. The immediate entrepreneurial group will have to
think of capital investment and industries in the light of human resources
which they can utilize on increasing rate, without affecting business
purpose.

Business cannot perform its social responsibility without developing
an organizational culture of its own which will aim at giving a unity of
character in thinking and action among all its members and which adapts
itself to the changes made necessary by other cultures.

Today it is the entrepreneurial culture with its distinct aims
about ownership, exercise of authority, control and sharing of gains
which dominates business. Authority, control and gains are desired
by all employees. The contract with entrepreneurial culture naturally
brings these desires in these employees, more so when they are
competent in their functional areas.

Organization culture in business must have a unity of purpose.
Unity of purpose should also have the recognition of society. It is not
merely the problem of human relations but of integration of aims
and beliefs of every member in business with business purpose.
This integration will lead to the formation of organizational culture
strong enough to influence other communities and to be influenced
by them. Such a culture will make it possible for all members to
respond to all human situations in society, to foster spirit of service
in its member towards communities, to develop habit of thinking
from the point of view of society, to offer a fellowship to members in
which their life assume new meaning and direction, and to appreciate
desires and aspirations of men who have the abilities.

Developing an organizational culture in business is the responsibility
of the entrepreneurs. If entrepreneurs do not become alert in
understanding the implications of social changes in business in time
and continue to remain indifferent to designing and developing
organizational culture acceptable to society, to think of "other ways"
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in exercising control and making an enterprise socially responsible.
What these "other ways" will be and whether they will be better and
more rational both for business and social purpose, no one can hazard
to make a prophecy at this stage.

Fortunately, the enterprises in the public sector have become
acutely aware of the urgent need of an organization culture. The
delay in developing organization culture so far has not been due to
any lack of faith or obduracy of the top management. It is rather
because the public sector in its present form is a recent development
in India. The task is most exciting and exacting, and yet most urgent.
Since the top management in the private sector has not given its
best efforts to this task, it should do well to emulate the public
sector for organization culture. This will be also an example of its
social responsibility.

5.5 Business Ethics:
Business Ethics is the study of morality in business and is concerned

with the conduct and wisdom related to business decisions. Increasing
number of business scams, unethical use of mass media appeals,
destruction of earth environment, etc has led to a new approach
that ethics and values needs to be the characteristic of managerial
persons so that future management leaders are fully aware of the
consequences of their decisions and can restraint themselves.

Although our classical books and scholars like Chanakya has
written a lot on ethics for practice and the society and  businessman
has been adopting it since time immemorial but in the  modern
days, business ethics was introduced as a subject in management
around 1976 at premium business schools of USA like Harvard and
Wharton. Ethical education is designed to produce balanced,
pleasant, flexible and effective managers with the powers of insight
and the courage to create and use ethically desirable means to
sustain organizations in an age of competition and liberalization.



168

Many organizations are quite well known for starting code of ethics
for their executives and staff and specific names to be counted can
be Punjab National Bank, Alacrity Foundation etc.

5.5.1 Definition of Business Ethics:
Business ethics are the desired norms of behavior exclusively

dealing with commercial transactions. Moral values are deep-rooted
ideas and feelings that manifest themselves as behavior or conduct.
Hence it is the conversion of values into rules of behaviors that can be
described as ethics.

According to B. Ratan Tata, "Ethics means conducting
business in a manner which is fair and just to employees, suppliers
and shareholders, having a concern for the community in which
one is operating. It would involve putting combined interests above
personal gain or exploitation."

According to Andrew Crane, "Business ethics is the study of
business situations, activities, and decisions where issues of right
and wrong are addressed."

According to Raymond C. Bbaumhart, "The ethics of business
is the ethics of responsibility. The business man must promise that
he will not harm knowingly."

On the basis of above definitions, main characteristics of
the business ethics can be discussed as follow:
i. Code of Conduct: Business ethics is a code of conduct. It tells

what to do and what not to do for the welfare of the society.
All businessmen must follow this code of conduct.

ii. Based on Moral and Social Values: Business ethics is based
on moral and social values. It contains moral and social
principles (rules) for doing business. This includes self-control,
consumer protection and welfare, service to society, fair
treatment to social groups, not to exploit others, etc.

iii. Gives Protection to Social Groups: Business ethics give



169

protection to different social groups such as consumers,
employees, small businessmen, government, shareholders,
creditors, etc.

iv. Provides Basic Framework: Business ethics provide a basic
framework for doing business. It gives the social, cultural,
economic, legal and other limits of business. Business must
be conducted within these limits.

v. Voluntary: Business ethics must be voluntary. The
businessmen must accept business ethics on their own.
Business ethics must be like self-discipline. It must not be
enforced by law.

vi. Requires Education and Guidance: Businessmen must be
given proper education and guidance before introducing
business ethics. The businessmen must be motivated to use
business ethics. They must be informed about the advantages
of using business ethics. Trade Associations and Chambers of
Commerce must also play an active role in this matter.

vii. Relative Term: Business ethics is a relative term. That is, it
changes from one business to another. It also changes from
one country to another. What is considered as good in one
country may be taboo in another country.

viii. New Concept: Business ethics is a new concept. It is strictly
followed only in developed countries. It is not followed properly
in poor and developing countries.

5.5.2 Theories of Ethics:
Following are some of the theories which have been discussed

here so as to understand the conceptual base of business ethics:

i. Non-Cognitive Theory:
According to this theory, ethics are subjective in nature and

are based on the attitudes. It believes that there is no truth or false
and nothing is either good or bad in behavior but our thinking makes
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it so. Attitudes towards religions, race, and subgroups are all result
of moral relativism. As a result of which one State Government
prohibits the use of alcohol while other does not find anything wrong
with it. In certain countries bribe is still acceptable as a norm because
public servant is low paid and it may be considered as extra motivation
to allow him to take initiative beyond his duty. While in other society
such a corruption is dealt with severe punishment. In other society
where the dealing public servants are paid good salary as a norm
itself the problem may not even exist. Only the circumstances make
a situation good or bad. In other words certain cultures have
discovered a practice as morally right while other culture found it
wrong.

ii. Religious Morality:
This theory is based on the concept that if God exist who,

better than God can decide what is wrong or right. Under Divine
Command Theory, God will reward the righteous with a joy of heaven
and those with wickedness to hell. All religions have prescribed to
its followers certain ethics and codes which binds people together
since belonging to a community required following of certain
obligations. Compassion, honesty, fairness and justice, giving of
surplus, equanimity, truthfulness etc. are mostly found in all religions
and has allowed us to survive to the present day.

iii. Consequentialism Theory on Ethics:
This theory is dependent on the measurement of consequences

as to what is good in that and what is bad in that and allows us to
decide on the weightage while non consequentialism is principle
centered approach which clearly specifies, what is good or bad or
what is beneficial or harmful based on that something is just right
or wrong.

Consequentialism provides us answers which are more pragmatic.
Adherence to principle is the basis of non-consequentialist under
which only one response gets elicited while other person responds
with situation and this can produce the best result possibly.
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iv. Utilitarianism:
Utility means capacity in action to have good results i.e. usefulness.

Accordingly actions are not good or bad in themselves but only in
what they are good or bad for utility means happiness and an action
would be right if it leads to maximization of happiness or minimization
of unhappiness and one can take a decision based on this principle.
It has to be the sum totals of human happiness which needs to be
maximized and not simply our own individual happiness.

However this principle can be modified further that
unhappiness or suffering is felt more than happiness and needs to
be given extra weightage. The decision on various long projects like
dams etc. can be evaluated based on the above concepts as nothing
in such situation can be said right or wrong.

v.  Kantiasm: The ethics of duty

It is based on the concept that all of us have certain duties to
perform in our roles like a mother has a duty to a child and does not
see what benefit she will gain in bringing up the child. We should
perform our actions without motive and a sense of duty. A personnel
officer has a duty to maintain confidentiality of employee's personal
history.

5.5.3. Importance of Business Ethics:
A business has to deal with a number of issues outside the

traditional scope of making money, of which ethics is most certainly
one. A business affects the society in more than one way. Business
ethics are important for the business while dealing with every
stakeholder, may be shareholders, employees or community at large.
It is important for the business to adopt a ethics-specific approach of
doing business so as to brighten its long term potential. Following
points will further bring out the importance of business ethics:

i. Ethics helps the market do its best
Adam Smith, in his book wealth of Nations, has remarked
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that "Our system of capitalism does not work well unless it has
moral cooperation of its participants. Every time we bribe or use
corrupt practices we lower down the efficiency of market to generate
true wealth as decisions in such cases are not based on price and
quality but on other consideration."  Wall Street magazine quoted
Japan's secret weapon of success as courtesy. Even a low paid
employee can harm a billion dollar organizations for being rude to
customers.

Companies like Procter & Gamble uses more than 800 toll
free telephone booths merely to allow the customers to give
complaints freely. Honesty of Taxi Drivers and others involved in
Hospitality services of Singapore is considered a major factor in
promotion of tourism of that country and they are specially trained
on ethics values and etiquettes.

ii.  Law cannot alone protect society but Ethics can
No regulation can go to a deep extent whereas ethics can.

Technology races ahead much faster than any Government can
regulate. People in Industry only know better the danger of any
technology than Government. Law only speaks of a minimum. Of
course the Government in most of the countries are getting awakened
at a faster rate with stringent punishment for violation of norms or
adoption of non desired behaviors by business and organizations but
the issue can only be handled fully by ethics and morality.

iii.  Ethics is good in itself
By following ethics  one gets courage, satisfaction, peace and

this leads to overall growth and harmony in society. Gandhi ji had
said that if you treat your employee merely an object as a means to
make profit you are basically demeaning the humanity. Moreover,
fairness has to be consistent otherwise it provides a good example of
ethical behavior.

India's major multinational company, Tata's- credibility has
been rated very high the world over because it has supported their
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employees fairly  with measures like education housing and medical
and other welfare facilities much before the law was created in
India. On the other hand there are well known example of Indian
Business Organizations also  who failed due to not following the
ethics or the owner has to face humiliation and close his business.

iv.  Ethics and Profit:
It is a well established fact that most companies which showed

the highest concern for ethics tended to show highest growth and
profits.

In India also the Alacrity Foundation, a Chennai based housing
development company, is an excellent example of ethics. It adopted
honesty and fair practices as its values and discouraged its employee
to pay any bribe while dealing with any Government  official. While
for a few months its projects got delayed and it had to pay even
extra interest to its customers but it earned a strong goodwill which
helped later on for more business and reputation as provider of good
housing units.

Johnson & Johnson which followed ethics in its practices
and is well known for the loss it had to incur in lifting back its stock
of certain capsules of Tylenol which got laced with poison in transit.
J&J has grown at a much faster rate in the last 35 years with a
high stock market appreciation.

v. Ethical Responsible Organization and Stakeholders:
It is concerned with stakeholders and not merely stockholders.

In business it cares for all stakeholders like employees, suppliers,
and people who live in surroundings, consumers, future citizen's
etc. It undertakes its responsibility to society and stakeholders as a
social contract for the benefit it draws from society.

It has a management structure to facilitate ethical
functioning. In the well known Bhopal Gas Tragedy of Union Carbide
it came clear that no one was a direct culprit but functioning and
accountability was found lacking
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vi. Codes and Culture:
Ethics comes by values, which are not a one-day outcome but

shaped by the long traditions followed in an organization and the
examples set by its top leaders. The key leader's role is very important
in the beginning. When Mr. Deepak Parekh, CMD HDFC, was awarded
the Businessman of Year Award he has stated ethics as -"Do not do anything
in your dealing, which, if becomes public you have to feel ashamed".

vii. Economy and Environment:
Ethical organization encourages a harmony with environment.

Protecting the environment is one way of discharging the social
responsibility of the business.

viii.  Competition and Ethics:
Companies known for their ethics adopted their high values

not when they had become big and prosperous but when they were
small outfits. And it is precisely these values that gave them backing
of the public, which enabled them to grow to their present giant
size. Delta Airlines started its ethical code when it just had 12
planes with 2.5 million and today it has crossed the turnover of
more than 2.5 billion.

TATA started value based organization way back in 1904 in a
small way and it emerged as one of best organization. TISCO had no
strike in the last 58 years. Johnson & Johnson started practicing
values when it was very small and imbibed these values with its
growth.

ix. Values help a better decision making in the organization:
If the organization has defined its code of conduct and values

to be followed it becomes easy for managers and employees to decide.

5.5.4. Operational Area and Ethical Issues:
For having a clear understanding, various ethical issue related

to different operational areas of the management are:
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i. Ethics related to Marketing Function:
Some ethical issues involved in marketing are listed below:
● Deceptive Advertisement
● Price Fixing

 ● Withholding Test Data
● Falsifying Marketing Research Behavior
● Marketing Strategies
● Making the other competitor lose. Pepsi vs. Coca Cola.
● Warfare Terms - Attaching Competitors
● Impulsive and Pyramid Marketing (influencing innocent

buyers  as one gets a commission)
 ● Selling Out-dated Products.'
 ● Pricing - Higher Prices
 ● Cartel Marketing
 ● Taking over Small Firms and Fixing Higher Prices.
 ● Doubtful Reliability
● Poor customer service and lack of responsiveness after

sale

ii. Ethics related to Purchasing Function: Ethical issues
involved in purchasing may relate to the following :

● Gifts and Commissions - For eg.: Diwali gifts. There is
nothing as free gift.

● Kick Back.
● Free Holidays and inducing the buyer.
● Deceptive Orders - Promising too large an order which

may not exist.
● Calling quotation without intention of buying.
● Favouratism - Giving chance to only known persons or

disclosing important information to a selected few.
● Information Disclosure - Passing the secret of one

competitive to other.
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iii. Ethics related to Operation Management: Some ethical issues
related to it are :

● Employees Theft
● Fiddling with Expenses Account
● Misuse of Company Assets
● Environmental Pollution and effluents
● Delayed Payments.
● Poor Quality and Service - like hospitals
● Political Donations
● Giving Excessive Gifts

iv. Ethics related to Personnel Function: A few areas where
ethics can be an issue in Human Resource Management may be:

● Recruitment of favourable persons.
● Wrong Advertisement, No full information.
● Sex Discrimination in selection / promotions.
● Not maintaining confidentiality.
● Tie up with recruitment agencies.
● Discrimination in Compensation Fixation.
● Wrong Method used in Separation - using union leaders

to intimidate employees in opting for V.R.S.
● Wrong Incentive Calculations.

v. Ethics related to Finance and Accounting Function:
 ● Seeking rewards not from productivity but from

 speculative forcasting.
● Focus of management not on governance for a long term

trust building but on the naked greed of high profits.
● Lack of transparency in transactions.
● Systems can be such that rewards for risk taking goes

to one set of persons whereas cost are likely to be borne
by many others or  public.

● Looking for astronomically high rewards.
● Weak internal controls for several reasons.
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5.5.5. Tool for Promoting Ethical Corporate Behaviour
The practice of good ethics in various operational areas of

business does not happen on its own. In companies where
organization culture is strong, in terms of the top management's
commitment to good business practices, open communication, share
values, beliefs and norms for the good of all, ethics, obviously, take
center stage, influencing the organizational behavior.

A strong culture provides a basis for the productive ethos of
an organization. Excellent companies rich in legends, anecdotes, a
sense of pride, excitement and achievement orientation and a unique
corporate folklore provide the basis for a strong culture. Such a
culture spearheads the company's commitment in respect to quality,
reliability, customer service, employee welfare, etc. The concern for
the values that the company holds dear is diffused throughout the
organization.

Top managers have to serve as exemplary role models for the
young as the latter draw meanings easily from the behavior of their
bosses. The `superiors', through pronouncements, decisions,
interpretations and communication, should demonstrate their
disposition towards ethical business practices. Their role is crucial
in developing and institutionalizing creation of symbols, ideologies,
language, beliefs, rituals and myths.

Following are some of the steps which can be taken by the
top management to build a strong ethical culture in the organization
i. Establishing a Code of Ethics: In most Indian companies,

ethics is seldom formally addressed as an important
management agenda. It is dealt with on a case-to-case basis
as and when problems arise. While instincts alone may have
sufficed in the past to address ethical issues, in today's complex
and demanding global business environment, a well-defined
code of ethics, as described above, acts as a behavioural
compass for employees, helping them to make decisions within
the business, legal and ethical boundaries.
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ii. Communicating the Code: While drawing up the code of ethics
is a significant task in itself, it just marks the beginning of
the journey to build an ethical culture. The organization must
have processes to effectively communicate, implement, and
update its code of ethics. At a minimum, this includes the
following steps:
- Making sure that every employee has a copy of the code

of ethics or access to the same.
- Ensuring there is no ambiguity in understanding the

code of ethics. The document should have adequate
number of diverse examples about the code's deployment
and utility.

- Conducting training programs to allow employees to
review the code's provisions, to understand how the
provisions apply to the individual's specific job
responsibilities, to inform the specific behaviours and
decision making processes the organization would like
the employee to use when confronting ethical
challenges, etc. Ultimately, training efforts must result
in employees feeling an increased level of confidence
and comfort when actually having to make ethical
business decisions.

- Communicating the policy repeatedly: Starting all
meetings by highlighting the code of ethics is a good
way to bring ethics to the centre stage of the
organization's working.

- Creating a habit of routinely talking about ethics at all
levels: If an employee or a team in the company chooses
to do something right even though it is difficult to do so,
capturing such instances and using them as living
examples to illustrate desired behaviour goes a long
way in reinforcing what is an ethically acceptable
behavior in the organization. Using organizational
newsletters to communicate such instances and stories
of ethical conduct to everyone in the company is another
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powerful tool to reinforce ethical behaviour in the
organization.

iii. Going Public with the Ethics Statements: Going public with
the company's code of ethics would demonstrate to employees
the commitment of the organization towards its stated values
and ethical standards. It would enable customers, vendors,
and other stakeholders to know what to expect when
interacting with the company's employees, making it easier
for the company's employees to follow the codes. Moreover,
circulating these codes helps to build trust and loyalty among
various external stakeholders such as suppliers, customers,
partners, governmental agencies, etc., and differentiates the
company from its competitors.

iv.  Establishing Robust Processes for Handling Ethical Issues:
Establishing and making widely known processes which the
employee can use for bringing up matters of ethics for
resolution are an essential part of ethics implementation. This
includes taking swift and fair action on reported violations,
after due investigation of the allegation. The processes should
be transparent and encourage an on-going dialogue to enable
individual employees to understand the ethics policy better
and help them to take ownership of the same. Mature
management processes that allow employees to challenge the
policies in a positive spirit to ensure their continued relevance
through periodic review and reevaluation are essential. At
the same time, there should be processes to track and come
down hard on cynics.

v. Providing Support Structures: Mechanisms for reporting
violations such as ethics hotlines and mailboxes must be
instituted. The reporting mechanism must be secure,
confidential, and available to all employees. Someone senior
with high credibility should handle this hotline, with direct
reporting to the Chief Executive Officer,  (CEO); alternatively,
it could be the CEO's office itself.
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vi. Reviewing the Codes: It is essential to review the ethics codes
at regular intervals to meet the changing needs of the
organization, marketplace, and regulations.

5.6 Business and Environment Protection
Business as the vital organ of the society must protect

environment from pollution. After independence, Indian cities have
expanded greatly due to the growing population.

5.6.1 Environment Pollution caused by Business and Industry
Unhealthy business practices cause harm to climate, natural

resources, wildlife, flora and fauna, etc of a country. The application
of modern technology on one hand has led to better quality products
and mass production, but on the other hand it has caused irreparable
damage to environment.
Business units are responsible for four kinds of pollution namely

i. Air
ii. Water
iii. Land
iv. Noise

Law enacted by Government for preservation of Environmental
pollution

i. The Water (Preventation and Control of Pollutions)
Act,1974

ii. The Environment (Protection) Act 1986
iii. The Hazardous Waste Act, 1989
iv. The Air (Prevention and Control of Pollution) Act, 1974
v. The Wildlife Protection Act, 1972

5.6.2 Need of Pollution Control
Protection of environment is essential to sustain life on earth.

If environment degradation continues at the present rate, the day
is not far when it will be difficult for living organism to survive on
this planet. Increasing pressure from government and non-
governmental organizations forces business to adopt environmental
friendly methods of production. Some important reasons for pollution
control are as follows:
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i. Better Quality of Life -  Increasing levels of pollution , increase
the possibility of diseases like cancer, asthma, cardio vascular
complications etc. Pollution control cannot only check these
diseases but can also improve the quality of life.

ii. Improved Public Image- Business can no longer remain
indifferent towards public demand for anti pollution
measures.A firm that promote the cause for environment will
be able to enjoy good reputation in eyes of public and will be
perceived as socially responsible enterprises.

iii. Cost Reduction- Modern technology helps in optimum
utilization of resources by reducing wastage, increasing
productivity and reducing cost of waste disposal. Use of such
technology helps business saving cost spent on raw material,
environment in preservation of scarce and society in improving
quality of life.

iv. Reduced Risk of Liability- It is possible that government may
impose some fine on enterprise which release toxic gases,
liquid and solid waste during manufacturing activities. By
adopting sound business policy to install pollution control
devices in its premises, business can reduce the risk of such
liabilities.

5.6.3. Role of Business in Environment Protection
It is social responsibility of business to take steps to not only

check all sorts of Pollution, but also protect environment resources.
As Business enterprises command huge physical, financial and
human resources and to play an active role in shaping the lifestyle
and culture in a society, they must take initiative to provide solutions
to environmental problems and encourage general public to help
them in executing these solutions. Some of the steps which can be
taken by business for environmental protection are stated as below:

i. Use of eco friendly, clean and low waste technology by
the Industrial Organizations.
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ii. Modification in technology and methods of production
in case the emission has higher than permitted level of
pollutants.

iii. Commitment by top management of the enterprise, to
create and maintain work culture that protects
environment and prevents pollution.

iv. Treatment of all emissions before release and ensuring
that pollutants are within permissible limits.

v. Compliance to all rules and regulations enacted for
prevention of pollution.

vi. Planting of Trees, cleaning of water bodies and area of
adjoining the premises are some of the measures taken
by business.

vii. Installation of pollution resistant machinery
viii. Fulfilling requirements for products to bear ECOMARK

label
ix. Recycling and reusing industrial waste e.g. use of

combustible waste in industrial boilers.

CHAPTER AT A GLANCE:
Social Responsibilities of Business: The existence of business
organisation is dependent upon society as a whole. The business is
earning profits by processing the resources of society through labour
force (which is a part of society) for producing products for the
ultimate consumers (also a part of society). So, it is the duty of
business to do something in return for different segments of the
society, termed as social responsibility.
Business Ethics: Business Ethics is the study of morality in business
and is concerned with the conduct and wisdom related to business
decisions. Business ethics is the study of Business situations,
activities, and decisions where issues of right and wrong are
addressed.
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Exercise for Practice

I. Objective Type Questions:

(A) State whether the following statements are True or False.

1. Business ethics is not related with study of business
situations.

2. Shareholders and owners are part of external social
responsibility.

3. Wealth of Nations book is written by Adam smith.

4. Consumers, society and workers are part of internal
social responsibility.

5. Business units are responsible for air, water, land and
noise pollution.

[Answer keys: 1. False 2. False 3. True 4. False 5.

True ]

(B) Fill in the blanks with appropriate words.

i) Internal social responsibility of the business is mainly
towards .................................

ii) External social responsibility of the business is mainly
towards.................................

iii) Business Ethics means ................................

iv) According to Non- cognitive theory, ethics are
.......................(subjective /objectives) in nature.

v) Kantiasm theory of business ethics is based
on ..........................
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(C) Multiple Choice Questions (Tick the right questions):

1. Ethics of duty is

i) Utilitarianism iii) Consequentialism

ii) Kantiasm

2. Under which theory ethics are subjective in nature

i) Non-cognitive theory iii) Religious morality

ii) Kantiasm  iv) Utilitarianism

3. Ethics relating to purchasing function is

i) Kick back iii) Cartel marketing

ii) Warfare terms iv) Price fixing

4. Deceptive advertisement is related with

i) Purchase function iii) Operation Management

ii) Personnel Functio iv) Marketing Function

5. TATA started value based organization in

i) 1901 iii)1904

ii) 1907 iv) 1905

   Ans  1. ii),  2. i), 3. i), 4. iv)  and 5. iii)

(D) Very Short Answer Type Questions.

1.  Write one argument in support of social responsibility.

2. Write one argument against social responsibility.

3.  What is the meaning of Kantiasm?

4. Ethics related to operation management.

5. What do you mean by utilitarianism?

6. Name the four kinds of pollution that the business units
    are reponsible for.

7.  State one law enacted by government for preservation of
     Environmental Polluation.
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(2) Short Answer Questions:

1. What do you mean by Social Responsibility of Business?

2. Give one reson for accepting Social Responsibility.

3.  What do you mean by Internal Social Responsibility ?

4.  Write one Social Responsibility of Business Entrepreneurs
     in India .

5. Discuss the meaning of Business ethics.

6. Discuss the main characteristics of Business ethics.

7. What are the main theories of Business ethics?

8. Write down the importance of Business ethics.

9. Business ethics is a relative term. How?

10. Give one step taken by business to protect Environment ?

3) Long Answer Questions:

1. What do you mean by Social Responsibility of Business?
Discuss the responsibility of business towards various
stake holders of the business.

2. Define 'Business ethics.' How these can be promoted
among the stakeholders of the concerns.

3. 'In today's business environment, ethical conduct of
business is a necessity rather than luxury.' Do you agree
with the statement? Explain your viewpoint.

4. What do you mean by the term 'Business ethics.'?
Discuss the various theories of business ethics.

5. 'Ethical business and profits can go together.' Discuss
the statement.

6. Briefly explain the Environment Pollution cost by
Business and Industry. Give the resons for Pollution
Conrol.

7. What are the four kinds of Pollution Created by the
Business Units? What are the steps that can be taken
by business unit to protect Environment.
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Highlights:

After studying this chapter, the students will be able to

understand:

✦ Introduction of  Entrepreneurship

✦ Meaning of Entrepreneur,

✦ Entrepreneur and Entrepreneurship

✦ Entrepreneurship as an Innovation

✦ Functions of Entrepreneur

✦ Need and Importance of Entrepreneurship

✦ Characteristics of  Entrepreneur

✦ Entrepreneurship as a Career

✦ Entrepreneurs: Made or Born

✦ Learning lessons of motivation to be Entrepreneur from

the life of Late Dhirajlal Hirachand Ambani

6.0 Introduction
The concept of entrepreneurship was first established in the 1700s,

and the meaning has evolved ever since. Many simply equate it with
starting one's own business. Most economists believe it is more than
that.

Most economists today agree that entrepreneurship is a
necessary ingredient for stimulating economic growth and

Chapter

6 ENTREPRENEURSHIP
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employment opportunities in all societies. In the developing world,
successful small businesses are the primary engines of job creation,
income growth, and poverty reduction. Therefore, government support
for entrepreneurship is a crucial strategy for economic development.

As the Business and Industry Advisory Committee to the
Organization for Economic Cooperation and Development (OECD) said
in 2003, "Policies to foster entrepreneurship are essential to job
creation and economic growth." Government officials can provide
incentives that encourage entrepreneurs to risk attempting new
ventures. Among these are laws to enforce property rights and to
encourage a competitive market system.

The culture of a community also may influence how much
entrepreneurship there is within it. Different levels of
entrepreneurship may stem from cultural differences that make
entrepreneurship more or less rewarding personally. A community
that accords the highest status to those at the top of hierarchical
organizations or those with professional expertise may discourage
entrepreneurship. A culture or policy that accords high status to
the "self-made" individual is more likely to encourage
entrepreneurship.
6.1 Meaning of Enterpreneur

To some economists, the entrepreneur is one who is willing to bear
the risk of a new venture if there is a significant chance for profit. Others
emphasize the entrepreneur's role as an innovator who markets his
innovation. Still other economists say that entrepreneurs develop
new goods or processes that the market demands and are not
currently being supplied.

In the 20th century, economist Joseph Schumpeter (1883-1950)
focused on how the entrepreneur's drive for innovation and
improvement creates upheaval and change. Schumpeter viewed
entrepreneurship as a force of "creative destruction." The
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entrepreneur carries out "new combinations," thereby helping render
old industries obsolete. Established ways of doing business are
destroyed by the creation of new and better ways to do them.

Business expert Peter Drucker (1909-2005) took this idea
further, describing the entrepreneur as someone who actually
searches for change, responds to it, and exploits change as an
opportunity. A quick look at changes in communications-from
typewriters to personal computers to the Internet-illustrates these
ideas.

6.2. Requisites for being an Entrepreneur:
There is no one definitive profile. Successful entrepreneurs

come in various ages, income levels, gender, and race. They differ
in education and experience. But research indicates that most successful
entrepreneurs share certain personal attributes, including: creativity,
dedication, determination, flexibility, leadership, passion, self-confidence,
and "smarts."

Creativity is the spark that drives the development of new
products or services or ways to do business. It is the push for
innovation and improvement. It is continuous learning, questioning,
and thinking outside of prescribed formulas.

Dedication is what motivates the entrepreneur to work hard,
12 hours a day or more, even seven days a week, especially in the
beginning, to get the endeavor off the ground. Planning and ideas
must be joined by hard work to succeed. Dedication makes it happen.

Determination is the extremely strong desire to achieve
success. It includes persistence and the ability to bounce back after
rough times. It persuades the entrepreneur to make the 10th phone
call, after nine have yielded nothing. For the true entrepreneur,
money is not the motivation. Success is the motivator; money is the
reward.

Flexibility is the ability to move quickly in response to changing
market needs. It is being true to a dream while also being mindful



189

of market realities. A story is told about an entrepreneur who started
a fancy shop selling only French pastries. But customers wanted to
buy muffins as well. Rather than risking the loss of these customers,
the entrepreneur modified her vision to accommodate these needs.

Leadership is the ability to create rules and to set goals. It is
the capacity to follow through to see that rules are followed and
goals are accomplished.

Passion is what gets entrepreneurs started and keeps them
there. It gives entrepreneurs the ability to convince others to believe
in their vision. It can't substitute for planning, but it will help them
to stay focused and to get others to look at their plans.

Self-confidence comes from thorough planning, which reduces
uncertainty and the level of risk. It also comes from expertise. Self-
confidence gives the entrepreneur the ability to listen without being
easily swayed or intimidated.

"Smarts" consists of common sense joined with knowledge or
experience in a related business or endeavor. The former gives a
person good instincts, the latter, expertise. Many people have smarts
which they don't recognize. A person who successfully keeps a
household on a budget has organizational and financial skills.
Employment, education, and life experiences all contribute to smarts.

Every entrepreneur has these qualities in different degrees.
But what if a person lacks one or more? Many skills can be learned.
Or, someone can be hired who has strengths that the entrepreneur
lacks. The most important strategy is to be aware of strengths and
to build on them.

6.3 Essential Characteristics of an Entrepreneur
An entrepreneur is a businessperson who not only conceives

and organizes ventures but also frequently takes risks in doing so.
Not all independent business people are true entrepreneurs, and not all
entrepreneurs are created equal.



190

Different degrees or levels of entrepreneurial intensity and
drive depend upon how much independence one exhibits, the level
of leadership and innovation they demonstrate, how much
responsibility they shoulder, and how creative they become in
envisioning and executing their business plans.

Before going into details about the essential characterstics
for Enterpreneurs we must study the five levels of Enterpreneurial
Development.

6.3.1 The Five Levels of Entrepreneurial Development
Brad Sugars, a world-renowned business author and founder

of his own international franchise with nearly 1,000 offices worldwide,
identifies five different types or levels of entrepreneurial mindsets,
patterns of thinking, and belief systems.

They begin with the basic level of the employee and an
understanding that good employees often evolve into great
entrepreneurs. But to become an entrepreneur one has to first adopt
a perspective and seek out a role above and beyond that of an
employee.

o The employee sets goals mainly to impress others, to
avoid confronting fears - including the fear of personal
freedom and success - and to conform to a comfort zone
rather than pushing to learn more and gain new
experiences.

o Because of self-imposed limitations, employees prefer
to follow someone else's game plan, and they lack the
desire to become a self-motivated and self-reliant
entrepreneur.

o They focus primarily on personal security and their
emotional motivation derives from a fear of insecurity
and a desire to be within the comfort zone of a secure
situation.

Those who want a greater sense of responsibility and control
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over their lives and have the confidence to experiment with that
possibility often rise up from the ground level of employee status to
the first level of entrepreneurship. They do this by becoming self-
employed.

(i) Level One: The Self-Employed Mindset
The emotional driving force behind the self-employed person is not

security but a desire for greater control over his or her life, career, and
destiny. Relinquishing that control to a boss every day from nine to
five is not their idea of happiness, and they believe that they could
do their job just as well without an employer and perhaps without
the need for other employees. They want more autonomy. They want
to do things their own way. And they usually begin by creating a
situation where they do the same type of work they did while an
employee, but they figure out how to do it by themselves and for
themselves.

Unfortunately, many of the primary objectives of the person
setting off to become an entrepreneur with the self-employment
mindset are pitfalls or traps. Because they want to go it alone, they
often do so at their own peril. By not taking help from others they
not only cut themselves off from valuable talent, intelligence,
feedback, and experience that others could offer in the form of
assistance, but they also create a situation where they will never
experience freedom.

Many small business owners with a strong do-it-yourself
attitude only succeed at creating a new job for themselves, not a
new career or profitable company. And as a solo performer, their job
becomes all-consuming. They never get a day off, they always bring
work home with them, and they work overtime with no financial
compensation. Their motto is "Why have someone else do it when
you can do it better yourself?" and they often promote their business
by telling customers "When you deal with this outfit you only deal
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directly with me." Soon they get burned-out, and a great majority of
these self-employed people fail in a short amount of time and wind
up going back to work for someone else.

They make the mistake of not envisioning a business that will
run by itself without their constant supervision and handholding,
and they don't picture creating an enterprise that thrives on involving
others in a teamwork effort. One of the greatest blunders is that
these self-employed entrepreneurs try to replicate the same job
they had before, in the same area of experience, selling a product or
service they already know. While it may seem counterintuitive to
strike out in a different direction and into unfamiliar territory, that
trajectory puts one into a position of learning, being open-minded,
and relying upon others for help. Those ingredients contribute to a
recipe for entrepreneurial success because they force one to evaluate
the entire business system from a new and fresh perspective. And
they set the stage for working on the business without having to
actually be physically in the business on a day-to-day basis.

That premise of designing a business that works for its owner  rather
than the owner working for it all the time  is vital for becoming a real
entrepreneur versus becoming simply the most important employee of one's
own self employed venture. Those who understand that fact can rise to the
next level of entrepreneurship.

(ii). Level Two: The Managerial Perspective
Those with a managerial outlook are often in a great position

to succeed as entrepreneurs, expect for two big misconceptions that
lead to massive problems. Many managers believe that if a business
is not working, the solution lies in hiring more employees. They
throw extra bodies at the problem, but this only aggravates the
situation because it fails to address the underlying root cause of
the difficulty or lack of profitability. Another mistaken belief that is
common to this mindset is that the route to success is through
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growth, not profit growth but overall structural growth of the
enterprise itself. Once again, bigger is not necessarily better unless
and until the fundamentals are sound and efficient. Growing larger
to fix the problems of a small business only generates a much bigger
company with problems that are expanded, magnified, and much
more expensive to remedy. Many managerial entrepreneurs go into
bankruptcy  but they never figure out why.

A third misstep common to the managerial attitude is that
the entrepreneur wants to be the boss, even if that means sacrificing
the talent or potential of employees. To give orders and be in charge
requires no great skill or aptitude, but to be a leader - one who knows how
to inspire and train others to rise to greater heights - is a rare quality.
Managers who become leaders succeed because they accept the challenge
and responsibility of ensuring that others under their wings also succeed
and flourish.

By getting the most out of employees, managers themselves
are able to delegate aspects of their business to others and set
higher goals. Those who say they can't find good employees usually
mean they lack what it takes to attract or create good employees
and as a consequence they also lack what it takes to succeed as an
entrepreneur. But those who not only manage but also lead can rise to the
next level and become owner/leaders  i.e. one step closer to the real
definition of an entrepreneur.

(iii) Level Three: The Attitude of Owner/Leader
The entrepreneur who attains the level of an owner/leader

enjoys remarkable benefits by knowing how to step aside and let the
business and those employees working in it, operate as a profit center
not reliant upon the owner's constant hands-on participation. This
kind of entrepreneur has created an organization that is more self-
sufficient and self-sustaining, and by doing so has created more
wealth, personal freedom, and free time.
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Rather than being the only person who could get the job done
the best, this leader has passed that torch of responsibility and
expertise along to others who now enjoy for themselves a greater
level of career achievement. The owner/leader can therefore focus
not so much on sales and revenues, but on net profits. While the
business continues to run smoothly - and generate more
transactions, the owner/leader concentrates on fine tuning it for
increased profitability while letting others handle the day-to-day
operational details.

(iv) Level Four: The Entrepreneurial Investor
With a business that generates profits, the entrepreneur who

has succeeded this far can begin to accept another exciting challenge,
that of managing money so that it works to produce more money. Investing
for maximum returns involves smart leverage of assets, and the
entrepreneurial investor will often leverage the success of the first
business to create a second or third company based on the same
model or system.

By franchising the original venture or buying other healthy
businesses, the investor can get into the career of not just selling
basic products and services, but of selling entire businesses. The
goal, of course, is still to turn a profit. So rather than remaining at
the helm of these companies the investor will buy them, ensure
that they have valuable equity or attractive allure and potential,
and then sell them to other entrepreneurs or would-be
entrepreneurs. The focus becomes finding, buying (and perhaps
refurnishing) businesses, in the same way that a real estate investor
locates homes, rehabs them, and then flips them for a profit.

The challenge is to avoid falling back into the role of running
a business as an administrator or manager, and to meet this problem
with a viable solution the entrepreneur will typically appoint someone
else to take the reins of the company as the president or CEO. Then
the investor becomes more of a director or silent partner who shares
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in the profits while enjoying the relief of not having to share the
routine responsibilities of running the business from the inside.

This all becomes possible because the entrepreneur has not
just created a business but has also designed excellent systems for
keeping it going. Rather than dealing on the level of isolated actions
and reactionary tactics, in other words, the entrepreneurial investor
has risen to the level of broad and comprehensive strategies that
work across all sorts of products, services, and economic cycles.
Working smart replaces working hard, and the rewards - both financial
and personal - are abundant.

(v) Level Five: The True Entrepreneur
Having learned new things every step of the way and evolved

through various stages of entrepreneurial accomplishment and
insight, it is possible to reach the ultimate goal and realize one's
dreams in a really life-changing way. The true entrepreneur
experiences a paradigm shift that involves a four-step process of
changed thinking:
a. Idealization - Imagine gigantic, all-encompassing dreams for

creating the ideal world.
b. Visualization - Picture the ideal world as a reality and begin

to clarify this vision on a daily basis, filling in more details
each day.

c. Verbalization - Begin to put words to the dream and talk of it
as if it was already happening. Talk about it to others as if it
were real and continue to have a personal dialog with the
ideal to make it come true.

d. Materialization - Because the effort and intention of designing
and believing in the ideal and the dream, things begin to fall
into place and happen in a natural and automatic way. The
idea becomes a real and tangible fact that materializes in the
world and influences others while opening new doors to fresh
opportunities and the birth of more dreams.
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The true entrepreneur is a dreamer whose dreams come true, and
an income earner whose income is passive. Money comes automatically
from profitable ventures that feed success with more success but do
not require extraneous work. The money made does all the work for
the entrepreneur to create more money with a snowballing effect.
These women and men profit in all situations and add to their wealth
by acquiring more paper assets, more profit centers, and more
entrepreneurial power.

Characteristics for Entrepreneurs:
By examining the five phases or levels of entrepreneurship

we gain a better understanding of the fundamentals that distinguish
ordinary entrepreneurs from the extraordinary ones. And we begin
to notice certain traits that are common to all successful
entrepreneurs.

While, quite naturally, individual entrepreneurs have many
unique traits that are not common to other entrepreneurs, all
entrepreneurs do share a kindred spirit, a certain type of constitution
and outlook, and a special drive and willingness. Rather than
elaborating on the many differences within this broadly diverse
demographic, it is more helpful to look at those aspects of similarity.

Here are 12 characteristics that are found within all
successful entrepreneurs and without which most people will fall
short of what it takes to succeed in an entrepreneurial enterprise.
(i) Confident:

Confidence is a hallmark of the entrepreneur. Not all of us are
born with confidence, but that does not mean we are not capable of
it. Many confident women and men gain their sense of self esteem
and faith in their ability to greet challenges by acting, even when
they lack the confidence,  and then gaining strength and belief in
themselves by seeing the results and gaining the praise and respect
of others.
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(ii) Feels a Sense of Ownership:
Taking responsibility for getting things done and doing them with

care and attention means to act like an owner. Rather than viewing a
problem as someone else's, the entrepreneur sees it as his or her
own and takes pride in finding a solution, leaving things in better
shape than they were before encountering them, and improving upon
situations rather than leaving them unattended. While a sense of
ownership makes for a stellar employee, the entrepreneur knows
that the goal is not to be owned by the enslavement of too much
responsibility. Rather than controlling situations in an attempt to
possess them, the entrepreneur teaches other people how to take
charge. In that way the clever entrepreneur uses individual
accountability in the ultimate pursuit of profitability, teamwork, and
overall success.

(iii) Able to Communicate:
Entrepreneurs recognize that the most important part of any business

is the human element. Human resources, whether in the form of
clients, employees, or strategic partners,  are what makes or breaks
a business, and communication is the key to successful relationships
with people. The entrepreneur works to tone communication skills,
whether those are written, spoken, or non-verbal messages conveyed
through body language. And to support communication, he or she
will take advantage of all available tools and resources. Those might
include foreign language or public speaking classes, computer and
telecom technology, search engine optimization or neurolinguistic
programming as it relates to sales and marketing, or specialized
writing such as that needed for grants, business proposals, mission
statements, or policy manuals. Above all, the entrepreneur develops
a keen ability to listen what others are trying to say, because the
best communicators got that way by first being the best listeners.
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(iv) Passionate about Learning:
Entrepreneurs are often "autodidactic" learners, which means that

much of what they know they learned not in a formal classroom setting but
instead on their own by seeking out information, asking questions, and
doing personal reading and research. They also are quick to learn from
their own mistakes, which means they are less prone to keep
repeating them due to arrogance, ego, or a blindness to one's own
faults, shortcomings, or errors in judgment. To teach is to learn and
to lead, train, and impart experience to others the entrepreneur is
constantly striving to learn more and get better educated. Because
of the passion for education, true entrepreneurs surround themselves
with people who either know more than they do or know things that
are different from what they know. They entertain the views of others
and perspectives that may be unlike their own, for instance, in order
to be better students of human
nature. In this way they continue to enrich themselves with
knowledge while also making a concerted effort to grow that
knowledge by sharing it with others who are also front row students
of life's valuable and unlimited lessons.

(v) Team Player:
Those who go into business for themselves but do not utilize

teamwork wind up without the team but still have all the work to
get done. They shoulder the whole burden for themselves, and wind
up just trading their old job for a new and more demanding one - in
an attempt to be self-employed. But the new venture carries greater
personal and financial risks. On the other hand, team players know
how to succeed by employing the physics of interpersonal synergy
and dynamic relationships. One twig can be easily snapped, but a bundle
of those small twigs becomes stronger than the sum of its individual parts
and can be impossible to bend, much less break. The same goes for
businesses, and successful entrepreneurs leverage teamwork to get the
heavy lifting done without breaking stride.
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(vi) System-Oriented:
Like mathematical formulas, good systems allow us to reproduce

great results every time - with less and less exertion of energy or resources.
Entrepreneurs rely upon systems before they rely upon people, and they
look for system based solutions before searching for human resource
solutions. If the person gets the job done but falls sick or leaves, the
job is threatened. But if a system is created to get the job done,
anyone can step in and follow the blueprint to get the desired result.
Similarly, when troubleshooting and problem solving, the
entrepreneur will first examine and study the system - because a
flaw in the system will produce a flawed outcome each and every
time. Designing, implementing, and perfecting systems is one of
the most useful and rewarding skills of an entrepreneur.

(vii) Dedicated:
Entrepreneurs dedicate themselves to the fulfillment of their plans,

visions, and dreams, and that tenacity of purpose generates electricity
throughout the whole organization. One of the biggest reasons that
companies fail is because they lose focus. Target a goal, clarify the
objective, refine the brand, and narrow the margin of error.
Regardless of what the effort might involve, an entrepreneur brings
a single-minded dedication to the task by being committed to a
positive outcome and ready and willing to do the needful. No matter
what that might mean in terms of rising to meet a challenge or
acting above and beyond the call of duty, the entrepreneur shows
steadfast dedication.

(viii) Grateful:
Being grateful for what we have, opens us to receive more,

and one reason for it being true is that those who are grateful,
appreciate what they are given. They respect it and nurture it. They
do their best to make it grow instead of allowing it to dwindle away
due to neglect. Entrepreneurs learn to take nothing for granted in
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this world. That gives them the agility and flexibility to adapt to
changes and demands, while it also invests in them a thankfulness
that reminds them that riches and wealth are not about "stuff", but
are about fulfillment, satisfaction, and the pleasure that comes from
one's accomplishments and contributions.

(ix) Optimistic:
A positive outlook is essential for the entrepreneur, who learns to

see setbacks as bargain priced tuition for the valuable business lessons
gained through firsthand experience. Past shortcomings, failures, or
disappointments are relegated to the past so that they cannot
continue to haunt the present or obstruct the future. And when
things go right and business prospers, this further fuels the optimism
and positive mindset of an entrepreneur, helping to give impetus
and momentum for greater accomplishments and increased
hopefulness.

(x) Gregarious:
Because business is all about people, entrepreneurs tend to be

socially outgoing. They get excited about sharing ideas, products, and
services, and that excitement is contagious to their employees, clients,
friends, and other contacts both within and beyond the business sphere.
But women and men who work hard as entrepreneurs also relish
the unique opportunity to have fun doing something that they love
as their primary vocation. Human resource experts, career
counselors, and business psychologists all agree that those who do
jobs they enjoy and are good at having higher rates of success and
broader measures of satisfaction. Entrepreneurs know that from
their own experience, and they tend to be a fun-loving group of
people both on and off the job.
xi) A Leader by Example:

Entrepreneurs not only lead themselves through self-motivation as
self-starters who jump into tasks with enthusiasm, but they are also skilled
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at leading others. They know the importance of teamwork, and they
understand the need to appreciate others, support them, and reward them
accordingly. True leaders do not become indispensable, otherwise
things fall apart in their absence and they can never rise to the
highest level of entrepreneurial freedom and prosperity. Neither do
they squander the potential of those working under their guidance.
As renowned business consultant and retired United States Air Force
Major General Perry M. Smith once wrote, "Leaders who share their
power and their time can accomplish extraordinary things. The best
leaders understand that leadership is the liberation of talent; hence
they gain power not only by constantly giving it away, but also by not
grabbing it back."

(xii) Not Afraid of Risk or Success:
Many people could be successful if they only took chances. And

many people who do take chances and become somewhat successful
find the realization of their dreams an overwhelming possibility, so
they sabotage their continued success by retreating back into a
comfort zone of smallness. As discussed earlier, the employee
mindset is preoccupied with a need for security. Those who cling to
what is familiar to them, even if it means the denial of their dreams,
lack the perseverance and ambition that the real entrepreneur
exhibits. Entrepreneurs are not immune to fear. But they prioritize
their approach to life so that the fear of failure, frustration, boredom,
drudgery, and dissatisfaction far outweighs the lingering fear of
success.

6.4. Recognizing the Entrepreneur Within or

Enterpreneurship as a Career
Many different types of people are drawn to entrepreneurship

and a wide variety of talents, aptitudes, and personal traits help to
contribute to an entrepreneurial spirit, personality, and vision. The
attitude, mindset, passion, and character that define the successful
entrepreneur are sometimes hard to pinpoint, specify, or sum up in
a profile. But it is always easy to recognize in an individual or spot
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in action within the business arena. By examining some of the more
predominant qualities of the true entrepreneur it is possible to
emulate them, nurture and develop them, or to acknowledge
whether or not we are actually suited to an entrepreneurial career.

Not everyone is cut out to be an entrepreneur, and it is
important to understand that fact. Otherwise a man or woman may
risk time, energy, effort, and money trying to go into business for
themselves - only to discover that it is not what they want out of life
or what they are best suited to do. People who take the wrong path
because they lack insight or understanding can waste valuable
months, years, and financial resources in pursuit of the wrong career
path.

For others who are ideally fitted for an entrepreneurial career
- and for whom it represents the fulfillment of their potential, desire,
and personal and financial dreams - knowing how to verbalize, list,
and define the fundamental essential temperament or nature of an
entrepreneur can help tremendously.

Learning about the symptoms and traits of the entrepreneur
can give added hope, fuel, and impetus as it resonates with what
potential entrepreneurs already know about themselves and their
personal aspirations. Having an inventory or checklist of particularly
desirable qualities to refer as a guideline can offer a way to better
clarify our sense of purpose. It can help us reach objectives en route
to greater attainment of higher goals and bigger benchmarks. And
grasping in a practical and tangible way the disposition of the
successful entrepreneur can give us a wonderfully inspiring boost of
confidence, foresight, and determination when we realize that we,
too, share that winning attitude.

6.5. Needs and Importance of Entrepreneurship
Most economists agree that entrepreneurship is essential to

the vitality of any economy, developed or developing.
Entrepreneurs create new businesses, generating jobs for themselves

and those they employ. In many cases, entrepreneurial activity increases
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competition and, with technological or operational changes, it can increase
productivity as well.

In the United States, for example, small businesses provide
approximately 75 percent of the net new jobs added to the American
economy each year and represent over 99 percent of all U.S.
employers. The small businesses in the United States are often
ones created by self-employed entrepreneurs.

"Entrepreneurs give security to other people; they are the
generators of social welfare," Carl J. Schramm, President and Chief
Executive Officer of Ewing Marion Kauffman Foundation, said in
February 2007. The foundation is dedicated to fostering
entrepreneurship, and Schramm is one of the world's leading experts
in this field.

Others agree that the benefits of small businesses go beyond
income. Hector V. Baretto, administrator of the U.S. Small Business
Administration (SBA), explains, "Small businesses broaden the base
of participation in society, create jobs, decentralize economic power,
and give people a stake in the future."

Entrepreneurs innovate and innovation is a central ingredient in
economic growth. As Peter Drucker said, "The entrepreneur always
searches for change, responds to it, and exploits it as an opportunity."
Entrepreneurs are responsible for the commercial introduction of many new
products and services, and for opening new markets. A look at recent
history shows that entrepreneurs were essential to many of the
most significant innovations, ones that revolutionized how people
live and work. From the automobile to the airplane to personal
computers - individuals with dreams and determination developed
these commercial advances.

Small firms rather than large companies are more likely to produce
specialty goods and services and custom-demand items. As Schramm
has suggested, entrepreneurs provide consumers with goods and
services for needs they didn't even know they had.

Innovations improve the quality of life by multiplying consumers'
choices. They enrich people's lives in numerous ways - making life
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easier, improving communications, providing new forms of
entertainment, and improving health care, to name a few.

Small firms in the United States, for instance, innovate far
more than large ones do. According to the Small Business
Administration, small technology companies produce nearly 13 times
more patents per employee than large firms. They represent one-
third of all companies in possession of 15 or more patents.

According to the 2006 Summary Results of the Global
Entrepreneurship Monitor (GEM) project, "Regardless of the level of
development and firm size, entrepreneurial behavior remains a
crucial engine of innovation and growth for the economy and for
individual companies since, by definition, it implies attention and
willingness to take advantage of unexploited opportunities." The GEM
project is a multi-country study of entrepreneurship and economic
growth. Founded and sponsored by Babson College (USA) and the
London Business School in 1999, the study included 42 countries by
2006.

International and regional institutions, such as the United Nations
and the Organization for Economic Cooperation and Development, agree
that entrepreneurs can play a crucial role in mobilizing resources and
promoting economic growth and socio-economic development. This is
particularly true in the developing world, where successful small
businesses are primary engines of job creation and poverty reduction.

For all of these reasons, governments may wish to pursue
policies that encourage entrepreneurship.

6.6. Dhirubhai Ambani: The Indian Business Icon
DhirajLal Hirchand Ambani, better known as Dhirubhai Ambani

was an Indian business tycoon. He was a genius. He had an extra
ordinary talent. He was creative. He mastered the secrets of
business. He was the founder of Reliance Industries in Bombay.
Dhirubhai Ambani changed the stream of Indian industries. He was
the pioneer and hero of this success story. He changed the investment
scenario of India and surely the shape of Indian Stock Market.
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Dhirubhai Ambani is an Indian business icon and gem of the
gems.. He is a man of rags to riches. He was undoubtedly the most
talented businessman of his time. He amazed the world with his
success stories. He became a celebrity in India and overseas. He
was a known risk-taker.

What are the secrets of his amazing growth? What made him
Dhirubhai Ambani? How he became an industrial tycoon, a global
conglomerate? Why are people in India, The US, The UK, EU, Canada
and elsewhere in the world his fan?

He used some secrets throughout his life-time to become a
business tycoon. Some of them are as follow:
i. Gather information, whatever it may be: To gather information

about Governments be it local, state, central or international,
gather information about products, companies, consumers,
markets, people, services, politics and any thing, just anything
and everything, was the secret mastered by Dhirubhi Ambani.
He believed in, do not forget to get information of your
competitors.  It was in his practice to gather information about
anything and every thing.
He used to gather information, analyzed and processed those.
He was also able to find opportunities out of those news and
information. He was also quick to disburse those information
to his sub-ordinates when and where required.

ii. Find an Opportunity: He always endeavor to analyze whatever
information are gathered. He used to do that to convert
information into an opportunity, a profit making opportunity.
According to him, " There is no invitation for making profits".
You have to find it. He always searched for news and
information that can earn him profit.

iii. Jump from an orbit to the next: No matter where you are,
just work there. Master that place or situation. Accumulate
some energy and jump into another orbit, a higher one. Stay
there some time. control that orbit. Master it and again jump
to another higher level, the next orbit. This is the way to
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success at faster pace. Dhirubhai did it many times. He did it
life long.

iv. Complete Projects on Time: Thrive to do it before the
scheduled time. He and his sons completed all their projects
on time, mostly before time. However big the projects were,
they completed those timely. No matter how much disturbance
or hurdles came in their way.
Dhirubhai Ambani and his sons Mukesh Ambani and Anil
Ambani derived some techniques to do so. They kept close
eyes on their projects to monitor them effectively.

v. Think Big. Think Global: He thought global much before the
globalization took place. Most of the Indian companies were
not doing well in the global scenario at his time. Most of the
Indian companies were not acting with global standards. He
made world class projects and world class factories. No body
in India could even think about that in his time.

vi. Hire the Best People: Pay them well. Dhirubhai Ambani was
able to employ the best people, top ranking masters of their
respective fields. He was the best pay master of his time. He
never compromised in Quality and timeliness. Only those top
ranking masters could make it possible. Human resource is
the best resource, according to him.

vii. Pay Share Holders Well: He paid his share holders the best.
His ambitious projects had hunger for capital. He required
huge amount of money at that time to make his dreams true.
Bankers and financiers were failed to assume his capabilities.
They were reluctant and not agreed to fund those big projects.
Funding his projects was risky in their eyes.
Dhirubhai Ambani went to his share holders as he recognized

them the best source to funding his ambitious projects. He went to
his shareholders and asked money from them. The shareholders
jumped out to fund his projects. He paid handsome to his shareholders
in return. What he paid no body could even imagine. Shareholders
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trusted on Dhirubhai Ambani and they were rewarded for their trust.
He realized the fact that the share holders can not be satisfied

with dividends only that was the trend at that time. He knew the
value of capital appreciation. He paid bonus, gave rights issues to
his share holders in addition to regular dividends. He went beyond
the expectations of his investors. Even he went to the extent of
challenging the law. Once he converted a non-convertible debentures
into shares. Share holders got enormous profit, but it was against
the law. He fought against that law and the government was compelled
to change it.

Dhirubhai Ambani had highest number of shareholders with
him in his time. He boosted market capitalization of BSE. He brought
millions of share holders under his umbrella, many of them were
first time in the stock market.

CHAPTER AT A GLANCE:
1. An entrepreneur is a businessperson who not only conceives

and organizes ventures but also frequently takes risks in doing
so.

2. The Five Levels of Entrepreneurial Development- 1.The Self-
Employed Mindset 2. The Managerial Perspective3.The Attitude
of Owner/Leader 4. The Entrepreneurial Investor 5. The True
Entrepreneur.

3. Dhirubhai Ambani : The Indian business icon- He was a genius
and had an extra ordinary talent. He was creative. He
mastered the secrets of business. He was the founder of
Reliance industries. Dhirubhai Ambani changed the stream
of Indian industries. He was the pioneer and hero of this
success story.
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Exercise for Practice

1. Objective Type Questions:

(A) State whether the following statements are True or False.

1. Entrepreneurship takes place in a wide variety of

contexts

1. Young people are much more likely to be entrepreneurs

than older people.

2. Dhirubhai Ambani  used some secrets throughout his

life-time to become a business tycoon.

3. Entrepreneurship is essential to the vitality of any

economy, developed or developing countries.

4. Confidence is a hallmark of the entrepreneur.

5. The entrepreneur will typically appoint someone else

to take the reins of the company as the president or

CEO.

6. Entrepreneurs never innovate and innovation is not a

central ingredient in economic growth.

7. Dhirubhai Ambani had highest number of shareholders

with him in his time.

[Ans: 1. True 2. False 3. True  4. True 5. True 6.

True 7. False8. True]

(B) Fill in the blanks with appropriate words.

1. …………………..was the founder of Reliance industries.

2. …………..is the extremely strong desire to  achieve

success.

3. The concept of entrepreneurship was first established

in the ………………
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4. The entrepreneur is one who is willing to bear the of a

new venture.

5. ……………..viewed entrepreneurship as a force of

"creative destruction."

6. The Five Levels of Entrepreneurial Development were

identified by…………….

7. Reliance, during Vimal's heady days had organized a

fashion show at the Convention Hall, at Ashoka Hotel

in. ……………

8. …………..advertising the benchmark for fashion

advertising in the country.

[Answer keys: 1. Dhirubhai Ambani

2. Determination 3. 1700s  4. risk 5. Schumpeter

6. Brad Sugars 7. New Delhi 8. Vimal's]

(C) Multiple Choice Questions: (Find the correct answer from the

given)

1. Entrepreneurship can best be described as:

a) a process that requires setting up a business

b) taking a significant risk in a business context

c) having a strong vision

d) a process involving innovation, new products or services,

and value creation

2. Entrepreneurs are always motivated by:

a) independence

b) money

c) personal values

d) pull influences
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3. Which of the following are described as one of the 'Big Five'

personality traits?

a) tolerance of others

b) need for achievement

c) propensity to leadership

d) locus of control

4. Which one of the following is not considered as one of the

'building blocks' of the 'model entrepreneur'?

a) technical skills

b) management competencies

c) business awareness

d) personal attributes

[Answers-1.(d)2.(c)3.(b)4.(c)]

(D) Very Short Answer Type Questions.

1. What is entrepreneurship?

2. Mention any two characteristics of entrepreneur.

3. Write any one qualities of entrepreneur.

4. Name any two types of level of entrepreneurial

development.

5. Who was Dhirubhai Ambani?

6. What is Innovation?

7. The concept of entrepreneurship was first established

in which year?

(2) Short Answer Type Questions:-

1. Define the concept of entrepreneurship.

2. How to make an entrepreneurs or Ingredients of

entrepreneurs?

3. What are various characteristics of an entrepreneur?
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4. What are the advantages of entrepreneurship to

economy?

5. Discuss the first level of entrepreneurship development.

(3) Long Answer Type Questions

1. Define Entrepreneurship. Discuss the different levels

of entrepreneurship?

2. What is entrepreneurship? Discuss the essential

characteristics of an entrepreneurs.

3. Discuss in brief the entrepreneurial lessons from the

life of Dhirubhai Ambani.
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PART-B   FINANCE AND TRADE

Highlights:

After studying this chapter, the students will be able to
understand:

✦ Introduction of Business Finance

✦ Meaning/Nature of Business Finance.

✦ Types of Sources of Business Finance.

✦ Long term sources  of  Business Finance.

✦ Difference between Shares and Debentures

✦ Public Deposits

✦ Short term Sources  of Business Finance

✦ Inter-Corporate Deposits - Features.

7.0 Introduction:
To start and run a business one always need founds. A

business man who wants to start a busines should know about the
various sources from where funds can be procured. Every company
requires funds for investment in the form of fixed capital and working.
capital. Funds required to purchase fixed assets like land, building
plants etc. is called fixed capital requirement. Funds need for day
to day operation of business is called working capital requirement.

Chapter

7 SOURCES OF
BUSINESS FINANCE
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7.1 Meaning/Nature of Business Finance :
 To carry on different activities of production and distribution

of goods and services, business needs money. This requirement of
funds by business to carry out its different activities is called buiness
finance.

7.2 Types of Sources of Funds :
Different sources of funds required for business can be

categorized on the basis of the period, source of generation and the
ownership.

7.2.1 On the basis of Period :
While estimating the need for funds, the period for which

they are required is also to be ascertained. Funds may be required
for long-term, medium-term and short-term period. It is the period
of finance which determines the source or sources of finance to be
tapped and the method of financing to be used. The term 'source'
implies the agencies from which funds are procured and the method
of raising finance is linked with period for which funds are required
and it deals with the mode of raising finance.

7.2.1.1  Long Term Sources of Finance:
It is required for investment in fixed assets like land, building,

plant and machinery, and for financing extension programmes. Long-
term funds are raised for a minimum period of 10 years. The following
are the sources of long-term financing: (a) shareholders: (b)
Debenture Holders; (c) Financial Institutions; and (d) Retained
Earnings.

(a) Shareholders:
Shares are the small units of the capital of a company.The

person holding the share is called shareholder there are two type of
shares normally issued by a company.

 I.  Preference Shares II. Equity Shares
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I. Preference Shares:
Meaning:

Section 85 (1) of the Companies Act defines preference shares as
those which carry preferential rights as to the payment of dividend at a
fixed rate either free of or subject to Income Tax, and as to the repayment of
capital. Thus, preference shareholders enjoy two preferential rights
over the other category of shares. Firstly, they are entitled to receive
a fixed rate of dividend out of the net profits of the company prior to
declaration of dividend on equity shares. Secondly, the assets
remaining after the payment of debts of the company under
liquidation are first appropriated for returning the capital contributed
by the preference shareholders.
Types:

The preference shares are classified into different types as
follows:

i. Cumulative and Non-Cumulative Preference Shares:
The holders of cumulative preference shares are entitled
to arrears of dividend on their shares to be paid out of
the profits of subsequent years, if in any year the
dividend on them cannot be paid. Thus, they are sure
to receive dividend on the preference shares held by
them for all the years out of the earnings of the company.
If in a particular year they are not paid the dividend,
they will be paid such arrear in the next year before
any dividend can be distributed among equity
shareholders. But the dividend on Non-Cumulative
Shares does not accumulate if dividend is not paid in
any year.

ii. Participating and Non-Participating Preference
Shares: The holders of participating preference shares
are entitled to a share in the surplus profits if they



215

remain after paying dividend to preference shares and
equity shares. Thus, participating shareholders obtain
return on their investment in two forms: (i) fixed
dividend; and (ii) share in surplus profits. The preference
shares which do not carry the right to share in the
surplus profits are known as non-participating
preference shares.

iii. Redeemable and Irredeemable Preference Shares:
Redeemable preference shares are those which in
accordance with the terms of their issue, will be repaid
on or after a certain date. The preference shares which
cannot be redeemed during the life time of the company
are known as irredeemable preference shares.

iv. Convertible and Non-convertible Preference Shares:
If the preference shareholders are given a right to convert
their shares into equity shares within a fixed period of
time, such shares will be known as convertible
preference shares. The preference shares which cannot
be converted into equity shares are known as non-
convertible preference shares.

Merits:
The issue of preference shares has the following benefits:
i. The preference shares attract funds from those investors

who prefer safety of their investment and a fixed rate
of return on their investment.

ii. The management can retain control over the company
by issuing preference shares to outsiders because the
preference shareholders have only restricted voting
rights.

iii. Preference shareholders are entitled to a fixed rate of
dividend which enable the equity shareholders to get
higher dividend.
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iv. Preference shares do not impose heavy burden on the
company because they carry a fixed rate of dividend.

v. Redeemable preference shares may be issued to bring
flexibility in the financial structure of the company as
they can be redeemed whenever it is desired.

vi. A company can raise finance for a long-term without
creating any charge over its assets.

Demerits:
There are certain limitations of raising funds by issuing

preference shares.
i. The investors may not like these shares because

preference shareholders have restricted voting rights
only.

ii. The issue of preference shares is costlier than the issue
of debentures because these shares have to be given a
rate of dividend which is higher than the prevailing
rate of interest on debentures.

iii. The existence of preference shares in the capital
structure of a company may also affect credit-worthiness
of the company.

II. Equity Shares:
Meaning:

 Under the Companies Act, shares which are not preference shares
are called equity shares. They are also called ordinary shares. Equity
shares provide initial capital on permanent basis to the company.
Equity shareholders are the real owners of the company and they
bear the risk of business. They get dividend only after the dividend
on preference shares is paid out of the profits of the company. At the
time of winding up, equity capital can be paid back only after every
claim, including that of preference shareholders, has been settled.

Since equity share holders bear higher risk, they also stand a
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chance of getting higher dividend if the company's earnings
are higher. Equity share holders control the affairs of the
company as they have voting right in the general body meeting
of the company. They elect the board of directors of the company
and frame policies of the company in general meeting.

Merits:
Equity shares are regarded as the cornerstone of financial

structure of a company as they offer the following advantages:
i. Equity share capital constitutes the permanent

resources of the company. The company is not bothered
by the problem of refunding the capital raised by issuing
equity shares.

ii. Equity shares do not impose any obligation on the
company to pay fixed dividend to their holders.

iii. A company with sufficient paid up equity capital is
viewed with considerable favour by the lenders.

iv. Equity shares do not create any charge over assets of
the company. The assets may be utilised as security for
further financing.

Demerits :
Equity share capital has certain drawbacks also.
i. If the equity shares are issued excessively, it may result

in over-capitalisation which may be difficult to cure. In
such a case, the company will also lose the benefit of
trading on equity.

ii. Since the control of the company is with the equity
shareholders, affairs of the company may be
manipulated by a powerful group of equity shareholders.

b. Debenture Holders:
Meaning:

Debentures are creditorship securities which provide funds
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to the company on loan basis rather than on capital basis. A debenture
may be defined as an acknowledgement of a debt by a company. The
debenture holders are entitled to periodical payment of interest at
a fixed rate and are also entitled to redemption of their debentures
as per terms of debenture issue. The debenture holders are the
creditors of the company. Their rights depend upon the type of
debentures issued by the company.
Types of Debentures:

A company may issue the following type of debentures.
i. Secured and Unsecured Debentures: Secured

debentures represent the fixed or floating charge on
the assets of the company. When the particular assets
are charged by way of security, it is known as fixed
charge. Such debentures are also known, as mortgage
debentures. When the charge is created on assets which
are of general nature like stock it is called a floating
charge. Under floating charge, the company is free to
deal with the property forming the subject matter of
the charge until the said charge becomes fixed by default
of company in paying the interest or some other event
stipulated in the deed of charge. Unsecured debentures,
also known as simple or naked debenture, do not carry
any charge or security on the assets of the company.

ii. Registered and Bearer Debentures: In case of registered
debentures, the name of the debenture holder is
entered in the debenture certificates and books of the
company. They can be transferred by filling in the
transfer deed. But bearer debentures can be transferred
by mere delivery without any notice to the company.
Debenture coupons are annexed with such debenture
certificates. The bearers of the debentures can fill in
the coupons and claim interest after sending them to
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the company. But in case of registered debentures, the
company pays interest to the registered debenture
holders.

iii. Redeemable and Irredeemable Debentures: In case of
redeemable debentures, the companies reserve the right
of paying off the principal on or after a particular date.
In case of irredeemable or perpetual debentures, the
company does not fix any date by which they should be
redeemed and the holders of such securities cannot
demand payment from the company so long as it a going
concern.

iv. Convertible and Non-convertible Debentures: The
convertible debentures can be converted into equity
share of the company after the expiry of a specified
period. But nonconvertible debentures cannot be
converted into equity shares. In the recent years, the
practice of issuing debentures which are partially
convertible into equity shares has gained momentum.

Merits:

Debentures offer the following advantages:

i Debentures are liked by the investors who give
weightage to safety of principal  and a continuous fixed
rate of income on the principal.

ii. Debenture holders do not possess voting right. They do
not weaken the control  of existing shareholders.

iii. Debentures offer an opportunity to the company to trade
on equity and there by  increase the return of equity
shareholders.

iv. Debentures provide financial flexibility as they can be
redeemed when the  company has surplus funds.

v. Interest paid on debentures is deductible from the profits
of the company for income tax purpose. Thus, the company
enjoys tax benefit by issuing debentures.
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Demerits:
Debentures are also not free from drawbacks.
i. Debentures require a company to bear a fixed burden

of interest every year irrespective of profits earned. If a
company does not have stable earnings, this liability
will create problems.

ii. Debenture holders prefer safety of their investments
and so they like secured debentures. A company which
is not willing to offer its assets as security may not be
able to raise finance by issuing debentures.

iii. If the capital structure of a company is loaded heavily
with debentur, banks and other institutions do not show
a favourable attitude towards the company.

Reasons for Popularity:
Despite their limitations, issue of debentures as a method of

raising long-term finance is gaining popularity these days. The
response of the investors, both individual and institutional, has been
encouraged because of following factors.

i. Debentures with more attractive terms, particularly
having a convertible clause have been issued. The
conversion of debentures into equity shares encourage
investor to invest in debentures.

ii. Statutory restriction on the institutional investors like
the institutional life Insurance Corporation and
industrial Finance Corporation have been relaxed. They
can have more debentures in their investment portfolio.
Debentures are issued by the flourishing companies
also to have the benefit of trading on equity. This has
changed the attitude of banks and others towards the
companies having issued debentures were considered
to be less credit worthy concerns.

iii. Companies prefer to issue debentures because of low
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cost of financing through debentures. Fewer formalities
have to be observed while issuing debentures. Moreover
the interest paid on debentures is allowed as deductible
expenditure against the profits of the company.

iv. The development of underwriting facilities has also
increased the popularity of debentures.

Difference between Shares and Debentures:
Following points will bring out the differences between Shares

and Debentures:
i. Shares are a part of the company's capital and as such

a shareholder is a part owner of the company.
Debentures, on the other hand, constitute only loan to
the company and as such a debenture-holder is only a
creditor of the company.

ii. A shareholder being a member of the company enjoys
the right to receive notice of general meeting, the right
to attend and vote at the meeting etc. But as per Section
117, no company can issue debentures carrying voting
rights. Thus the rights and privileges of membership
are not available to a debenture-holder.

iii. A shareholder can get dividend only when there is profit,
and has to forgo it during periods of losses because no
dividend can be paid out of capital. Even when there
are profits, payment of dividend depends upon the
discretion of the Board of directors. But a debenture
holder will get his interest periodically regardless of
profits. Directors have no discretion in the matter. This
is because interest on debentures is a debt - a charge
on the profit.

iv. The rate of dividend in the case of equity shares depends
on the level of profit and the dividend policy pursued by
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the directors. Therefore it fluctuates from year to year.
But debentures carry a fixed rate of interest.

v. Shares cannot be issued at a discount unless the
conditions of Section 79 of the Companies Act are
complied with. But there are no such restrictions on
the issue of debentures at a discount.

vi Debentures are generally secured (they have a charge
on the assets of the company). But shares have no such
security.

vii. Shares are non - repayable during the life - time of the
company except in the case of redeemable preference
shares, whereas debentures are redeemable either on
a fixed date or at the option of the company during its
life time itself. Even in the case of irredeemable
debentures, they become immediately repayable when
the company makes default in the payment of interest.

viii. A company cannot purchase its own shares in the
normal course (Sec. 77) (except for capital reduction
purposes as per the Act or under the order of Court to
prevent oppression). But a company can purchase its
own debentures either for cancellation or for keeping
them as investment.

c.  Retained Earnings:
Meaning:

Retained earnings are an important source of internal
financing company used by established companies. Retained
earnings act as a stabilizer in the capital structure of a firm. It
enables the firm to face the fluctuations whether seasonal or due to
working of trade cycle. It is an important source of working capital
also. The process of accumulating corporate profits gradually and utilization
business is technically termed as retained earnings or internal financing.
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As such, it emanates from profits not distributed to the share-holders
in the form of dividends. Such earnings can be retained in the
business either in the form of credit balance of profit and loss or in
general reserves, etc. This policy of using retained earnings in the
business is generally known as 'Internal Financing', 'Self-Investment',
Self Financing', plough ting back of profits', etc. The retained earnings,
in the long run, at the option of the management, can be converted
into the permanent capital of the firm. This process is known as
Capitalization of Profits' or Issuing of Bonus Shares.

Determinants of Ploughing Back of Profits or Internal
Financing:

Saving of a corporate body is highly influenced by numerous
factors. Some are as follows:

i. Total Earnings of the Enterprise: The question of
saving can arise only when there are ample profits.
Profit is determined by various factors as-demand and
supply of the goods and services produced, cost of
production, technique use, quality of management and
employees, position of raw materials and labour force
and government attitudes and policies. So larger the
earnings larger the savings, it is a common principle
and it can be supported by Psychological law of
Consumption put forth by famous economist J.M.
Keynes. Again, it is subject to the philosophy and attitude
to top management.

ii. Taxation Policy of the Government: The report
submitted by Taxation Enquiry Commission has brought
into light that taxation policy of the Government tells
upon it the taxes are levied at high rates. Hence, it is
also an important determinant of corporate savings.

iii. Dividend Policy: It is policy adapted by the top
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management (board of directors) in regards to
distribution of profits. A conservative dividend policy is
essential for having good accumulation of corporate
savings. But, dividend policy is highly influenced by the
income expectation of shareholders and by general
environment prevailing in the country.

iv. Government Attitudes and Control: is not only a silent
spectator but a regulatory body of economic system of
the country. Its policies, control order and regulatory
instructions-all compel the organizations to work in that
very direction for example compulsory Deposit Scheme
which had been in force. From July 1995 to May 1977
affected the capital formation capacity to a large extent.

v. Other Factors: Other factors affecting the retained
earnings are:
● Tradition of industry.
● General economic and social environment

prevailing in the country.
●) Managerial attitudes and philosophy, etc.

Merits:
This method of financing has proved to be the most useful

method not only for Indian Companies but also to big companies the
world over. These can be profitably employed for expansion
arrangements, replacement and to withstand seasonal reactions
and business fluctuation. This practice can be analyzed from three
classes' point of view viz., companies, shareholders and society.
i. Best and Cheapest Source of Finance: Retained earnings

are an important source of financing. Using retained earnings
for expansion is the best and free of cost source of financing
for companies, because there is no immediate pressure to
pay a return on this portion of the stock holders equity.
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Expansion for retained earnings also has the advantage of
avoiding the cost of investment banker's services that would
be in current stock or bonds were sold to the public.

ii. Stable Dividend Policy: Company can follow a stable dividend
policy if earnings are retained in the business. In the periods
of short points the management can use retained earnings to
pay uniform dividend. It acts as a cushion to absorb shocks of
business hazards. It creates greater residency power for the
industry to face depression.

iii. Increase in Efficiency: The retained earnings increase the
operating efficiency of the concern. The deficiencies of
depreciation, depletion and obsolescence can be made up by
utilizing the retained earnings.

iv. Increase in Morale of Management: The policy of retained
earnings boosts up the morale of the management. The
decisions relating to the expansion and replacement, etc.,
can be taken boldly.

v. Safety from Trade Cycles: It creates necessary funds in the
business to provide safety against the trade cycles. It maintains
the liquidity of funds and working capital.

vi. Increase in the Credit-Worthiness of the Firm: It enhances
the creditworthiness of the company because it increases the
owner's equity. Lastly, the retained earnings can also be used
for retiring the bonds or debentures or for redeeming the debts,
the company can thus be relieved of the fixed burden of interest
charges.

vii. Increase in the Value of Share: Thought in the short run
they lose dividend but in the long run, though retained
earnings the market value of their shares goes up and then
they can take advantage of it by selling shares at high prices.

viii. Increase in Equity: The retained earnings increase the amount
of equity in the company. They are provided an opportunity of
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having their investment secured against the business
variations. They gain from the enhanced credit standing of
the company also. The practice of retained earnings fetches
them a reasonable return without causing them hardship.

ix. Increase in the Collateral Value of Share: The policy of
retained earning increase the value of their securities as
collateral enables them to borrow at better terms.

x. Capital Formation: The policy of retained earnings increases
the rate of capital formation in the national economy as it is a
major instrument of corporate savings. The rate of financial
system of the country improves resulting in supply of cheap
capital for the balanced Industrial growth.

xi. Increase in Social Welfare: The use of retained earning helps
the allocation of national resource in the most desirable
channels. It contributes towards national prosperity, stability,
growth and expansion. The use of retained earnings by newly
successful small business helps removing disparities and
ensures equitable distribution of wealth.

Demerits:
The policy of self financing is not unmixed blessing. It is just

like double edged sword. It should not be carried too far as the
policy of excessive ploughing back is detrimental not only to the
interest of corporate management and shareholder but also to the
whole nation. Following are some apparent disadvantages of the
policy:

i. Danger of Monopoly: The policy of retained earnings
helps the big firm to grow bigger and it may lead to the
monopoly. It restricts the proper use of limited financial
resources of an economy.

ii. Fear of Over-Capitalization: Accumulation of profits and
then capitalizing them may result in over-capitalisation
of a company. An over capitalized company cannot make
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efficient and economical use of capital. Thus, it leads
to waste of capital. The management may also be
tempted to misuse the funds.

iii. Loss of Shareholders: In the pretax of ploughing back of
profits a discriminatory dividend policy can be followed
by the management. The presence of enormous
accumulated earnings provides a greater scope to the
management in the value of shares by keeping the rate
of dividend low. It is also not possible always that the
savings will be used by the firm the best interests of its
share-holders.

iv. Misallocation of Capital: The policy of retained earnings
brings about the misallocation of capital among firms
which is not good firm social point of view also. It may
be quite possible that a firm having sufficient retained
earnings may not have any expansion plan while on the
other hand, a sound project may starve for capital.

d. Public Deposits:

Meaning:
Now a days, public, deposits have become an important source

of raising finance for the private sector and public except sector
companies. Prior to independence, the practice of receiving public
deposits was prevalent mainly in Cotton Industry of Mumbay.
Ahmedabad and Sholapur and Tea Gardens of Assam and Bengal. It
gained importance because of lack of adequate banking facilities at
the time. But during the last decade, it has become popular with of
the Indian industries due to various reasons. Public deposits are
term deposits made by public with companies of 1/2 or 3 years.
Under this method, the general public is invited to deposit their
savings with the company for varying periods or rates of interest
which are higher than those allowed by commercial banks.
Companies generally received public deposits for different periods
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ranging from 6 months to 3 years, depending upon the period of
deposits and reputation of the company. The terms of deposits are
mentioned in the 'Deposit Receipt', an acknowledgement of debit by
the company.

Merits:

The method of financing through public deposits has the
following advantages from the firm's point of view.

i. It is economical source of finance as the company
receives funds at lower rates of interest as compared
to rates charged by banks.

ii. Since public deposits are received at lower interest
rates, they help in trading on equity. The company can
pay higher dividends to their shareholders and thus
raise its reputation.

iii. The company need not provide any security against the
public deposits. Thus it can use the assets for raising
secured loans from other sources.

iv. Financing through public deposits does not hamper the
control pattern. The depositors cannot interfere with
the internal management of company as depositors are
not entitled to vote.

v. The cost of administering public deposits is also low.
The company has to fulfill fewer formalities as compared
to issue of shares and debentures.

vi It is a good source of medium-term and short-term
financing. Public deposits are good source of providing
working capital.

vii. Acceptance of public deposits brings flexibility in capital
structure of a firm if they can be repaid soon (in one,
two or three years).
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Demerits:
The method of raising finance through public deposits has

some limitations also. For instance, this method is not dep*endable,
as it is difficult to predict whether public deposits would be
forthcoming to the desired extern. Such deposits are termed as fair
weather friends. The depositors may not respond when the conditions
in the economy are uncertain. Depositors may think it better to
deposit their savings with the banks. They may even withdraw their
funds when they visualize, even on false grounds, the shaking
position of the company. Moreover, such deposits are generally
available for a short period and they cannot be used for financing
long-term requirements. In India, public deposits can be raised for a
maximum period of three years only.

7.2.1.2 Short Term Sources of Finance:
Short term funds are required for meeting working capital

requirements of business enterprises. These funds are usually
required for a period of less then one year. They are managed from
sources which can provide funds only for short period, quickly and
at reasonable cost. In present time, the requirements of these funds
are usually met by taking short-term loans or getting the bill
discounted from the commercial banks. The important sources of
short term finance available to business are explained.

(i). Trade Credit:
Credit is the soul of business. Without credit no business

can be run. These credit financing is a short term financing common
to almost all businesses. It is one of major spontaneous sources of
short term financing. It may be of three types: open as, bills payable
and trade acceptances. Each of these source results from normal
business operations and their magnitude is primary a function of
the activity level a of a company. For example, if the firm's sales
increase, as payable also increase in response to the increased
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sales. The open and arrangements is the most common method of
obtaining trade credit. In this case, the buyer dose not signs a formal
debt instrument evidencing the amount he owes to the seller.
      Trade creditors for supplies, sundry creditors are the common
nomenclatures that are used for it. In case of bills payable, the
buyer is asked to sign a promissory note or accept a bill of exchange
that evidences his debit to the seller. The trade acceptance is also a
kind of trade credit almost similar to bills payable. In this case also
the buyer formally recognizes his indebtedness to the seller. Trade
credit is an important source of short-term finance. It is an important
constituent of current liabilities. Trade credits increase with
production and bear a close relationship to the volume of trade. The
magnitude of its financing depends on purchasing plans production
cycles, etc., of the unit. There are several advantages of trade credit.
The major advantages are:

(a) Ready availability
(b) Absence of any formal agreement,
(c) Flexibility in financial structure,
(d) Lack of rigidity in relationship, and
(e) Zero cost normally.

(ii)  Installment Credit:
Business firms may get credit from equipment suppliers. The

supplier may allow the purchase of equipment with payments
extended over a period of 12 months or more. Some portion of the
cost price of the asset is paid at the time of delivery and the balance
is paid in a number of installments. The supplier charges interest
on the installment credit which is included in the amount of
installment. Sometimes, installment credit is granted by financial
companies or commercial banks which have special arrangements
with the suppliers. Equipment may also be supplied on hire purchase
basis. Under this system the ownership of the equipment remains
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with the supplier until all the installments have been paid by the
buyer.

(iii)  Accounts Receivable:
Under this arrangement, the accounts receivable of a business

concern are purchased by a financing company or money is advanced
on security of accounts receivable. The finance companies usually
make advances up to 60 per cent of the value of the accounts
receivable pledged. The debtors of the business concern make
payment to it which in turn forwards to the finance company. If
there is any bad debt, it is to borne by the business concern itself.

(iv)  Customer Advance:
A firm may meet its short-term financial requirements by

taking advances from customers. It happens some time that
manufacturer or seller of goods receivable part or full payment of
the goods in advance. This amount remains with the seller till the
goods are not delivered without any interest. Hence, it important to
note that only that business firm can take advantage of this facility
having business prestige in the market

(iv)  Bank Credit:
The commercial banks in India have been established as a

joint-stock company mostly modeled on the lines of the British Banks
which are purely commercial in nature. Due to short-term nature
of deposits and limited financial resources these banks abstained
themselves for a pretty long-time for industrial financing. Before
independence of India, their main contribution to industrial sector
was the provisions of short-term credit just to finance its working
capital requirements. However, after independence and
nationalization, the frontiers of their working have amply enlarged
and Commercial banks have started to play leading role in this
direction. Banks have become the primary source for financing
working capital of industrial houses in India now-a-days. In India
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the primary sources for financing working capital are trade credit
and short-term bank credit. According to an estimate, both these
sources together finance about three fourths of the working capital
requirements of industry. The Commercial banks provide short-term
credit to the companies in the following ways:
(a) Loan Arrangement of Cash Loan: Under this arrangement

the entire amount of loan is creditors by he bank to the
borrower's a. In case the loan is repaid. In case the loan is
repaid instalments, interest is payable on actual balances
outstanding.

(b) Overdraft Arrangements: A client company having a current
with the bank is allowed overdraft facilities in times of need
also. With the overdraw on his current a with the bank up to
stipulated limit. Within this limit any number of drawings is
permitted. Repayments can be made wherever desired during
the period. The interest liability of the borrower is determined
on the basis of the actual utilised or overdraw.

(c) Cash Credit Arrangement: It is also a popular form of financed
assistance. This form of credit is operated in the same way as
the overdraft arrangement. The borrower can draw up to a
stipulated limit based on the security margin. He has to pay
1% as commitment charges on the unutilized balance during
the period. Cash credit is usually allowed against pledge or
hypothecation of goods and the borrower can provide alternative
securities from time to time in conformity with the term of
advance

(d) Bills Purchased and Bills Discounted Note: Method of bank
accommodation is discounting of bills. This arrangement is of
relatively recent origin in India. Whit the introduction of the
new Bill Market Scheme in 1970 by the Reserve Bank of India,
bank credit is being made available through discounting of
bills by banks. In brief, under the scheme, the Reserve Bank
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of India envisages the progressive use of bills as an instrument
of credit as against the current practice of using the widely-
prevalent cash credit arrangement for financing working
capital by the cash credit and overdraft limit. Before discounting
the bill the bank satisfies itself about the credit scheme, the
discount rates are fixed at lower rates than those of cash
credit, the difference being about 1-1-5%. The discounting
banker asks the drawer of the bill (i.e., seller of goods) to
have his bill accepted by the drawers (buyers) bank before
discounting it. The latter grants acceptance against the cash
credit limit, earlier fixed by it, on the basis of the borrowing
value of stocks.

(e) Hypothecation: Under this mode of security, the banks provide
credit to borrowers the security of movable property usually
inventory of goods. The goods hypothecated, however, continue
to be in the possession of the owner of these goods i.e., the
borrower). The rights of the lending bank (hypothecated)
depend upon the terms of the contract between the borrower
and the lender, although the bank does not have physical
possession of the goods, it has the legal right to sell the goods
to realize the outstanding loan.

(f) Pledge: Pledge, as a mode of security, is different form
hypothecation is that is the former, unlike in the latter, the
goods which are offered as security are transferred to the
physical possession of the lender. As essential pre-requisite
of pledge, therefore, is that the security it's, called a "Pawnor"
while the bank is called the "Pawnee". The lodging of the
goods by the Pawnor to the Pawnee is a kind of bailment.
Therefore, pledge creates some liabilities for the bank it must
take reasonable care of goods pledge with it.

(g) Lien: The term lien refers to the right of a party to retain
goods belonging to another party until a debit due to him is
paid. Lien can be of two types: (i) particular lien, and (ii) general
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lien. Particular lien is a right to retain goods until a claim
pertaining to these good is fully paid. On the other hand
general lien can be applied till all dues of the claimant are
paid. Banks enjoy general lien.

(h) Mortgage: It is the transfer of interest in specific immovable
property for securing the payment of money advanced. The
person who parts with the interest in the property is called
mortgagor and the person in whose favour the transfer takes
place is the mortgage. Mortgage is, thus, conveyance of interest
in the mortgagor property. The mortgage interest in the property
it terminated as soon as the debit is paid.

 (i) Charge: Where immovable property of one person is by the act
parties or by the operation of low made security for the payment
of money to another and the transaction does not amount to
mortgage, the latter person is said to have a charge on the
property and all the provisions of simple mortgage will apply to
such a charge.

7.3 Inter- Corporate Deposits:
Corporates also have access to another market called the

inter- corporate deposits (ICD) market. An ICD is an unsecured loan
extended by one corporate to another. Existing mainly as a refuge
for low rated corporates, this market allows funds surplus corporates
to lend to other corporates. Also the better-rated corporates can
borrow from the banking system and lend in this market. As the
cost of funds for a corporate in much higher than a bank, the rates
in this market are higher than those in the other markets. ICDs are
unsecured, and hence the risk inherent in high. The ICD market is
not well organised with very little information available publicly about
transaction details.

7.3.1 Features of Inter-Corporate Deposit
Following are their main characteristics:

1) They are for a very short period of time i.e 3 months or
6 months.
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2) They are unsecured source for raising funds.
3) They are not regulated by any law.
4) It is a relationship based borrowing made by the

company.
5) They involve high risk and high returns
6) Useful in solving temporary capital crisis.
There are three types of inter-corporate deposits. These are:

three month deposits, six month deposits, and call deposits. Three
month deposits are the most popular type of inter-corporate deposits.
These deposits are generally considered by the borrowers to solve
problems of short-term capital inadequacy. This type of short-term
cash problem may develop due to various issues, including tax
payment, excessive raw material import, breakdown in production,
payment of dividends, delay in collection, and excessive expenditure
of capital.

The annual rate of interest given for three month deposits is
12%. Six month deposits are usually made with first class borrowers,
and the term for such deposits is six months.

The annual interest rate assigned for this type of deposit is
15%. The concept of call deposit is different from the previous two
deposits. On giving a one day notice, this deposit can be withdrawn
by the lender. The annual interest rate on call deposits is
around 10%.

The inter-corporate deposits market shows a number of
interesting characteristics. The biggest advantage of inter-corporate
deposits is that the transaction is free from bureaucratic and legal
hassles. The business world otherwise is regulated by a number of
rules and regulations.

The existence of the inter-corporate deposits market shows
that the corporate world can be regulated without rules.

The market of inter-corporate deposits maintains secrecy.
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The brokers in this market never reveal their lists of lenders and
borrowers, because they believe that if proper secrecy is not
maintained the rate of interest can fall abruptly.

The market of inter-corporate deposits depends crucially on
personal contacts. The decisions of lending in this market are largely
governed by personal contacts.

CHAPTER AT A GLANCE:
1. Long Term Sources of Finance: It is required for investment

in fixed assets like land, building, plant and machinery, and
for financing extension programmes. Long-term funds are
raised for a minimum period of 10 years.

2.  Sources of Long-Term Financing: (a) Shareholders:
(b) Debenture Holders; (c) Financial Institutions; and
(d) Retained Earnings.

3. Preference shares as those which carry preferential rights
as to the payment of dividend at a fixed rate either free of or
subject to Income Tax, and as to the repayment of capital.

4. Participating Preference Shares-The holders of participating
preference shares are entitled to a share in the surplus profits.

5. Redeemable Preference Shares are those which in accordance
with the terms of their issue, will be repaid on or after a
certain date.

6. Convertible Preference Shares -The preference shareholders
are given a right to convert their shares into equity shares
within a fixed period of time, such shares will be known as
convertible preference shares.

7. A debenture may be defined as an acknowledgement of a debt
by a company.

8. Secured debentures represent the fixed or floating charge on
the assets of the company.

9. Overdraft Arrangements: A client company having a current
with the bank is allowed overdraft facilities in times of need
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also. With the overdraw on his current a with the bank up to
stipulated limit.

10. Hypothecation: Under this mode of security, the banks provide
credit to borrowers the security of movable property usually
inventory of goods.

Exercise for Practice

I. Objective Type Questions:
( A )  State whether the following statements are True or False.

1. Preference share capital may be secured on the assets
of the business.

2. Equity shares enjoy the power of voting rights
3. Debentures can  be converted into shares.
4. Ploughing back of profits is the main Internal source of

finance
5. Preference shares receive the fixed rate of interest from

the company.
6. Inter corporate deposits is used for internal financing.
7. Equity shares provide initial capital on permanent basis

to the company.
[Answer keys: 1. False 2. True 3. True 4. True 5. False
6. False 7. True ]

(B)   Fill in the blanks with appropriate words.
1. Debenture is an acknowledgment of …………….
2. Equity shares do not create any ………. over assets of

the company.
3. Debenture-holders are only ………….of the company.
4. Company need not provide any ………… against the

public deposits.
5. Equity shares are more…………shares.
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6. ……………………shareholders are required to pay at the
time of winding up of a company.

7. Shares get………………for making  investment in a
company.
[Answers 1.Debt.2.Charge.3.Creditors.4.Security5.risky
6.Equity 7. dividend]

(C)  Multiple Choice Questions: (Find the correct answer from the
given)
1. Funds usually required for a period of less than one year are

called
a) Long term finance
b) Medium term finance
c) Short term finance
d) Hybrid finance

2. This of the following is not a type of preference shares.
a) Redeemable preference shares
b) Sweat equity shares
c) Participating preference shares
d) Non-participating preference shares

3. Debentures are …………. Securities.
a) Creditorship
b) Owndership
c) Both
d) None

4. Retained earnings are an important source of the………
financing.
a) Internal
b) External
c) Hybrid
d) None
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5. A client company having a ……… account with the bank is
allowed overdraft facilities.

a) Current
b) Saving
c) Fixed
d) Recurring

6. Who are the real owners of the company
a) Equity shareholders
b) Preference shareholders
c) Debenture holders
d) Public depositors

[Answers-1.(c) 2.(b) 3.(a) 4.(a) 5.(a) 6.(a)]

(D)  Very Short Answer Type Questions.
1. What is Finance?
2. Mention any two characteristics of finance.
3. Write any one type of debentures.
4. Name any two type of preference shares.
5. Mention any two type of short term finance.
6. What is pledge?
7. What is public deposits?
8. What is Lien?
9. What is Equity share?
10. What is Retained earnings?
11. What is Hypothecation?
12. What is cash credit?
13. What is Installment credit?
14. Define Preference shares.

(2)  Short Answer Type Questions
1. What do you mean by Preference shares?
2. Write about redeemable preference shares.
3. What is the meaning of Equity shares?
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4. Define Debentures.
5. Differentiate between share and debenture.
6. Explain Retained earnings.
7. Elucidate Public deposit.

3) Long Answer Type Questions
1. Explain the various types and sources of business

finance.
2. Define preference shares. Discuss the different types

of preference shares.
3. Define Equity shares. Discuss the advantages and

disadvatages of equity shares.
4. Define Debenture. Explain the importance of debenture

as a source of finance. Differentiate it frim equity.
5. Define 'retained earning'. Explain its advantages and

disadvantages.
6. What are public deposit? What is their importance as a

source of  business finance.
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Highlights:
After studying this chapter, the students will be able to
understand:
✦ Introduction of  Small Scale Business
✦ Meaning of Small Business
✦ Manufacturing Enterprises
✦ Service Enterprises
✦ Role of Small Business in India
✦ Government Schemes and Agencies for Promoting

Small Scale Industries
✦ NSIC (National Small Industries Corporation)
✦ DIC (District Industries Centre)

8.0 Introduction

Small industries provides the maximum employment
opportunities in India. Several parameters can be used to measure
the size of business units in India. Some parameters includes the
number of persons employed in business, captial invested in business
etc. Only small and tiny units are defined, large and medium units
are not defined. Anything that does not fall under the defination of
small can be large or medium.

8.1 Definitions of Micro, Small & Medium Enterprises
In accordance with the provision of Micro, Small & Medium

Enterprises Development (MSMED) Act, 2006 the Micro, Small and
Medium Enterprises (MSME) are classified in two classes:

Chapter

8 SMALL BUSINESS
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(i)  Manufacturing Enterprises- The enterprises engaged in the
manufacture or production of goods pertaining to any industry
specified in the first schedule to the Industries (Development
and regulation) Act, 1951) or employing plant and machinery
in the process of value addition to the final product having a
distinct name or character or use are called meanufacturing
Enterprises. The Manufacturing Enterprise are defined in
terms of investment in Plant & Machinery.

(ii) Service Enterprises: The enterprises engaged in providing or
rendering of services and are defined in terms of investment
in equipment are called service enterprises. The limit for
investment in plant and machinery / equipment for
manufacturing / service enterprises, as notified, vide S.O.
1642(E) dtd.29-09-2006 are as under:

Manufacturing Sector
Enterprises Investment in plant & machinery
Micro Enterprises Does not exceed twenty five lakh rupees
Small Enterprises More than twenty five lakh rupees but

does not exceed five crore rupees
Medium Enterprises More than five crore rupees but does not

exceed ten crore rupees
Service Sector
Enterprises Investment in equipments
Micro Enterprises Does not exceed ten lakh rupees:
Small Enterprises More than ten lakh rupees but does not

exceed two crore rupees
Medium Enterprises More than two crore rupees but does not

exceed five core rupees

8.2 Role of Small Business in India:
Since there are many disadvantages and weaknesses of large
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scale firms many business men prefer to operate on the small scale.
Small scale firms also enjoy certain economies as compared to the
large scale firms. In addition there are a number of sectors which
make the individuals to operate on a small scale. That is why small
scale firms have been operating along with the large scale firms in
different fields of business activities.

8.2.1 Merits:
(i) Personal Motivation: Business is a traditional symbol of

independence. For as enthusiastic wage earner, the
alternative of self-employment in a small business is an
important morale booster as it means a sense of independence.
A small businessman is directly in touch with his business,
and can take quick decisions. He is motivated to work harder
because of almost direct relationship between his hard work
and profits. This factor outweighs the economies of large size.

(ii) Ease of Formation: It is very easy to set up a business on
small scale. Less funds are required and less legal formalities
have to be observed. The gestation period is also very small.

(iii) Greater Flexibility: A small scale business is more flexible
than a large scale business. A small business firm can adapt
to changes in fashions and technology very quickly, and reap
the advantages of new market and technology. Since the capital
investment is small, there will be less wastage in adapting to
changes.

(iv) Limited Market: When the market for a product is limited, it
is preferable to operate on a small scale. A small scale firm
can start production quickly and also adapt itself to changes
required due to change in the size and composition of the
market.

(v) Introduction of New Ideas or Products: When new ideas or
products are to be tried out, it is preferable to start on a small



244

scale because the new idea or product requires sufficient
market testing. The management and financial requirements
are uncertain and unknown during the initial period of a firm
engaged in new products.

(vi) Personal Services to Customers: Where personal services
are important from the point of view of the customers, small
scale firms are more suitable. In television repairing, interior
decorating, photography, painting, etc, small firms allow
personal contact with the customers.
The proprietors of a small business firm can know their
customers and emphasize personal services which may not
be possible in case of large enterprise.

(vii) Support to Large Firms: Small firms act as complementary to
large firms. It is very common that the large producers or
manufacture get the supply of small components, which they
cannot manufacture economically, from the small
manufacturer or producers.

(viii) Employment: Small firms use labour intensive techniques
and provide gainful employment to a large number of persons.
Capital investment is also small. Since labour is easily
available, small firms continue to survive even with the help
of labour intensive techniques.

(ix) Social Benefits: Small firms offer large scale employment and
help in checking monopoly and concentration of economic
power. They exploit the locally available resources and lead to
balanced regional development.

(x) State Patronage: In many countries, encouragement by the
State is given to the small scale firms. In India, more than
five hundred Items have been reserved for the small scale
firms. Large scale manufacturer cannot enter in the
manufacture of these items. The Government is also providing
a large number of facilities to the small entrepreneurs because
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small firms generate more employment, avoid concentration
of economic power and lead to balanced regional development.

(xi) Relations with Employee: There are certain lines of business
in which close report with the employees is essential to provide
high quality service to the customers. The proprietors of small
scale business can know the problems of their employees from
daily contacts and can satisfy their workers more easily than
the owners of large scale firm.

8.3 Government Agencies to Promote Small Scale Indutries
Small businesses contribute tremendously to the economy and

are often termed as engines of job creation. They account for a huge
chunk of the workforce in India. It becomes imperative for the
government to support and provide the necessary resources to help
them grow and sustain themselves. With this perspective, the
government of India provides various opportunities through its
ministries, bodies and programmes. Few of these are listed below.
i. Public Sector Banks: Banks are the most accessible source

for financial support for SMEs. They offer a range of services
and schemes including loans and credit facilities for various
business needs. Some of these cover: Working capital finance
available to all segments of industries and services; Corporate
term loans for new ventures and also for expansion or
renovation of existing businesses; Term finance and Deferred
payment guarantee for capital expenditure or acquisition of
fixed assets.

ii. National Bank for Agriculture and Rural Development
(NABARD): NABARD works towards integrated rural
development and helps promote rural businesses and small
industries, agriculture and cottage industries. They offer
various training and development and consultancy services
as well as credit facilities to support these businesses.
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iii. National Small Industries Corporation Limited (NSIC): Set
up with the objective to boost small scale industries in India,
NSIC helps import machines on easy hire purchase terms;
procure and distribute imported raw materials; export products
from small scale industries, etc. They have also started a
new scheme to help small businesses understand credit
ratings and the importance of maintaining good financial track
record.

iv. Small Industries Development Bank of India (SIDBI): As the
name suggests, SIDBI was primarily set up to provide financial
assistance to small scale industries in India. It is one of the
leading government bodies that provides various financial
schemes across a range of industries and services. Some of
the schemes are Direct Assistance Scheme, Indirect
Assistance Scheme, Promotional and Development Activities,
National Equity Fund Scheme, Technology Development and
Modernization Fund Scheme, Single Window Scheme, Mahila
Udyam Nidhi (MUN) Scheme and Equipment Finance Scheme.

v. National Commission for Enterprises in the Unorganized
Sector (NCEUS): This Commission was constituted for the
welfare of enterprises in the unorganized and informal sector.
Their primary role is to generate business and employment
opportunities in the unorganized sector. One of the provisions
also includes providing access to micro-credit to the
unorganized entrepreneurs.

vi. Rural and Women Entrepreneurship Development (RWED):
This programme is focused on encouraging entrepreneurship
among women and the rural population. It supports various
business and entrepreneurial initiatives by providing timely
advice and counselling, initiating training and development
programmes and helping secure credit opportunities.
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8.4 Government Schemes to promote Small Scale Industries:

Given their importance, the Government Policy Framework
right from the First plan has highlighted the need for the development
of SSI sector keeping in view its strategic importance in the overall
economic development of India. Accordingly, the policy support from
the Government towards Small Scale Industries has tended to be
conducive and favourable to the development of small entrepreneurial
class. Government accords the highest preference to development
of SSI by framing and implementing suitable policies and promotional
schemes.

The most important promotional policy of the Government for the SSI's
is fiscal incentives in the form of tax concessions and exemptions of direct
or indirect taxes leviable on production or profits. Office of Development
Commissioner operates a number of schemes for the MSME sector.
At a glance these are:-
i. National Manufacturing Competitiveness Programme (NMCP)

Schemes Under XI Plan - The Government has announced
formulation of National Competitiveness Programme in 2005
with an objective to support the Small and Medium Enterprises
(SMEs) in their endeavor to become competitive and adjust
the competitive pressure caused by liberalization and
moderation of tariff rates.

ii. Micro & Small Enterprises Cluster Development Programme
(MSE-CDP) - DC (MSME) launched MSE-CDP for holistic
development of selected MSEs clusters through value chain
and supply chain management on co-operative basis.

iii. Credit Linked Capital Subsidy Scheme for Technology
Upgradation - The Scheme was launched in October, 2000
and revised w.e.f. 29.09.2005. The revised scheme aims at
facilitating Technology Upgradation of Micro and Small
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Enterprises by providing 15% capital subsidy (12% prior to
2005) on institutional finance availed by them for induction of
well established and improved technology in approved sub-
sectors/products. The admissible capital subsidy under the
revised scheme is calculated with reference to purchase price
of Plant and Machinery. Maximum limit of eligible loan for
calculation of subsidy under the revised scheme has also been
raised from Rs. 40 lakhs to Rs. 100 lakh w.e.f. 29-09.2005.

iv. Credit Guarantee Scheme -  The Credit Guarantee Fund
Scheme for Micro and Small Enterprises (CGMSE) was launched
by the Government of India to make available collateral-free
credit to the micro and small enterprise sector. Both the
existing and the new enterprises are eligible to be covered
under the scheme. The Ministry of Micro, Small and Medium
Enterprises and Small Industries Development Bank of India
(SIDBI), established a Trust named Credit Guarantee Fund
Trust for Micro and Small Enterprises (CGTMSE) to implement
the Credit Guarantee Fund Scheme for Micro and Small
Enterprises. The scheme was formally launched on August
30, 2000 and is operational with effect from 1st January 2000.
The corpus of CGTMSE is being contributed by the Government
and SIDBI in the ratio of 4:1 respectively and has contributed
Rs.1906.55 crore to the corpus of the Trust up to March
31,2010. As announced in the Package for MSEs, the corpus
is to be raised to Rs.2500 crore by the end of 11th Plan.

v. ISO 9000/ISO 14001 Certification Reimbursement Scheme
- Incentive Scheme of Reimbursement of expenses for
acquiring Quality Management System (QMS) ISO 9000
Certification/Environment Management (EMS) ISO 14001
certification to the extent of 75% or Rs.75,000/- whichever is
lower.
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- For individual SISIs/Ancillary/tiny/SSSBE units
vi. MSME MDA - This scheme offers funding upto 75% in respect

of to and fro air fare for participation by MSME Entrepreneurs
in overseas fairs/trade delegations. The scheme also provide
for funding for producing publicity material (upto 25% of costs)
Sector specific studies (upto Rs. 2 lakhs) and for contesting
anti-dumping cases (50% upto Rs. 1 lakh) - for individual MSMEs
& Associations.

vii. Financial Assistance for using Global Standards (GS1) in
Barcoding - The Ministry of Micro, Small & Medium Enterprises
(MSME), Government of India recognizes the contribution of
the micro and small scale industries in the growth of Indian
economy, export promotion and employment generation. To
make them compliant with International best practices which
use GS1 standards in barcoding, Ministry of MSME has provided
a financial assistance scheme. Under the scheme Ministry of
MSME will provide for reimbursement of 75% of registration
fees (one time) and 75% of annual renewal fees (for first three
years) for using GS1 standards in barcoding.

viii. Participation in the International Exhibitions/ Fairs -
The contribution made by MSME sector to the State's export is
nearly 40%. Information Technology, Readymade Garments,
Jewellery, Engineering, Electronics, Processed Food,
Handicrafts, Agarbathies, etc., are some of the sectors, where
most of the exports have been achieved by small scale
industries. Participation in Exhibitions and Trade Fairs
facilitates the MSME sector to overcome their lack of marketing
knowledge and provides them a platform for international
trade. Exhibitions are accepted today as important methods
of brand building and boosting of product sales. It is an
opportunity to showcase innovative products to attract the
visitors in marketing them.
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Such participation not only helps in broadening the country's

technological and manufacturing capabilities, but also helps

them to identify foreign partners for financial and technological

collaborations. There are possibilities of technology transfer

from State to other countries wherever we have a better

technology. It also helps to gauge our products with

international competitors and helps the entrepreneurs to

identify their strengths and weaknesses. Such exhibitions

will help the participants to gain entry into the international

market.

ix. Purchase and Price Preference Policy - This is administered

through the Single Point Registration Scheme of NSIC. Under

this, 358 items are reserved for exclusive purchase from MSME

by Central Government. Other facilities include tender

documents free of cost, exemption from earnest money and

security deposit and 15% price preference in Central

Government purchases - for individual MSMEs

x. Scheme of Micro Finance Programme - Creating self

employment opportunities is one way of attacking poverty and

solving the problems of unemployment. There are over 24 crore

people below the poverty line in the country.

xi. Scheme of National Award - The Micro, Small &Medium

Enterprises (MSMEs) in India have seen a vast development

in the last five decades. The MSMEs have registered

tremendous growth as also progress in terms of quality

production, exports, innovation, product development and

import substitution, very much beyond the expected objectives

of setting up MSMEs by the planners of industrial production

base in the country.
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8.4.1  Government Schemes for Small Scale Industries in Rural
and Hilly areas:

Special emphasis on the industrial development of backward,
rural, tribal and hilly areas has been the concern of the government
of India expressed in all Five Years Plans and Industrial Policy
Statement. Realising the  backward areas development is a long
term process, several committee were appointed to identify the
creteria for identifying  the backward area and also to suggest
schemes to take up the task of balanced regional development.

The implementation of Integrated Rural Development
Programme is such an attempt made by government to develop the
rural areas. The Rural Industries Project Programme initiated by
Government of India was meant to develop small business unit in
selected rural area. Though the backward area development
programme varied from state to state, they cumulatively represented
a significant package of incentives to attract industries in backward
areas. Some of common incentives are:-
i. Land- Every state offer developed plot for setting up industries.

Some states do not charge rent in initial years.
ii. Power- Supply of power to small scale business at 50%

concessional rate.
iii. Water- Supply of water to small scale business at 50%

concessional rate or is supplied to no profit no loss basis.
iv. Sales Tax Exemption- Sales tax exemption for the period of 5

years.
v. Raw Material- Preferential treatment to supply scarce

resources.
vi. Finance- Subsidy of 10-15% is given for building capital asset.
vii. Tax Holidays- Exemption from paying tax for 5-10 years is

given to industries established in backward, hilly and rural
area.
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viii. Industrial Estate- Some state encourage setting of industrial
estate in rural area.

Exercise for Practice

1. Objective Type Questions:
(A) State whether the following statement True or False

1. Cost of equipment should  not exceed five core rupees
under Medium ( service) Enterprises.

2. Office of Development Commissioner operates a number
of schemes for the MSME sector.

3. The gestation period is also very small in case of small
business.

4. Small business provides gainful employment to a large
number of persons.

5. Original cost of investment in Plant and Machinery is a
criterion for identifying a servicing unit as a Micro, small
or medium enterprises.
[Answers keys -1. True 2. True 3. True 4. True 5.False]

(B) Fill in the Blanks
1. Cost of equipment should not exceed Rs………under

Micro (Service Enterprises).
2. Cost of equipment should not exceed five core rupees

under ……………enterprise.
3. …………..Collateral free loans upto a limit of Rs.50 lakhs

are given for individual MSEs.
4. ……………..helpful in balanced regional development
5. Original cost of investment in ………….. is a criterion

for identifying a servicing unit as a Micro, small or
medium enterprises.
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6. Original cost of equipment should not exceed Rs ----
underSmall (Service Enterprises).

7. The ……………period is also very small in case of small
business.
[Answers key-1. Ten Lakhs 2. Medium ( service)
Enterprises3. Credit Guarantee Scheme 4. Small Scale
business 5. Equipment 6. Two crore 7. gestation ]

(C ) Multiple Choice Questions

1. Small business are helpful to generate
a) More employment
b) Economic Strength
c) Corruption
d) None of this

2. Which of the following give opportunity for artisans
a) Companies
b) Large scale business
c) Small Scale business
d) Partnership

3. Which of the following is helpful in balanced regional
development
a) Companies
b) Large scale business
c) Small Scale business
d) None of this

4. Original cost of equipment should not exceed Rs ---- under
Micro (Service Enterprises).
a) Rs 5 lakhs
b) Rs10 lakhs
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c) Rs 20 lakhs
d) Rs 50 lakhs

5. The small and Micro (Service) enterprises shall not include
the following type of customers.
a) Small road & water transport operators
b) Retails Traders
c) Small Business Enterprises
d) Professional & Self employed Persons

6. For identifying a servicing unit as a Micro, small or medium
enterprises, following is the criterion.
a) Annual Turnover
b) Original cost of investment in Plant and machinery
c) Original cost of investment in Equipment
d) Total project cost

7. For identifying a manufacturing unit as a Micro, small or
medium enterprises, following is the criterion.
a) Annual Turnover
b) Original cost of investment in Plant and machinery
c) Original cost of investment in Equipment
d) Total project cost

Answers-1.(a)2. (c)3. (c)4.( b)5.(b)6.(c)7.(b)

(D) Match the Columns
Column I  Column II

1.  Small Scale business helps (a)under Medium( service) Enterprises.

2.  The gestation period (b) for Regional development

3.  Cost of equipment (c) is small for SSI

4.  Cost of equipment should (d) is a criterion for identify SME.

      not exceed  five crore rupees

[Answers-1.(b)2. (c)3. (d)4.( a)]
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(E) Very Short Answer Type Questions.
1. What is Business?
2. Mention any two objective of small business.
3. Write any one scheme of DIC.
4. What are Manufacturing enterprises.
5. What are service enterprises.
6. What is credit guarantee scheme.

(2) Short Answer Type Questions:
1. Define Micro Enterprises.
2. What is the role of Business in India.
3. Give two merits of small business in India.
4. Discuss NSSIC.
5. What do you mean by District Industries Centre?

(3) Long Answer Type Questions
1. Discuss the role of small business in India especially

with reference to Rural Areas and what are its merits.
2. Discuss the various Govt. Schemes with reference to

Rural and hilly Areas.
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Highlights:

After studying this chapter, the students will be able to

understand:

✦ Meaning and Types of Internal Trade
✦ Wholesalers and Their Services
✦ Meaning, Types and Services of Retailers

✦ Main Documents used in Internal Trade

✦ Trade Associations

✦ Chambers of Commerce and Industry: Basic

Functions

9.0 Introduction:

Trade refers to buying and selling of goods and services for  profit.

It involves transfer or exchange of goods and services for money or

money's worth. The manufacturers or producer produces the goods,

then moves on to the wholesaler, then to retailer and finally to the

ultimate consumer.

Trade is essential for satisfaction of human wants. Trade is

conducted not only for the sake of earning profit; it also provides

services to the consumers. Trade is an important social activity be-

cause the society needs uninterrupted supply of goods for ever in-

creasing and ever changing, but never ending human wants. Trade

has taken birth with the beginning of human life and shall continue

Chapter

9 INTERNAL TRADE
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as long as human life exists on the earth. It enhances the standard

of living of consumers. Thus we can say that trade is a very impor-

tant social activity.

Trade can be divided into following two types, viz.,

1. Internal or Home or Domestic trade.

2. External or Foreign or International trade

The present chapter discusses in details the meaning and

nature of Internal trade and also explains the role of chambers of

commerce in promoting Internal Trade.

(i) Whole Sale Trade and

(ii) Retail Trade

9.1 Internal Trade

Internal trade is also known as Home trade. It is conducted

within the political and geographical boundaries of a country. It can

be at local level, regional level or national level. Hence trade car-

ried on among traders of Delhi, Mumbai, etc. is called home trade.

Internal trade can be further sub-divided into two groups, viz.,

9.1.1 Wholesale Trade:
It is very difficult for the producers to reach all te consumers

directly as the buyers are spread over a wide geographical area.
Purchase and sale of goods and services in large quantities for the
purpose of resale is referred to as Wholesale Trade.

It involves buying in large quantities from producers or manu-
facturers and selling in lots to retailers for resale to consumers.
The wholesaler is a link between manufacturer and retailer. A
Wholesaler occupies prominent position since manufacturers as well
as retailers both are dependent upon him. Wholesaler act as a in-
termediary between producers and retailers.
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Primary Functions Performed by the Wholesalers :
a. He assembles varieties of goods from different producers.

In case of agricultural goods, he collects small quantities
of goods from numerous small-scale producers and store
in his godown.

b. He stores the assembled goods in proper warehouse till
the goods are sold. Warehousing or storing of goods fills
up the time gap between the production and
consumption.

c. He distributes the assembled goods to the retailer or to
the consumer directly. He thus helps in the dispersion
process of marketing.

d. He helps in the transportation of goods form the place
of production to his godown and to the retailer.

e. He provides financial assistance to the retailers by
supplying products on credit.

f. He helps in proper grading of goods as per quality, size
and colour.

g. He involves all the risks associated with the ownership
as he makes bulk purchases and makes arrangement
for assembling and warehousing.

Services of Wholesaler
A wholesaler provides invaluable services to the manufactur-

ers, retailers and society. Invaluable services provided by whole-
saler are:

(i) Services to Manufacturers
(ii) Services to Retailers
(iiI) Services to Society

These services can be enumerated as under:

i. Services to Manufacturers:
(a) The wholesaler informs the manufacturer regularly about the

demand, tastes, preferences and the behaviour of the
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consumers so that the manufacturer can regulate and adjust
the production schedule accordingly.

(b) The wholesaler lessens the burden of the manufacturer by
taking the function of distribution from him. The manufacturer
gets ample time for concentrating on manufacturing problems.
At the same time, the manufacturer is relieved from the
botheration of storing finished goods. The goods are stored by
the wholesaler before they are supplied to the retailers.

(c) The manufacturer can maintain the even pace of production
during the slack periods by obtaining advance orders from the
wholesalers.

(d) The wholesaler provides financial assistance to the
manufacturers by rendering them advance money for the
goods.

(e) The wholesaler is very helpful to the manufacturer in adjusting
demand and supply forces thereby achieving price stabilisation
for the products.

(f) The wholesaler also undertakes the risks of different types
relating to goods produced by the different manufacturers.

(g) The wholesaler helps the manufacturing by saving his funds
being locked up in stock. The amount can be utilised in other
production activities.

(h) The wholesaler undertakes extensive advertisement for the
products purchased from manufacturers. This is very helpful
in increasing the production as well as sales of such goods.
The manufacturer is greatly benefited.

ii. Services to Retailers:
A wholesaler provides the following services to the retailers:

(a) The wholesaler saves the retailer from the problems of
warehousing the goods. On account of limited space and small
amount of capital, it is very difficult for the retailers to store
the goods for a longer period of time. The retailer can replenish
his stock in smaller quantities as and when the stock exhausts.
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(b) The wholesaler provides financial help to retailers by selling
goods on credit to them.

(c) The wholesaler relieves the retailer from purchasing goods
from different manufacturers. The retailer can purchase
conveniently from one wholesaler.

(d) The wholesaler gives trade discount on bulk purchases and
charges lesser price if large quantity of goods is purchased by
retailers.

(e) The wholesaler provides various services to retailers in the
form of free transportation and after sales services etc.

(f) The wholesaler informs retailers about new products through
advertisements and appointing travelling salesmen.

(g) The wholesaler undertakes the functions of grading and
packaging of goods thereby relieving retailers from undergoing
these functions.

(h) The wholesaler undertakes large scale advertising campaigns
for the product which is greatly beneficial to retailers in order
to enhance the sales.

(i) The wholesaler specializes in limited products or in a particular
line of products. He possesses specialized knowledge about
the products. This specialized knowledge is passed on to
retailers which is very helpful in selling the goods to the
consumer.

iii. Services to Society:
(a) The wholesaler is instrumental in providing goods in

accordance with tastes, fashions, demand and preferences of
consumers.

(b) The wholesaler is very helpful in checking rapid fluctuations
in prices by adjusting demand and supply conditions.

(c) The wholesaler possesses ample quantity of goods in the stores,
it minimises the probability of scarcity of goods in the market.
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(d) The wholesaler brings to the knowledge of the user new
products and their utility by resorting to large scale
advertisement of the product.

(e) The wholesaler carries the function of marketing research
which helps in improving the products and informing new uses
of the product to the consumer.

9.1.2. Retail Trade:
It involves buying in smaller lots from the wholesalers and selling in

very small quantities to the consumers for personal use. The retailer is
the last link in the chain of distribution. He establishes a link be-
tween wholesalers and consumers. There are different types of re-
tailers small as well as large. Small scale retailers includes hawk-
ers, pedlars, general shops, etc.

Services provided by the Retailers
(i)  Services to Manufacturers
(ii) Services to Consumers

(i) Services to Manufacturers
a. They provide selling outlets to wholesalers and

manufacturers.
b. They save the manufacturers from the inconvenience

and expenses of selling the goods in small lots to a
large number of consumers.

c. They communicate the needs and desires of consumers
to the manufacturers.

d. They may also arrange for transportation of goods from
the wholesalers' godowns to the ultimate consumers.

e. They may also perform storage function by keeping
stocks of goods.

ii. Services to the Consumers
a. They anticipate the needs of consumers and accordingly
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assemble goods of different varieties. Thus they satisfy
their demands and provide them a wide choice of goods.

b. They sort out goods supplied by the wholesalers and
keep them in convenient packages for the benefit of the
consumers.

c. They even act as an advisor and guide to the consumers
by bringing new products to their notice and educating
them about its diverse uses.

d. They keep the consumers informed about the changing
trends in the market about the different varieties of
products.

e. They also provide other services to the consumers such
as free home delivery, aftersale services, credit facility,
etc.

Types of Retailers

Retailers are of different types depending upon their scale of
operation and location. They are broadly classified into two catego-
ries:-

(i). Small-scale Retailers:-

Small-scale retailers are those retailers whose scale of operation
is restricted to a small segment of the market and to a narrow range of
products. They generally hold small stocks of the products of regular
use. Such retailers are very large in number but account for a small
portion of the total retail business. Small-scale retailing is a very
common, simple and flexible way of distributing the products to the
final consumers. It incurs low operating costs and is usually owned
and operated by a proprietor. The most important feature is that the
small-scale retailers have a direct and personal contact with their
customers. This form of retailing faces the problems of small
capital, lack of professionalism and low purchasing power.
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The two prevalent forms of small scale retailing in India are :-
a) Itinerants or Mobile Traders:- There are those retailers who carry

on their business by moving from place to place for selling the
products and have no fixed business premises. They change their
place of business according to their convenience and sales
prospects. They serve either at the consumer's doorsteps or
on busy places frequently visited by the customers. They do
not have any particular line of business and carry very little
stock of those goods. They save time and efforts of customers
in buying articles of ordinary use. The hawkers and
pedlars;cheap jacks; market traders and street sellers fall
under this category.

b) Fixed Shop Retailers:- They are those retailers which have fixed
business premises and operate through unit stores or small shops
located in residential areas or markets. They mainly include:-
● Street Stalls:- These are the small shops on the road

side, street crossing, bus stops, etc. They sell a limited
variety of products of regular use like stationery, grocery,
etc;

● Dealers of Second Hand Goods:- These dealers are
engaged in purchase and sale of used goods like books
and clothes, etc;

● General Stores or Variety Stores:- These are the shops
which deal in all types of general consumer goods of
regular use like bread, butter, paper and pencils,etc.
They are set up in residential areas or busy markets.
They provide services like goods on credit and home
delivery to their customers;

● Speciality Shops:- These are the shops which deal in
only one or two special types of goods. They are generally
located in shopping centres. For example, chemist shops,
grocery shops, readymade garments shop, sweets shop,
etc.
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ii. Large-Scale Retailers :- They are those retailers whose scale of
operation extends to a large segment of the market and to a wide
range of products. They have a fixed line of business in which
they have invested huge capital. Such retailers are not very
large in number. This form of retailing involves high operating
costs and lacks personal contact with the customers. But it
involves more of professionalism in selling the products through
the use of various promotional techniques like advertising,
publicity, sales promotion,etc. The various forms of large scale
retailers are:-

a) Departmental Stores:- They are large scale retail
establishments comprising of a number of departments in the
same building. All its departments are centrally
controlled but each forms a complete sales unit in itself
and specialises in a particular line of product. They
offer a wide choice of products to the customers under
one roof. They also provide many amenities for
customer's convenience such as restaurants, car
parking, recreation rooms, post and telegraph offices
and so on. Such stores are generally located in central
places of big cities so that they can be easily accessible
to the customers.

b) Supermarkets:- These are large scale retail shops operating
at lower costs. They sell a wide variety of consumer goods
of regular use such as food items, groceries, etc at one
place. They sell goods at lower prices than the
departmental stores. Customers select the goods
themselves without salesman's assistance. It is also
called self-service stores. But,they do not provide
additional facilities to their customers.

c) Multiple Shops or Chain Stores:- These are a group of
retail stores of the same type under one common ownership
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and centralised management but are located at various
locations. All of them deal in similar range of products
and sell the same standardised products at the same
terms and conditions. The goods dealt are generally
meant for everyday use and are readily acceptable to
all kinds of customers. They offer goods at lower prices
as they enjoy economies of bulk buying.

d) Mail Order Houses:-They  are those retail trading
establishments which receive their orders by mail and deliver
the goods by parcel or post express. The post office is their
main channel of distribution. Orders from customers
may be secured by advertising in newspapers or journals
or through telephone contacts. But this type of retailing
is non-personal and without any face-to-face contact
between buyers and sellers. However, it helps the
consumers to get their requirements at their own place
and thus saves their time and expenses.

e) Consumer Cooperative Stores:- These are the cooperative
stores which are owned and operated by the consumers
themselves. They are incorporated as an association
under the Cooperative societies Act. The membership
of such stores is voluntary and capital is subscribed by
the members themselves by purchasing shares of a small
denomination. They purchase their requirements of
goods in bulk from manufacturers and wholesalers and
sell them to its members at lower prices. The aim of
such cooperative stores is to render service to its
members and not to maximise profits.

f) Hire Purchase Traders:- This is a form of retail trade in
which credit is granted to the customers on the security of a
lien on the goods. They supply consumer durable goods
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to the customers who agree to pay the price by
installment (also called hire charges)at regular
intervals. In this form of retailing, consumers get the
advantage of deferred payment as they can purchase
goods on credit and make easy payments in installments
while using the products at the same time. The buyer
acquires the ownership of goods only after the total price
has been paid. If there is default in paying installments,
the seller has right to recover the goods or sue buyer.

g) Super Bazars:- These are large retail stores organised by
cooperative societies. They sell a variety of products under a
single roof. They procure goods at wholesale rates from
the manufacturers and wholesalers and sell them to
the consumers at reasonable prices. These may operate
either as self-service stores or as separate counters
served by a salesman.

h) Automatic Vending Machines:- These are a new and
complementary form of retailing operated by inserting coins
or tokens into the machine by the buyers. In return, buyers
receive a specified quantity of the product from the
machine. These are used to sell pre packed and low
cost products of mass consumptions like beverages,
tickets milk, soft drinks etc. This form of retailing can
sell goods at places and at times where other types of
retailing are not convenient or economical. For example,
Mother Dairy sells milk through such vending machines.
The latest area in which this concept is getting popular
in many parts of our country is the case of Automated
Teller Machines (ATM) in the banking service. This
machine has made it possible to withdraw money at
any time without visiting any branch of a bank.
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9.2.2. Proforma Invoice:
In trade transactions, a proforma invoice is a document that states a

commitment from the seller to sell goods to the buyer at specified prices
and terms. It is used to declare the value of the trade. It is not a true
invoice, because it is not used to record accounts receivable for the
seller and accounts payable for the buyer. Simply, a "proforma
invoice" is a "confirmed purchase order" where buyer and supplier
agree on cost of the product to be shipped to the buyer. A proforma
invoice is generally raised when the seller is ready for dispatching
the material but he wants to ensure that the payment is being sent
before dispatch. And similarly, the customer also wants to know
what all other components are there in the proforma invoice to avoid
disagreements later.

A sales quote is prepared in the form of a proforma invoice
which is different from a commercial invoice. It is used to create a
sale and is sent in advance of the commercial invoice. The content
of a proforma invoice is almost identical to a commercial invoice and
is usually considered a binding agreement although the price may
change in advance of the final sale.

A proforma invoice can also be used for shipments containing
items that are not being bought or sold, such as gifts, samples and
personal belongings, whereas a commercial invoice is used when
the commodities shipped are being bought or sold.  However, it is
best to use a Customs Invoice or Declaration as Border officials
require Values for the export declaration. A Customs Invoice or dec-
laration is commonly used in New Zealand for air parcel post ship-
ments.

9.2.3. Credit Note:
A credit note or credit memorandum (memo) is a commercial docu-

ment issued by a seller to a buyer. The seller usually issues a credit
memo for the same or lower amount than the invoice, and then
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repays the money to the buyer or sets it off against a balance due
from other transactions.

It can also be a document from a bank to a depositor to indi-
cate the depositor's balance other than a deposit, such as the col-
lection by the bank of the depositor's note receivable.

Main Features of Credit Note:
A credit note lists the products, quantities and agreed prices

for products or services that the seller provided to the buyer, but the
buyer returned or did not receive. It may be issued in the case of
damaged goods, errors or allowances. In respect of the previously
issued invoice, a Credit Memo will reduce or eliminate the amount
the buyer has to pay. A Credit Memo is not to be substituted as a formal
document. The Credit Memo rarely contains: Post Office address,
Date, Billing Address, Shipping Address, Terms of Payment, List of
products with quantities and prices. Usually it refers to the original
Invoice and sometimes states the reason for issue.
Uses of Credit Note:
1. Credit Note allows the buyer to purchase an item or service

from the seller on a future date, i.e. a gift card or store card
credit. Credit notes may be issued by a seller as a goodwill
gesture to a buyer who wishes to return previously purchased
merchandise (instead of cash repayment) in circumstances
where the original sales agreement did not include an explicit
refund policy for returned items. In such circumstances, a
credit note of value equal to the price of the returned item is
usually issued allowing the buyer to exchange his purchase
for other items available with the sale.

2. It is used to correct an invoice that has already been processed
and sent to the buyer. If you have already sent an invoice to a
buyer but now need to provide a credit for that invoice, you
would send them a credit note or credit memo. You can think
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of a credit note as a "negative invoice." It can be used in some
Enterprise Resource Planning software.

3. Credit Note is used for accounting purposes in the case of
returned goods. After the sale, if the customer is not happy
with the purchased goods for various reasons, such as damage,
or if a product has expired (for example, food items), he would
return the goods. This transaction has to be reversed for
accounting purposes.
From the point of view of a company, credit notes can be

classified in two groups:
● Credit notes sent to clients, issued by the company
● Credit notes received from suppliers, issued by others
A credit note sent to clients is considered as a sales returned for

accounting purposes. A credit note received from suppliers is considered
as a purchases returned.

9.2.4 Lorry Receipt
LR Stands for Lorry Reciept, also called ‘Bilti’ in Hindi. This

reciept is either in 3 copies or 5 copies. Consignee copy, Driver
Copy, Consigner Copy and File Copy. This reciept is made by the
Transporter once the material is loaded on the vehicle for Delivery.
The reciept contains the Vehicle Number, Pickup address, delivery
address, Number of packages, material description, vehicle type,
vehicle in & out time. Document of title to goods has not been de-
fined in the Central Sales Tax Act. The expression has been defined
in section 2 of the Sale of Goods Act, 1930. When goods are handed
over to a transporting agency or a carrier, it issues a receipt or consignment
note to the person who hands over him the goods for transportation and at
the destination delivers the goods to the person who hands him over such
receipt. Such documents are usually called Lorry Receipt.

9.2.5 Railway Receipt (R/R)
A Railway receipt, like bill of loading, is an acknowledgement of

goods received by the Railway Authorities for carriage to a specified place
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of destination mentioned therein). The property in the form of goods
covered by a railway receipt passes by endorsement and/or deliv-
ery. The railway authorities are discharged by delivery of the goods
to the consignee or the last endorsee on surrendering the railway
receipt (R/R). The terms and conditions of carriage are generally
painted on the back of the receipt.

A railway receipt is a document of title but not a negotiable
instrument. As in the case of bill of lading, every transferee who
derives the title from the previous transferor takes it subject to the
defects which the transferor himself had. In other words, the trans-
feree cannot get a better title than that of the transferor, since the
instrument is not negotiable. The advances are granted against rail-
way receipt for a very short period since the receipt is to be pre-
sented before the railway authorities at destination for obtaining
delivery of goods. The consignor usually draws a bill of exchange on
the consignee for the amount of the goods consigned and discounts
the bill with the banks. The railway receipt is attached with the bill
of exchange to make it a documentary instrument. The banker re-
leases the railway receipt to the consignee against acceptance or
payment of the bill.

9.3. Terms of Trade:
There are various terms which are being used commonly in

the trade. Some of these are COD (Cash on Delivery), FOB (Free on
Board), CIF (Cost, Insurance and Freight), E & OE (Errors and Omis-
sions Excepted). These are discussed one by one as below:

9.3.1. Cash on Delivery:
Cash on Delivery (COD), sometimes called Collect on Delivery, is

the sale of goods by mail order where payment is made on delivery rather
than in advance. If the goods are not paid for, they are returned to the
retailer. Originally, the term applied only to payment by cash but as
other forms of payment have became more common, the word "cash"
has sometimes been replaced with the word "collect" to include
transactions by checks, credit cards or debit cards.
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Advantages and Disadvantages of COD for Retailers
The advantages of COD for online or mail order retailers are:
i. The customer does not need to own a credit card to

purchase.
ii. Impulse purchases may increase as payment is not due

at the time of ordering.
iii. The credibility of retailers may be increased because

the consumer only has to pay when the item is
delivered.

The principal disadvantage for retailers is that many more
orders will be returned as buyers are less committed to the pur-
chase than if they had paid in advance.

Most operators impose a limit on the amount of money that
can be collected per delivery or per day using COD services. Limits
may be higher for non-cash payments. Canada Post, for instance,
applies a limit of C$1000 for cash, but C$25,000 for payment by
cheque or money order.

Popularity in the Developing World
COD is popular in the Middle East and developing countries

for e-shopping, for example, Exxab.com operating in Jordan and Saudi
Arabia. C.O.D. has also become popular in India with emerging online
retailers as many Indians prefer to pay in cash traditionally since
there is no risk of not receiving the product from the online retailer
when the payment is done beforehand. The overwhelming majority
of e-shopping transaction in the Middle East are COD; with cancel-
lation rates soaring due to the lack of sense of obligation. However,
in the Middle East the case is a little different because their largest
logistics and shipping company (Aramex) offers a COD service in
return to a very low fee, making it an easier option and facilitating
it to further reinforce the COD method of payment. Even Aramex
complains about the huge number of returns in shipments from
their e-commerce clients.
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9.3.2. Free on Board (FOB):
FOB is an acronym for "freight on board". Responsibility for freight

costs is determined by the suffix "Origin" or "Destination" after
"FOB." "FOB Origin" (also sometimes phrased as "FOB Shipping" or
"FOB Shipping Point") indicates that the sale is considered com-
plete at the seller's shipping dock, and thus the individual or orga-
nization buying the goods is responsible for freight costs/liability.
With "FOB Destination," the sale is complete at the buyer's door-
step and the seller is responsible for freight costs/liability. Specific
terms of the agreement can vary widely, in particular which party
(buyer or seller) pays for which shipment and loading costs, and/or
where responsibility for the goods is transferred. The last distinc-
tion is important for determining liability or risk of loss for goods
lost or damaged in transit from the seller to the buyer. Interna-
tional shipments typically use "FOB" as defined by the Incoterm
standards, where it always stands for "free on board".

Under the Incoterms 2010 standard published by the International
Chamber of Commerce, FOB stands for "Free On Board", and is always
used in conjunction with a port of loading.  Indicating "FOB port" means
that the seller pays for transportation of the goods to the port of
shipment, plus loading costs. The buyer pays cost of marine freight
transport, insurance, unloading, and transportation from the ar-
rival port to the final destination. The passing of risks occurs when
the goods are loaded on board at the port of shipment.

For example, "FOB Vancouver" indicates that the seller will
pay for transportation of the goods to the port of Vancouver, and the
cost of loading the goods on to the cargo ship (this includes inland
haulage, customs clearance, origin documentation charges, demur-
rage if any, origin port handling charges, in this case Vancouver)
The buyer is paid by (including unloading). Responsibility for the
goods is with the seller until the goods are loaded on board the ship.
Once the cargo is on board, the buyer assumes the risk.
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9.3.3. CIR - Cost, Insurence and Freight (named port of
destination)

Seller must pay the costs and freight to bring the goods to the

port of destination. However, risk is transferred to the buyer once

the goods are loaded on the vessel. Insurance for the goods is in-

cluded.

9.3.4. Errors and Omissions Excepted (E&OE):

Errors and Omissions Excepted (E&OE) is a phrase used in

an attempt to reduce legal liability for potentially incorrect or in-

complete information supplied in a contractually related document

such as a quotation or specification.

It is often applied as a disclaimer in situations in which the

information to which it is applied is relatively fast-moving. In legal

terms, it seeks to make a statement that information cannot be

relied upon, or may have changed by the time of use. It is regularly

used in accounting, to "excuse slight mistakes or oversights."

It is also used when a large amount of information is listed

against a product, to state that-to the best of the supplier's knowl-

edge-the information is correct, but that they will not be held re-

sponsible if an error has been committed.

9.4. Associations:

The term association is meant for voluntary union of traders for the

purpose of safeguarding the interest of all the members therein. Broadly

speaking, association may be classified into two types namely Trade

Associations and Chambers of Commerce.

9.4.1. Trade Associations:

A trade association may be defined as an association of business

units engaged in a particular trade or industry, or a group of closely related

trades. It is a voluntary and non-profit organization of business units
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which are competitors. They are formed for the promotion of the

economic interest of their members. In fact, the trade association is

a combination of businessmen, engaged in a particular line of busi-

ness for the promotion of their common interest, growth of friendly

relations and exchange of news and views pertaining to their busi-

ness activities. The name of the association is usually after the

nature of the business conducted by the members. The members

include businessmen engaged in the same line of business in a

particulars region.

Some of the associations at the all India level are: All India

Manufacturers Organisation, All India Organisation of Employers,

All India Marketing Association, Indian Jute Mills Association, In-

dian Sugar Mills Association, Indian Paper Mills Association, etc.

Trade associations at the regional level include Bombay Mill

Owners Association, Bombay Printing Press Owners Association,

Ahmedabad Cotton Mill Owners Association, etc. The trade associa-

tions perform the following functions:-

9.4.2. Chambers of Commerce:

A chamber of commerce may be defined as an association of

businessmen which works for the benefit of its members in a particulars

territory it serves. Their aim is to protect the general commercial

interest of the members. Chambers of commerce is found all over

the world though they  differed in their composition and character.

For instance in India and England, a chamber of commerce is a

voluntary association of businessmen to further their commercial

interest. But in France it is a semi-official body comprising of a

fixed number of representatives of the Government and the business

community. In India some examples are confideration of Indian

Industry (CII), Federation of Indian Chambers of Commerce and

Industry (FICCI)
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9.4.2.1. Functions of Chamber of Commerce:

The chambers of commerce perform the following functions:-
(i) They collect and disseminate important duties on traffic routes,

trade conditions, potential markets, etc.
(ii) They maintain statistical bureaus for providing classified

information to the members.
(iii) They act as the spokesmen of the business community by

commenting on government policies affecting business or in
connecting with an existing piece of legislation that obstructs
business.

(iv) They make representations to the government on proposed
legislations concerning some spheres of business or in
connection with an existing piece of legislation that obstructs
business.

(v) They arrange for the settlement of disputes arising out of trade
or industry by means of arbitration.

(vi) They introduce standard trade practices to be followed by their
members.

(vii) They organise industrial fairs and exhibitions to further the
interest of the business community.

(viii) They provide a forum of exchanging views to the members by
holding conferences and seminars.

9.4.3. Distinction between Trade Association and Chambers
of Commerce:

Trade Associations and Chambers of Commerce differ in re-
gard to the following points:-
(i) A trade association is formed by those engaged in the same

trade or line of business whereas a Chamber of Commerce is
an association of businessmen and /or business units from a
particular region belonging to different trades.
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(ii) The members of trade association are competitors whereas
the members of a Chamber of Commerce are both competitors
and non-competitors.

(iii) A trade association is engaged in protecting the interest of
the particular trade but a Chamber of Commerce is engaged
in the general commercial interest of the members engaged
in different trades.

CHAPTER AT A GLANCE:
1. Trade -Trade refers to buying and selling of goods and services

for money or money's worth.
2. Internal Trade-It is conducted within the political and

geographical boundaries of a country.
3. Types of Internal Trade -Wholesalers and Retailers
4. Wholesale Trade: It involves buying in large quantities from

producers or manufacturers and selling in lots to retailers for
resale to consumers.

5. Retail Trade: It involves buying in smaller lots from the
wholesalers and selling in very small quantities to the
consumers for personal use.

6. Types of Retailers- Small scale retailers and large scale
retailers

7. Street Stalls:- These are the small shops on the road side,
street-crossing, bus stops, etc. They sell a limited variety of
products of regular use like stationery, grocery, etc.

8. Departmental Stores:- They are large scale retail
establishments comprising of a number of departments in the
same building and each forms a complete sales unit in itself
and specialises in a particular line of product.

9. Super Bazars:- These are large retail stores organised by
cooperative societies. They sell a variety of products under a
single roof.

10. Automatic Vending Machines- These are used to sell pre
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packed and low cost products of mass consumptions like
beverages, tickets, etc.

11. Debit Note-A debit note or debit memorandum (memo) is a
commercial document issued by a buyer to a seller.

12. Proforma Invoice-In trade transactions, a proforma invoice is
a document that states a commitment from the seller to sell
goods to the buyer at specified prices and terms. It is used to
declare the value of the trade.

Exercise for Practice

1. Objective Type Questions:
(A)State whether the following Statement are True and False

1. Internal trade is also known as Home trade.
2. Some retailers  provide the facility of home delivery to

the consumers
3. Wholesalers create a link between manufacturer and

retailers
4. Automatic Vending Machine is generally used to sell

the clothes
5. Internal Trade means a trade between two countries
6. A Wholesaler occupies prominent position since

manufacturers as well as retailers both are dependent
upon him.

7. A credit note or credit memorandum (memo) is a
commercial document issued by a seller to a buyer.

8. A debit  note or debit  memorandum (memo) is a
commercial document issued by a seller to a buyer.
[Ans: 1. True 2. True 3. True 4. False 5. False  6. True
7. True 8. False ]

(B) Fill in the Blanks
1. ………….. deals in a large number of goods
2. …………….. is the last step of the chain of business

middlemen
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3. Exchange of goods within the boundaries of a country
…………….

4. Retailers act as a ……………………between the
wholesaler and consumers.

5. Some retailers provide ……………………home delivery
service to their customers.

6. The ………..is their main channel of distribution in mail
order house.

7. ………. sell a variety of products under a single roof.
8. Goods are imported from one country and then re-

exported after doing some processing, it is
called……………..

9. …………………. Is first company to deal primarily with
the installation and maintenance of vending machines.

10. ……..…..is a commercial document issued by a buyer to
a seller.

[Answers key - 1. Wholesalers  2.  Retailers 3. Internal Trade
4.Middleman 5.Free6.post office 7.Super Bazars 8. entrepot trade
9. The Sweetmeat Automatic Delivery Company 10. A debit note ]

(C ) Multiple Choice Questions
1. Internal trade means

a) Trade between two countries
b) Trade within the boundaries of a country
c) Trade with a foreigner
d) Trade at global level.

2. Whole sale trade is the type of internal trade on the basis of
a) Relationship
b) Quantity
c) Levels
d) None of the above

3. Manufacturer-Wholeseller-Retailer-Consumer is the example
of
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a) Direct trade
b) Indirect Trade
c) Wholsale trade
d) Retail trade

4. To sell ready made garments  of children is the example of
a) Single product shop
b) Single line shop
c) General store
d) Departmental store

5. The modern concept of shopping which provides multiple fa-
cilities at one place is known as
a) Whole sale shop
b) Retail shop
c) Super Bazar
d) Malls

6. Automatic Vending Machine is generally used to sell
a) Cold drinks
b) Car
c) Clothes
d) None of this

7. Chamber of Commerce safeguards the interest of
a) Business
b) Businessmen
c) Retailers
d) Business and businessmen

8. The facility of home delivery is provided by
a) Whole seller
b) Retailers
c) Manufacturers
d) Agents

[Answers-1.(b)2. (b)3. (a)4.( a)5.(d)6.(a)7.(d)8.(b).]
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(D) Match the Columns
Column I  Column II

1. Automatic Vending machine a) free Home delivery of goods
is generally used to sell

2. Retailers b) Malls
3. Multiple facilities at one place c) Cold drinks
4. Large quantity of goods deals by d) Debit Note
5. Document issued by a buyer to  e) Wholesaler

a seller
[Answers-1.(c)2. (a)3. (b)4.( e)5.(d)]

(E) Very Short Answer Type Questions.
1. What is trade?
2. Mention types of trade.
3. Write any one type of internal trade.
4. Name any three forms of retailers.
5. What is automatic vending machine?
6. What is Credit note.
7. What is proforma invoice.

 (2) Short Answer Type Questions
1. What do you mean by Internal Trade?
2. Explain the Terms :

i) Wholesalers ii) Retailer
iii) Itinerants or Mobile Traders

3. What are the various functions of wholesaler?
4. What do you mean by Departmental stores?
5. Explain Automatic Vending Machine.
6. What do you mean by Debit Note and Credit Note ?
7. What is Railway Receipt ?
8. Give one difference between proforma Invoice and

Commerial Invoice.
9. Explain Cash on Delivery.
10.     Write in detail about

i) FOB ii) CIR iii) Chamber of Commerce.
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(3) Long Answer Type Questions
1. Define wholesaler. Discuss the services performed by

wholesalers.
2. Describe the functions performed by the retailers.
3. Discuss the different forms of the large scale retail.
4. Discuss the important documents used in internal

trade.
5. What is Chamber of commerce. Discuss the functions

of Chamber of Commerce. Differentiate between trade
associations and chamber of commerce.
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Highlights:
After studying this chapter, the students will be able to

understand:

✦ Meaning and Types of International Trade

✦ Need and Importance of International Trade

✦ Problems of International Trade

✦ The challenges and Policy options on the Trade front

for India

✦  Procedure for Import and Export

✦ World Trade organization

✦ Structure of WTO

✦ The Multilateral -trading System- Past, Present and

future

✦ Trade Policy review

10.0 Meaning of International Trade:

International trade is nothing but trade between the different

countries of the world. It is also called as Foreign Trade, External

Trade or Inter-Regional Trade. It consists of imports, exports and

entre-pot. Foreign Trade basically takes place for mutual satisfaction

of wants and utilities of resources. Inter national or enternal business

can, be defined as those business activities that take place ocross

Chapter

INTERNATIONAL TRADE
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the national frontiers. It involves not only internationl movements

of goods and services but also of Capital, Personal Technology and

intellectual property like Patents, Trade Marks, Know how and

copyrights. International Trade, comprising export and import of goods

is an important component of International Business. International

Business is a wider term and is comprised of both the tade and

production of goods and services across frontiers.

10.1 Types of International Trade

International Trade can be divided into following three groups:-

i. Import Trade: Import trade refers to purchase of goods by one
country from another country or inflow of goods and services
from foreign country to home country.

ii. Export Trade: Export trade refers to the sale of goods by one
country to another country or outflow of goods from home
country to foreign country.

iii. Entre-pot Trade: Entre-pot trade is also known as Re-export.
It refers to purchase of goods from one country and then selling
them to another country after some processing operations.

10.1.1 Difference between Internal Trade and External Trade

Firstly , in the case of internal trade, the produced

commodities of a country are sold in different parts of that country.

But in external trade, the produced goods of a country cross the

boundaries of a country and are sold in another country and the

produced commodities of foreign countries enter into our country.

Secondly, the commodities which are sold and purchased in

internal trade, do not find place in external trade. The commodities

which are produced inside a country may not be demanded by the

people of foreign countries. So the commodities which are demanded

in foreign countries find place in external trade.
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Thirdly, the value of commodities are determined with the

help of currency of that country in internal trade but in external

trade value of commodities are determined with the help of exchange

rate between the currencies of two countries.

Fourthly, in the case of internal trade, factors of production

like land, labour, capital and organisation are mobile, to get higher

income in any part of a country. But it is not possible in the case of

external trade. Labourers and capital of a country cannot move easily

from one country to another country. So in external trade, there is

less mobility of factors but it is more in internal trade.

Fifthly, Internal trade is regularised by the laws of land

whereas the external trade is regularised by the international laws.

Sixthly, there is no restriction on internal trade but incase

of external trade there are restrictions as to export duty, import

duty and custom duty.

Seventhly, in case of internal trade remittance is easy and

risk, transportation cost is low but in case of external trade risk,

remittance cost and transportation cost is quite high.

10.2  Need and Importance of International Trade

Following points explain the need and importance of foreign

trade to a nation.

i.  Division of Labour and Specialization
Foreign trade leads to division of labour and specialization at

the world level. Some countries have abundant natural resources.
They should export raw materials and import finished goods from
countries which are advanced in skilled manpower. This gives
benefits to all the countries and thereby leading to division of labour
and specialization.
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ii. Optimum Allocation and Utilization of Resources
Due to specialization, unproductive lines can be eliminated

and wastage of resources avoided. In other words, resources are
channelized for the production of only those goods which would give
highest returns. Thus there is rational allocation and utilization of
resources at the international level due to foreign trade.

iii. Equality of Prices
Prices can be stabilized by foreign trade. It helps to keep the

demand and supply position stable, which in turn stabilizes the prices,
making allowances for transport and other marketing expenses.

iv. Availability of Multiple Choices
Foreign trade helps in providing a better choice to the

consumers. It helps in making available new varieties to consumers
all over the world.

v. Ensures Quality and Standard Goods
Foreign trade is highly competitive. To maintain and increase

the demand for goods, the exporting countries have to keep up the
quality of goods. Thus quality and standardized goods are produced.

vi. Raises Standard of Living of the People
Imports can facilitate standard of living of the people. This is

because people can have a choice of new and better varieties of
goods and services. By consuming new and better varieties of goods,
people can improve their standard of living.

vii. Generate Employment Opportunities

Foreign trade helps in generating employment opportunities,
by increasing the mobility of labour and resources. It generates direct
employment in import sector and indirect employment in other

sectors of the economy, such as Industry, Service Sector (insurance,

banking, transport, communication), etc.
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viii. Facilitate Economic Development

Imports facilitate economic development of a nation. This is
because with the import of capital goods and technology, a country
can generate growth in all sectors of the economy, i.e. agriculture,
industry and service sector.

ix. Assistance during Natural Calamities

During natural calamities such as earthquakes, floods,
famines, etc., the affected countries face the problem of shortage of
essential goods. Foreign trade enables a country to import food grains
and medicines from other countries to help the affected people.

x. Maintains balance of Payment Position

Every country has to maintain its balance of payment position.
Since, every country has to import, which results in outflow of foreign
exchange, it also deals in export for the inflow of foreign exchange.

xi. Brings Reputation and Helps Earn Goodwill

A country which is involved in exports earns goodwill in the
international market. For e.g. Japan has earned a lot of goodwill in
foreign markets due to its exports of quality electronic goods.

xiii. Promotes World Peace

Foreign trade brings countries closer. It facilitates transfer
of technology and other assistance from developed countries to
developing countries. It brings different countries closer due to
economic relations arising out of trade agreements. Thus, foreign
trade creates a friendly atmosphere for avoiding wars and conflicts.
It promotes world peace as such countries try to maintain friendly
relations among themselves.

10.3 Problems of International Trade:

The Global market has made it easy to buy and sell
international goods. While this has benefits, it also presents a
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problem. Such trade can cause countries to be prosperous for a
short time, but leads to economic exploitation, loss of cultural
identity, and even physical harm.

i. Support of Non-Democratic Systems

Great hardship can be caused when people make poor
decisions about land use or surplus production for export and do not
take the general population's welfare into consideration. For example:
Landowners in Nicaragua and El Salvador want farmers to grow
coffee beans because it is a very profitable cash crop, however, the
farmers would like to use the land to grow more food for their families.
The farmer's wishes are ignored because they do not actually own
the land.

ii. Cultural Identity Issues

Culture is a major export in the world. It displays and promotes
values and lifestyles worldwide. The "culture consumer" in other
countries is sometimes overwhelmed by American ideas. Products
also carry cultural ideas and messages. There are values of the
culture the make the product. For example: Coca-Cola, McDonalds,
Nike, and Microsoft all sell products that symbolize American values
and symbolize and reflect American corporate culture.

iii.  Social Welfare Issues:

Maintaining safety standards, minimum wages, worker's
compensation and Health benefits are all social welfare issues that
cost business money. For eg. If a running shoe is made in a country
where these issues are not met than the shoe can be sold for less
in Canada. The down side to this is that substandard safety conditions
cause death and injury in the workplace.

iv. Environmental Issues:

In Canada, businesses are urged by the government and
environmental groups through laws and regulations to keep our air,
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land and water clean. This is a costly process so businesses decide
to move their operations to countries; i.e. Mexico, where it is less
regulated.

v. Political Issues:

Precious commodities such as gold, diamond, oil or farmland
are so important for countries to have control that wars have been
started and as a result people are killed. Trade of these items has
caused political alliances that do not help the people in the trading
nation but only the powerful corporations that control the commodity.

10.4 The Challenges and Policy options on the Trade Front
for India:

The challenges for India on the trade front are many. Some
are due to the current emerging global situation and some are
systemic and long term in nature.
i. The Government has initiated second generation reforms, in

the trade sector these could include, further lowering of tariffs
to ASEAN levels, while carefully taking note of domestic
concerns and simultaneously removing duty benefit schemes
which may become redundant in a low tariff regime.

ii. India is relatively less vulnerable to the developments in the
US, EU, and other developed countries due to its diversification
of exports to Asia and ASEAN, there are concerns on the
bilateral trade deficit front with countries like China and
Switzerland. While substantial progress has been achieved
on the market diversification front, a lot more needs to be
done on the product diversification front as India?s export
presence is limited in the top items of world trade. While
India has made new forays in skill-and capital-Intensive
exports like information technology (IT), gems and jewellery,
and engineering goods, it is losing steam in its traditional
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areas of strength, i.e. in the labour-intensive exports like
textiles, leather and leather manufactures, handicrafts, and
carpets.

iii. India?s push towards regional and bilateral agreements should
result in meaningful and result-oriented FTAs and CECAs,
which carefully avoid inverted duties and take care of domestic
concerns. A more conducive environment for trade in services
can be created by liberalizing FDI inflows as FDI and trade in
services have a close relationship given the nature of intra-
firm trade of multinational parent firms with affiliates.

iv. Rationalizing taxes in services like shipping and telecom, going
forward with totalization agreements, streamlining domestic
regulations like licensing requirements & procedures and
technical standards can also help in the growth and export of
services.

10.5. Procedure for Import and Export

10.5.1. General Provisions

Goods are imported in India or exported from India through sea, air
or land. Goods can come through post parcel or as baggage with
passengers. Procedures naturally vary depending on mode of import
or export. Procedures discussed in this Chapter are applicable for
imports by sea, air or land, but not as baggage or postal dispatch.
Some of these are :
10.5.1.1. Entry - 'Entry' in relation to goods means an entry made
in a Bill of Import, Shipping Bill or Bill of Export. It includes (a) label
or declaration accompanying the goods which contains description,
quantity and value of the goods, in case of postal articles u/s 82 (b)
Entry to be made in case of goods to be exported (c) Entry in respect
of goods imported which are not accompanied by label or declaration
made as per provisions of section 84. [section 2(16)].
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(ii)  Amendment to Documents -

Importer, exporter or 'Person In charge' have to submit various
documents to customs authorities like Bill of Entry, Import Manifest,
Export Manifest etc. Some times, it may become necessary to amend
the document due to various reasons like change in classification,
clerical mistake in document, change in unloading / loading plan of
vessel etc. In such case, permission to amend these documents
have to be obtained from customs authorities. [section 149]. Such
permission can be given if there are no fraudulent intentions.

In case of bill of entry, shipping bill or bill of export, it can be
amended after clearance only on the basis of documentary evidence
which was in existence at the time the goods were cleared,
warehoused or exported, and not on basis of any subsequent
document. [Provisions to section 149].

(iii) Customs Station -

Imported goods are permitted to be unloaded only at specified
places. Similarly, goods can be exported only from specified area. In
view of this, a definition of 'Customs Station' is important. Customs
area means all area of Customs Station and includes any area where
imported goods or export goods are ordinarily kept pending for
clearance by Customs authorities. Thus, 'Customs Area' could include
some area even outside the 'Customs Station'. Customs Station
means (a) customs port (b) inland container depot (c) customs airport

and (d) land customs station.

10.5.2. Import Procedures

Procedures have to be followed by 'person-in-charge of

conveyance' as well as the importer.

(i) Who is 'Person in Charge' -

As per section 2(31), 'person in charge' means (a) In case of

vessel - its master (b) In case of aircraft - its commander or pilot-in-
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charge (c) In case of train - its conductor or guard and (d) In case of

vehicle or other conveyance - its driver or other person in charge.

The significance of this definition is -

1. He is responsible for submitting Import Manifest and
Export Manifest

2. He is responsible to ensure that the conveyance comes
through approved route and lands at approved place only.

3. He has to ensure that goods are unloaded after written
order, at proper place.

4. Loading also has to be only after permission.
5. He has to ensure that conveyance does not leave without

written order of Customs authorities.
5. He can be penalised for (a) Giving false declaration and

statement (b) shortages or non-accounting of goods in
conveyance

(ii) Procedure to be followed by the Carrier -

 The 'person in charge of conveyance' (carrier of goods) has to

follow prescribed procedure.

a.  Arrival at Customs port/Airport only -

 Section 29 provides that person-in-charge of a vessel or an

aircraft entering India shall call or land at customs port or customs

airport only. It can land at other place only if compelled by accident,

stress of weather or other unavoidable cause. In such case, he should

report to nearest police station or Customs Officer. While arriving

by land route, the vehicle should come by approved route to 'land

customs station' only.

b. Import Manifest / Report-

Person-in-charge of vessel, aircraft or vehicle has to submit

Import Manifest / Report. [also termed as IGM - Import General
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Manifest]. (In case of a vessel or aircraft, it is called import manifest,

while in case of vehicle, it is called import report.) The import

manifest in case of vessel or aircraft is required to be submitted

prior to arrival of a vessel or aircraft. Import report (in case of vehicle)

has to be submitted within 12 hours of arrival at the customs station.

If the report / manifest could not be submitted within prescribed

time, person-in-charge or any person specified as responsible by a

notification is liable to penalty upto Rs 50,000. Such penalty will not

be imposed if the excise officer is satisfied that there was sufficient

cause for the delay. [section 30(1)]. IGM can be submitted

electronically through floppy where EDI facility is available.

c. Import Manifest is required to be Submitted before Arrival
of Aircraft or Vessel -

Section 30(1) of Customs Act provides that Import Manifest

should be filed before arrival of ship or aircraft. Normally, the Agents

submit the Import Manifest before arrival, so that maximum possible

formalities are completed before vessel or aircraft arrives. This also

enables importers to file 'Bill of Entry' in advance.

d. Grant of Entry Inwards by Customs Officer -

Unloading of cargo can start only after Customs Officer grant

'Entry Inwards'. Such entry inwards can be granted only when

berthing accommodation is granted to a vessel. If there is heavy

congestion at port, shipping berth may not be available and in such

case, 'Entry Inwards' cannot be granted. This date is highly relevant

for determining rate of customs duty applicable.

e.  Carrier Responsible for Shortages during Unloading-

 If the goods are short landed, the carrier is liable to pay

penalty up to twice the amount of duty payable on such short landed
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goods. It has been held that tally sheet prepared by Port Trust

authorities on unloading of goods is a statutory document and should

be accepted in preference to steamer survey.

(iii) Procedure by Importer -

The importer importing the goods has to follow prescribed

procedures for import by ship/air/road. (There is separate procedure

for goods imported as a baggage or by post.)

a. Bill of Entry -

 This is a very vital and important document which every

importer has to submit under section 46. The Bill of Entry should be

in prescribed form. The standard size of Bill of Entry is 16" × 13".

However, for computerisation purposes, 15" × 12" size is permitted.

b. Bill of Entry should be Submitted in Quadruplicate-

original and duplicate for customs, triplicate for the importer

and fourth copy is meant for bank for making remittances. Under

EDI system, Bill of Entry is actually printed on computer in triplicate

only after 'out of charge' order is given. Duplicate copy is given to

importer.

Types of Bill of Entry -

Bills of Entry should be of one of three types. Out of these,

two types are for clearance from customs while third is for clearance

from warehouse.

i). Bill of Entry for Home Consumption - This form, called 'Bill
of Entry for Home Consumption', is used when the imported
goods are to be cleared on payment of full duty. Home
consumption means use within India. It is white coloured and
hence often called 'white bill of entry'.

ii). Bill of Entry for Warehousing - If the imported goods are not
required immediately, importer may like to store the goods in
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a warehouse without payment of duty under a bond and then
clear from warehouse when required on payment of duty. This
will enable him to defer payment of customs duty till goods
are actually required by him. This Bill of Entry is printed on
yellow paper and often called 'Yellow Bill of Entry'. It is also
called 'Into Bond Bill of Entry' as bond is executed for transfer
of goods in warehouse without payment of duty.

iii). Bill of Entry for Ex-bond Clearance - The third type is for Ex-
Bond clearance. This is used for clearance from the warehouse
on payment of duty and is printed on green paper. The goods
are classified and value is assessed at the time of clearance
from customs port. Thus, value and classification is not
required to be determined in this bill of entry. The columns in
this bill of entry are similar to other bills of entry. However,
declaration by importer is not required as the goods are already
assessed.

c. Rate of Duty for Clearance from Warehouse -
 It may be noted that rate of duty applicable is as prevalent

on date of removal from warehouse. Thus, if rate has changed after
goods are cleared from customs port, customs duty as assessed on
yellow bill of entry and as paid on green bill of entry will not be
same.

d.  Mention of BIN on Bill of Entry -
 A BIN (Business Identification Number) is allotted to each

importer and exporter w.e.f. 1.4.2001. It is a 15 digit code based on
PAN of Income Tax (PAN is a 10 digit code). [Earlier an EC (Import
Export code) number issued by DGFT was required to be mentioned
on Bill of Entry].

e.  Filing of Bill of Entry -

Normally, Bill of Entry is filed by CHA on behalf of the importer.
Customs work at some ports has been computerised. In that case,
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the Bill of Entry has to be filed electronically, i.e. through Customs
EDI system through computerisation of work. Procedure for the same
has been prescribed vide Bill of Entry (Electronic Declaration)
Regulations, 1995.

f. Documents to be submitted by Importer -
 Documents required by customs authorities are required to

be submitted to enable them to (a) check the goods (b) decide value
and classification of goods and (c) to ensure that the import is legally
permitted. The documents that are essentially required are: (i)
Invoice (ii) Packing List (iii) Bill of Lading / Delivery Order (iv) GATT
declaration form duly filled in (v) Importers / CHAs` declaration
duly signed (vi) Import Licence or attested photocopy when clearance
is under licence (vii) Letter of Credit / Bank Draft wherever necessary
(vii) Insurance memo or insurance policy (viii) Industrial License if
required (ix) Certificate of country of origin, if preferential rate is
claimed. (x) Technical literature. (xi) Test report in case of chemicals
(xii) Advance License / DEPB in original, where applicable (xiii) Split
up of value of spares, components and machinery (xiv) No commission
declaration. - A declaration in prescribed form about correctness of
information should be submitted.

The Noting is now done electronically in large ports, while it
is done manually in small ports. Thoka Number (Serial Number) is
given while noting the Bill of Entry.

g.  Electronic Submission under EDI System -
Where EDI system is implemented, formal submission of Bill

of Entry is not required, as it is generated in computer system.
Importer should submit declaration in electronic format to 'Service
Centre'. A signed paper copy of declaration for non-repudiability
should be submitted. Bill of Entry number is generated by system
which is endorsed on printed check list. Original documents are to
be submitted only at the stage of examination.
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h.  Assessment of Duty and Clearance

The documents submitted by importer are checked and
assessed by Customs authorities and then goods are cleared. Section
2(2) defines 'assessment' as follows - 'Assessment' includes provisional
assessment, reassessment and any order of assessment in which the duty
assessed is Nil. Thus, 'assessment' includes 'Nil' assessment.

i.  Noting of Bill of Entry -

Bill of Entry submitted by importer or Customs House Agent
is cross-checked with 'Import Manifest' submitted by person in charge
of vessel / carrier. It is noted if the description tallies. 'Noting' really
means taking on record by customs officer. This date is relevant for
determining rate of customs duty. Thoka number (serial number) is
given in the import section. Otherwise, it is returned for clarifications.
In case of EDI system, noting is done by the system itself which also
generates bill of entry number. Date of presentation of bill of entry
is highly relevant and the rate of duty as applicable on this date will
be considered for calculating the duty payable. Bill of Entry is
accepted only after proper scrutiny vis-a-vis import manifest and
various declarations given in bill of entry and attached documents
like invoice, bill of lading etc. If such documents are not attached,
the authorities can refuse to accept the Bill of Entry, and hence
submission of such incomplete Bill of Entry cannot be taken as date
of presentation of Bill of Entry.

j. Prior Entry of Bill of Entry -

After the goods are unloaded, these have to be cleared within
stipulated time - usually three working days. If these are not so

removed, demurrage is charged by port trust/airport authorities,

which is very high. Hence, importer wants to complete as many

formalities as possible before ship arrives. Proviso to Section 46(3) of

Customs Act allows importer to present bill of entry upto 30 days
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before expected date of arrival of vessel. In such case, duty will be

payable at the rate applicable on the date on which 'Entry Inward' is

granted to vessel and not the date of presentation of Bill of Entry,

but rate of exchange will be as prevalent on date of submission of

bill of entry.

k. Assessment of Customs duty -

Section 17 provides that assessment of goods will be made

after Bill of Entry is filed. Date stamp of receipt is put on the 'Bill of

Entry' and then it is sent to appraising department either manually

or electronically there are various Appraising groups for different

Chapter headings. Each group is under an Assistant/Deputy

Commissioner. Group consists of 'Examiners' and 'Appraisers'.

l. Appraising the Goods -

 Appraiser has to (a) correctly classify the goods (b) decide

the Value for purpose of Customs duty (c) find out rate of duty

applicable as per any exemption notification and (d) verify that goods

are not imported in violation of any law. He can call for any further

documents that may be required for assessment. If he is of the

opinion that goods have to be examined for appraisal, he will issue

an examination order, usually on the reverse of Bill of Entry. If such

order is issued, the Bill of Entry is presented to appraising staff at

docks / air cargo complexes, where the goods are examined in

presence of importer's representative. Assessment is finalised after

getting the report of examination.

m. Valuation of Goods -

As per rule 10 of Customs Valuation Rules, the importer has
to file declaration about full 'value' of goods. If the assessing officer
has doubts about the truth and accuracy of 'value' as declared, he
can ask importer to submit further information, details and



298

documents. If the doubt persists, the assessing officer can reject
the value declared by importer. [rule 10A(1) of Customs Valuation
Rules]. If the importer makes a request, the assessing officer has to
give reasons for doubting the value declared by importer. [rule
10A(2)]. If the value declared by importer is rejected, the assessing
officer can value imported goods on other basis e.g. value of identical
goods, value of similar goods etc. as provided in Customs Valuation
Rules. [This amendment has been made w.e.f. 19.2.98, as per WTO
agreement. However, it has been held that burden of proof of under
valuation is on department]. Assessing Officer should not arbitrarily
reject the declared value and increase the assessable value. He
should follow due process of law and issue appealable order. - MF(DR)
circular No. 16/2003-Cus dated 17-3-2003.

n.  Approval of Assessment -

The assessment has to be approved by Assistant
Commissioner, if the value is more than Rs one lakh. (in cases
covered under 'fast track clearance for imports', appraiser is also
authorised to approve valuation). After the approval, duty payable is
typed by a "pin-point typewriter" so that it cannot be tampered with.
As per CBE&C circular No. 10/98-Cus dated 11-2-1998, Assessing
Officer should sign in full in Bill of Entry followed by his name,
preferably by rubber stamp.

o.  EDI Assessment -

In the EDI system, the cargo declaration is transferred to assessing

officer in the groups electronically. Processing is done on the screen

itself. All calculations are done by the system itself. If assessing

officer needs clarification, he can raise a query. The query is printed

at service centre and importer replies through service centre. Facility

of tele-enquiry about status of documents is provided in major

customs stations.
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Under EDI, normally, documents are inspected only after

assessment. After assessment, copy of Bill of Entry is printed at
service centre. Final Bill of Entry is printed only after 'Out of Charge'
order is given by customs officer. -

p. Payment of Customs Duty -

After assessment of duty, necessary duty is paid. Regular
importers and Custom House Agents keep current account with
Customs department. The duty can be debited to such current
account, or it can be paid in cash/DD through TR-6 challan in
designated banks.

After payment of duty, if goods were already examined,
delivery of goods can be taken from custodians (port trust) after
paying their dues. If goods were not examined before assessment,
these have to be submitted for examination in import shed to the
examining staff. After shed appraiser gives 'out of charge' order,
delivery of goods can be taken from custodian.

q.  First and Second System of Assessment -

 There are two systems of assessment. Section 17(2) provides
for assessment after examination of goods and section 17(4) provides
for assessment on basis of documents, followed by inspection and
testing of goods. "First appraisement system" or 'first check
procedure' is followed if the appraiser is not able to make assessment
on the basis of documents submitted and deems that inspection is
necessary. Goods are examined first and then these are assessed.
This method is followed only if assessment is not possible on basis
of documents. The importer himself may also request 'first check
procedure', if he cannot give all required details regarding description
/ value of goods. He has to make request for first check examination

at the time of filing of Bill of Entry or at data entry stage in case of

EDI. He has to give reason for seeking first appraisement.
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The examination order is recorded on Bill of Entry and then

returned to importer / CHA. It is then presented to import shed for
examination. The shed appraiser / Dock examiner examines the
goods as per examination order and records his findings. If samples
are required, they are taken out. In case of EDI system, the report
of examination is given in the computer itself. The goods are then
assessed to duty by appraiser. - Chapter 3 Para 23 of CBE&C's
Customs Manual, 2001.

In "Second Appraisement System" or 'second check procedure',
which is normally followed, assessment is done on basis of documents
and then goods are examined. Such examination is not mandatory.
It is done on selective basis on the basis of 'risk assessment' or
specific intelligence report. Section 17(4) of Customs Act specifically
provides that if initially assessment is done on basis of documents,
re-assessment can be done after examination or testing of goods or
otherwise, if it is found subsequent to examination or testing or
otherwise, that any statement made on Bill of Entry or any
information supplied is not true in respect of matter relevant to
assessment of duty.
      First appraisement is generally carried out in following cases -

● If complete documents are not submitted
● Goods are to be tested for correct classification
● Goods are re-imported
● Goods are damaged or deteriorated and abatement is

claimed
● Goods are abandoned and remission of duty is applied

for
● When goods are provisionally assessed
● When importer himself requests for examination of goods

before payment of duty.
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Examination of Goods - Examiners carry out physical examination

and quantitative checking like weighing, measuring etc. Selected

packages are opened and examined on sample basis in 'Customs

Examination Yard'. Examination report is prepared by the examiner.

Provisional Assessment - Section 18 of Customs Act, 1962 provide

that provisional assessment can be done in following cases (a) when

Customs Officer is satisfied that importer or exporter is unable to

produce document or furnish information required for assessment

(b) it is deemed necessary to carry out chemical or other tests of

goods (c) when importer/exporter has produced all documents, but

Customs Officer still deems it necessary to make further enquiry.

In such cases, assessment is done on provisional basis. The importer/

exporter has tofurnish guarantee/security as required by Customs

Officer for payment of difference if any. Goods can be cleared after

payment of duty provisionally assessed and after providing the

security. After final assessment, difference is paid by importer or

refunded to him as the case may be. If the imported goods were

warehoused after provisional assessment, the Customs Officer may

require importer to execute a bond for twice the difference in duty,

if duty finally assessed is higher [section 18(2)(a)]. The bond is called

as 'P D Bond' (Provisional Duty Bond). The bond is with security or

surety. Bank guarantee can also be given as a security.

Checking of Duty Drawback / License Documents - Documents in

respect of Duty Entitlement Pass Book (DEPB), advance license,

duty drawback etc. will be checked.

Execution of Bond and Payment of Duty - Once the duty is

assessed, the bill of entry is returned to importer. The Bill of Entry

should be presented to comptist for calculation and pinpointing of

the duty. If bond has to be executed, it will be taken in bond section.



302

Payment of duty - If goods are to be removed to a warehouse, duty

payment is not required. The goods can be taken to a warehouse

under bond, without payment of duty. However, if goods are to be

removed for home consumption, payment of customs duty is required.

CHA or the importer can take it for payment of customs duty. Large

importers and CHA have P.D. accounts with customs. Duty can be

paid either in cash or through P.D. account. P. D. account means

provisional duty account. This is a current account, similar to PLA

in central excise. The importer or CHA pays lump sum amount in

the account and gets credit on the amount paid. He can pay customs

duty by debiting the amount in P.D. (Provisional Duty) account. If

the importer does not have an account, he can pay duty by cash

using TR-6 challan. Of course, payment through PD account is very

convenient and quick.

The duty should be paid within five working days (i.e. within

five days excluding holidays) after the 'Bill of Entry' is returned to

the importer for payment of duty. [section 47(2)]. (Till 11-5-2002, the

period allowed was only 2 days).

Interest for Late Payment - If duty is not paid within 5 working

days as aforesaid, interest is payable. Such interest can be between

10% to 36% as may be notified by Central Government. [Section

47(2) of Customs Act, 1962.]. - - Interest rate is 15% w.e.f. 13-5-

2002.

Disposal if goods are not cleared within 30 days - As per section 48

of Customs Act, goods must be cleared within 30 days after unloading.

Customs Officer can grant extension. Otherwise, goods can be sold

after giving notice to importer. However, animals, perishable goods

and hazardous goods can be sold any time - even before 30 days.

Arms & ammunition can be sold only with permission of Central

Government.
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Out of Customs Charge Order - After goods are examined, it is

verified that import is not prohibited and after customs duty is paid,

Customs Officer will issue 'Out of Customs Charge' order under

section 47. Goods can be cleared from customs area only on receipt

of such order. This is an 'adjudicating order' within the meaning of

Customs Act, even if it is passed by Appraiser and not by Assistant

Commissioner.

Demurrage if Goods not Cleared - Heavy demurrage is payable if

goods are not cleared from port within three days.

iv.  Export Procedures:

Procedures have to be followed by (a) 'person-in-charge of

conveyance' and (b) the exporter. The procedures are similar to

procedures for import, of course, in reverse direction.

No Stoppage of Export Consignment - Exports are vital for our

economy. Any stoppage in export consignment means loss of export

orders to the exporter and loss of foreign exchange to the country.

Hence, it has been provided that movement of export consignment

will not be interrupted and no export consignment shall be withheld

for any reason whatsoever. In case of any doubt, customs authorities

may ask for an undertaking that the export is on sole responsibility

of the exporter. [Highlights of EXIM policy 1997-2002 as amended on

13.4.1998].

Procedures by Person in Charge of Conveyance - Any new airline,

shipping line, steamer agent should be registered in Customs Systems
for electronic processing of shipping bills etc. The 'person in charge
of conveyance' has to follow prescribed procedures.
Entry Outward - The vessel should be granted 'Entry Outward'.
Loading can start only after entry outward is granted. (section 39 of
Customs Act). Steamer Agents can file 'application for entry outwards'
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14 days in advance so that intending exporters can start submitting
'Shipping Bills'. This ensures that formalities are completed as quickly
as possible and loading in ship starts quickly.
Loading with Permission - Export goods can be loaded only after
Shipping Bill or Bill of Export, duly passed by Customs Officer is
handed over by Exporter to the person-in-charge of conveyance. In
case of baggage and mail bags, shipping bill is not necessary, but
permission of Customs Officer is required (section 40).
Export Manifest - As per section 41, an Export Manifest/Export Report
in prescribed form should be submitted before departure. [The report
is popularly called as 'Export General Manifest' - EGM]. The details
required are similar to import manifest. Such manifest/report can
be amended or supplemented with permission, if there was no
fraudulent intention. Such report should be declared as true by the
person-in-charge signing the export manifest. This report is not
required if the conveyance is carrying only luggage of occupants.

 Every exporter should take following initial steps --

a. Obtain BIN (Business Identification Number) from DGFT:

 It is a PAN based number Open current account with
designated bank for credit of duty drawback claims Register
licenses / advance license / DEPB etc. at the customs station, if

exports are under Export Promotion Schemes

Exporter has to submit 'shipping bill' for export by sea or air

and 'bill of export' for export by road. Goods have to be assessed for
duty, even if no duty is payable for most of exports, as 'Nil Duty'
assessment is also an assessment.

b. Shipping Bill to be Submitted by Exporter -

Shipping Bill and Bill of Export Regulations prescribe form of
shipping bills. It should be submitted in quadruplicate. If drawback
claim is to be made, one additional copy should be submitted. There
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are five forms : (a) Shipping Bill for export of goods under claim for
duty drawback - these should be in Green colour (b) Shipping Bill for
export of dutiable goods - this should be yellow colour (c) shipping
bill for export of duty free goods - it should be white colour (d) shipping
bill for export of duty free goods ex-bond - i.e. from bonded store
room - it should be pink colour (e) Shipping Bill for export under
DEPB scheme - Blue colour.

The shipping bill form requires details like name of exporter,
consignee, Invoice Number, details of packing, description of goods,
quantity, FOB Value etc. Appropriate form of shipping bill should be
used.

Relevant documents i.e. copies of packing list, invoices, export
contract, letter of credit etc. are also to be submitted. In case of
excisable goods, from ARE-1 prepared at the time of clearance from
factory should also be submitted.

Customs authorities give serial number (called 'Thoka
Number') to shipping bill, when it is presented.

c. Excise Formalities at the Time of Export -

 If the goods are cleared by manufacturer for export, the goods
are accompanied by ARE-1 (earlier AR-4). This form should be
submitted to customs authorities. The Customs Officer certifies that
the goods under this form have indeed been exported. This form has
then to be submitted to Maritime Commissioner for obtaining 'proof
of export'. The bond executed by Manufacturer-exporter with excise
authorities is released only when 'proof of export' is accepted by
Maritime Commissioner or Assistant Commissioner, where bond was
executed.

d. Duty Drawback Formalities -

 If the exporter intends to claim duty drawback on his exports,
he has to follow prescribed procedures and submit necessary papers.
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The procedures are discussed in the chapter on 'Export Incentives'.
He has to make endorsement of shipping bill that claim for duty
drawback is being made. If he fails to do so due to genuine reasons,
Commissioner of Customs can grant exemption from this provision.
[proviso to rule 12(1)(a) of Duty Drawback Rules].

e. G R / SDF / SOFTEX Form under FEMA -
 Reserve Bank of India has prescribed GR / SDF form under

FEMA. "G R" stands for 'Guaranteed Receipt' form, while SDF stands
for 'Statutory Declaration Form'). SDF form is to be used where
shipping bills are processed electronically in customs house, while
GR form is used when shipping bills are processed manually in
customs house.

f.  Other Documents Required for Export -

 Exporter also has to prepare other documents like (a) Four
copies of Commercial Invoice (b) Four copies of Packing List (c)
Certificate of Origin or pre-shipment inspection where required (d)
Insurance policy. (e) Letter of Credit (f) Declaration of Value (g)
Excise ARE-1/ARE-2 form as applicable (h) GR / SDF form prescribed
by RBI in duplicate (i) Letter showing BIN Number.

g.  RCMC certificate from Export Promotion Council-

Various Export Promotion Councils have been set up to promote

and develop exports. (e.g. Engineering Export Promotion Council,

Apparel Export Promotion Council, etc.) Exporter has to become

member of the concerned Export Promotion Council and obtain RCMC

- Registration cum membership Certificate.

h.  Check in Customs -

Document submitted is processed by customs authorities, and
following are checked -
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Value and classification of goods under drawback schedule
in case of drawback shipping bills Export duty / cess if applicable

Advance License shipping bills are checked to ensure that
description in invoice and final product specified in Advance License
matches. If necessary, samples may be drawn and assessment may
be done after visual inspection or testing

Exportability of goods under EXIM policy and other laws - Some
exports are totally prohibited under various Acts e.g. items restricted
or prohibited under Foreign Trade (Regulation) Act; antiques; art
treasures; Arms; narcotics etc. Some items like tea, coffee and coir
products can be exported only against authorisation/licence under
respective Acts.

i.   Examination of goods before export -

After shipping bill is passed by export department, the goods
are presented to shed appraiser (exports) in dock for examination.
Goods will be examined by examiner. This inspection is necessary
(a) to ensure that prohibited goods are not exported (b) goods tally
with description and invoice (c) duty drawback, where applicable, is
correctly claimed.

j.  Let Export Order by Customs Authorities -

 Customs Officer will verify the contents and after he is
satisfied that goods are not prohibited for exports and that export
duty, if applicable is paid, will permit clearance. (section 51) by giving
'let ship' or 'let export' order.

k.  Processing under EDI system -

Under EDI system, declarations in prescribed form are to be

filed through 'Service Centre' of customs. After verification, shipping

bill number is generated by the system, which is endorsed on printed

checklist generated for verification of data. Goods are inspected at
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docks on the basis of printed check list. All documents are submitted

to Customs Officer along with checklist. If goods and documents are

found in order, 'let export' order is issued. Then two copies of Shipping

Bill are generated - one customs and other exporter's copy. Exporter's

copy is generated only after EGM (Export General Manifest) is

submitted by shipping agent. These are signed by CHA and customs

officer and then by Appraiser. SDF, ARE-

l. Conveyance to leave on written order -

The vessel or aircraft which has brought imported goods or

which carry export goods cannot leave that customs station unless

a written order is given by Customs Officer. Such order is given only

after (a) export manifest is submitted (b) shipping bills or bills of

export, bills of transhipment etc. are submitted (c) duties on stores

consumed are paid or payment of the same is secured (d) no penalty

is leviable (e) export duty, if applicable, is paid. - - Such permission

is not required if the conveyance is carrying only luggage of occupants.

(v).  Other Customs Procedures

Besides the aforesaid procedures, various other procedures

have been prescribed. These are mainly to be followed by the person

in charge of conveyance.

a. Boat Notes -

If the vessel has to unload only a small cargo, it may not
spend time in having berth in the port. If the small cargo is to be
sent to shore, it may be loaded in a small boat and sent to shore. As
per section 35, such small boat must be accompanied by a 'Boat
Note'. Boat Notes Regulations provide that such Boat Notes will be
issued by Customs Officer. It will be maintained in duplicate and
should be serially numbered. Boat Note should be in prescribed form.
In case of export, if small export cargo is to be loaded in ship through



309

small boat, no Boat Note is required if the cargo is accompanied by
the 'Shipping Bill', otherwise, Boat Note is required. Boat Note is
also required for transhipment of cargo, i.e. transfer from one ship
to another or for re-shipment.

b. Transit Goods -

Section 53 provide that any goods imported in any conveyance
will be allowed to remain on the conveyance and to be transited
without payment of customs duty, to any place out of India or any
customs station. However, all these goods must be mentioned in
import manifest or import report submitted by person in charge of
conveyance. Such goods should not be 'prohibited goods' under section
11 of Customs Act. [The conveyance may be vehicle, ship or aircraft].
After transit, the goods may go to another customs station.

On arrival at customs station, the goods will be liable to
customs duty as if it is first importation in India. - section 55.

c. Transhipment of Goods -

 Goods imported in any customs station can be transhipped
without payment of duty, u/s 54 of Customs Act. Transhipment means
transfer from one conveyance to another. [The conveyance may be
vehicle, ship or aircraft]. Such transhipment may be to any major
port or airport in India. The goods can be transhipped to any other
customs station in India if customs officer is satisfied that the goods
are bonafide intended for transhipment to any customs station. The
facility is available at all customs ports and Inland Container Depots
(ICDs). [Notification No. 50/95-Cus(NT) dated                   6-9-95].

Goods to be transhipped must be specified in Import Manifest
or Import report and a 'Bill of Transhipment' should be submitted to
Customs Officer. In case of goods being transhipped under an
international treaty or bilateral agreement between Government of
India and Government of a foreign country, a Declaration of
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Transhipment shall be submitted instead of Bill of Transhipment.
[section 54(1)]. [India has such bilateral agreement with Nepal].

Such goods should not be 'prohibited goods' under section 11
of Customs Act. The goods should be sealed during transhipment by
customs officer. A bond has to be executed for the purpose. After
execution of bond, a certificate from customs officer has to be
submitted within one month that goods have been properly
transferred. [Goods Imported (Conditions of Transhipment)
Regulations, 1995]. On arrival at customs station, they will be liable
to customs duty as if it is first importation in India. - section 55.

d. Transit and Tranship -

 Distinction between transit and transhipment is that in
'transit' goods continue to be on same vessel, while in transhipment,
goods are transferred to another vessel / vehicle. Hence, procedures
are also different.

e. Coastal Goods -

 A Coastal goods means goods transported from one port in
India to another port in India, but does not include imported goods.
Thus, coastal goods means goods taken by ship from one Indian port
to another. No export or import is involved, but control is necessary

to ensure that coastal goods are not diverted illegally for export.

f. Loading of Coastal Goods -
The Consignor should submit bill of coastal goods to Customs

Officer (section 93). Form of the bill has been prescribed. These will

be loaded by master of vessel only after 'bill of coastal goods' is

passed (section 93). Master of Vessel will carry an 'Advice Book'

where entries will be made by Customs Officer. This 'Advice Book'

has to be presented for inspection of Customs Officers, if called for.

After loading, the vessel can leave only after obtaining written order

from Customs Officer. As per notification No 15/98-NT dated
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27.2.1998, exemption has been granted for delivery of 'Advice Book'

at each port of call. However, the 'Advice Book' will have to be

submitted for inspection on board of vessel, when called for.

10.6.2.5.7. Unloading of coastal goods - Unloading of coastal goods

should be done only at Customs Port or coastal port appointed by

CBEC under section 7 of Customs Act.

10.6. World Trade Organization:
The World Trade Organization (WTO) is the only international

organization dealing with the global rules of trade between nations.

Its main function is to ensure that trade flows as smoothly,

predictably and freely as possible.

10.6.1. Structure:
The WTO has 153 members, accounting for almost 95% of

world trade. Around 30 others are negotiating membership. Decisions

are made by the entire membership. This is typically by consensus.

A majority vote is also possible but it has never been used in the

WTO, and was extremely rare under the WTO's predecessor, the

General Agreement on Tariffs and Trade (GATT).

The WTO's top level decision-making body is the Ministerial

Conference which meets at least once every two years. Below this

is the General Council (normally ambassadors and heads of delegation

in year in the Geneva headquarters. The General Council also meets

as the Trade Policy Review Body and the Dispute Settlement Body.

At the next level, the Goods Council, Services Council and

Intellectual Property (TRIPS) Council report to the General Council.

Numerous specialized committees, working groups and

working parties deal with the individual agreements and other areas

such as the environment, development, membership applications

and regional trade agreements.
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10.6.2. The Multilateral Trading System-Past, Present and
Future

The World Trade Organization came into being in 1995. One

of the youngest of the international organizations, the WTO is the

successor to the General Agreement on Tariffs and Trade (GATT)

established in the wake of the Second World War.

So while the WTO is still young, the multilateral trading

system that was originally set up under GATT is well over 50 years

old. The past 50 years have seen an exceptional growth in world

trade. Merchandise exports grew on average by 6% annually. Total

trade in 2000 was 22-times the level of 1950.

GATT and the WTO have helped to create a strong and

prosperous trading system contributing to unprecedented growth.

The system was developed through a series of trade negotiations, or

rounds, held under GATT. The first rounds dealt mainly with tariff

reductions but later negotiations included other areas such as anti-

dumping and non-tariff measures. The last round - the 1986-94

Uruguay Round - led to the WTO's creation.

The negotiations did not end there. Some continued after

the end of the Uruguay Round. In February 1997 an agreement was

reached on telecommunications services, with 69 governments

agreeing to wide-ranging liberalization measures that went beyond

those agreed in the Uruguay Round.

In the same year, 40 governments successfully concluded

negotiations for tariff-free trade in information technology products,

and 70 members concluded a financial services deal covering more

than 95% of trade in banking, insurance, securities and financial

information.

In 2000, new talks started on agriculture and services. These

have now been incorporated into a broader work programme, the
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Doha Development Agenda (DDA), launched at the fourth WTO

Ministerial Conference in Doha, Qatar, in November 2001.

The agenda adds negotiations and other work on non-

agricultural tariffs, trade and environment, WTO rules such as anti-

dumping and subsidies, investment, competition policy, trade

facilitation, transparency in government procurement, intellectual

property, and a range of issues raised by developing countries as

difficulties they face in implementing the present WTO agreements.

10.6.2.1. WTO Agreements
The World Trade Organisation ensures free and fair trade

among countries by facilitating negotiation of rule among them and

ensuring that they abide by these rules. The WTO's rules - the

agreements - are the result of negotiations between the members.

The current set were the outcome of the 1986-94 Uruguay

Round negotiations which included a major revision of the original

General Agreement on Tariffs and Trade (GATT).

GATT is now the WTO's principal rule-book for trade in goods.

The Uruguay Round also created new rules for dealing with trade in

services, relevant aspects of intellectual property, dispute settlement,

and trade policy reviews. The complete set runs to some 30,000
pages consisting of about 30 agreements and separate commitments
(called schedules) made by individual members in specific areas
such as lower customs duty rates and services market-opening.

Through these agreements, WTO members operate a non-
discriminatory trading system that spells out their rights and their
obligations. Each country receives guarantees that its exports will
be treated fairly and consistently in other countries' markets. Each
promises to do the same for imports into its own market. The system
also gives developing countries some flexibility in implementing their
commitments.
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Following are the various important area with which WTO
agreements are related:

a. Goods:
It all began with trade in goods. From 1947 to 1994, GATT

was the forum for negotiating lower customs duty rates and other
trade barriers; the text of the General Agreement spelt out important
rules, particularly non-discrimination. Since 1995, the updated GATT
has become the WTO's umbrella agreement for trade in goods. It
has annexes dealing with specific sectors such as agriculture and
textiles, and with specific issues such as state trading, product
standards, subsidies and actions taken against dumping.

b. Services:
Banks, insurance firms, telecommunications companies, tour

operators, hotel chains and transport companies looking to do
business abroad can now enjoy the same principles of freer and
fairer trade that originally only applied to trade in goods. These
principles appear in the new General Agreement on Trade in Services
(GATS). WTO members have also made individual commitments
under GATS stating which of their services sectors they are willing

to open to foreign competition, and how open those markets are.

c. Intellectual Property
The WTO's Intellectual Property Agreement amounts to rules

for trade and investment in ideas and creativity. The rules state

how copyrights, patents, trademarks, geographical names used to

identify products, industrial designs, integrated circuit layout-

designs and undisclosed information such as trade secrets -

"intellectual property" - should be protected when trade is involved.

d. Dispute Settlement
The WTO's procedure for resolving trade quarrels under the

Dispute Settlement Understanding is vital for enforcing the rules
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and therefore for ensuring that trade flows smoothly. Countries bring

disputes to the WTO if they think their rights under the agreements

are being infringed. Judgements by specially-appointed independent

experts are based on interpretations of the agreements and individual

countries' commitments.

The system encourages countries to settle their differences

through consultation. Failing that, they can follow a carefully mapped

out, stage-by-stage procedure that includes the possibility of a ruling

by a panel of experts, and the chance to appeal the ruling on legal

grounds. Confidence in the system is borne out by the number of

cases brought to the WTO - more than 300 cases in ten years

compared to the 300 disputes dealt with during the entire life of

GATT (1947-94).

e. Trade Policy Review
The Trade Policy Review Mechanism's purpose is to improve

transparency, to create a greater understanding of the policies that

countries are adopting, and to assess their impact. Many members

also see the reviews as constructive feedback on their policies. All

WTO members must undergo periodic scrutiny, each review

containing reports by the country concerned and the WTO
Secretariat.

10.6.3. Developing Countries - Development and Trade

Over three-quarters of WTO members are developing or least
developed countries. All WTO agreements contain special provision
for them, including longer time periods to implement agreements
and commitments, measures to increase their trading opportunities,
provisions requiring all WTO members to safeguard their trade
interests, and support to help them build the infrastructure for WTO
work, handle disputes, and implement technical standards.
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The 2001 Ministerial Conference in Doha set out tasks,
including negotiations, for a wide range of issues concerning
developing countries. Some people call the new negotiations the
Doha Development Round.

Before that, in 1997, a high-level meeting on trade initiatives
and technical assistance for least-developed countries resulted in
an "integrated framework" involving six intergovernmental agencies,
to help least-developed countries increase their ability to trade, and
some additional preferential market access agreements.

A WTO Committee on Trade and Development, assisted by a
Sub- Committee on Least-Developed Countries, looks at developing
countries' special needs. Its responsibility includes implementation
of the agreements, technical cooperation, and the increased
participation of developing countries in the global trading system.

10.6.3.1. Technical Assistance and Training

The WTO organizes hundreds of technical cooperation
missions to developing countries annually. It holds on average three
trade policy courses each year in Geneva for government officials.
Regional seminars are held regularly in all regions of the world
with a special emphasis on African countries. Training courses are
also organized in Geneva for officials from countries in transition
from central planning to market economies.

The WTO has set up reference centres in over 100 trade
ministries and regional organizations in capitals of developing and
least-developed countries. These centres provide computers and
internet access to enable ministry officials to keep abreast of events
in the WTO through online access to the WTO's immense database
of official documents and other material. Efforts are also being made
to help countries that do not have permanent representatives in
Geneva.



317

Assisting developing countries in trade policy issues, through
technical assistance and training programmes Cooperating with
other international organizations.

The result is assurance. Consumers and producers know that
they can enjoy secure supplies and greater choice of the finished
products, components, raw materials and services that they use.
Producers and exporters know that foreign markets will remain open
to them.

The WTO aims to have a more prosperous, peaceful and
accountable economic world. Decisions in the WTO are typically
taken by consensus among all member countries and they are ratified
by members' parliaments. Trade friction is channeled into the WTO's
dispute settlement process where the focus is on interpreting
agreements and commitments, and how to ensure that countries'
trade policies conform with them. That way, the risk of disputes

spilling over into political or military conflict is reduced. By lowering

trade barriers, the WTO's system also breaks down other barriers

between peoples and nations.

At the heart of the system - known as the multilateral trading

system - are the WTO's agreements, negotiated and signed by a

large majority of the world's trading nations, and ratified in their

parliaments. These agreements are the legal ground-rules for

international commerce. Essentially, they are contracts,

guaranteeing member countries important trade rights. They also

bind governments to keep their trade policies within agreed limits

to everybody's benefit.

The agreements were negotiated and signed by governments.

But their purpose is to help producers of goods and services,

exporters, and importers conduct their business.
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CHAPTER AT A GLANCE:

1. International Trade - A trade between the different countries

of the world.

2. Types of International Trade : Import Trade, Export Trade

and Entre-pot Trade

3. Import Trade: Import trade refers to purchase of goods by one

country from another country.

4.  Export Trade: Export trade refers to the sale of goods by one

country to another country .

5. Entre-pot Trade: Entre-pot trade is also known as Re-export.

It refers to purchase of goods from one country and then selling

them to another country after some processing operations.

6. Need and Importance of International Trade : 1. Division of

labour and specialization 2. Optimum allocation and utilization

of resources 3. Equality of prices 4. Availability of multiple

choices 5. Ensures quality and standard goods 6. Raises

standard of living of the people 7. Generate employment

opportunities 8. Facilitate economic development. 9.

Assistance during natural calamities 10. Maintains balance

of payment position

7. Problems of International Trade: 1. Support of Non-Democratic

Systems 2. Cultural Identity Issues 3. Social Welfare Issues

4. Environmental Issues 5. Political Issues

8. Entry : 'Entry' in relation to goods means an entry made in a

Bill of Entry, Shipping Bill or Bill of Export.

9. World Trade Organization: The World Trade Organization

(WTO) is the international organization dealing with the global

rules of trade between nations. Its main function is to ensure

that trade flows as smoothly, predictably and freely as possible.
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Exercise for Practice

1. Objective Type Questions:
(A) State Whether the following Statments are True or False.

1. Agreement on Textile and clothing was set out as a
transitional process on 01 Jan 1995 for the ultimate
removal of quotas by WTO by 01 Jan 2007.

2. The first ever set of multilateral, legally enforceable
rules covering international trade in services is the
General Agreement on Trade in services (GATS).

3. WTO is the only international organization dealing with
the rules of trade between organizations.

4. Bill of Entry should be submitted in quadruplicate.
5. Imported goods are permitted to be unloaded only at

specified places.
6. Foreign trade creates a friendly atmosphere for avoiding

wars and conflicts.
7. Foreign trade enables a country to import food grains

and medicines from other countries during natural
calamities.

8. Imports facilitate economic development of a nation.
9. Entre-pot trade is also known as Re-export.

[Answer key : 1. False 2. True 3. True  4.True5. True6.
True  7. True  8. True 9. True]

(B) Fill in the Blanks with Appropriate Words.

1. WTO holds on average three trade policy courses each
year in ……………..for government officials.

1. The WTO's top level decision-making body is the
………………….

2. The WTO has …………members.
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3. ……….form is to be used  for processed shipping bills
electronically in customs house.

4.  If the goods are cleared by manufacturer for export,
the goods are accompanied by ……………

5. Custom duty can be paid in cash/DD through
……………..in designated banks.

6. A country which is involved in exports earns goodwill in
the…………. Market.

7. Foreign trade  consists of imports, exports and ……………
[Answer key: 1. Geneva  2. Ministerial Conference 3. 153  4.
SDF5. ARE-1   6. TR-6  challan 8. International 9. Entre-pot]

(C) Multiple Choice Questions: (Find the correct answer from
the given)

1. WTO aims at

a) Establishing rules for domestic trade
b) Liberalizing international trade
c) Restricting trade practices
d) None of this

2. Ultimately ………….was replaced by the…………on 1st
Jan 1995.

a) GATS,WTO
b) WTO,GATT
c) GATT,WTO
d) WTO,GAT

3. Quantitative restrictions refer to limit set by countries
to curb

a) Imports
b) Exports
c) Imports & exports
d) None of the above
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4. The world trade organization was formed in the year
with GATT as it basis.

a) 1993
b) 1994
c) 1995
d) 1996

5. Trade Related Investment Measures (TRIMS) doesn't
apply  for

a) Measures that affect trade in goods.
b) Measures that lead to restrictions in quantities.
c) Discouraging measures that limit a company's imports.
d) Discouraging measures that limit a company's exports.

5. International trade

a) benefits countries which export goods and hurts
countries which import goods

b) benefits poor, undeveloped countries and hurts wealthy,
industrialized countries

c) increases both producer surplus and consumer surplus
throughout the world

d) has a net beneficial effect only for countries with an
autarky equilibrium

6. A tariff is

a) a tax on imports only
b) a tax on exports only
c) a on either imports or exports
d) a luxury tax

7. Bill of Entry Form statement should be submitted to RBI

a) Fortnightly
b) Monthly
c) Half yearly
d) Yearly



322

8. Trade between two foreign entities operated by an Indian
trader is described as

a) Export
b) Import
c) Merchanting Trade
d)  Back to Back LC

  [Answers-1.(b)2. (c)3. (c)4.( c)5.(b)6.(c)7.(c)8.(c)9.(c)]

(D) Match The Columns
Column I  Column II

1. WTO was set up on a) Foreign Trade
2. Trade between two countries b) 1st Jan,1995
3. GATT was replaced by the c) RBI
4. processed shipping bills d) WTO

electronically
5. Bill of Entry Form must be e) SDF

submitted to
[Answers-1.(b)2. (a)3. (d)4.( e)5.(c)]

(E) Very Short Answer Type Questions.
1. What is external trade?
2. Mention any one objective of external trade.
3. Write any one problem of international trade.
4. Name any one importance of international trade.
5. What is Enterpot-trade?
6. What is WTO.
7. Name any two objective of WTO.

(2)  Short Answer Type Questions
1. What do you understand by International Trade?
2. What are the various types of International Trade?
3. Write the Importance of International Trade.
4. Define WTO.
5. Differentiate between Internal trade and external trade.
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(3) Long Answer Type Questions
1. Define International Trade. Discuss the types of

International trade.
2. Discuss the importance and need of international trade.
3. Discuss in detail the problems of international trade.
4. Define WTO. Discuss the functions of WTO.
5. Discuss in detail the procedure of import and export.
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SYLLABUS

PART-A: FOUNDATION OF BUSINESS

UNIT-1     NATURE AND PURPOSE OF BUSINESS
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(c) Objectives of Business-Economic and Social, role of profit
in Business.
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Commerce
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(c) Co-operative Societies. Features, Merits, Limitations and
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(d) Company; Types of Companies-Private and Public Company-
Features, Merits and Limitations.

(e) Factors to be considered for starting a Business.

UNIT-3    PUBLIC, PRIVATE and GLOBAL ENTERPRISES

(a) Private Sector and Public Sector- Meaning, Features,
Merits and Limitations.

(b) Forms of Public Sector Enterprises:

i. Departmental Undertaking.

ii. Statutory Corporation.

iii. Government Company.

(Their features, merits and limitation)

(c) Global Enterprise, Joint Ventures, Public Private
Partnership-Features.

UNIT-4     BUSINESS SERVICES

(a) Banking; Types of Bank Accounts- Saving, Current,
Recurring, Fixed Deposit Accounts.

(b) Banking Services with particular reference to- Issue of
Bank Draft, Banker’s Cheque (Pay Order), RTGS(Real Time
Gross Settlement), NEFT(National Electronic Funds
Transfer), Bank Overdraft, Cash Credits, SMS Alerts.

(c) E-Banking
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(d) Insurance; Principles, Concepts of Life, Health, Fire and
Marine Insurance.
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Parcel Speed Post, and Courier) and Saving Service
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(e) Business Ethics: Concepts and Elements.
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Seeker. Definition of Entrepreneur, Intrapreneurship and
Entrepreneurship, Entrepreneurship as Innovation
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(c) Entrepreneurship as a Career. Entrepreneurs: Made or
Born. Learning lessons of motivation to be Entrepreneur
from the life of Late Dhirajlal Hirachand Ambani.
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UNIT-7   SOURCES OF BUSINESS FINANCE

a) Concept of Business Finance.

b) Owner’s Funds- Equity shares and Preference Shares and
Retained Earnings

c) Borrowed Funds-Debentures/Bonds-Types; Loan from
Financial Institutions, Loans from Commercial Banks, Public
Deposits, Trade Credit, ICD (Inter Corporate Deposits).

UNIT-8   SMALL BUSINESS

a) Small Scale Enterprise ‘As defined by MSMED Act 2006’
(Micro, Small and Medium Enterprises Development Act)

b) Role of Small Business in India- With special reference to
Rural Areas.

c) Government Schemes and Agencies for Small Scale
Industries: NSIC (National Small Industries Corporation) and
DIC (District Industries Centre) with special reference to
Rural & Hilly Areas

UNIT-9     INTERNAL TRADE

(a) Concept and Types.

(b) Services of a Wholesaler and Retailer.

(c) Types of Retail Trade- Itinerant and Small Scale Fixed Shops.
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(d) Large Scale Retailers- Departmental Stores, Chain Shop, Mail
Order Business

(e) Concept of Automatic Vending Machine

(f) Chambers of Commerce and Industry: Basic Functions

(g) Main Documents used in Internal Trade: Proforma Invoice,
Debit Note, Credit Note, LR (Lorry Receipt), RR (Railway
Receipt)

(h) Terms of Trade: COD (Cash on Delivery), FOB (Free on
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PROJECT WORK

List of Project: (this list is only exemplary and not exhaustive)

(a) Auxiliaries to Trade

Find out names of five companies each related to different
auxiliaries, ie. Banking, Insurance, Warehousing,
Transportation, Communication and Advertising from real life.

(b) Cooperative Society

Find out names of five different types of Cooperative Societies
around you. Also, give details of business activities of any
one of them.

(c) Private, Public & Global Enterprises

Give five names each of different types of Public Sector
Enterprises (including all three types), Global Enterprises,
Joint Ventures and Public Private Partnerships. Also, give
details of business activities of any one of them.

(d) Banking-SB Account

Visit a nearby bank to find out the procedure for opening a
Saving Bank Account. Collect the required documents and
prepare a report on the same.

(e) Banking-Remittance

Visit a bank and remit Rs. 100 to any of your relatives.
Write the formalities completed by you for the same.
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(f) E-Banking

Write the procedure for transferring funds through RTGS
or NEFT.

(g) External Trade

Imagine yourself to be an exporter or importer. Collect
documents used in your trade, fill them and present them
in a file.

(h) Insurance

Compare life insurance policies targeting children of any
two insurance companies.

(i) Social Responsibilities

  Select any two companies/firms and give an account of the
steps taken by them for discharging there social
responsibilities.
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