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i
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Employment

L
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• Business and its
Objectives
« Business activities
classifications

L_.
Introduction

The conversation among, .-the,-/our classmates is obviously focused on the
meaning, nature and purpose'of business. All human beings, wherever they may be,
require different types of goods and services to satisfy their needs. The necessity
of supplying goods and Services'has led to certain activities being undertaken by
people to produce and sell what is needed by others. Business is a major economic
activity in all modem societies concerned as it is with the production and sale of
goods and services required by people. The purpose behind most business activities
is to earn money by meeting people’s demands for goods and services. Business is
central to our lives. Although our lives are influenced by many other institutions in
modem society such as schools, colleges, hospitals, political parties and religious
bodies, business has the major influence on our daily lives. It, therefore, becomes
important that we understand the concept, nature and purpose of business.

i

i

HUMAN ACTIVITES AND TYPES
Human activities can be classified as Economic and Non-Economic Activities.
1. An economic activity involves the production, distribution and consumption
of all goods and services.
2.- A non-economic activity in done with no intention of earning a profit or
any money.
Human
Activites

(economic

(D

!

NON
ECONOMIC
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CHARACTERISTICS OF ECONOMIC ACTIVITIES - DEFINITION

Business Studies

An economic activity involves the production, distribution and consumption
of all goods and services. These activities are those by which we can earn our
»
•'
^*
*
livelihood. The characteristics of economic‘activities are as follows:
• They are wealth producing activities
.
• They satisfy human'wants
• They help in earning income
• They help in social development , ,: • \

r
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Non-economic activities are those that-are performed out of love, sympathy,
sentiments, patriotism, etc.
For example, a mom cooking food for her family or a youngster helping
an old man cross the road are performing non-economic activities since they are
doing so out of love or sympathy.

CLASSIFICATION OF ECONOMIC ACTIVITIES
Economic activities can be divided in to three parts:
i

e

1. Business: Refers to Purchase, production and/ or sale of goods & services
with the objective of earning profit.
•
2. Profession: Includes those activities which require special knowledge &
skills in the occupation.
v..
3. Employment: Refers to the occupation in which people work for others
and get remuneration in return.
■ ',
Such activities are generally subject to guidelines or codes of conduct laid down
by professional bodies. Those engaged in professions are known as professionals.
For example, doctors are engaged in the medical-profession and are subject to
the regulations of the Medical Council of India, the. concerned professional body.
Similarly, lawyers are engaged in the legal profession, governed by the Bar
Council of India and Chartered Accountants belong to the accounting profession
and are subject to the regulations of the Institute of Chartered Accountants of
India. Employment refers to the occupation in which people work for others
and get remunerated in return. Those who are employed by others are known as
Business Studies-10
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NON-ECONOMIC ACTIVITIES - DEFINITION
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employees. Thus, people who work in factories and receive wages and salaries are
in the employment of factory owners and are employees of the factory. Similarly,
people who work in the offices of banks, insurance companies or government
department, as managers, assistants, clerks, peons or security guards are the
employees of these organisations.
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Difference between Business, Profession and Employment
i

Notes

Basis of
Destruction

Business

Mode of
establishment

Membership of a
Starts after
completing some ' professional body
and certificate of
legal formalities
if needed.
practice required.

Start after getting
appointment letter.

Nature of
work

Provision of goods Personalized
and service to the services of expert
public.
nature.

Work allotted by the
employer according
to the contract.

Qualification

No minimum
qualification is
necessary.

Qualification
and training as
prescribed by the
employer.

Capital
investment

Capital needed' *
according to
Limited capital for
established
its size and
capacity.

Reward/
Returns

Profits

Professional fee

Salary or wages

Risk

High Risk ' /

Low Risk

No Risk

Professional code
of conduct

The terms-and
conditions of
services contract
are to be allowed.

Profession

Employment

i

i
i

Code of
Conduct

No code of,, .
conduct

Professional
Qualification and
training required.

No capital
required.

Question to retain the concept
Categorise the following into business profession and employment.
(i) A farmer
(ii) An advocate
(iii) A clerk
(iv) A doctor

Q5
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(v) A hawker selling toys for children
. (vii) A person repairing scooters on roadside
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Business

Profession

Employment

?
Notes

Solution:
(i) Business
(iii) Employment
(v) Business

(ii) Profession
(iv). Profession
(vi) Business

Business and its Objectives
Concept of Business; - Business refers to those economic activities involving
the purchase production and / or sale of goods and services with a motive of
earning profit by satisfying human needs in society.
Lewis Henry defines business as, “Human activity directed towards producing
or acquiring wealth through buying and selling of goods.”

Characteristics of Business:
An economic activity: Business in considered as an economic activity because
it is undertaken with the objective of earning money.
Production or procurement of goods and services: Business includes all
the activities concerned with the production or procurement of goods & services
for sales. Services include transportation, banking, Insurance etc. Goods may
consist of consumable items.
Sale or exchange of goods & services - There should be sale or exchange
of goods and service between the seller & the buyer.
Dealing in goods & services at a regular basis: There should be regularity
of dealings or exchange of goods & services. One single transaction of sale or
purchase does not constitute business.
Profit Earning: The main purpose of business is to earn profit. A business
cannot survive without making profits.
Uncertainty of return: Every business invests money with the objective of
earning profit but the amount of profit earned may; vary. Also, there is always a
possibility of losses.
Element of risk: All business activities carry some elements of risk because
future is uncertain and business has no control over several factors like, strikes,
fire, theft, and change in consumer taste etc.
Business Studies-10
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Importance of business:

CLASS-10
Business Studies

1. Economic development:
Business is important for economic development. Concept of true business
is used in industries and commerce, industries use men, money, materials,
methods and machines and help to create employment. Commerce is the
concept of exchange goods/services at national and international levels. It
helps to earn foreign currency by export business too. Therefore, business
helps in economic development
2. Utilizing natural resources

Notes

Every country has diverse natural resources. Business must be directed
towards proper and efficient utilization of resources. Business utilizes the
resources like water, minerals, ores and so to achieve its own goals. But
resources must be utilized without exploitation.
3. Creation of utility:
Business creates place and time utility. It helps to satisfy the needs of
human beings. Financial utility is to be maximized.
4. Employment:
Business helps to provide job to people. It provides various types of
managerial or technical job. Many types of business houses like hotels,
industries, and transport-companies are established for business which
helps to solve the unemployment problem.
5. Revenue generation: '
Business is the source of revenue generation. It pays taxes, royalties,
fees, custom duties, and-other things which help to generate government
revenue.
6. Earning foreign currency:
It is the source of earning foreign currency. Business can earn foreign
currency through exporting the goods and services.
7. Development of country:
Development of industries helps to utilize natural resources, create time and
place utility, provide employment opportunities, help in revenue generation
and earning foreign currency. All these things help in the development of
the economy of the country and the economic development is the major
factor that can develop the nation to a wider sense.
8. Provide investment opportunities:
Establishment of new industries and commercial fields are the major
source of investment. Further the profit owned by the investors after the
successful operation of business helps to ensure larger amount of saving
which can be invested in the newer future for pension of current business
or establishment of newer business. Thus, business helps in providing
investment opportunities.

0
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9. International relations:
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Business is the medium for development of national and international
relationship. It helps to maintain harmonious relation among^ the various
countries. There can be mutual understanding and better diplomatic
relationship among the countries. Import and export is the major base
for international relationship.
10. Self-sufficiency:

Business Studies
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Notes

It helps in achieving countries and individual’s self-sufficiency. It also helps
in improving the living standard of people by reducing the dependency.

Objectives of Business
Economic Objectives:
Social Objectives
Human Objectives:
Economics Objectives of Business
Business is an enterprise which makes, rdistributes or provides any goods or
services to the community and as a result.eams profit. These two major activities
constitute economic objectives of a business, these are divided into the following
points.
. : - ..
Normal Satisfactory Profit, it is a common belief that money chasing is
the only objective of a business. True maximization is the common prevailing
norm among the whole business community. To run the business successfully it
is necessary to earn profit.
Creation of Customers. Customers are the ultimate source of happiness
to a business. Customers are the source of revenue and profit. If they continue
to come, do not alter the patronage, are satisfied with goods, services, business
dealings and behaviour. They usually stick to the business and tell their relatives
and friends about the business they have good relations. It is a chain reaction.
Infact a satisfied customer is an asset who always is expected to bring more and
more customers. More customers mean a good turnover arid a good turnover
means a fair amount of profit to the business.
♦
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1*

i/

Creation of new customers is the ultimate objective of any business and there
is no substitute. This can be better done by educative and repetitive advertisement
and by satisfying the customers who are patronizing so that they may stick and
ask other to follow them.
Innovation. Innovation is again an important objective of a business. In
this, complex and competitive industrial and commercial world everyone tries to
Business Studies-10
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woo the customer. It will help the business to attract more customers if it tries
to innovate in its field of activities. Innovation of goods and services customers
policies, production quality, service facility etc. all need innovation.
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Social Objectives of Business
They are briefly explained as follows.
1. PROVISION OF QUALITY GOODS AND SERVICES
Customer satisfaction is the backbone of modem business. Hence, a
business should provide goods and services of best quality. The meaning
of quality is not only conformance to standards but also ensuring that
customers are satisfied.
For example, in the case of food items, quality means wholesomeness
as well as satisfying customers tastes, in the case of automobiles quality
refers to not only transportation but also adoption of latest technology,
styling, safety, fuel economy, features etc.
2. REASONABLE PRICES
A business cannot survive in the long run if it charges excessive prices in
order to maximize its own profits. Prices charged should be according to
the value offered by the product or service to the consumers. In today’s
intense competition, customers demand the world’s best quality at the
cheapest price. Products which are affordable, enjoy huge markets.
For e.g. the introduction of 50 paise shampoo sachets by Cavinkare (Chik
shampoo)widened the market for shampoos and the product today enjoys
a wide customer base.
3. PROVISION OF EMPLOYMENT
A business is expected to provide the means of livelihood to the members
of the society. Business provides self-employment to the owners and offers
jobs to a large number of people.
For e.g., setting up of car plants (Ford and Hyundai), glass manufacturing
plants (St. Gobain)has increased employment opportunities, similarly
growth of IT firms (TCS, Infosys, Satyam, CTS, Polaris etc.) has
increased employment opportunities for software professionals.
4. PAYMENT OF TAXES
A business should not shut its eyes to its obligations towards the
Government. The government provides the infrastructure facilities such
as water, roads, ports, power, telecom etc., Therefore, business owes it
to the government to pay its tax dues honestly and in time. It must also
dutifully abide by the laws of the land.
5. CONTRIBUTION TO SOCIAL WELFARE
A business concern is a part of the society. Therefore, the business should
contribute in every way towards social welfare. It must not indulge in

*■

Notes
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undesirable practices such as hoarding'and black-marketing. It must also
contribute liberally to social, cultural and charitable organizations, engage
itself in promoting health of the community, setting up educational facilities
etc.
For e.g. Tata’s have built an entire township in Jamshedpur comprising
of schools, hospitals, employee quarters and provided all the necessary
facilities. Infosys donates computers to corporation schools in Karnataka,
Polaris Software lends financial support to deprived students, Sakthi Masala
and Laser Soft Infosystems provide employment to physically challenged
persons, Microsoft has donated computers with Braille system to enable
blind persons learn computers and benefit from it.
6. BETTER ENVIRONMENT
/ K:- ••
Businesses should strive to ensure ^cleaner, greener and healthy
environment for the community. Business should not cause any type
of pollution to the environment. Before starting a business, proper
arrangements should be made for controlling any type of pollution.
For e.g., tanneries are required to set mp Effluent Treatment plants to
treat the waste water, Orchid Chemicals is recycling water used in
its pharmaceutical plant to avoid wastage f of water resources. Today’s
customers have high levels of awareness'and any business which causes
environmental degradation cannot hope, to survive for long.
i }

'
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HUMAN OBJECTIVES OF BUSINESS
•o'n/i"
Human objective is mainly concerned with the welfare of employee,
shareholders and consumers. Some of the important human objectives are as follows:
1. welfare of employees: the employees should be awarded by bonus time
and again, so, that they will be encouraged towards their activities.
2. satisfaction of consumers; the satisfaction of the consumers is necessary
to earn profit.so, consumers satisfaction is to be maintained by providing
qualitative goods.
:i>; V
3. satisfaction of shareholders: the management should give reasonable
return on the money invested by the shareholders, they should also be
provided with required information.

Social Responsibility towards Different Interest Groups
• rzr'.'v;
After identifying the concept and importance ..of social responsibility of
business the various responsibilities that a business has towards different groups
with whom it interacts are discussed below. The business generally interacts with
owners, investors, employees, suppliers, customers, competitors, government and
society. They are called as interest groups because by each and every activity of
business, the interest of these groups is affected directly or indirectly.

©
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General
Public
Notes

AEnvironment
W

Employees
or Workers

V
A

Social
Responsibility

of Business
^towards.

Local
Community

wr

Responsibility of Business Towards Different Interest Groups
L

1.
iti.
v.
vii.
].

Business
ii.
Employees
iv.
Competitors
vi.
Customers
viii.
Responsibility towards Owners

Investors
Government
Society
Suppliers

Owners are the persons' Vvho own the business. They contribute capital and
bear the business risks. The primary responsibilities of business towards
its owners are to
• Run the business'efficiently.
• Proper utilisation of capital and other resources.
• Growth and appreciation of capital.
• Regular and fair return on capital invested.
2. Responsibility towards Investors

r

Investors are those who provide finance by way of investment in debentures,
bonds, deposits etc. Banks, financial institutions, and investing public are
all included in this category. The responsibilities of business towards its
'i.
investors are:
• Ensuring safety of their investment,
.j
• Regular payment of interest,
• Timely repayment of principal amount.
3. Responsibility towards Employees
Business needs employees or workers to work for it. These employees
put their best effort for the benefit of the business. So, it is the prime

©
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responsibility of every business to .take care of the interest of their
employees. If the employees are satisfied and efficient, then the only
business can be successful. The responsibilities' of business towards its
employees include:
• Timely and regular payment of wages and salaries.
.

Business Studies

• Proper working conditions and welfare amenities.
• Opportunity for better career prospects.
Notes

• Job security as well as social security like facilities of provident
fund, group insurance, pension, retirement benefits, etc.- ,
• Better living conditions like housing, transport, canteen, creches etc.
• Timely training and development.
4. Responsibility towards Suppliers
Suppliers are businessmen who supply raw materials and other items
required by manufacturers and traders. Certain suppliers, called distributors,
supply finished products to the consumers. The responsibilities of business
towards these suppliers are:
• Giving regular orders for purchase of goods. .
• Dealing on fair terms and conditions.
• Availing reasonable credit period..
• Timely payment of dues. .
5. Responsibility towards Customers
No business can survive without the support of customers. As a part of
the responsibility of business towards them the business should provide
the following facilities:
• Products and services must be able to take care of the needs of the
customers.
• Products and services must be qualitative
• There must be regularity in supply of goods and services

CLASSIFICATION OF BUSINESS ACTIVITIES
Various business activities may be classified into two broad categories —
industry and commerce. Industry is concerned with the production or processing
of goods and materials. Commerce includes all those activities which are necessary
for facilitating the exchange of goods and services. On the basis of these two
categories, we may classify business firms into industrial and commercial enterprises.
Let us examine in detail the activities relating to business.

INDUSTRY
Industry refers to economic activities, which are connected with conversion
of resources into useful goods. The term industry is used for activities in which

(V)
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mechanical appliances and technical skills are involved. These include activities
relating to producing or processing of goods as well as breeding and raising of
animals. The term industry is also used to mean groups of firms producing similar or
related goods. For example, cotton textile industry refers to all manufacturing units
producing’textile goods from cotton. Similarly, electronic industry would include
all firms producing electronic goods, and so on. Further, in common parlance,
certain services like banking and insurance are also referred to as industry, say
banking industry, insurance industry etc.

Business Studies

Notes

Business

Commerce

Industry

Primary Secondary Tertiary

f

I

I

1

Auxiliaries to Trade

Trade

Extractive Genetic
External

Internal
Manufacturing jConstructlon

I

1

1 Wholesale! |Reta5] |ttnport||Expdrtl 1 Entrepot]

I

Analytical Synthetical Processing [AssembUngj

lAdvcrtisingl
[Warehousing [Insurance]
Banking and
Transportation
Finance

CHART SHOWHfG BUSOTESS ACTIVITIES

Industries may be divided into three broad categories namely primary,
secondary and tertiary.
(a) Primary industries: These include all those activities, which are connected
with the extraction and production of natural resources and reproduction
and development of living organisms, plants etc. These industries may
be further subdivided as follows:
(i) Extractive industries: These industries extract or draw out products
from natural sources. Extractive industries supply some basic raw
materials that are mostly products of the soil. Products of these
industries are usually transformed into many other useful goods by
manufacturing industries. Important extractive industries include
farming, mining, lumbering, hunting and fishing operations.
(ii) Genetic industries: These industries remain engaged in breeding plants
and animals for their use in further reproduction. For the breeding
of plants, the seeds and nursery companies are typical examples of
genetic industries. In addition, activities of cattle breeding farms,

©
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poultry farms, and fish hatchery come under the class of genetic
industries.
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(b) Secondary industries: These are concerned with using the materials,
which have already been extracted at the primary stage. These industries
process such materials to produce goods for final consumption or for
further processing by other industrial units. For example, the mining of an
iron ore is a primary industry, but manufacturing of steel is a secondary
industry. Secondary industries may be further divided as follows:

.-*^L

Notes

(i) Manufacturing industries: These industries are engaged in producing
goods through processing of raw materials and thus creating form
utilities. They turn out diverse finished products, that we consume,
through the conversion of raw materials or partly finished materials
in their manufacturing operations. Manufacturing industries may
be further divided into four categories on the basis of method of
operation for production.
• Analytical industry which analyses and separates different elements from
the same materials, as in the case of oil refinery.
• Synthetical industry which combines various ingredients into a new
product, as in the case of cement.
• Processing industry which involves successive stages for manufacturing
finished products, as in the case of sugar and paper.
• Assembling industry which assembles different component parts to make
a new product, as in the case of television, car, computer, etc.
(ii) Construction industries: These industries are involved in the
construction of buildings, dams, bridges, roads as well as tunnels
and canals. Engineering and architectural skills are an important part
in construction industries.
(c) Tertiary industries: These are concerned with providing support services
to primary and secondary industries as well as activities relating to trade.
These industries provide service facilities.’As business activities these
may be considered part of commerce because as auxiliaries to trade, they
assist trade. Included in this category are ‘transport, banking, insurance,
warehousing, communication, packaging and advertising.

COMMERCE
Commerce includes two types of activities, viz!;
(i) trade and
(ii) auxiliaries to trade.
Buying and selling of goods is termed as trade. But there are a lot of
activities that are required to facilitate the purchase and sale of goods. These are
called services or auxiliaries to trade and include transport', banking, insurance,

Business Studies-10
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communication, advertisement, packaging and warehousing. Commerce, therefore,
includes both, buying and selling of goods i.e., trade as well as auxiliaries such as
transport, banking, etc. Commerce provides the necessary link between producers
and consumers. It embraces all those activities, which are necessary for maintaining
a free flow of goods and services. Thus, all activities involving the removal of
hindrances in the process of exchange are included in commerce. The hindrances
may be in respect, of persons, place, time, risk, finance, etc. The hindrance of
persons is removed by trade thereby making goods available to the consumers
from the producers. Transport removes the hindrances of place by moving goods
from the places of production to the markets for sale. Storage and warehousing
activities remove the hindrance of time by facilitating holding of stocks of goods
to be sold as and when required. Goods held in stock as well as goods in course
of transport are subject to the risk of loss or damage due to theft, fire, accidents,
etc. Protection against these risks is provided by insurance of goods. Capital
required to undertake the above activities is provided by banking and financing
institutions. Advertising makes it possible for producers and traders to inform
consumers about the goods'and services available in the market. Hence, commerce
is said to consist of activities of removing the hindrances of persons, place, time,
risk, finance and information in the process of exchange of goods and services.

CLASS-10
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Notes

Trade
Trade is an essential part of commerce. It refers to sale, transfer or exchange
of goods. It helps in making the goods produced available to ultimate consumers
or users. These days goods are produced on a large scale and it is difficult
for producers to themselves reach individual buyers for sale of their products.
Businessmen are engaged in trading activities as middlemen to make the goods
available to consumers in different markets. In the absence of trade, it would not
be possible to undertake production activities on a large scale.
Trade may be classified into two broad categories — internal and external.
Internal or home trade is concerned with the buying and selling of goods and
services within the geographical boundaries of a country. This may further be
divided into wholesale and retail trade. When goods are purchased and sold
in bulk, it is known as wholesale trade. When goods are purchased and sold
in comparatively smaller quantities, it is referred to as retail trade. External or
foreign trade consists of the exchange of goods and services between persons or
organisations operating in two or more countries. If goods are purchased from
another country, it is called import trade. If they are sold to other countries, it is
known as export trade. When goods are imported for export to other countries,
it is known as entrepot trade.
Auxiliaries to Trade
Activities which are meant for assisting trade are known as auxiliaries to
trade. These activities are generally, referred to as services because these are in

(3
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the nature of facilitating the activities relating to industry and trade. Transport,
banking, insurance, warehousing, and advertising are regarded as auxiliaries to
trade, i.e., activities playing a supportive role. -In fact, these activities not only
support trade but also industry and hence, the. entire business activity. However,
auxiliaries are an integral part of commerce in particular and business activity
in general. These activities help in removing, warious hindrances'which: arise in
connection with the production and distribution of goods. Transport facilitates
movement of goods from one place to another. Banking provides financial assistance
to the trader. Insurance covers various kinds ofbusiness risks. Warehousing creates
time utility with storage facility. Advertising provides information. ItPolher words,
these activities facilitate movement, storage,'fihancing, risk coverage and sales
promotion of goods. Auxiliaries to trade are briefly discussed below:

CLASS-10
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Notes

(i) Transport and Communication: Production of goods generally takes place
in particular locations. For instance, tea is mainly produced in Assam;
cotton in Gujarat and Maharashtra; jute' in West Bengal and Orissa; sugar
in U.P, Bihar and Maharashtra and so bn. But these goods are required
for consumption in different part of fhe country. The obstacle of place
is removed by transport — road, rail’ or coastal shipping. Transport
facilitates movement of raw material to the place of production and the
finished products from factories to the place of consumption. Along with
the transport facility, there is also a need for communication facilities so
that producers, traders and consumers may .exchange information with
one another. Thus, postal services and'telephone facilities may also be
regarded as auxiliaries to business activities.
.11
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(ii) Banking and Finance: Business activities cannot be undertaken unless
funds are available for acquiring assets<;and meeting the day-to-day
expenses. Necessary funds can be obtained-;by businessmen from a bank.
Thus, banking helps business activities to overcome the problem of finance.
Commercial banks generally lend money by providing overdraft and cash
credit facilities, loans and advances. Banks, ialso undertake collection of
cheques, remittance of funds to different places, and discounting of bills on
behalf of traders. In foreign trade, payments are arranged by commercial
banks on behalf of importers and exporters. Commercial banks also help
promoters of companies to raise capital from the public.
(in) Insurance: Business involves various types of risks. Factory building,
machinery, furniture etc. must be protected'against fire, theft and other
risks. Materials and goods held in stock or in'transit are subject to the risk
of loss or damage. Employees are also required to be protected against the
risks of accident and occupational hazards. Insurance provides protection
in all such cases. On payment of a nominal premium, the amount of loss
or damage and compensation for injury, if any, can be recovered from
the insurance company.
Business Studies-10
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(iv) Warehousing: Usually, goods are not sold or consumed immediately after
production. They are held in stock to be available as and when required.
Special arrangement must be made for storage of goods to prevent loss
or damage. Warehousing helps business firms to overcome the problem
of storage and facilitates the availability of goods when needed. Prices
are thereby maintained at a reasonable level through continuous supply
of goods.
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(v) Advertising: Advertising is one of the most important methods of
promoting the sale of products, particularly, consumers goods like
electronic goods, automobiles, soaps, detergents etc. Most of these goods
are manufactured and supplied in the market by numerous firms— big
or small. It is practically impossible for producers and traders to contact
each and every customer. Thus, for sales promotion, information about
the goods available, its features, price, etc., must reach potential buyers.
Also, there is a need to persuade potential buyers about the uses, quality,
prices, competitive information about the goods etc. Advertising helps in
providing information about available goods and inducing customers to
buy particular items.

E-Commerce or Electronic Commerce
E-commerce is a popular term for electronic commerce or even internet
commerce. The name is self-explanatory, it is the meeting <of buyers and sellers
on the internet. This involves the transaction of goods and services, the transfer
of funds* and the exchange of data.
. So, when you log into your Amazon and purchase a book, this is a classic
example of an e-commerce transaction. Here you interact with the seller (Amazon),
exchange data in form of pictures, text, address for delivery etc.-and then you
make the payment.
As of now, e-commerce is one of the fastest growing industries in the global
economy. As per one estimate, it grows nearly 23% every year. And it is .projected
to be a $27 trillion industry by the end of this decade.

Types of E-Commerce Models
Electronic commerce can be classified into four main categories. The basis
for this simple classification is the parties that are involved in the transactions.
So, the four basic electronic commerce models are as follows,
]. Business to Business
This is Business to Business transactions. Here the companies are
doing business with each other. The final consumer is not involved.
So, the online transactions only involve the manufacturers, wholesalers,
retailers etc.

(TT)
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2. Business to Consumer

Business Studies

Business to Consumer. Here the company will sell their goods and/or
services directly to the consumer. The consumer can browse their websites
and look at products, pictures, read reviews. Then they place their order
and the company ships the goods directly to them. Populai examples are
Amazon, Flipkart, Jabong etc.
3. Consumer to Consumer
Consumer to consumer, where the consumers are in direct contact with
each other. No company is involved. It helps people sell their personal
goods and assets directly to an interested party. Usually, goods traded are
cars, bikes, electronics etc. OLX, Quikr etc follow this model.
4. Consumer to Business
This is the reverse of B2C, it is a consumer to business. So, the consumer
provides a good or some service to the company. Say for example an IT
freelancer who demos and sells his software to a company. This would
be a C2B transaction.

v
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Notes

What is m-Commerce?
Examples of E-Commerce
• Amazon
• eBay
• Upwork
• Quikr

• Flipkart
• Fiverr
. Olx

Advantages of E-Commerce
• E-commerce provides the sellers with a global reach. They remove the
barrier of place (geography). Now sellers and buyers can meet in the
virtual world, without the hindrance of location.
• Electronic commerce will substantially lower the transaction cost. It
eliminates niany fixed costs of maintaining brick and mortar shops. This
allows the companies to enjoy a much higher margin of profit.
• It provides quick delivery of goods with very little effort on part of the
customer. Customer complaints are also addressed quickly. It also saves
time, energy and effort for both the consumers and the company.
• One other great advantage is the convenience it offers. A customer can
shop 24x7. The website is functional at all times, it does not have working
hours like a shop.
• Electronic commerce also allows the customer and the business to be
in touch directly, without any intermediaries. This allows for quick
communication and transactions. It also gives a valuable personal touch.

Business Studies-10
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• The start-up costs of the e-commerce portal are very high. The setup of
the hardware and the software, the training cost of employees, the constant
maintenance and upkeep are all quite expensive.

Business Studies

• Although it may seem like a sure thing, the e-commerce industry has
a high risk of failure. Many companies riding the dot-com wave of the
2000s have failed miserably. The high risk of failure remains even today.
Notes

i

• At times, e-commerce can feel impersonal. So, it lacks the warmth of an
interpersonal relationship which is important for many brands and products.
This lack of a personal touch can be a disadvantage for many types of
services and products like interior designing or the jewellery business.
• Security is another area of concern. Only recently, we have witnessed
many security breaches where the information of the customers was
stolen. Credit card theft, identity theft etc. remain big concerns with the
customers.
• Then there are also fulfilment problems. Even after the order is placed
there can be problems with shipping, delivery, mix-ups etc. This leaves
the customers unhappy and dissatisfied.

SUMMARY OF THE MODULE
Concept and characteristics of business: Business may be defined as an
economic activity involving the production and sale of goods and services
undertaken with the motive of earning profit by satisfying human needs in society.
Its distinguished characteristics are:
(i) an economic activity,
(ii) production or procurement of goods and services,
(iii) sale or exchange of goods and services for the satisfaction of human
needs,
(iv) dealings in goods and services on a regular basis,
(v) profit earning,
(vi) uncertainty of return, and
(vii) element of risk.
Comparison of business, profession and employment: Business refers to
those economic activities which are connected with the production or purchase
and sale of goods or supply of services with the main object of earning profit.
Profession includes those activities, which require special knowledge and skill to
be applied by individuals in their occupation. Employment refers to the occupation
in which people work for others and get remunerated in return. The three can be
compared on the basis of mode of establishment, nature of work, qualification
required, reward or return, capital investment, risk, transfer of interest and code •
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of conduct.

Business Studies

Classification of business activities: Business activities maybe classified into
broad categories: industry and commerce. Industry refers to economic activities
which are connected with conversion of resources into useful goods. Industries
may be: primary, secondary or tertiary. Primary industries are connected with the
extraction and production of natural resources and reproduction and development
of living organisms, plants, etc. Primary industries may be: extractive (like mining)
or genetic (like poultry farms). Secondary industries are concerned with using
the materials which have already been extracted at the primary stage. These
industries could be: manufacturing or construction. Manufacturing industries
may be further classified into analytical, synthetical, processing and assembling
industries. Tertiary industries are concerned with providing support services to
primary and secondary industries as well as activities relating to trade. Commerce
includes activities relating to trade and auxiliaries to trade. Trade refers to sale,
transfer or exchange of goods. It could be classified as internal (domestic) and
external (foreign) trade. Internal trade may be wholesale trade or retail trade.
External trade could be import, export or entrepot trade. Auxiliaries to trade are
activities which assist trade. These include transport and communication, banking
and finance, insurance, warehousing, and advertising.
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Notes

Objectives of business: Although earning of profit is considered to be the
primary objective, objectives are needed in every area where performance results
affect the survival and prosperity of business. Some of these areas are: market
standing, innovation, productivity, physical and financial resources, earning profits
manager performance and development, worker performance and attitude, and
social responsibility.
Business risks: The term ‘risk’ refers to the possibility of inadequate profits or
even losses due to uncertainties or unexpected events. Its nature can be explained
with the help of its peculiar characteristics which are:
(i) Business risks arise due to uncertainties,
(ii) Risk is an essential part of every business,
(iii) Degree of.risk depends mainly upon the nature and size of business, and
(iv) Profit is the reward for risk taking. Business risks arise due to a variety
of causes including natural, human, economic and other causes.
Key Terms:
• Business
• Objective of business
• Risk
• Goods *
• Economic Activities
Business Studies-10
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EXERCISE

Business Studies
Multiple Choice Questions

1. Which of the following does not characterise business activity?
(a) Production of goods
(b) Presence of risk and services
(c) Sale or exchange of

Notes

(d) Salary or wages goods and services

^

2. Which of the broad categories of industries covers oil refinery and sugar mills?
(a) Primary
(b) Secondary
(c) Tertiary
(d) None of them
3. Which of the following cannot be classified as an auxiliary to trade?
(a) Mining
(b) Insurance
(c) Warehousing
(d) Transport
4. The occupation in which people work for others and get remunerated in return is
known as
(a) Business
(b) Employment
(c) Profession
(d) None of them
5. The industries which provide support services to other industries are known as
(a) Primary industries
(b) Secondary industries
(c) Commercial industries
(d) Tertiary industries
6. Which of the following cannot be classified as an objective of business?
(a) Investment
(b) Productivity
(c) Innovation
(d) Profit earning
7. Business risk is not likely to arise due to
(a) Changes in government policy
(b) Good management
(c) Employee dishonesty
(d) Power failure
Very Short Answer Questions
1. Define Economic Activities.
2. What do you mean by Business?

©
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3. Define Profession.
4. What do you mean by Employment?

Business Studies

Short Answer Questions
1. What do you mean by human activities? Explain.
2. Write short notes on:
1. Business
2. Profession.

Notes

3. Explain the concept of 'Business'.
4. Briefly state the human objectives of a business.

Long Answer Questions
1. Explain the characteristics of Business.
2. Compare Business with Profession and Employment:
3. Discuss any five objectives of business.
4. Distinguish between Economic and Non- Economic Activity

Projects/Assignments
1. 1. Choose a locally operated trading or business unit. Find out the kind of risks it
faces in business and the way it deals with them.
2. Select a local business enterprise and find out the objectives it pursues. Check
why it does not pursue other objectives.

Space for Work
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FORMS OF BUSINESS
ORGANIZATION

Module-ll Forms of business organization
Forms of Business Organisation: Sole Proprietorship, Joint Hindu Family,
Partnership, Joint Stock Company, Co-operative Society characteristics. Suitability
of different forms of Business organisation.

Notes

Forms of Business
Organisation
To make student
understnad about

Sole Proprietorship,
and joint Hindu Family

Objective ofthe
chapter
Partnership and Joint
Stock Company
Suitability of different
forms of Business

Introduction
Business Organization is the combination of business and organization. In
order to understand the nature and importance of a business organization, it is
necessary that the meaning of these two words should be clear to everyone.
Business: Business is a human activity, which is undertaken to provide goods
and services to people with a view to earning profit.
Organization: - The words organization is generally divided into two parts.
1. Material Organization
2. Human Organization
Material Organization: The material organization is the determining and
provision of necessary raw materials, tools, capitals, etc to enterprises for their
smooth running and functioning.
Human Organization: It is the appointment of qualified staff and assigning
them different duties and responsibilities for the sake of business organization
interest. Organizations also give them enough authority to perform all their duties
• and responsibilities smoothly.
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No business organization can be defined as the process of establishing
effective cooperation among different people to achieve certain goals to earn a
profit. A business organization can be formed to serve people and known as a
non-profit organization.
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Forms of Business Organisation
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Notes

U*2Various Forms of Business Organisa tion^
A<. ■

,<->■*

,

;

;■ *-v 4

Joint Hindu Family
Business

Sole Proprietorship

Partnership Firm

>

Cooperative Society

Joint Stock Company
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Sole Proprietorship
Definition
According to Prof Hynes
Sole Proprietorship is that form of business that has a single owner, who has
the total responsibility of the business, who runs the business and also bears the
risk on the failure of business.
Despite high mortality, the sole entrepreneur survives.
In the words of Dr. John A Shubin
Under the Sole Trader-ship Business, a single man is an organizer; he is the
owner and runs the business by his own name.

Business Studies-10

©
■y

CLASS-10
Business Studies

Features of Sole Proprietorship
> No legal formalities while forming
or closing the business
> Owner has unlimited Liability

Notes

> Owner is single recipient of all
the risks & profits of the business
> Business & owner has same identity
> Owner takes all decisions
independently
> Lack of business continuity

Advantages of a Sole Proprietorship: Perhaps the greatest advantage of this
form of business is its simplicity and low cost. You are not required to file with
the government, nor are any legal charter required. The sole proprietorship form
of business has other advantages:
• The owner or proprietor is in complete control of business decisions.
• The income generated through operations can be directed into the
proprietor’s pocket or reinvested as he or she sees fit.
• Profits flow directly to the proprietor’s personal tax return; they are not
subject to a second level of taxation. In others words, profits from the
business will not be taxed at the business level.
• The business can be dissolved as easily and informally as it was begun.
These advantages account for the widespread adoption of the sole proprietorship
in the India. Any person who wants to set up shop and begin dealing with
customers can get right to it, in most cases without the intervention of government
bureaucrats or lawyers.
Disadvantages of the Sole Proprietorship: This legal form of organization,
however, has disadvantages:
• The amount of capital available to the business is limited to the owner’s
personal funds and whatever funds can be borrowed. This disadvantage
limits the potential size of the business, no matter how attractive or popular
its product or service
• Sole proprietors have unlimited liability for all debts and legal judgments
incurred in the course of business. Thus, a product liability lawsuit by
a customer will not be made against the business but rather against the
owner.
• The business may not be able to attract high-calibre employees whose
goals include a share of business ownership. Sharing the benefits of
Business Studies-10
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ownership, other than simple profit-sharing, would require a change in
the legal form of the business.
• Some employee benefits, such as owner’s life, disability, and medical
insurance premiums, may not be deductible, or may be only partially
deductible from taxable income.
• The entity has a limited life; it exists only as long as the owner is alive.
Upon the owner’s death, the assets of the business go to his or her estate.
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Notes

Is it necessary to register the Sole Proprietorship firm in India? No
registration is required for a sole proprietorship. You simply have to open a
bank account with the name & style you want to work. But if you are liable for
state VAT or service tax' registration, then you have to obtain VAT and/or service
tax registration. Further, for sole proprietorship, no separate income tax PAN is
required. The PAN of the proprietor will be the PAN of the firm and proprietor
will have to file income tax return in his personal name.
Suitability:
The foregoing description reveals that sole proprietorship or one-man control
is the best in the world if that man is big enough to manage everything. But such
a person does not exist.
Therefore, sole proprietorship is suitable in the following cases:
i. Where small amount of capital is required e.g., sweet shops, bakery,
newsstand, etc.
ii. Where quick decisions are very important, e.g., share brokers, bullion
dealers, etc.
iii. Where limited risk is involved, e.g., automobile repair shop, confectionery,
small retail store, etc.
iv. Where personal attention to individual tastes and fashions of customers
is required, e.g., beauty parlour, tailoring shops, lawyers, painters, etc.
v. Where the demand is local, seasonal or temporary, e.g., retail trade,
laundry, fruit sellers, etc.
vi. Where fashions change quickly, e.g., artistic furniture, etc.
vii. Where the operation is simple and does not require skilled management.
Thus, sole proprietorship is a common form of organisation in retail trade,
professional firms, household and personal services. This form of organization
is quite popular in our country. It accounts for the largest number of business
establishments in India, in spite of its limitations.

Joint Hindu Family
t

Joint Hindu family business is a distinct form of business organization
practiced only in India. These businesses are not governed by any business law or
partnership act. Joint Hindu family businesses are fully governed by Hindu law.
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Notes

These businesses are run & managed by the members of the Joint Hindu
Family. The head of the business is the eldest member of the family. Head of the
business is called “Karta”. Karta has full control over the business. He can take
every decision on its own & controls other members role. Karta looks after all
the finances of business. Karta has unlimited liability whereas rest all members
have liability as per their share.
These businesses are carried from generation to generation. These businesses
are basically of 2 types:
Mitakshara & Dayabhagha.
In Mitakshara only male members can become a member of the business.
But in Dayabhagha both male & female persons of the family can become
a member of the business.

t

Features of a Joint Hindu Family Business
y Enjoys continued existence

Family Business

> Requires minimum of 2 members

> Karta is heud & has unlimited
liability

rA
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► Decisions of karta arc binding

'y A minor has membership rights

Advantages of Joint Hindu Family Business are:
1. Easy formation
2. Quick decisions and prompt action
3. Flexibility in operation
4. Business Secrecy
5. Continuity of business
6. Minimum Government regulations
7. Limited liability of co-parceners
Disadvantages of Joint Hindu Family Business are as follows:
1. Limited Capital
2. Unlimited liability of Karta
3. Lack of stability
4. Less motivation
Business Studies-10
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5. Limited Growth and Expansion

Business Studies

6. No entry for non-family members
7. No Legal Status
Partnership Firm:
‘Partnership’ is an association of two or more persons who pool their financial
and managerial resources and agree to carry on a business, and share its profit.
The persons who form a partnership are individually known as partners and
collectively a firm or partnership.

4®

Notes

Definition of Partnership:
Indian Partnership Act, 1932 defines partnership as “the relation between
persons who have agreed to share the profits of the business carried on by all or
any of them acting for all”.
Partnership form of business organisation in India is governed by the Indian
Partnership Act 1932. The agreement between the partners may be in oral, written
or implied. When the agreement is in writing, it is termed as partnership deed.
However, in the absence of an agreement, the provisions of the Indian
Partnership Act 1932 shall apply. Partnership Deed contains the terms and conditions
for starting and continuing the partnership firm. It is always better to insist on a
written agreement in order to avoid future legal hurdles.
Characteristics of Partnership:
i. Two or More Persons - To form a partnership firm at least two persons
are required.
ii. Contractual Relationship - Minors, lunatics and insolvent persons are
not eligible to become the partners. However, a minor can be admitted
to the benefits of partnership firm i.e., he can have share in the profits
without any obligation for losses.
iii.. Sharing Profits and Business - There must be an agreement among the
partners to share the profits and losses of the business of the partnership
firm. If two or more persons share the income of jointly owned property,
it is not regarded as partnership.
iv. Existence of Lawful Business - The business of to be carried on by
partners, must be lawful. Any agreement to indulge in smuggling, black
marketing or any other lawful activity cannot be called a partnership firm
in the eyes of law.
v. Principal Agent Relationship - There must be an agency relationship
between the partners. Every partner is the principal as well as the agent
of the firm. When a partner deals with other parties he/she acts as an
agent of other partners, and at the same time the other partners become
the principal.

•i
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vi. Unlimited Liability - The partners of the firm have unlimited liability.
They are jointly as well as individually liable for the debts and obligations
of the firms. If the assets of the firm are insufficient to meet the firm’s
liabilities, the personal properties of the partners can also be utilized for
this purpose.
vii. Voluntary Registration - The registration of partnership firm is not
compulsory. But an unregistered firm suffers from some limitations which
make it virtually compulsory to be registered.
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Merits of Partnership:
i.
ii.
iii.
iv.
v.
vi.
vii.

viii.

ix.

Easy to Form
Availability of Larger Resources
Better Decisions
Flexibility
Sharing of Risks - The losses of the firm are shared by all the partners
equally or as per the agreed ratio as decided in the partnership agreement.
Keen Interest - Since partners share the profit and bear the losses, they
take keen interest in the affairs of the business.
Benefits of Specialization - Partnership firm enjoys benefits of individual
partners, specialisation, for instance, in a partnership firm, providing
legal consultancy to people, one partner may deal with civil cases, one
in criminal cases, and another in labour cases and so on as per their area
of specialization.
Protection of Interest - In partnership form of business organisation, the
rights of each partner and his/her interests are fully protected. If a partner
is dissatisfied with any decision, he can ask for dissolution of the firm
or can withdraw from the partnership.
Secrecy - Business secrets of the firm are only known to the partners.

Limitations of Partnership:
A partnership firm also suffers from certain limitations:
i. Unlimited Liability - Partners in partnership firm suffer from the problem
of unlimited liability. Resultantly, members may end up using personal
assets to meet the liabilities of business.
ii. Instability - Every partnership firm has uncertain life. The death, insolvency,
incapacity or the retirement of any partner bring the firm to an end. Not
only that any dissenting partner can give notice at any time for dissolution
of partnership.
iii. Limited Capital - A partnership firm suffers due to limited personal
capacity of partners.
iv. Non-transferability of share - The share of interest of any partner cannot
be transferred to other partners or to the outsiders.
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v. Possibility of Conflicts - At times there is a strong possibility of conflict
among partners due to divergent views and interest.
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Suitability of Partnership:
Usually persons having different abilities, skill or expertise can join hands
to form a partnership firm to carry on the business. Business activities like
construction, providing legal services, accounting and financial services etc. can
successfully run under this form of business organization.

Notes

It is also considered suitable where capital requirement is of a medium size.
Thus, businesses like a wholesale trade, professional services, mercantile houses
and small manufacturing units can be successfully organized as partnership firms.

Joint Stock Company
Definition by Prof Honey. “Joint Stock Company is a voluntary association
of individual for profit, having a capital divided into transferable shares, the
ownership of which is the condition of membership”.
(i) Features
• Artificial person
• Separate legal entity
• Formation
• Perpetual succession
• Control
• Liability
• Common seal
• Risk bearing
(ii) Merits
• Limited liability
• Transfer of interest
• Perpetual existence
• Scope for expansion
• Professional management
(iii) Limitations
. • Complexity in formation
• Lack of secrecy
• Impersonal work environment
• Numerous regulations
• Delay in decision making
• Oligarchic management
• Conflict in interest
Business Studies-10
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T^pes of Companies On the basis of ownership the companies can be
classified in to following categories
(i) Private Company According to the Companies Amendment Act, (2000),
a private company is one which
• Has a minimum of two and maximum of 50 members excluding the
'employees.
• Restricts the right of members to transfer their shares.
• Does not offer its shares to general public.
• Does not invite general public to invest deposits in the company.
• Has minimum paid up capit.al of~ one lakh.
(ii) Public Company A public company is the one which
• Has a minimum of seven members and maximum no limit.
• Permits easy transfer of its shares.
• Invites general public to subscribes to its public deposits.
• Invites general public to subscribes to its shares and debentures.
• Has minimum paid up capital of five lakh.
• Any private company which is subsidiary of a public company.

Business Studies

Notes

Suitability of Joint Stock Company
A joint stock company form of business organisation is found to be suitable
where the volume of business is large and huge financial resources are needed.
Since members of a joint stock company have limited liability it is possible to
raise capital from the public without much difficulty. This form of organisation
is also suitable for businesses which involve heavy risks. Again, for business
activities which require public support and confidence Joint stock form is preferred
as it has a separate legal status. Certain types of businesses, like production of
pharmaceuticals, machine manufacturing, information technology, iron and steel,
aluminium, fertilisers, cement, etc., are generally organised in the form of joint
stock company.

Cooperatives Society
Cooperatives mean joined efforts. The society created as a result of the joint
cooperation of a poor or lower class of a society or region for their economic
development is known as cooperative. The labour class and the lower middle
class usually face problem to support them in the face of exploitation of the rich
and the rich capitalist. As a result, the poor class tries to protect and developed
themselves through self-refortify. According to rules, the relevant act, in Bangladesh,
ten person of majority age can from a cooperative society. Cooperative society is
run on ‘All for each & each for all ‘principle.
According to Mr. Culvert, “It is a form of organization, wherein persons
voluntarily associate together as human beings, on a basis, of equality, for the
promotion of economic interest of themselves.”
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Acceding to P.R. Chambers,” Cooperative society , is an association for
supplying goods or for carrying on some branch'of industry, the profit of which
go to the numbers”
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Cooperative society must be registered and operated following the Cooperative
Act, 1940. The principles are equity, unity, cooperative, demarcation, coordination,
and austerity. Thus, cooperative society formed by a group of persons for their
mutual economic assistance at any level of production and distribution.
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Characteristics of Cooperative Society
• Free membership: An individual of the age of majority of the same
locality, or class may be member of a cooperative society on the basis
of consent of the members.
• Number of members: For formation of a primary cooperative society,
fifteen persons of majority age are necessary. Maximum number is not
mentioned in the act.
• Objective: The objective of cooperative society is not earning profit, but
to achieve economic welfare through mutual cooperation.
• Entity: A cooperative society has a society, independent form its members.
• Formation: A group of persons can from a cooperative society. It must be
registered and formed according to Cooperative Act. 1940. For registration,
cooperation must be under observation for six months.
• Collection of Capital: The capital of cooperation must be collected from
the members. Capital should be divided into a number of shares. According
to Cooperative Act, 1940 a number can’t purchase share of a value of
more than TK. 5,000 or one fifth of the share capital of the society. Any
person can be a number or transferees according to the treating members.
• Democratic Leadership: A cooperative society is run in democratic way.
Every number has one vote irrespective of number shares purchased. The
board of directors is elected in democratic way.
• Limited Liability: The liability of the member’s society is limited by
the value of the shares purchased by them.
• Transferability of Shares: The share of any members is transferable to
any member freely and to at the consent of all members of the society.
Any members can withdraw his capital by a short noise.
• Distribution of profit: From the profit of the society. 25% is to be kept.
in the reserve fund and the rest is distributed among the members. The
Board of Directors may approve maxim urn 9% & the register may 20%
divide on the share capital.
• Government Control: Government ensures ad equations control over the
accounts. Audit meeting and decision of the cooperatives.
• Principles of Cooperatives: cooperative is run on the principles of equity.
Honesty, equally, Coordination and cooperation.
Business Studies-10
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• Audit of Accounts: The government’s departmental auditions must
compulsorily audit the accounts of a cooperative society.Merits of Co-operative Societies
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1. Easy Formation
2. Service Motive
3. Democratic Management
4. Avoidance of Exploitation
5. Suitability .
6. Minimum Overhead Cost
7. Scope of Self-Government
Limitations of Co-operative Societies

Notes

1.
2.
3.
4.
5.
6.
7.

Unsuitable for Large Business
Inefficient Management
Absence of Motivation
Attitude of the Members
Weaknesses in its Lending System
Lack of Secrecy
Red Tapism

Suitability of Co-operative Societies
You have learnt that the main objective of co-operative form of business
organisation is to provide service rather than to earn profit. The co-operative
society is the only alternative to protect the weaker sections of the society and to
promote the economic interest of the people. In certain situations when it is not
possible to achieve the target by individual effort, collective effort in the form of a
co-operative society is preferred. Housing co-operatives, Marketing co-operatives,
etc., are formed to achieve the common economic objectives of the members.
Generally co-operative society is suitable for small and medium size business
operation. However, large scale co-operative societies like IFFCO, KR1BHCO
etc. are also found in India.

SUMMARY OF THE MODULE

{

One of the first decisions that you will have to make as a business owner
is how the business should be structured. All businesses must adopt some legal
configuration that defines the rights and liabilities of participants in the business’s
ownership, control, personal liability, life span, and financial structure. This decision
will have long-term implications, so you may want to consult with an accountant
and attorney to help you select the form of ownership that is right for you.
In making a choice, you will want to take into account the following:
• Your vision regarding the size and nature of your business.
• The level of control you wish to have.
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The level of “structure” you are willing to deal with. .
The business’s vulnerability to lawsuits.
Tax implications of the different organizational structures.
Expected profit (or loss)of the business.
Whether or not you need to re-invest earnings into the business.
Your need for access to cash out of the business for yourself. .
(

EXERCISE
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Multiple Choice Questions

Tick the appropriate answer.
1. The structure in which there is separation of ownership and management is called
(a) Sole proprietorship

(b) Partnership

(c) Company

(d) All business organizations

2. The Karta in Joint Hindu family business has:
(a) Limited liability

(b) Unlimited liability

(c) No liability for debts

(d) Joint liability

3. In a cooperative society the principle followed is:
(a) One share one vote

(b) One man one vote

(c) No vote

(d) Multiple votes

4. The board of directors of a joint stock company is elected by:
(a) General public

(b) Government bodies

(c) Shareholders

(d) Employees

5. The maximum number of partners allowed in the banking business are:
(a) Twenty

(b) Ten

(c) No limit

(d) Two

6. Profits do not have to be shared. This statement refers to:
(a) Partnership

(b) Joint Hindu family business

(c) Sole proprietorship

(d) Company

7. The capital of a company is divided into number of parts each one of which are
called:
(a) Dividend

(b) Profit

(c) Interest

(b) Share

8. The Head of the Joint Hindu family Business is called
(a) Proprietor

(b) Director

(c) Karta

(d) Manager

9. Provision of residential accommodation to the members at reasonable rates is the
objective of
(a) Producer's cooperative

(b)1 Consumer's objective

(c) Housing cooperative

(d) Credit cooperative

Business Studies-10

®.

CLASS-10

10. A partner whose association with the firm is unknown to the general public is called

Business Studies

(a) Active partner

(b) Sleeping partner

(c) Nominal partner

(d) Secret partner

Answer:

1. (c)
6. (c)

2. (b)

3.(b)

4. (c)

5.(b)

7. (d)

8. (c)

9.(c)

10-(d)

Short Answer Type Questions
Notes

1. For which of the following types of business do you think a soie proprietorship firm
of organization would be more suitable, and why?
2. For which of the following types of business do you think a partnership firm of
organization would be more suitable, and why?
3. Explain the following terms in brief:
(a) Perpetual succession

(b) Common seal

(c) Karta

(d) Artificial person

4. Compare the status of a minor in a Joint Hindu Family Business with that in a
partnership firm.
Projects
Divide students into teams to work on the following
(a) To study the profiles of any five-neighbourhood grocery/stationery store
(b) To conduct a study into the functioning of a Joint Hindu family businesses
(c) To enquire into the profile of five partnerships firms
(d) To study the ideology and working of cooperative societies in the area
(e) To study the profiles of any five companies (inclusive of both private and
public companies)
Assignments 1. kavi and Suman decided to begin a food processing business in
District Kangra of Himachal Pradesh. Help them in developing the partnership
deed to avoid any dispute in future.
Space for Work

QD
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SERVICE SECTOR
J

Objective of the module
The main objective of this module is to make student underrated about the
meaning and importance of service sector of Indian economy. Service sector
involve lot of area like transportation, banking, insurance and new emerging
fields like KPO and BPO, all are explained in this module._______________

Notes

Introduction
Transportation is an important part of business and commerce. Transportation
means conveyance of goods and passengers from one place to another. Effective
transportation is inevitable for economic progress. It is the lifeline of commerce.
Development of transportation facilities regulates the social, political and economic
growth of a country. Without the network of organized means of transportation,
production of the entire economy of a country will be paralyzed.

What is Transportation
The growth of both home trade and foreign trade and dependent on the
development of an efficient transportation system. Transportation performs the
entire work of dispensing of goods. It adds place utility to the things produced
by bringing them from place of production to that of consumption.
Raw materials are produced or extracted from different regions of the world
or that of the world or of a country. Sometimes, it is possible that agro based
or specific raw materials-based industry is established near the origin of certain
raw materials. But industry is usually established at suitable place near a market,
a captain market or a port or town with modem facilities. A number of factors
determine the localization of industry.
So raw materials need to be carried to the site of the industry. Which highlight
the necessity of transportation? Consumable cereals also need to be carried to the
market or consumers or to the place of processor through transport. The finished
goods should also be carried through transport to the customers or consumers. On
the hand, in the context of modem global economy, cost efficiency, cost control or
cost reduction is an important factor and goods are transported for processing in
a distant place to have lower cost. Such as Korean cloth is used in the garments
factory of Bangladesh to made garments for customers in the USA and other
rich countries. All these contribute to the development of more transportation
and transportations economics is an important is an issue in Economics of Trade
of today.
Business Studies^lO.
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Transportation of goods is thought more commercially than that of passenger.
Bik human movement is a historical fact. Today individuals are more mobile. For
education, employment and tourism men travel to every nook and comer of the
world and also of the country. So, passenger transportation is also a viable business
sector, as a few individuals can maintain personal transportation on a limited
local area. For local and international travel, today, people depend on commercial
transportation. Thus, public transportation is a lucrative area of investment and
business.
Transportation constitutes some total of activities that are undertaken to remove
place hindrance. There are two extremes entities (opposite points)- one is producer
and another is consumer. Goods are produced at any place and are required for
consumption at different places. So, there is a large gap between producers and
consumers, which is known as ‘place hindrance of commerce’. Transportation adds
place utility to the goods produced by moving those from place of production
to that of consumption. For example, our garments products are used by farthest
countries like the USA, Canada, EU, and other countries; and it is possible with
the help of transportation.
Importance of Transportation
Shortening the distance: Transportation removes the difficulty of distance.
Distant places can be communicated quickly.
Expansion of the market: By transport facility, commodities can be distributed
in wide areas. Thus, transportation helps in widening the markets for a commodity.
Assistance in specialization: Transportation helps wide distribution of
production facilities or factors of production also. Thus, it collects and distributes
resources and encourages specialization and division of labour and helps in better
use of labour and capital in a distant area.
Assistance in extended competition: Transportation helps national, regional
or global distribution of products. Consequently, efficient producer can compete
in wide area. Thus, transportation protects the consumer from the exploitation of
the local monopolies.
Assistance to localization of industry: Localization of industry depends
on a number of factors. Sometimes all factors do not exist in one location. Then
industry established near to one factor, say place of raw material, is connected
to other factors through transportation. Thus, transportation helps the localization
and the size of industry.
Maintaining equilibrium between demand and supply: On the basis of
production area, demand and supply differ in different region. Some products are
produced in one or some areas, but are used widely or globally. Transportation
collects products from wide area for demand in one or some areas or distributes
products of one or some areas in different regions. Thus, transportation ensures
equilibrium between demand and supply.
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Contribution to improvement of international relationship: Transportation
helped foreign tread or international business historically. Thus, it improves jthg
international business and business and economic relationships among the countries
of the world. So, effective and low-cost transportation is essential for the economic
growth of a country.
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Modes of Transportation
!

The modes of transport include various types of factors or methods to
transfer the goods or product from one place to another place. The modes are: 1. Roadways Transportation.
2. Railways Transportation.
3. Water Transportation.
4. Air Transportation.
5. Pipelines Transportation.

1. Roadways Transportation:
Modes of Transportation* Road Transport
A road is an identifiable route way or path between two or more places. This
mode of transport helps to transfer the goods from one place to another place by
road through various methods like auto, buses, trucks, cargos, and other suitable
factors. In road transport, the chances of an accident are very high and it is also
very risky.
Advantages of Road Transport:
(i) It is very flexible in nature.
(ii) It helps to facilitate the movement of goods even in remote areas.
(iii) It provides alternatives in the form of car, rickshaw, auto, cars, bus, trucks,
and so on.
(iv) It is good for transporting perishable products.
(v) It requires low capital investments.
(vi) It is very suitable for a short distance journey.
Disadvantages of Road Transport:
(i) It is not suited for long distance as it is not economical.
(ii) Slow as compared to railways.
(iii) Goods can be destroyed/damage due to specks of dust and pollutions.
(iv) It is time-consuming.
(v) Accidents and Breakdowns.

2. Railways Transportation:
It is a means of transport in which the goods are transferred from one place
to another place and as well as transfers the passenger from one place to another
Business Studies-10
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destination. It is preferred due to high speed. Invariance to road transport, where
vehicles run on a flat road or surface, rail vehicles are directionally managed by
the rail tracks on which they run. Rail transport helps to provide administrative
facilities to the government. The public servants and defence forces run their
mobility from the railways.
Advantages of Railways Transportation:
(i) It is economical for long distances because it can easily cover all area of
states and cities.
(ii) This means of transport is very faster than roadways.
(iii) Most suitable for carrying a bulky amount of goods and products.
(iv) It provides proper protection from exposure to sun and dust pollutions.
(v) It is the most dependable means of transport.
(vi) It is the very safest means of transport.
(vii) Rail transport helps to provide employment opportunities to both skilled
and unskilled individuals.
Disadvantages of Railways lYansportation:
(i) Huge capital required for construction maintenance.
(ii) It is not suitable for hilly areas.
(iii) It is not flexible in nature.
(iv) The cost and time of terminal operations are the major disadvantages of
rail transport.
(v) Monopoly in nature.
(vi) It consists much time for booking of goods through the comparison of
road transport.
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3. Water Transportation:
It involves the movement of goods through oceans and seas. There are more
than 365 ports in India with Vishakhapatnam contributing to maximum portion
traffic. It can be categorized into three several categories: • Aqueducts, which includes tunnels and canals.
• Containers like tank car, tank ship, and tank truck.
• Towing, it is very useful to pull a large water bag or an iceberg.
In water transport, the weights of goods are very large in comparison to other
means of transports. It plays a very crucial role in the development of exports
and imports of goods in the different parts of the world.
Advantages of Water Transportation:
(i) It is the very cheapest or easiest means of transportation.
(ii) Goods in bulk are transported.
(iii) It promotes foreign or international trade.
(iv) It can easily carry a huge quantity of goods such as timber and coal.
(v) In comparison to other transport, the risks capacity is very low.

(E)
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Disadvantages of Water Transportation:
(i) One of the drawbacks is there is a delay in the movement of goods ffiobv
.t OflJ
one place to another.
(ii) Performance is affected by seasonal variations.
(iii) It can be used in a limited area of operations because it can only run-on
seas or oceans.
(iv) Water transport is very unsuitable for small businesses because it carries
a small number of goods.
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4. Air Transportation:
The distinct advantage of air transport is speed and suitability. It is very
useful for less working goods with a high value of the price. Air transport is also
known as aviation.
The important characteristic of air transport is that does not need a particular
surface track for its working operations. It is the fastest means of transportation.
But the cost of operations is very high according to other modes.
Advantages of Air Transportation:
(i) Fastest means of transportation.
(ii) Useful moving the goods in the amount of bulk.
(iii) Each and every area of accessible.
(iv) Vital for national security and defence.
(v) Very useful in earthquakes and other floods.'
(vi) It provides an efficient, regular, and quick service.
(vii) It is very suitable for emergency services.
Disadvantages of Air Transportation:
(i) The large capital investment needed.
;(ii) Not suitable for working goods.
(iii) May be affected by rains.
(iv) Risks of accidents are highest.
(v) This mode of transport requires a specialized skill and a high degree of
training for its working operations.

5. Pipelines Transportation:
Pipelines transportation is used for sending the liquids and gases from one
place to another place. Through this means of transport, we can also send chemicals,
biofuels, and natural gases.
Advantages of Pipelines Transportation:
(i) They are very flexible in transporting liquids and gases.
(ii) It consumes low energy power.
(iii) It needs a limited area of maintenance.
(iv) Pipelines are very safe and accident-free transport.
Business Studies-10
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Disadvantages of Pipelines Transportation:
31E (i) It is not flexible in nature. .
/; (ii) It is restricted in a limited area of work.
(iii) Difficult to make security arrangements for this transport.
Meaning of Warehouse and Warehousing
Warehouse
It is a place where goods are stored for future use and act as distribution
centres. Warehouses are designed depending upon the nature of the products to
be stored.
For example, to keep perishable items like fruits and vegetables, cold storages
are required. Certain pharmaceutical products are to be kept under suitable
temperature. Liquids like petrol, oil molasses need tanks while grains like barley,
pulses, etc. need ventilated halls.
According to J. Stephenson, “a warehouse in an establishment for the storage
or accumulation of goods”.
Warehousing

It is an arrangement by which goods are stored when they are not needed
immediately and are kept in such a manner so as to protect from damage ordeterioration.
“A warehouse is a commercial building for storage of goods. Stored goods can
include any raw materials, packing materials, spare parts, component or finished
goods associated with agriculture, manufacturing and production”.
Need for Warehousing
a. Mass production

Production is based on the anticipated demand for goods. Mass production
of goods takes place by establishing big factories and modem production.
The market for such goods is spread all over the country. Therefore,
warehouses are to be built at different places to store these products and
provide prompt supplies when demanded.
b. Nature of commodities

Some goods are perishable in nature and therefore it should be consumed
in time to avoid deterioration. Storing them in cold storages can extend
the life of the goods.
c. Seasonal production but regular consumption

The farm products such as wheat, sugar, pulses, etc. are produced only
in seasons. But the consumption of these products are evenly spread
throughout the year. If proper storage facilities are not provided, the
quality of these goods deteriorates and may become not usable.
' Business Studles-10
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1. NEFT - National Electronic Funds Transfer
This was launched by the RBI in 2005. Under this electronic fund transfer
system, bulk transfer of transactions are settled in batches during specific
timings across India. Individuals and institutions which maintain accounts
with a NEFT enabled bank branch are eligible for using NEFT. Transactions
do not occur under real time basis. Once in every half hour from 8.00 am
to 7.30 pm. 23 settlements are allowed in a day. NEFT transfers are not
allowed on Sundays and bank holidays. Both NEFT and RTGS use IFSC
(Indian Financial System Code)- a 11-digit alphanumeric code, to identify
a bank branch. IFSC is provided by IDRBT (Institute for Development
& Research on Banking Technology), Hyderabad.
2. RTGS - Real Time Gross Settlement Systems
It was launched by the RBI in 2013. The transactions are settled on real
time basis. Gross settlement means the transaction is settled between one
bank and another bank without adding any other transactions. RTGS facility
is available between 9.00 am to 4.30 pm on weekdays and up to 2.00 pm
on Saturdays. In one day the RTGS routes about 60,000 transactions worth
about Rs. 2,700 billion and covers over 52,000 bank branches located in
10,000 cities and towns. RTGS transfers are not allowed on Sundays and
bank holidays. Minimum limit for RTGS transaction is 2 lakhs.
3. Electronic Clearing Services (ECS)
ECS was launched by the RBI in 1995. It is an electronic method of fund
transfer from a bank to another bank. ECS credit can be used to credit
salary, dividend, interest, pension etc. and ECS debit is used to debit
monthly telephone bills, electricity bills, equated monthly instalments
(EMI)payments. For this purpose, the account holding individuals and
institutions concerned'should fill up certain forms and submit to the
banks. ECS transactions between banks, are settled in the current account
maintained in the clearing house.
4. CORE Banking Solutions
‘CORE’ stands for ‘Centralized Online Real time Exchange’. In the
centralized server of the bank, all the details of all the accounts of all
the branches of the bank are available. A customer can withdraw money
through cheque at any branch of that bank throughout the world. Similarly,
anyone can deposit money into the account. Entry of the transactions is
recorded in the centralized server of the bank in real time and can be
seen in all the branches of the bank. This facility is called core banking
solutions.
5. Internet Banking or Virtual Banking
Internet banking refers to performing banking operations through internet,
using computers and mobile phone. This can be done by a customer from
home or office or any part of the world and all 24 hours of 7 days.

60
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C. Promotional Functions
The RBI performs a wide range of promotional functions to support
national objectives.
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1. Nurturing Banking Habits among the Public
It is the responsibility of RBI to maintain the public confidence in
the banking system. It protects the depositors’ interest and aim at
providing cost-effective banking services in order to include more
people to avail banking services. It has also taken up the task of
extending the banking system territorially and functionally to the
unbanked areas.

Notes

2. Grievance Settlement Measures
RBI has appointed 20 (up to 2017)Banking Ombudsman in 20 state
capitals. Banking Ombudsman Scheme is a speedy and inexpensive
forum for resolution of customer complaints relating to certain
services rendered by banks in India.
3. Agricultural Development
Agriculture industry is specified as priority sector by the RBI. The
loans of all scheduled banks should consist of a percentage of loans
to priority sector. It works in close association with NABARD to
develop agriculture in India.
4. Promotion of Small-Scale Industries
Micro Small and Medium Enterprises are included in the priority
sector. All scheduled banks are required to open separate branches
to specialise the financing of these industries.

i

5. Facilitates Foreign Trade
The RBI has simplified the rules for credit to exporters, through
which they can now get long term advance from banks.
6. Supports Cooperative Sector
It helps cooperative banks by relaxing rules' and providing indirect
financing.
The rupee symbol was changed from Rs. to “ ? ” by the Government
of India on July 15,2010. This became necessary since other countries
Indonesia, Mauritius, Nepal, Pakistan and the Seychelles also called
their currencies rupee. Among global currencies Indian rupee is given
the code INR (Indian Rupee)by the International Organisation for
Standardisation.

Electronic Banking Functions of Commercial Banks
i

This reduces cost and time and makes banking service convenient to the
customers. It is operated through internet. This service is a substitute for drafts,
cheques and other paper-based transfer of funds.
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Marginal Requirement: It refers to the percentage of the value
of securities submitted before issue of loans.
Direct Action: The RBI takes conective actions on any bank
or banks that does not follow its guidelines. It is called direct
action.

Ji

rf

Moral Suasion: The RBI puts pressure on the banks towards
liberal or restricted lending during certain periods.
5. Lender of the Last Resort

-7^
.■

Notes

In times of emergency any bank in India can approach RBI for
financial assistance. RBI provides them credit. When other sources
of getting credit are exhausted, all banks can obtain loan from RBI
and hence it is called lender of last resort.
6. Clearing House Services
RBI acts as clearing house and maintains a clearing system for all
commercial banks in India. The aggregate amount of cheques presented
by a bank on other banks represents the claim by that bank on other
banks. Similar claims are made by all the banks on every other bank
in the clearing. A net settlement is arrived at the clearing house and
accordingly the debit or credit entry is made in their current accounts.
The cash reserves kept by the banks with RBI is utilised for this
purpose. Clearing system saves time and eliminates paperwork and
other difficult (otherwise tasks)tasks involved in inter-bank settlement.
Though the RBI maintains the clearing house system only 14 clearing
houses are owned by the RBI, 840 are managed by SBI and 6 by
nationalised banks (total 860).
7. Custodian of Foreign Exchange Reserves
The RBI maintains a reserve of gold and foreign currencies. When
foreign exchange reserves are inadequate for meeting balance of
payments problem, it borrows from the International Monetary
Fund (IMF). It also administers exchange control of the country
and enforces the provisions of Foreign Exchange Management Act,
1999. Development and maintenance of foreign exchange market in
India is also the function of RBI.
8. Maintenance of Foreign Exchange Rate
The RBI manages the exchange value of the rupee in order to facilitate
India’s foreign trade and payments. It ensures that normal short-term
fluctuations in trade do not affect the exchange rate.
9. Collection and Publication of Authentic Data
It has also been entrusted with the task of collection and compilation
of statistical information relating to banking and other financial sectors
of the economy. RBI monthly bulletin, annual report and various
committee reports contain treasures of authentic data.

Qv
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ensure that sufficient number of good quality currency notes is
available to the public. It exchanges currency and coins not fit for
circulation. One-rupee notes and all coins are issued by the Ministry
of Finance. Currency notes are printed at Nasik, Dewas, Salboni,
Mysore and Hoshangabad. (Currency notes are never printed outside
India).

Business Studies

3. Banker’s Bank
The relationship between RBI and other banks in the country is
just like the relationship of a commercial bank with its customers.
The RBI maintains the current accounts of all commercial banks
in the country. All scheduled banks should deposit a percentage of
cash reserve with RBI. All banks can receive loans from RBI by
rediscounting of bills and against approved securities.

Notes

4. Controller of Credit and Liquidity
Controlling the credit money in circulation and the interest rate
in the country is a major function of RBI. For this purpose, the
RBI uses quantitative and qualitative methods of credit control.
Ensuring the availability of sufficient cash and credit (liquidity)
for business transactions and investment purposes in the economy
is the responsibility of RBI.

i

i. Quantitative Methods of Credit Control
The methods which influence the total volume of credit in
Indian economy are called quantitative or general methods. An
increase in the first three measures will reduce the volume of
money in circulation in India and vice versa.
Bank Rate Policy: Bank rate refers to the rate at which the RBI
rediscounts the bills given by the Scheduled banks.
Cash Reserve Ratio (CRR): It is the ratio of Cash reserves with
the RBI kept by Scheduled banks in proportion to the total Time
and Demand Liabilities with them.
Statutory Liquidity Ratio (SLR): It is the ratio of money and
money equivalents kept within the bank in proportion to the
total Time and Demand Liabilities with them.
Open Market Operations: The RBI directly buys or sells the
securities and bills in the money market either to decrease or
to increase the total volume of money.
ii. Qualitative Credit Control Measures:
These methods influence the volume of money in selected or
particular sectors of the economy.
Rationing of credit: Maximum limit is fixed for lending to
certain sectors or specific purposes.
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2. Regulator and Supervisor of Indian Banking System
The broad guidelines for all banking operations in the country
are formulated by the RBI. The RBI has power to issue licenses,
control and supervise commercial banks under the RBI Act, 1934
and the Banking Regulation Act, 1949. It conducts inspection of the
commercial banks and calls for returns and other necessary information
from them.
3. Monetary Authority
The RBI formulates, implements and monitors the monetary policy
of the country.in order to maintain price stability, controlling
inflationary trends and economic growth. It provides advices to the
Government concerning agricultural finance, resource mobilization
for implementing plans and legislation affecting banking and credit
and international finance.
4. Closely Monitoring Economic Parameters
Broad economic parameters such as employment level, price levels
and production levels, trade cycles, foreign investment flows, balance
of payments, financial markets, etc., are closely monitored by the
RBI in order to achieve economic stability and growth. The Board
of Financial Supervision (a committee of the Central Board of
Directors)of the RBI meets at least once in a month (at times every
day)to closely monitor all these current developments in the country.
5. Promptly Responding to New Challenges
Whenever challenges arose before Indian Banking System, RBI
promptly attend them by issuing Master Circulars and by organising
committees to analyse, review and strengthen Indian Banking. A wealth
of information can be found in every Master Circular or committee
report. Example: Gopalakrishnan Committee on “Information security,
Electronic Banking”, April, 2010
B. Traditional Functions
1. Banker and Financial Advisor to the Government
The RBI accepts money into the Central and State Governments’
accounts and make payments on their behalf. It manages Government
debt and is responsible for issue of new loans. It advises the
government on the quantum, timing and terms of new loans. It
provides ‘ways and means advances’ to the Governments to tide
over temporary financial needs. It takes up the responsibility of
investment of the surplus Government funds. Inter Government and
inter departmental account adjustments are carried out by the RBI.
. 2. Monopoly of Note Issue
The RBI is the sole authority for the printing and issue of all currency
notes in India except one rupee note. It is the duty of the RBI to
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On the basis of organisation, the banking may be unit banking or branch
banking. On the basis of lending practices, it may be pure banking or mixed
banking. On the basis of their products, it can be retail banking or wholesale
banking. On the basis of activities undertaken it may be narrow banking or
universal banking. From the ownership point of view, it can be chain banking
or group banking. There are some peculiar types of banks such as investment
banking, Islamic banking, etc. In modem times virtual banking or internet banking
and mobile banking are very popular.
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Definition of Central Bank
1. “A central bank being generally recognized as a bank which constitutes
the apex of the monetary and banking structure of its country and which
performs as best as it can, in the national economic interest.”
- De Kock. He gave a list of seven functions of central bank which are
accepted by majority of economists.
2. “It may be defined as an institution charged with the responsibility of
managing the expansion and contraction of the volume of money in the
interest of the general public welfare.” - Kent.
3. “A Central Bank is the bank in any country to which has been entrusted
the duty of regulating the volume of currency and credit in that country.”
- Bank of International Settlement (BIS).

Functions of RBI
The functions of the RBI can be grouped under three heads.
A. Leadership and Supervisory Functions
B. Traditional Functions and
C. Promotional Functions.
A. Leadership and Supervisory Functions
India being the fastest growing economy in the world, India is expected to
play a major role in the world affairs by many countries. RBI being the
banking institutional head of India has to be a part of global institutions.
It has to transform the quality and size of banks in India to the level of
banks in developed countries. Such functions get prominence in current
scenario.
I. India’s Representative in World Financial Institutions
In order to maintain consistency and harmony with international
banking standards the RBI is associated with Basel Committee
on Banking Supervision (BCBS, Switzerland)
since 1997.
RBI represents Government of India in International Bank for
Reconstruction and Development (IBRD i.e., World Bank) and
International Monetary Fund (IMF)in which India is a member since
December 27, 1945.
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B. Based on the Status given by the RBI
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Scheduled Banks and Non-Scheduled Banks
y.
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All banks which satisfied the norms and included in the Second Schedule
to the RBI Act, 1934 are called scheduled banks. Such banks are given financial
accommodation and remittance facilities at concessional rates by the RBI.
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There is no non-scheduled commercial bank (private sector, public sector
and foreign banks) in India.

Notes

There are five Urban Cooperative Banks and three Local Area Banks which
function as non-scheduled banks in India. Small Finance Banks and Payments Banks
have not been licenses under Section 22 of the Banking Regulation Act, 1949.
C. Based on the Ownership Pattern
Any bank in which not less than 51 percent of shares are owned by the
Government are called Government banks or public sector commercial banks
(Total 21). All nationalized banks (19 banks, in 2017), SBI and 1DBI Ltd. are
public sector commercial banks. All of them are joint stock company type banks.
There are corporation type banks. Each corporation type bank is established by a
separate Act of Parliament and is fully owned by Government of India.
Examples:
IFCI, S1DBI, EXIM Bank, etc.
All banking companies owned by private people are called private sector
commercial banks. All cooperative banks are owned by its members from the public.
In 1969, there were 14 private banks which were concentrated in cities and
towns. Their objective was to earn more profits. In order to channelize the funds
with these commercial banks towards national priorities and to develop agricultural
and rural sector nationalization of banks was undertaken. Government paid the share
capital of those banks to the private owners and took over as Government banks.
This is -called nationalization of banks. 6 more banks were nationalised in 1980.
New Bank of India one of the nationalised banks merged with Punjab National
Bank in 1980 and today there only 19 nationalised banks (2017). Examples:
a. Nationalised Banks: Indian bank, Indian Overseas Bank, Oriental Bank
of Commerce.
b. Public Sector Banks: State Bank of India, IDBI Bank Ltd. and all
nationalised banks
c. Private Sector Banks: Lakshmi Vila Bank, Karur Vysya Bank, Kotak
Mahindra bank.
Note: Bharatiya Mahila Bankwas established on 19, November 2013 to serve
exclusively women members of the public was merged with SBI on 31
March, 2017.
A detailed study on the functions of commercial banks is given in the next
chapter.
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Deficiencies are found in the original model of LABs. There are practical
difficulties in the operation of these banks. Even after 20 years (19962017) LABs could not make an impact in rural development. Therefore,
further licensing to LAB has been stopped.
'
9. Small Finance Banks
Small Finance. Banks (SFBs)are private sector banks set up in unbanked
and underbanked regions of the country to achieve financial inclusion.
Their objectives are;
a. mobilising rural savings (accepting deposits) and
b. providing credit to
i. small and marginal farmers
ii. to micro and small industries and iii other unorganised sector
entities.
In September 2015, RBI granted provisional licenses to 8 Non-Banking
Finance Companies (NBFCs)already engaged in microfinance to be
converted into SFBs and 2 others. SFBs are low-cost structure banks.
They are formed under section 22 of the Banking Regulation Act 1949.
Examples:
i. ESAF SFB, Thiruvananthapuram, Kerala.
ii. Ujjivan SFB Limited, Bengaluru, Karnataka, (has 10,000 employees)
iii. Fincare SFB, Ahmedabad, Gujarat, has 25 branches spread over
several states.
10. Payment Bank
Payment banks are formed to widen the spread of payment and financial
services to small businesses, low-income households, and migrant labourers.
These banks should be fully networked from the beginning. They offer
doorstep banking payment for a small fee prescribed on the basis of the
amount. They issue ATM/ debit cards, internet banking and third-party
fund transfers. They can’t lend money and issue credit cards. In August
2015, the RBI gave ‘in principle’ licenses to Payment Banks.
Examples:
i. Airtel Payment Bank Limited
ii. Paytm Payment Bank Limited and
iii. India Post Payment Bank Limited - IPPBs (Public Sector Bank).
11. Multilateral Development Banks - MDBs
A Multilateral Development Bank is formed by the Governments of a
group of countries.
The member countries consist of developed donor countries and borrower
countries. International Bank for Reconstruction and Development, Asian
Development Bank, African Development Bank, and European Investment
Bank are some of the MDBs.
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by the Central Government, State Government, and a sponsor bank. Their
share capital is contributed by these sponsors in the ratio of 50:15:35.
They are established as low-cost institutions in rural areas. Their objective
is to develop rural economy and play supplementary role to cooperative
societies. They mobilise deposits from the rural public and provide finance
to rural artisans, small entrepreneurs and farmers and try to avoid their
dependency on money lenders. As on 31.3.2016, there were 56 RRBs
in India with 14,494 branches. They are regulated and supervised by
NABARD.
Examples:
i. Pallavan Grama Bank, Salem, Tamil Nadu
ii. Pandian Grama Bank, Thirumangalam, Madurai District, Tamil Nadu
iii. Vallalar Grama Bank, Chidambaram, Cuddalore District, Tamil Nadu
iv. Paduvai Bharathiyar Grama Bank, Villiyanur, Puducherry.
7. Specialised Banks
Some banks are created for special purposes by the Government. Export
and Import Bank of India was set up through Export- Import Bank of
India Act, 1981. Its main objective is to facilitate international trade of
Indian businessmen. EXIM Bank provides finance for import of technology,
export product development, pre-shipment and post-shipment and overseas
investment. National Housing Bank was established under the National
Housing Bank Act, 1987. It is a wholly owned subsidiary of the RBI.
The objective of NHB is to promote housing finance institutions at local
and regional levels in India.
Example:
(i) Export - Import Bank of India (EXIM Bank)
(ii) National Housing Bank (NHB)
8. Local Area Banks
Local Area Bank (LAB) scheme was introduced by the RBI in August
1996. LABs are small private sector banks established in rural and semiurban areas. Each bank serves two or three adjoining districts only. Their
main objective is to mobilise rural savings (accept deposits) andinvest
them in the same areas. They have to follow the priority sector lending
targets, including the targets on loans to weaker sections. RBI received
227 applications for setting up LABs. 10 were considered for approval
and six were given license under Section 22 of the Banking Regulation
Act, 1949. Only three LABs are functioning now.
Examples:
1. Coastal Local Area Bank, Vijayawada, Andhra Pradesh.
2. Krishna Bhima Smruddhi Local Area Bank, Mahabubnagar, Telangana.
3. Subhadra Local Area Bank Limited, Kolhapur, Maharashtra.
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ii. Small Industries Development Bank of India -SIDB1
iii. MUDRA bank (for the development of micro industries)
4. Cooperative Banks
All cooperative banks in India are owned by its customers or members
who are farmers, small traders and others. Cooperative banks in India are
either urban based or rural based. Rural cooperative banking structure in
India has three tier structure for short term loans and two-tier structure
for long term loans (refer chart). For both these structures the apex body
is National Bank for Agricultural- and Rural Development - NABARD.
All cooperative banks in Tamil Nadu are registered under Tamil Nadu
Cooperative Societies Act 1983. They are controlled by both RBI and
the State Government. Their foremost objective is providing service to its
members for rural and agricultural development and not profit earning.
They are set up in towns and villages rather than cities. Compared to
the commercial banks they offer less variety of services as the bye
laws do not permit all commercial bank activities. National Cooperative
Development Corporation (NCDC)established in 1963 is providing loans
and grants to State Governments for financing cooperative societies.
NCDC concentrates on projects like water conservation, irrigation, Agri
insurance, rural sanitation, etc.
Examples:
• National Agricultural Cooperative Marketing Federation of India Ltd.
(NAFED) was set up in 1958 and registered under the Multi State
Co- operative Societies Act.
• Tamil Nadu State Apex Cooperative Bank - Head Office, Chennai
• Madurai District Central Cooperative Bank Ltd.
• Batlagundu Cooperative Urban Bank Ltd. Dindigul District
5. Foreign Banks

Business Studies
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Banks which have registered office in a foreign country and branches in
India are called foreign banks. These banks open their offices in big cities
and port towns only. Mostly they serve the interests of the multinational
companies, employees and other business institutions. Their profitability
is higher than Indian banks. In 2017, there were 42 Foreign Banks in
India and all of them were scheduled banks. They have to oblige both
their home country banking regulations and the RBI regulations.
Examples:
• Bank of America - The USA
• Barclays Bank - The UK
• Deutsche Bank - Germany
6. Regional Rural Banks - RRBs
The RRBs were formed under the Regional Rural Bank Act 1976, jointly
Business Studies-10
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Banks can be classified as follows.
C. Based on the functions of banks

■-z«*

B. Based on the status given by the RBI - Reserve Bank of India
-r-

C. Based on the ownership pattern
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A. Based on the functions of banks
1. Central Bank
2. Commercial Banks
Banks which accept deposits from the public and grant loans to traders,
individuals, agriculture, industries, transport, etc. in order to earn profit.
Their lending is in comparatively small amounts and mostly for short
and medium period. They also provide other services like remittance
of funds, safe keeping of valuables, collection of cheques, s, issue of
letters of credit, etc. They operate with a head office and a network of
branch offices spread throughout the country. They also issue guarantees
to businessmen. When a businessman or industrialist buy machinery on
credit or apply for a big contract bank guarantees that in case the customer
fails the bank will make the payment.
Examples:
• State Bank of India
• Karur Vysa Bank
• Standard Chartered Bank
3. Development Banks
Huge finance required for investment, expansion and modernisation of
big industries and others are granted by a separate type of banks called
development Banks. They are also called industrial banks. The objective
of development banks is not profit. Their aim is to develop the country
and create employment opportunities. Finance is provided by them for
medium and long terms ranging from five to twenty years. Development
banks do not accept deposits from the public. They subscribe the shares
and debentures of the industries. They provide technical and managerial
consultancy services to industrialists. IDBI Bank established as the
apex development bank in 1964 and was transformed into public sector
commercial bank in 2004. Currently it performs both development bank
and commercial bank functions. Its name changed into IDBI Bank Limited
in 2008. When a development bank is established for the development of
agriculture industry it is called agricultural development bank. National
Bank for Agriculture and Rural Development is such a bank
Examples:
i. Industrial Finance Corporation of India - IFCI

0 •
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8. In-group language, often used by different occupational or social groups,
may be a potential barrier to communication.
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Banking
According to Banking Regulation Act 1949. "Banking means the accepting
for the purpose of lending or investment of deposits of money from the public,
repayable on demand or otherwise and withdrawable by cheque, draft, pay order
or otherwise”.
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are broadcast through a radio. News/incidents are broadcasted by Askashwani in
bbth national as well as state languages. The news broadcast reaches immediately
to every nook and comer of the world. Radio services are also provided by private
sectors also. But in this means of communication we can only hear the news/incidents.

Television
Television is a popular means of mass communication. Television plays a key
role in social and cultural transformation in India. Important news and messages
are telecast on television. Besides, through television we can directly see the
person reading the news or giving information. Incidents happening in faraway
places can be seen by watching television at home. About 90% population of
India watch television programmes. Apart from the well-known “Doordarshan”,
which is operated by government, television services are also provided by private
sectors also.

Notes

Computer
Computer is the sum of all the above means of communication and this is
possible if and only if having internet connection. Now, recent methods of sending
messages are through computer. The messages can be sent throughout the world in
seconds by e-mail. One can also watch live news and do internet banking. Do video,
audio, and written chatting through Skype, Nimbuzz and Facebook respectively.

Barriers to Communication
'

©

As we have mentioned earlier in this chapter, the communication process is
hardly a simple one. It surely suffers from a lot of potential problems within the
organisation which are called the barriers to communication. In fact, these can
take place at each step of the communication process viz. encoding, decoding,
etc. The barriers to communication can be listed as follows.
1. Results when the content of communication is not encoded properly. The
communicator may be either too fast or too confused in presenting the matter.
2. Distortion in communication can take place particularly, when it has to
pass through a number of layers as happens in multi-layered organisations.
3. Distrust of communicator may inhibit the process of communication, as
the individual might not open up because of his lack of trust towards
the other.
4. The flow of communication may also be restricted at some point of time
in the process of communication.
5. Poor retention may be another source of barriers to communication as
people tend to forget up to 50% at least of what they have communicated.
6. Inattention may also be a potential barrier to communication.
7. Different backgrounds of two individuals may result in differences in the
interpretation and understanding of a message.
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Postal services
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India has the largest postal network in the world. Government of India has
given the facilities of transport for letters, parcels, envelopes and money to be
delivered at a reasonable rate. To whomsoever the letter is to be sent, his/her
name and address has to be written on the envelope. The written letters and the
envelopes are posted into the letter box. Then the postman collects all the letters
and takes them to the post office. Later he delivers these letters according to the
address given on them. To make the postal service more efficient and flexible,
cities and towns have been assigned Pin code. Speed post is a good facility set
up for letters to be delivered fast. However, speed post service is costly than
normal postal service.

Notes

Telephone and mobile
Telephone and mobile phone services are the important means of
communication. People use the telephone to contact a person whether he is far or
near. We can speak directly to a person through the telephone. It is an easy and
a quick means of communication. We can also talk to anyone from anywhere on
a mobile phone. The mobile phone service is growing rapidly. There are more
than 25 crore mobile phone holders in India. We can also watch live news and
do mobile phone banking today with the help of internet facility.

Telefax and telegram
One can also send matter, pictures, photos, etc. in seconds to a person at a
person at a faraway place through telefax. We are able to send important messages
and good wishes immediately through telegram. The massage sent should be very
short. It can be received in a very short period of every time. The reply to a
message in postal service cannot be had immediately. The person to whom the
letter is sent has to take another letter to reply it. Then the telephone has become
an easy means of communication.

Newspaper
Important incidents, happenings in the world, country, cities or villages can
be read through newspaper. We can come to know the latest happening in and
around us, the weather forecast, the sports news and other such useful information
through the newspaper. Newspaper is a good medium for communicating people and
government. People can show their satisfaction or dissatisfaction with government’s
policies with the help of newspaper. Newspaper is a means of advertisement also
and hence we come to know about various products, new jobs, schemes, etc.

Radio
In India, radio stations were first set up in 1927 in Kolkata and Mumbai. In
1957, radio service was named as “Askashwani”. News and important messages
Business Studles-10
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Written communication
?it It is a formal method of communicating. It can provide more information to
the receiver that what is not possible in oral communication. Oral communications
may take the forms of reports, circular, memos, note, manual etc. writing is more
reliable than speech.
Advantages of written communication
• Suitable for lengthy matters. .
• At times it might be the only available form of communication (as in
long distance transactions).
• Can be maintained as a permanent record for later references.
Disadvantages of written communication
• Time consuming and sometimes costly.
• Has a greater chance of mis-interpretation and misunderstanding
• Difficult to maintain secrecy.
• Suffer from lack of flexibility.
Difference between Oral and Written Communication

Meaning
j

! Communication with the help of text.

Communication with the help of
words of mouth.

What is it?
literacy

Exchange of ideas, information and
j Interchange of message, opinions, and
message through spoken words is oral |j information in written or printed form
I; is written communication.
communication.

j

Not required at all.

Necessary for communication.
—f=
ij Slow

Transmission of
message

Speed)’

Proof

No record of communication is there.

Proper records of communication are
present.

Immediate feedback can be given

Feedback takes time.

Feedback
Revision before
delivering the message
Probability of
misunderstanding

1

Not possible

Very high

i1 Possible

f

Quite less.

Means of communication
Exchange of information and messages is called as “communication”. Because
of modem means of communications, it is possible for the people from any part
of the world to communicate with their fellows within short time. Modem means
of communication help to exchange thoughts in spoken (via radio), written (via
newspaper) and visual (via television). Communication creates awareness among
the people about government’s schemes and policies. With the help of means of
mass communication many people can be communicated at one time.
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In oral or verbal communications, information is given directly, either through
face-to- face or through telephone, mobile phones or office intercom. Meetings,
lectures, seminar, conferences, interviews are example of verbal communication.
There are some points for the oral communication which can be summed up as
follows:
• Saves time and money
• Provides personal touch
• Tends to be more effective as the feedback can be received immediately
• Doubts can be clarified on the spot
• Chances of understanding are better
• Provides greater flexibility

Business Studies
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Disadvantages of Oral Communication
Oral communication suffers from some inherent limitations.
• It is not always feasible (as in the case of long distances and sometime
beyond the network services).
• Not appropriate for lengthy or complicated conversation.
• Not suitable for keeping records
• It has no legal validity and hence lead to problems in certain situations.
• May have chances of misunderstanding.
Non- verbal communication
It refers to the clues we send to others all the time regarding our feelings
and emotions, either knowingly or unknowingly through our facial expressions,
gestures and body postures, emphasis and intonations on some words, and the
physical distance between the sender and receiver.
Advantages
• The message of nonverbal communication reaches very fast and reduces
the waste of time.
• Nonverbal cues of communication like sign and symbols can be
communicated quickly than written or oral messages.
• Helps illiterates’ people.
Disadvantages
• Nonverbal communication is vague because words or languages are not
used.
• Long conversation and necessary explanation are not possible.
• It cannot be used at public tool for communication.
• In some cases, it involves huge cost, e.g., neon sign, power point
presentation etc. are very much costly compared to the other forms of
communication.
Business Studies-10
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vii. Widening the marketing area
A manufacturer can sell the goods to different marketing areas by
establishing branch warehouses or taking the service of rental warehouses
at the required places. Thus, warehousing widens the market for the goods.
viii. Value added services
-Warehouses also provide certain value-added services, such as in transit
mixing, grading, packaging and labelling. Sometimes, goods are repacked
and labelled again at the time of inspection by prospective buyer ■

Hx^00Notes

Advantages of Warehousing
• It safeguards the stock of the merchants who do not have storing place.
• Warehouses reduce distribution cost of the traders by storing the goods
in bulk and allow the trader to take the goods in small lots to his shop.
• It helps in selection of channel of distribution. The producer will prefer
whether to appoint a wholesaler or retailer.
• It assists in maintaining the continuous sales and avoids the possibilities
of “out of stock” position.
• It creates employment opportunities for both skilled and unskilled workers,
to improve their standard of living.

Drawbacks of Warehousing
Warehousing is not effective because of the following reasons:
• There are no adequate transport facilities between the place of production
and warehouses.
• Lack of sufficient storage facilities for different commodities such as
perishable and non-perishable commodities.
• Complicated formalities are to be fulfilled at the warehouses. The illiterate
and innocent farmers are not able to cope with these procedures.
• Complicated process of Barcode technology can reduce the storing of
goods by some producers.
• Unavoidable delay for obtaining financial assistance may cause loss to
the owner of goods.

Communication
Forms of Communication
In a general way, communication can be of three broad types- oral, written
and nonverbal.

Verbal communication
The verbal communication is a type of oral communication when in a message
is transmitted through the word spoken.
Business Studies-10
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d. Climate Controlled Warehouses
The controlled climate environment can reduce the rate of metabolism
in fruits and vegetables. Humidity controlled environments for delicate
products such as flowers in dirt-free facilities in these warehouses.
e. Automated Warehouses
Automated facilities which can handle several hundreds of kilograms of
product at a time. Inside the warehouse premises physical distribution
activities are carried out by moving product filled pallets (i.e., platforms
that hold large amounts of product). It requires huge investment, latest
technology and large turnover of goods.

Business Studies
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functions of Warehouses
Warehouses render invaluable services to the society by performing the
following fimctions:
i» Storage
There is a time gap between the time of production and the time of
consumption and a gap between demand and supply. The surplus goods
are stored properly for the purpose of supplying them at right place and
the right time.
ii. Price Stabilization
Warehousing ensures price stabilization by supplying goods as and when
demanded. It acts as a cushion to absorb price fluctuations and supplies
the goods at more or less uniform prices throughout the year.
iii. Equalization of Demand and Supply
Warehousing equalizes the demand arid supply of goods by storing the
goods when they are not demanded and releasing them when there is a
demand. Thus, the consumers get the commodities regularly even during
the off-season periods.
iv. Business Finance
Based on the goods deposited in a warehouse, the depositor can get finance
from banks and other financial institutions by showing the receipt issued
by the warehouse keeper.
v. Risk bearing
In case of damage to the goods, warehouse keeper compensates the loss
caused to the owner of the goods. Thus, warehouses bear the loss of risk
involved in storage of goods.
vi. Preparation for sale
Modem warehouses undertake the functions of sorting, packing and
labelling for the purpose of making the goods suitable for marketing.
Hence warehousing is needed for making the goods suitable for sale.
Business Studies-10
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They may be owned by an individual or some agency. These warehouses
operate as per the rules and regulations formed by the Government.
d. Co-operative Warehouses
There are warehouses owned and managed by the marketing co-operative
societies or agricultural co-operative societies. They are set up to provide
warehousing facilities to their members. Example, National Co-operative
Development Corporation (NCDC).
e. Bonded Warehouses
Bonded warehouses are those warehouses, which are licensed by the
government to accept storage of imported goods which are not cleared
due to non-payment of customs duty by the importer. Branding can
be undertaken in the warehouse itself. Bank loans can be obtained by
submitting the receipt issued by these warehouses as collateral security.
Strict supervision and control are imposed by custom authorities on their
operation and functioning.
f. Institutional Warehouses
Different institutions and bodies have their own warehouses on account
of the nature of their operations. For example, Banks, Railways, etc, have
their own warehouses for conducting their activities. Various transport
agencies also maintain warehouses for storing the goods which are to be
despatched and received.
g. Distribution Center Warehouses
Goods which need to be temporarily stored for one or two days so that they
can be distributed to other offices or customers are stored in Distribution
Centers. They are owned by the manufacturer or wholesalers.

B. On the Basis of Commodities Stored
a. General Warehouses
They are ordinary warehouses which are useful for storing most of the
dry food grains, fertilisers, etc. Protective measures against rat, insects,
etc. are undertaken by them.
b. Special Commodity Warehouses
These warehouses are specially constructed for storing specific type of
commodities like tobacco, cotton, wool etc. These warehouses reduce
loss of quality and quantity , to a great extent. Storage of petrol and oil
requires special type of vertical, cylindrical storage tanks.
c. Cold Storages or Refrigerated Warehouses
Goods are transported in refrigerated containers and stored in refrigerated
warehouses. These warehouses are used for storing perishable goods
like .fruits, vegetables, eggs, butter, fish, meat, etc. Goods stored in cold
storages without deterioration in quality, can be made available throughout
the year.
Business Studies-10
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d. Regular production but seasonai consumption
Certain goods are produced regularly throughout the year. Bu they are
demanded in seasons only. For example, rain-coats, blankets, umbrella, etc.
require storage for whole year. They can be released in large quantities
to meet the heavy demand in rainy and winter seasons.
e. Proximity to production centres
Productions of goods at specific centres need to be supplied in time
and without interruption to consumers throughout the country. For this
purpose, goods are regularly fed to the warehouses situated at different
market areas.
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Types of Warehouses
Warehouses can be classified as follows:
A. On the Basis of Ownership
a. Private Warehouses
b. Government Warehouses
c. Public Warehouses
d. Co-operative Warehouses
e. Bonded Warehouses
f. Institutional Warehouses
g. Distribution Centre Warehouses

i

B. On the Basis of Commodities Stored
a. General Warehouses
b. Special Commodity Warehouses
c. Cold Storages or Refrigerated Warehouses
d. Climate Controlled Warehouses

I

A* On the Basis of Ownership
a. Private Warehouses
Private warehouses are built and owned by private business enterprises in
order to store the products produced by them. They are exclusively for
their use and are not meant for other manufacturing or business units.
b. Government Warehouses
They are created and operated by the Government to implement the
programmes of the Government. Their services mostly available to
government only. A detailed study on all the above warehouses is given
at the end of this chapter.
c. Public Warehouse
It is open for public at large. Most of the business organisations, especially
small and medium scale units cannot afford to have their own warehouses.
Business Studies-10
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6. Mobile Banking
Most of the commercial -banks have designed computer programs called
apps which can be downloaded in smartphones. With this app in the
smartphone a customer can operate his account transactions from anywhere.
This service is known as mobile banking.
and CDM Facilities
7. Automated Teller Machine (ATM)
A customer can withdraw money anytime, anywhere in India from the
ATM machine using the ATM card given by his/her bank. The machine
also shows the balance available in the customers’ account, provides
statement print of the few past transactions, etc. Withdrawal of money in
other bank ATMs is restricted and will be charged beyond the specified
number of usages. Cash Deposit Machine Facility is useful to the public
as well as customers to deposit cash into the account anytime. Similarly,
there are cheque deposit machines which receive cheques at any time.

Business Studies
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8. IMPS - Immediate Payment Service
IMPS was launched by the National Payments Corporation of India
in November 2010. IMPS allows funds transfer through mobile phone
or internet banking by banking customers and approved non- banking
partners. Its transactions are on real time basis. The current maximum
limit is '. 2 lakhs. It made India a leading country in the world in real
time payments in retail sector.
9. Funds Transfer Through SMS
*99# is the number for the funds transfer from any mobile phone. It
was launched in 2014. Every common man in India can transact banking
transactions from any comer of India.
10. Debit Cards
ATM card is also called debit card. This card is more useful in purchase
of goods and services anywhere in India, if the shop maintains a swiping
machine facility. VISA card and Maestro card services are offered by Visa
Corporation and Mastercard both from the USA. RuPay cards services
were launched in March 2012 by the National Payments Corporation of
India.
r.
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11. Credit Cards
Banks issue credit cards to customers and other eligible persons. With
Business Studies-10
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this card, the holder can purchase goods and services on credit at any
shop in India. If the dues are paid within the stipulated time no interest
is charged. The credit limit is fixed by the issuing bank based on the
income of the cardholder.

Types of Bank Accounts
Whether you are a housewife or a college student, a business owner or a
business house, a retired professional or Indian living abroad, not having a bar Jc
account is unimaginable. Based on the purpose, frequency of transaction, ar d
location of the account-holder, banks offer a bouquet of bank accounts to choose
from. Here is a list of some of the types of bank accounts in India.
1. Current account

Notes

A current account is a deposit account for traders, business owners, ana
entrepreneurs, who need to make and receive payments more often thin
others. These accounts hold more liquid deposits with no limit on tile
number of transactions per day. Current accounts allow overdraft facilit^,
that is withdrawing more than what is currently available in the account.
Also, unlike savings accounts, where you earn some interest, these ai!e
zero-interest bearing accounts. You need to maintain a minimum balancje
to be able to operate current accounts.
[
2. Savings account
I
A savings bank account is a regular deposit account, where you earn
a minimum rate of interest. Here, the number of transactions you calr
make each month is capped. Banks offer a variety of savings account^
based on the type of depositor, features of the product, age or purpost
of holding the account, and so on. There are regular savings accounti,
savings accounts for children, senior citizens or women, institutiona[l
savings accounts, family savings accounts, and so many more.
You have the option to pick from a range of savings products. There
are zero-balance savings accounts and also advanced ones with feature^
like auto sweep, debit cards, bill payments and cross-product benefits. A.
cross-product benefit is when you have a savings account with a banlc
and get to avail special offers on opening a second account such as i.
demat account.
3. Salary account
Among the different types of bank accounts, your salary account is tht.
one you have opened as per the tie-up between your employer and thej
bank. This is the account, where salaries of every employee are credited
to at the beginning of the pay cycle. Employees can pick their type ofj
salary account based on the features they want. The bank, where you have!
a salary account, also maintains reimbursement accounts; this is wherej
your allowances and reimbursements are credited to.

©
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; 4. Fixed deposit account
To park your funds and earn a decent rate of interest on it, there are
different types of accounts like fixed deposits and recurring deposits.
A fixed deposit (FD) account allows you to earn a fixed rate of interest
for keeping a certain sum of money locked in for a given time, that is
until the FD matures. FDs range between a maturity period of seven days
to 10 years. The rate of interest you earn on FDs will vary depending
on the tenure of the FD. Generally, you cannot withdraw money from an
FD before it matures. Some banks offer a premature withdrawal facility.
But in that case, the interest rate you earn is lower.
5. Recurring deposit account
A recurring deposit (RD)has a fixed tenure. You need to invest a fixed
sum of money in it regularly - every month or once a quarter - to earn
interest. Unlike FDs, where you need to make a lump sum deposit, the
sum you need to invest here is smaller and more frequent. You cannot
change the tenure of the RD and the amount to be invested each month
or quarter. Even in the case of RDs, you face a penalty in the form of a
lower interest rate for premature withdrawal. The maturity period of an
RD could range between six months to 10 years.
6. NRI accounts
There are different types of bank accounts for Indians or Indian-origin
people living overseas. These accounts are called overseas accounts. They
include two types of savings accounts and fixed deposits - NRO or non
resident ordinary and NRE or non-resident external accounts. Banks also
offer foreign currency non-resident fixed deposit accounts.

BUSINESS RISKS:
A business risk refers to the danger of loss which may arise due to certain
unforeseeable, unpredictable and unfavourable event in future.
According to Wheeler: Risk is the chance of loss. It is the possibility of
i
some unfavourable occurrences”.
Business risk is the possibilities a company will have lower than anticipated
profits or experience a loss rather than taking a profit.

NATURE OF BUSINESS RISK
Business risk is influenced by numerous factors, including sales volume,
per unit price, input costs, competition, and the overall economic climate and
government regulations.
1. ARISES DUE TO UCERTAINTIES Uncertainties mean when you are
not sure of what is going to happen in future. Common examples of
uncertainties are: change in demand, government policy, technology etc.
Business risk is due to these uncertainties.
Business Studies-10
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2. ESSENTIAL PART OF ANY BUSINESS A risk is an important
characteristic of business. No business can avoid risk although the degree
of risk may vary Risk can be reduced but cannot be eliminated.
3. DEGREE OF RISK DEPENDS UPON THE NATURE AND SIZ
OF BUSINESS The degree of risk depends upon the type of busines
t
for example, a business involved in fashion items bears more risk as
compared to the business involved in standardized goods. Similarly, u
business operating at large scale bears more risk as compared to small ■
scale business houses.
4. PROFIT IS THE REWARD FOR BEARING THE RISK The busines
earns a profit because they are bearing risk. “No risk no gain” larger th
risk more is the profit. An entrepreneur bears risk with the expectations
of earning a profit.
5. RISK DIFFERS FROM TIME TO TIME The equilibrium of demanc
and supply affects the risk of business. If there are more disturbances in
the country the risks will be greater, During peaceful time the risks will
be minimum.

Business Studies
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Causes of Business Risk
(1) Natural Causes:
Risks which arise due to the actions of Nature (and hence
uncontrollable)are called natural risks. For example, risk of rainfall not
occurring on time or excessive rainfall causing flood is a serious risk for
farmers. Again, there may be risk of hail storm destroying crops in the field.
(2) Political Causes:
Risks due to political causes may arise, in the forms of:
(i) Price regulations, restricting profit margins for businessmen
(ii) High rates of taxes, taking away a major part of business profits
(iii) Un-favourable economic policies, discouraging some lines of business
activities
(iv) Strict legislations imposed on business enterprises etc.
(3) Social Causes:
Risks due to social causes are those which may arise from consumer
behaviour or due to changes taking place in the social scenario.
Examples of social risks may be:
1. Changes in fashions.
2. Change in the tastes or preference of consumers
3. Changes in the income of consumers
4. Changing social values leading to a new pattern of social life etc.
(4) Economic Causes:
Some of the economic causes leading to business risks may be:
&
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(i)
(ii)
(iii)
(iv)
(5)

(6)

(7)

(8)

Rising cost of raw-materials due to inflation or crop failure
Economic recession in industry, leading to poor demand.
Increase in the rate of interest, making borrowings costlier
Pessimistic capital market conditions, discouraging people to invest
in companies etc.
Managerial Causes:
Risks due to managerial causes may be (a few examples only):
(i) Wrong estimation of demand by management.
(ii) Poor labour-management relations.
(iii) Inefficient operational life of the business enterprise due to incompetent
or untrained managerial staff.
Competitive Causes:
Competitive causes may cause business risks e.g., in the form of the
following:
1. Entry of an unduly large number of persons in the same line of
business activity.
2. Entry of multinational companies threatening the very survival of
domestic companies.
Technological Causes:
In the present-day times, technology is changing at a very fast pace; so
much so that business experts call this phase of changes as a ‘technological
revolution’. Appearance of new technology renders the old technology
as obsolete (i.e., out of use); causing severe financial losses to firms
operating with old technology.
They are virtually compelled to install new technology to ensure their
survival amidst intensely competitive conditions.
Miscellaneous Causes:
Some miscellaneous causes of business risks may be:
(i) Insolvency of a customer.
(ii) Workers’ strike.
(iii) Sudden power failure.
(iv) Premature death of an expert employee or manager.
(v) Speculative losses.

Business Studies
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QUESTIONS:
1. Give the Definition of Business Risks.
2. Explain the causes of Business Risks.
3. Differentiate between insurable and non-insurable Risks.
4. Discuss the nature of Business Risk.
5. What do you mean by pure risk and speculative risk.

Business Studies-10

©

CLASS-10

Meaning and Definition of Insurance

Business-Studies

Insurance is a contract between the insurer and the insured under which th<;
insurer undertakes to compensate the insured for the loss arising from the risl:
insured against, in consideration the insured agrees to pay premium regularly!
The person whose risk insured is called the insured or assured. The person whd
agrees to compensate the loss arising from the risk is called the insurer or assure/
(or underwriter)

Notes

Insurance is a means of providing monetary coverage against loss caused b>
natural or man-made factors.

Definition
“Insurance is a plan by themselves which large number of people associate
and transfer to the shoulders of all, risk that attacks to individuals”
- According to John Merge

Need for Insurance
Insurance plans are beneficial to anyone looking to protect their family, assets/
property and themselves from financial risk/losses:
• Insurance plans will help you pay for medical emergencies, hospitalisation,
contraction of any illnesses and treatment, and medical care required in
the future.
• The financial loss to the family due to the unfortunate death of the sole
earner can be covered by insurance plans. The family can also repay any
debts like home loans or other debts which the person insured may have
incurred in his/her lifetime
• Insurance plans will help your family maintain their standard of living
in case you are hot around in the future. This will help them cover the
costs of running the household through the insurance lump sum payout.
The insurance money will give your family some much-needed breathing
space along with coverage for all expenditure in case of death/accident/
medical emergency of the policyholder
• Insurance plans will help in protecting the future of your'child in
terms of his/her education. They will make sure that your children are
financially secured while pursuing their dreams and ambitions without
any compromises, even when you are not around
• Many insurance plans come with savings and investment schemes along
with regular coverage. These help in building wealth/savings for the future
through regular investments. You pay premiums regularly and a portion of
the same goes towards life coverage while the other portion goes towards
either a savings plan or investment plan, whichever you choose based on
your future goals and needs
&
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• Insurance helps protect your home in the event of any unforeseen calamity
or damage. Your home insurance plan will help you get coverage for
damages to your home and pay for the cost of repairs or rebuilding,
whichever is needed. If you have coverage for valuables and items inside
the house, then you can purchase replacement items with the insurance
money

Business Studies

Principles of Insurance

Notes

Insurance concept was started to distribute risk among group of people. Co
operation is the basic principle behind every Insurance contract. The following
are the important principles of Insurance
1. Utmost Good Faith
According to this principle, both insurer and insured should enter into
contract in good faith. Insured should provide all the information that
impacts the subject matter. Insurer should provide all the details regarding
insurance contract. Both the insurer and the insured should display good
faith towards each other in regard to the contract.
Example: Mr. M is a heart patient. But he hides this fact to the LIC
while taking a life policy. On his death due to a heart attack, LIC can
refuse to pay compensation to his legal representative because a material
fact was not disclosed by the insured.
2. Insurable Interest
The insured must have an insurable interest in the subject matter of
insurance. Insurable interest means some pecuniary interest in the subject
matter of the insurance contract. The insured must have an interest in the
preservation of the thing or life insured, so that they will suffer financially
on the happening of the event against which they are insured.
Example, a businessman has insurable interest in his stock of goods.
3. Indemnity
Indemnity means security or compensation against loss or damages. In
insurance, the insured would be compensated with the amount equivalent
to the actual loss and not the amount exceeding the loss. This principle
ensures that the insured does not make any profit out of the insurance.
This principle of indemnity is applicable to property insurance alone.
Example: A businessman gets his sock of goods insured for Rs. 5,00,000.
If the goods are destroyed by the fire, the insurance company will be
liable to pay compensation for the loss caused to the insured. However,
maximum compensation shall be Rs. 5,00,000 even if loss is more than
this.
“The principle of indemnity is not applicable to life insurance because
one cannot estimate the loss due to the death of a person”
Business Studies-10
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4. Causa Proxima
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The word ‘Causa proxima’ means ‘nearest cause’. According to this
principle, when the loss is the result of two or more cause, the proximate
cause, i.e., the direct. The direct, the most dominant and most effective
cause of loss should be taken into consideration. The insurance company
is not liable for the remote cause.
In the previous example, where ‘fire’ is accepted as the proximate cause
of loss and if there is no fire and goods are destroyed due to excessive
heat, the insurance company would not be liable to pay compensation.
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5. Contribution
The same subject matter may be insured with- more than one insurer then
it is known as ‘Double Insurance’. In such a case, the insurance claim to
be. paid to the insured must be shared on contributed by all insurers in
proportion to the sum assured by each one of them. It may be noted that
in case of multiple insurance, the insured can claim the loss from any of
the insurers subject to the condition that the insured cannot recover more
than the amount of actual loss from all taken together.
Example: A businessman gets his factory insured against fire for Rs.
10,00,000 with insurer A and Rs. 5,00,000 with insurer B. Due to fire,
a loss of Rs. 1,50,000 occurred. Then, insurers A and B will contribute
the loss in the ratio of 2:1. A will pay Rs. 1,00,000 and B will pay Rs.
50,000.
6. Subrogation
Subrogation means ‘stepping the shoes on others. According to this
principle, once the claim of the insured has been settled, the ownership
right of the subject matter of insurance passes on to the insurer. Otherwise,
' the insured will realize more than the actual loss which goes against the
principle of Indemnity. This is because the insured cannot make any profit
by selling the damaged property
Example: Mr. B gets his motor car insured. Some of its parts got damaged
at a road accident. He gets the insurance claim and gets the damaged parts
replaced with new ones. In this case the damaged parts will be taken by
the insurance company. The insured has no right over the damaged parts
since they had already got compensation for the damaged parts.
7. Mitigation
In case of a mishap, the insured must take off 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 the insurance policy. Insured is
expected to act in a manner as if the subject matter has been insured. If
appropriate steps are not taken to save the property then the insured may
not get the full compensation from the insurer.

Qy
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Example: When a factory is insured against fire and theft by insured,
insured must take all possible precautions and steps to prevent those from
the risk.
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Types of Insurance
Insurance covers different types of risks. All contracts of insurance can be
broadly classified as follows:
• Life Insurance (or) Life Assurance
• Non-life Insurance (or) General Insurance
It can be further classified into:
(i) Fire Insurance;
(iii) Health Insurance and

Notes

(ii) Marine Insurance;
(iv) Miscellaneous Insurance.

1. Life Insurance
Life Insurance may be defined as a contract in which the insurance company
called insurer undertakes to insure the life of a person called assured in exchange
of a sum of money called premium which may be paid in one lump sum or
monthly, quarterly, half yearly or yearly and promises to pay a certain sum of
money either on the death of the assured or on expiry of certain period.
Importance of Life Insurance
• Life insurance provides protection to the family at premature death of an
individual.
• It gives adequate amount at an old age when earning capacities are
reduced.
• Life insurance is not only a protection but is a sort of investment because
a certain sum is returnable to the assured at the time of death or at the.
expiry of a certain period.
Types of Life Insurance Policies
Life insurance policies are of many kinds. Some of them are given below:
i. Whole Life Policy
In this kind of policy, the sum insured is payable only on the death of
the assured to the beneficiaries or heir of the deceased. The premium is
payable for a fixed period (20 or 30 years)
or for the whole life of
the assured. If the premium is payable for a fixed period, the policy will
continue till the death of the assured.
ii. Endowment Life Assurance Policy
Under this type of policy, the insurer undertakes to pay the assured a
specified sum, on the attainment of a particular age or on his death,
whichever is earlier. In case of death of the assured before he attains
the specified age, the sum is payable to his legal heir or the nominee.
Business Studies-10
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Otherwise, the sum is paid to the assured, when he attains a particular
age. Thus, the endowment policy matures after a limited number of years.
iii. Joint Life Policy (JLP)
. The policy is taken up jointly on the lives of two or more persons is knownj
as Joint Life Policy. On the death of any one person, the assured sum or!
policy money is paid to the other survivor or survivors. The premium is[ .
paid jointly or by either of them in instalments or lump sum.
I
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Usually, this policy is taken up by husband and wife jointly or by two[
partners in a partnership firm; where the amount is payable to the survivor
on the death of either of the two.
iv. Annuity Policy
Under this policy, the assured sum or policy money is payable in monthly
or annual instalments after the assured attains a certain age. In this case,
either the whole amount of the premium is paid once or premium is paid
in instalments over a certain period. This policy is useful to those who
prefer a regular income after a certain age.
v. Children’s Endowment Policy
This policy is taken to provide funds for the education or marriage of
children. For example, Jeevan Anurag Policy. In this policy, the amount
is payable by the insurer when the children attain a particular age. The
premium is paid by the person entering into the contract. However, no
premium will be paid, if he/she dies before the maturity of the policy.
2. Non-Life Insurance
It refers as the insurance not related to human but related to properties.
a. Fire Insurance
Fire insurance is a contract whereby the insurer, in consideration of the
premium paid, undertakes to make good any loss or damage caused by
a fire during a specified period up to the amount specified in the policy.
A claim for loss by fire must satisfy the following two conditions:
• There must be actual loss; and
• Fire must be accidental and non- intentional.
Essential elements of Fire Insurance Contract
• The insured must have insurable interest both at the time of insurance
and at the time of loss.
• The contract is based on the principle of utmost good faith.
• It is based on the principle of strict indemnity.
• Fire must be the proximate cause of damage or loss.
b. Marine Insurance
Marine insurance is a contract of insurance under which the insurer
undertakes to indemnify the insured in the manner and to the extent

QS

Business Studies-10

i

thereby agreed against marine losses. The insured pays the premium in
consideration of the insurer’s (underwriter’s) guarantee to make good the
losses arising from marine perils or perils of the sea.
Marine perils can be collision of ship with the rock, fire, ship attacked by
. the enemies, etc. These perils cause damage, destruction or disappearance of
the ship and cargo and non-payment of freight. Through marine insurance
policy, the insurer undertakes to compensate the owner of a ship or cargo
for complete or partial loss at sea.
Essential elements of Marine Insurance Contract
• It is based on the principle of indemnity
• The contract is based on utmost good faith.
' • The principle proximate cause will apply to marine loss only.

Types of Marine Insurance Policies
The three different types of marine insurance policies are:
1. Hull or Ship Insurance:
When a ship is insured against any type of danger, it is known as hull
insurance. This policy is taken to indemnify the insured for losses caused
. by damage to ship.
2. Cargo Insurance:
When a marine insurance policy is taken by the cargo owner to be
compensated for loss caused to his cargo during the Voyage, it is known
as cargo insurance. The cargo to be transported by ship is subject to many
risks, like risk of theft, loss of goods in voyage, etc.
3. Freight Insurance:
When a marine insurance policy is taken to guard against non-recovery of
freight, it is known as freight insurance. The shipping company is mainly
interested in freight, which it gets either in advance or on the arrival of
goods. However, it will not get the freight, if the goods are lost during
transit. So, to ensure the freight, it takes freight insurance. u
A contract of marine insurance covers the ship, cargo and the freight.

C. Health Insurance
In mid-80’s, most of the hospitals in India were government owned and
treatment was free of cost. With the advent of Private Medical Care, the need
for Health Insurance was felt and various Insurance Companies introduced Health
Insurance as a Product. Presently the health insurance exists primarily in the form
of‘Mediclaim-policy’.
Health insurance policy is a contract between an insurer and an individual
or group, in which the insurer agrees to provide specified health insurance at an
agreed upon price (premium). Disability resulting from illness or accident may be
Business Studies-10
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peril to family because it not only cuts off income but also creates large medica
expenses. Health insurance is taken as safeguard against rising medical costs. I:
provides risk coverage against unforeseen health expenditure that may result it
financial hardship.
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Types'of Health Insurance
There are mainly three types of Health Insurance covers:
1. Individual Mediclaim
It covers the hospitalization expenses for an individual up to the sunassured limit
2. Family Floater Policy
It covers the hospitalization expenses for entire family up to the sum
assured limit..
3. Unit Linked Health Plans
This policy'combines health insurance with investment and pays back an
amount at the end of the insurance terms.
Health Insurance provides following types of coverage:
Medical expenses - It covers the expenses of hospitalization/nursing home
bills and doctors’ services.
Disability income - It replaces the income lost while the insured is unable
to work.

Notes

Claims Settlement

%
>
i

Gar accident

i

There are two ways by which health insurance claims are settled:
a. Cashless: The claim amount needs to be approved by the TPA and the
hospital settles the amount with the TPA. (TPA or Third-Party Administrator
is a middleman between Insurer and the Customer)

©
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b. Reimbursement: The insured avails himself or herself of the treatment
and settles the hospital bills directly at the hospital. The insured can
claim reimbursement later on by submitting relevant bills/documents for
the claimed amount to the TPA

Business Studies
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D. Miscellaneous Insurance
i. Motor Vehicle Insurance
This is also known as ‘Auto Insurance’. This policy comes under General
Insurance. This insurance has become very popular and is gaining
importance. In motor insurance the owner’s liability to compensate
people who were killed or injured through an accident is passed on to the
insurance company. The premium rate under this policy is standardized.

Notes

ii. Burglary Insurance
This policy comes , under the category of insurance of property. Any loss
of damage due to theft, larceny, burglary, house- breaking and acts of
such nature are covered by this policy. Compensation of actual loss is
done.
• Insurable interest need not exist at the time of policy but should be
present at the time of theft..
• The principle of causa proxima is also applied to it. The insurance
company would pay only if the proximate cause falls under the
policy
iii. Cattle Insurance
This is a bond in which a sum of money is secured to the insured in case
of an event of death of animals like bulls, buffaloes, cows and heifers.
The cause of death may be an accident, disease or pregnant condition,
etc. The insurer normally agrees to pay excess in case of loss.
iv. Crop Insurance
This policy is to provide financial support to farmers in case of a crop
failure due to drought or flood. It generally covers all risks of loss or
damages relating to production of rice, wheat, millets, oil seeds and pulses
etc.
v. Sports Insurance
This policy is a comprehensive cover for amateur sports persons regarding
their sporting equipment, personal effects, legal liability and personal
accident risks. If desired it can also be extended to a named member of
the insured’s family but it is not available to professional sports person.
The cover is generally for following sports or more: Angling, badminton,
cricket, golf, lawn tennis, squash and use of sporting guns.
vi. Amartya Sen SikshaYojana
The General Insurance Company offers to secure the education of
dependent children under this policy. If the assured pareftt/legal guardian

©
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goes through any bodily injury resulting solely and directly from accid snt
due to external, violent and visible means and if such injury shall within
twelve calendar months of its occurrences be the only direct cause of*
his/her death or permanent total disablement, the insurer shall indemnify
the insured student in respect of all covered expenses to be incurred
from the date of occurrence of such accident till the expiry of policy or
completion of the duration of covered course whichever occurs first 2 nd
such indemnity shall not exceed the sum assured as stated in the policy
schedule.
vii. Rajeswari Mahila Kalyan Bima Yojana
This policy envisages to provide relief to the family members of insured
women in case of their death or disablement due to any kinds of accide cits
and/or death and / or disablement arising out of other factors incider ta.1
to women only.
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Business Process Outsourcing (BPO)
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Business Process Outsourcing, popularly known as BPO, is the business
strategy where one company hires another company to perform a certain task for
them, i.e., they outsource a certain job.
Say for example a manufacturing company will outsource their supply chain
management to another company who specializes in supply chain, management.
So, it essentially entails outsourcing one or more non-core business activities or
processes to an external service provider. So, there are two parties involved, the
client company (the outsourced) and the external service provider or the vendor
(the outsourcer)

*. Notes
/ .

One point to note that only non-core activities are usually outsourced. The
companies do not part with their core competencies, they maintain all their focus
on these like manufacturing, marketing etc.
However non-core services like after sales service, customer relations, supply
chain management, real-time accounting etc. can be outsourced to BPOs.

Advantages of a BPO
1. Flexibility
Outsourcing non-core activities to a BPO allows a company to be far more
flexible. Firstly, the company does not have to invest in additionally fixed
assets and can convert them to variable costs. It also increases flexibility
in resource management of the client company and helps in adapting to
changes in the environment much, faster.
2. Cost Effective
Outsourcing some of the business processes and activities can be very
cost effective for the client company. They save on investing in fixed
assets and fixed costs. And they can redirect these funds , for their core
activities.
...
Also outsourcing to developing countries proves to be very cost saving
for these companies. For example, if any large MNC was-to outsource
their IT services to India, they would save an average of 30% of the
company’s expenses. This is quite a significant difference.
3. Speed
One of the biggest advantages of BPOs is that they increase the speed of
the business processes outsourced to them. They have a very good response
time and the clients can focus on the core activities. This fragmentation
of activities speeds up the whole process and is very important in cases
like customer service.
4. Skilled Manpower
When you outsource one of your business activities to a BPO, you are
insured of exemplary services provided by skilled manpower. So if you

(3?)
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outsource your supply chain management, rest assured your supply diain
will be handled by skilled supply chain managers who are experts in their
field. Same goes for IT services or accounting etc.
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Disadvantages of BPOs
There can also be certain general demerits of using a BPO for your non-c ore
activities. The company can take steps to eliminate most of these disadvantages.
Let us take a look.
1. Communication Problems

Notes

There can be communication gaps between the client and vendor compai lies
due to various reasons. There can be misunderstandings and missed
messages. Also, both companies may adhere to different standards of
services and this can also create friction between the two.
2. Different Time Zones
This is another logistic problem with the Business Process Outsourcing.
The client and the vendor can operate in two different time zones £hat
are far apart. The difference in time can create many problems like on|ine
meetings, communication etc. It is usually the vendors that adjust their
shifts to match the office hours of the client company.
3. Loss of Control
Due to communication errors, time differences etc. the client company ^an
at times lose control of the project. They may thus feel that the quality
of services has suffered. Thus, it is very important to have effec we
communication and transparency with a BPO project.

Knowledge Process Outsourcing or KPO
is a subset of BPO. KPO involves outsourcing of core functions which riay
or may not give cost benefit to the parent company but surely helps in vslue
addition. The processes which are outsourced to KPOs are usually more speciali zed
and knowledge based as compared to BPOs. Services included in KPO are rek ted
to R&D, Capital and insurance market services, legal services, biotechnolc gy,
animation and design, etc. are the usual activities that are outsourced to KPOs. L PO
or Legal Process Outsourcing is special type of KPO dealing with legal services.
t
KPO
BPO

yt

Definition

BPO provides services like KPO provides in-dep®S
customer care, technical support knowledge, expertise aijrajj
through voice processes, tele analysis on complex areas|jjj!B|
marketing, sales, etc.
like Legal Services, Business!
and Market Research, etc.BBif
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Knowledge Processing
Outsourcing

Stands for

Business Processing Outsourcing

Requires

Good communication skills and
Specialized knowledge
basic computer knowledge

Services

Low end services

Business Studies

High end services
Notes
Requires application and
understanding of business

Process

Pre-defined process

Employees

Not so qualified employees

Expertise in

Process

Knowledge

Relies on

Cost arbitrage

Knowledge arbitrage

Driving force

Volume driven

Insights driven

Skill and expertise of
knowledge employees

SUMMARY OF THE MODULE
Verbal
\

V.
\

QUs* a strong, confident speaking voice.
il aUsc active listening.
v y
/ OAvoiOiBtof words.
GiAvoid Industry (argon when appropnate.

Nonverbal
0 Notice how your emotions feel physically.

/•

0 Be intentional &>ovl your nonverbal communications.
0 Mimic nonverbal convmrrdcstione you find effective.

Types of
Communication
and Ways to Usa Them

Visual
others before including visuals.
OConsider your audonce.
QOnty ueo yiauds it they add value.
CH^tako
dew and easy-to-undontand.

/
/
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Indeed,
c^rgJdo

r.
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Written
O^rivc lor eimplic<y.
OOonl rely on lone.
0Tik0 time to review your written communications.
QKeep a fife ot writing you IM etledrve or en^yable.
. 4
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Banks can be classified into various types. Given below is the bank types in Indi i: -
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• Central Bank
• Cooperative Banks

Business Studies
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• Commercial Banks
• Regional Rural Banks (RRB)
• Local Area Banks (LAB)
• Specialized Banks
• Small Finance Banks

Notes

• Payments Banks
(

EXERCISE

)

Multiple Choice Questions
1. "Money is what money does" - who said?
(a) Crowther
(b) Robertson
(c) Walker
(d) Marshall
2. Direct exchange of goods against goods is called:
ADVERTISEMENTS:
(a) Charter
(b) Money
(c) Barter
(d) None of these
3. What possess general acceptability?
(a) Bank draft
(b) Money
(c) Bill of exchange
(d) None of these
4. Which type of deposits gives highest rate of interest?
(a) Current deposit
(b) Fixed deposit
(c) Recurring deposit
(d) None of these
5. Which bank deals with short-term credit?
(a) Agricultural bank
(b) Commercial bank
(c) Industrial bank
(d) None of these
@
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6. Which of the following is not the function of the commercial bank?
(a) Issue of paper notes.
(b) Acceptance of deposits

Business Studies
•

(c) Advancing loans
(d) Credit control
7. Which of the following is not near money?
(a) Paper notes

’

(b) Treasury bill
(c) Bond
(d) Bill of exchange
8. Which bank is called lender of last resort?
(a) Commercial bank
(b) Agricultural bank
(c) Industrial bank
(d) Central bank
9. In which year the Reserve Bank of the India was established?

(a) 1945
(b) ‘ 1947
{c) 1935
(d} 1953
10. Which bank enjoys monopoly power of Note issue?
(a) NABARD
(b) Commercial Bank
(c) Central Bank
(d) None of these
11. For which function, money is accepted as unit of account?
(a) Measure of value,
(b) Medium of exchange
(c) Standard of deferred payment
(d) Store of value
12. Which is considered as the mother of all Central Banks?
(a) Bank of England
(b) Risks Bank of Sweden
(c) Federal Reserve Bank
(d) Reserve Bank of India
13. Which of the following is an example of direct tax?
(a) Sales tax
(b) Commodity tax
(c) Income tax
(d) None of these
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14. Who deals with income and expenditure of public authorities?
(a) Public finance
(b) Private finance
(c) Local Govt.
(d) None of these
Answer:

Notes •

1. Walker,

2. Barter,

3. Money,

4. Fixed deposit,

5. Commercial bank,

6. issue of paper notes,

7. paper notes,

8. Central bank,

9. 1935,

10. Central bank,

11. Measure of value,

12. Bank of England,

13. Income tax,

14. Public finance.

Review Questions
1. What do you understand by Transport Services?
2. What are the various types of Transport Services?
3. Explain the concept of Warehousing Services
4. What is nonverbal communication
5. What is verbal communication
6. What are the functions of central bank
7. What are the various types of insurance?
Space for notes
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Business Studies

BUYING, SELLING AND
DISTRIBUTION

Introduction

MEANING OF PURCHASE AND SALE

Notes

Purchase is a process through which a person gets the ownership of some
goods or properties transferred in his name from another, on payment of money.
Similarly, sale is a process through which the ownership of some goods or
properties is transferred from one person (seller) to' another person (buyer), for
a price. Thus, sale and purchase always go together. Whenever there is a sale,
there is also a purchase and vice versa. So, basically in every sale and purchase
there exist two parties. The first party who sells is known as the ‘seller’, and the
other party who buys is known as the ‘buyer’.
Let us take ah example. Ramesh is a shopkeeper in your locality. He goes
to the city and buys ready-made garments from the wholesalers on payment of
money. Here the wholesalers are the sellers and Ramesh is the buyer. After Ramesh
brings the readymade garments to his shop, you go to his shop and buy a shirt
for yourself paying Ramesh its price. Here you are the buyer and Ramesh is the
seller. Thus, we find that in every sale and purchase the buyer pays money to
the seller for buying goods or services for his use or consumption and the seller
accepts money and thereby gives up his right over those goods and services. In
this process the buyer either pays money immediately or at a later date

Concept of Purchasing and Selling
You know that, businessmen produce goods or services for others’ use. People
buy those goods and services for a price and thus, the businessmen earn money
from them. This money needs to be more than the amount spent in producing the
goods and services. That is how a business can earn profit. Profit is the reward for
risk-taking by businessmen and it is also the return on capital invested by them.
So, it is required that the goods and services produced by business enterprises
must be sold. Sale of goods is thus necessary for the very existence of business
and its growth over time. Buyer needs to consider following before purchase
(i) Identify his /her needs
(ii) Attributes of the commodity/ service
(iii) Price affordability
(iv) Social and cultural aspects.
In order to sell goods and services something more needs to be done before
production is undertaken.
Business Stuciies-10
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It is important to identify and determine the requirement of the people
and design-the product or service accordingly.
The customers must always derive satisfaction from what they buy and
therefore 'continuous improvement of the product or service is requirec .
It must be ensured that the product or service is easily available to tl e
customers.^
The price'of the product or service should be such that the customers a n
afford it.
The customers should be made aware about the product or service ar d
its related benefits both before and after sale.

All the above activities taken together are called the marketing functions of
any organisation. Selling as a function is different from the marketing functio x,
although it is a part of the marketing function.

PURCHASE AND SALE ON CASH AND CREDIT BASIS
Purchase and sale can be on cash or credit basis. If the buyer pays the price
immediately while taking delivery of goods it is known as cash purchase. If the
buyer is unable to make payment while taking delivery of goods and requests tl e
seller to give him some time for payment say 15 days or 30 days and seller accepts
the same this is known as credit purchase. In today’s competitive environmei it
seller cannot afford to stick to cash sales only. While selling goods on credit tl e
seller should ensure the creditability and the paying capacity of the buyer.

MODES OF PURCHASE
After having some idea about purchasing and selling, let us learn about
the different modes that may be adopted while purchasing goods. Goods ma(y
be purchased either by inspecting them personally or on the basis of sample G>r
pattern examined or on the basis of description or brand name of a product. L^t
us learn more about these modes:
(i) Purchase by inspection: Suppose you want to buy a shirt or a pen or
some vegetables. Now what do you do? You will possibly go to the nearest
shop and check by yourself the shirt or pen or vegetables before buying
them. This is the most common method of buying known as purchasing
by inspection where the buyer goes to the seller and inspects the goods
or a whole lot of goods planned to be purchased. It is mostly used ltx
case of retail buying.
|
(ii) Purchase by sample/ pattern: When you want to buy goods in bulk, at
is not possible to inspect the whole lot to be purchased. What you do is
look at the sample or pattern and then decide which one to buy. A sample
is a specimen of goods, particularly of raw materials, foodstuffs, etc. It
is a representative of the bulk. Its quality largely reflects the quality of
the whole lot. Similarly, pattern is a specimen of standard manufactured
Business Studies-! O

goods such as cloth, coir mattresses, etc. It reveals the shade, texture etc.
and sometimes bears a code number. The code number can be quoted
while placing orders for purchase. It is agreed upon by both the parties
that the bulk supply shall be of the same quality as the sample/ pattern
shown
(iii) Purchase by description or brand: In certain cases, it is not possible
for a seller to even show a sample to the prospective.buyer. For example,
a manufacturer of furniture cannot move around showing samples to the
intending buyers. So, what he does instead, he carries a catalogue and
price list that contains the description of goods offered for sale. Sometimes
goods are standard products having specific quality and price etc. They
are often given a number or a name. Sometimes the names become quite
popular as brands, like Godrej Storewell, Surf, Dhara, Lifebouy, Fevicol,
Pepsodent, etc. Here the buyer just needs to mention the brand name or
the product described while giving the order

METHODS OF SALE
Before buying anything, we are not always sure about how they can be
actually obtained and paid for. If we go to a shop dealing with electrical goods
the shopkeeper normally expects that we shall pay cash for the item we select.
If the item is somewhat expensive, the buyer may not be able to afford the price
immediately. The seller may allow that a small amount be paid initially and the
balance be paid in monthly instalments. Again, you may come across banners on
the road side that furniture will be sold by auction on a particular Sunday. You
may attend the auction to bid for the chosen item. Sometimes you may have read
notices of the State Government inviting tenders/quotations from businessmen
for supply of certain items. These are all methods of sale. We shall now discuss
these methods in detail.
(i) Hire Purchase basis: Sale on hire-purchase basis provides for payment
of purchase price in instalments. However, the goods are regarded as
being on hire until all instalments are paid. In other words, even though
the goods are delivered to the buyer, the ownership right remains with
the seller, and the amount that the customer pays is treated as payment
for hiring the goods. If the customer fails to pay any instalment, the
seller can ask for the goods to be returned and also sue the defaulting
buyer for damages. It may be noted that the customer has the right to
purchase the goods by paying the total remaining amount at any stage
of the instalment period. This type of sale is .used in case of durable and
expensive items like car, motorcycle, TV, Machinery etc
(ii) Sale through Instalment Payment System: When goods are sold and
payment is agreed to be made in instalments, it is known as deferred
instalment plan of sale. In this case, if there is default in the payment
of any instalment by the buyer, the seller cannot ask for the goods to be
Business Studies-10
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returned as the ownership rights pass to the buyer when goods are sok l
and initial payment is made. The seller can only sue the buyer in a cour:
of law for payment of the balance due.

Business Studies

(iii) Sale on approval basis: A sale on approval is basically a conditiona
sale. In this type of sale, goods are delivered to the buyer on paymen"
with the understanding that the buyer can return the goods (the whole
lot or even a part of it)to the seller and claim refund within a specifiec
period, if the goods do not meet his requirements. If the buyer does no:
communicate within the given time then it is assumed that the goods an;
sold. Sometimes this method of sale is practised with a variation. Goods
are delivered to the buyer ‘on approval’ with the understanding that h<:
may remit the price signifying approval or return the goods without an)'
obligation.

Notes

(iv) Sale through tender: This method of sale is normally found in the case
of purchases made by big organisations or government agencies wheri
the quantity of goods required and the amount involved are very large
A tender is an undertaking to supply materials/goods indicating the term!
and conditions of sale therein. This method of sale involves responses
to tenders invited by intending purchasers with a view to selecting the
supplier who offers the most competitive and favourable terms. The
advertisement or notice inviting tenders are usually published in one oi^
more newspapers and contains details regarding the goods to be purchased]
Particulars and forms for submitting tenders are sometimes made available
to the interested parties on applying in response to the advertisement.
Tenderers are usually required to deposit an earnest money along with
the tender. This ensures the seriousness of the interested parties. The
general practice is to receive tenders in sealed covers so that the terms-i
and conditions offered by the parties remain secret and are not tampered,
with. The sealed covers are opened in the presence of proper authorities'
and the most favourable tender is accepted. Thereafter, a formal contract
for sale is entered into with the tenderer whose tender in acceptable, on
the basis of the terms offered.
(v) Auction sale: An auction sale refers to the sale of certain goods openly on
a specific date and time so that people may bid for the goods. The goods
are sold to the highest bidder. In auction sale, the goods are displayed
and there is a reserve price below which goods are not to be sold. This
reserve price is fixed by the seller, which may be made known to the
public or kept secret. Sometimes there is also an upset price from which
the bidding starts. This may also be regarded as the minimum price
below which goods are not to be sold. A bid by an intending purchaser
is considered an offer and if it is the highest bid, it is accepted. Once
accepted, the bidder cannot go back and must pay the price and purchase

(E)
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it. However, the seller has the liberty not to sell even at the highest bid.
Now a days, auction sales are done more commonly through the internet,
(vi) Wash sales: You might have seen advertisements':mentioning ‘Grand
Clearance Sale - Discounts up to 70%’ or ‘Summer Sale’ or ‘Annual
Sale’ etc. These sales are generally conducted to clear surplus or old
stocks. Some sellers periodically arrange such sales to dispose of stock.
Mostly these sellers offer heavy discount
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MODES OF PAYMENT
When there is a sale, the buyer makes an offer to purchase goods for a
price and the seller accepts the offer; or the seller makes an offer to sell goods
for a price and the buyer accepts the offer. Now the payment for the goods may
be immediate or deferred. Deferred payment can be instalment payment or iull
payment at the end of the agreed credit period.
(i) Immediate payment: In case of immediate payment, the buyer makes
full payment to the seller in cash. Of course, he can make payment by
cheque Or draft or credit card or debit card, provided the seller agrees
to it. Actually, a seller is not bound to accept payment by cheque unless
there is an express or implied agreement to that effect. This is the normal
practice in retail buying and selling that involves small payment. For
example, sale of goods for daily use like grocery, vegetables, readymade
garments, low priced consumer durable goods, etc. are made on immediate
cash payment.
(ii) Deferred Instalment plan: Mostly known as ‘buy now - pay later’
plan, under this method the buyer pays a nominal amount to the seller
at the time of purchase and takes possession of the goods. The balance
is paid by him in instalments over a period of time. The instalment is
a fixed amount payable monthly or quarterly to the seller and the total
payment is equal to the unpaid amount and the interest charged on it. The
interest charged on the unpaid amount normally reduces with payment
of instalments. Sometimes, the seller can offer interest free instalments.
If the buyer fails to pay any instalment, the seller can sue him for the
unpaid amount. Let us take an example. Vinod went to the local shop to
buy a colour television. The price of the TV set was Rs. 20,000/-. Under
the deferred instalment plan he was required to pay 10 per cent of the
total price initially and then pay the rest through 10 interest free monthly
instalments. Thus, he had to pay Rs. 2000/- and take the television for
use. He was to pay the rest at Rs 1800/- per month for ten months. If
Vinod fails to pay instalments, then the seller can sue him in court to
recover the unpaid amount. This method of sale is usually found in the
case of goods which are less durable and have more chances of wear
and tear.
Business Studies-10
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(iii) Deferred payment at the end of credit period: When goods are sold
on credit, payment is required to be made by the buyer at the end or
the agreed period of credit (say)three months. If payment is made by
him earlier, the seller allows a special discount which is indicated in thfe
invoice as the net amount payable on prompt payment before due date.

SELLING PROCEDURE
Notes

In the market, normally we move from one shop to another, enquire abou t
the prices, compare the quality of goods and finally decide to buy the goods of
our choice. But it is not so easy to buy from those producers and traders whos^
production centres or trade centres are situated at far off places. A procedure ha^
to be adopted by the buyer as well as the seller and the transaction passes througli
various stages before it is finally concluded. In this section we shall study about
the various stages involved in the process of buying and selling of goods withiii
the geographical boundaries of a country. The knowledge about the procedure
may be helpful to you as a consumer as well as a trader. The usual procedure fo *
selling goods, known as Selling Routine, involves the following steps:
(0 Enquiry from the intending buyer: The process of sale starts with an
inquiry by the intending buyer from the best available seller in terms o r
supply, price and quality of goods. This enquiry can be made from tho
secondary sources like advertisements, in newspapers, market reports,
catalogues, price lists, etc. However, an enquiry normally refers to collectinj
information directly from the seller or the manufacturer so as to decide
the best source of supply. Big business houses where regular purchased
are made have printed enquiry forms.

|

<H) Providing quotation to the intending buyers: On receipt of an enquiry
from the prospective buyer, the seller provides the required informatiorl
known as quotation. The terms and conditions of sale as well as the pricJ
mentioned in the quotation from the seller’s side are open for further
negotiation. Sellers also use printed quotation forms.
I
(iii) Receipt of order from the buyer: When the prospective buyer is satisfied
with the terms and conditions of sale mentioned in the quotation, hj
issues a formal order to the seller for supply of goods. Order forms ari
sometimes printed by the buyer.

I

(iv) Execution of the order: On receiving the order, the seller usually
acknowledges it and confirms its acceptance. If the order is executed a^
once then no confirmation is required. The order is then stamped wit!
date of receipt, assigned a reference number and entered into the Ordei
Received Register. If the order is from a new customer then the sellei
may verify the credit worthiness and/or financial status of the buyer. I:
the seller is satisfied with the creditworthiness of the buyer, he , decide:
to sell him the goods. Otherwise, the seller sends him a letter of regret,
stating his inability to accept the order. If the goods ordered are not in
Business Studies-lC

(v)

(vi)

(vii)
■

(viii)

(ix)

stock, the date of delivery is fixed keeping in view the production time.
A copy of the order is then sent to the production department with the
date of delivery.
* ,'■
Invoicing: An invoice contains details of the transaction and the amount
to be received by the seller from the buyer. The seller sends the invoice
along with the supply of goods to the buyer. A copy of the invoice is also
retained by the seller. A copy each is sent to the production department
or go down and the accounts department.
- *.
Opening Customer’s Account: When the copy of invoice is received
by the accounts department, an account is opened, in the ledger in the
name of the customer. This account keeps a record of the invoice price
of goods sold, credit allowed to the customers and payments made by
him. If there already exists an account then necessary entries are made
therein.
Dispatch of the goods: For release of the goods the go down or the
production department requires a copy of the invoice or a delivery note
from the accounts department, or both. Goods released are taken over by
the packaging department where there is a final check that all goods are
in accordance with the order. Then the goods are labelled and sent to the
dispatch section. When the goods are dispatched a copy of the dispatch
note is forwarded to the buyer. This note is also known as advice note or
letter of advice, which contains full description of the goods dispatched.
It also indicates how the buyer can take delivery of goods at his end. If
the goods are dispatched by rail or road transport, a copy of the receipt
of the transport authority is attached with the dispatch note.
Delivery of goods to the buyer: After receiving the railway receipt or
transport receipt from the seller, the buyer takes delivery of goods from
the railway or transport authority. While taking delivery the buyer or his
agent must check the goods thoroughly. If the goods are damaged, he
must inform the transport authority and a claim for the damage seeking
compensation should be made immediately
Receipt of payment and settlement of accounts: The last step in the
process is the receipt of the payment for goods sold. Payment is made
according to the conditions agreed upon earlier. In inland trade, payment
is generally made by means of money order, cheque, bank draft, bill
of exchange, promissory note, etc. In case of regular customers, all
outstanding dues are taken together and the customer is required to pay
at regular intervals rather than on transaction basis. If full payment is
received the account is said to be settled. Remittances received are duly
acknowledged and sometimes the sellers also issue periodic statements of
account. It shows the following items: a. The date of sale b. The amount
of goods sold c. Payment received from the buyer d. Balance due from
the buyer Now you have fully understood that in the process of sale of
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goods various steps are involved. This can be made clearer with the he p
of a chart as given below.
(x) Rectification of errors: You have studied so far that the business transactic n
begins with the buyer’s enquiry about the goods to be purchased ar d
completes when he finally settles his account with the seller. Even though
the seller is very careful while sending goods and preparing invoice, the 'e
might be certain errors. These errors can be rectified by preparing Credit
note or Debit note.

Invoice, proforma invoice, quote, delivery note - differences and
functions
When it comes’to getting paid, there are a variety of important documents
that can be required or optional. It’s important to understand their function in the
course of a sale and not confuse their roles.
In the sales process, billing is a crucial part of the ultimate goal: to get paid
for the product/service you’ve provided. However, there can be many documents
involved in a sale, some are legally required, while others might be useful for
your industry, business, or as a personal preference. Before we get any further,
let’s look at the main documents:
• Quotation
• Profonna invoice
• Invoice
• Delivery note
Of course, these aren’t necessarily the only documents involved in a sale. The *e
might also be reminder letters and payment receipts, but these are circumstantial
so for this article we’ll focus only on the four above.

Quotations and how they are used
A quotation or ‘quote’ is a document issued by the seller that outlines the
expected products/services that will be included and the prices. This is differe it
from even another document, known as an ‘estimate’, in that the prices provided
in a quote is agreed upon as soon as the quote is accepted by the customer.
If the customer does not agree to the quote, they can discuss any desirt d
changes with the seller, who can then make the changes and send the customfcr
an updated quote. This can happen more than once before the customer accep ts
the quote.
The prices set forth in a quote are agreed to by both the customer and tlie
seller - this means that even if the work or products are beyond what is quoted,
the price cannot be altered.
A quote might sound similar to an invoice but has some significant differences
that should be kept in mind:
Business Studies-: l O
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• A quote is only a commercial document, it is not used.in accounting
• It must clearly state that it is a quotation
*
• The numbering of the quotes is not required to follow a set sequence
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Quotes are used to provide customers with an outline of the final services
so that there aren’t any surprises on the invoice. It’s commonly asked whether a
quote can be used to collect a deposit - the answer is: no. An invoice must be
issued in order to collect any payment.
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Proforma invoices: when and how to use them
Proforma invoices are perhaps ffustratingly similar to quotes. They are used at
similar times in the sales process and both provide the customer with information
about the details of a sale. However, there are crucial differences that should help
you determine which is right for your business.
A proforma invoice is typically used before the full, final details are known
about the sale. Whereas a quote provides more information about what the customer
could expect from the sale. In other words, a proforma is used when the customer
has committed to the sale.
However, the following points should be kept in mind when working with
proforma invoices:
• It is not a valid document to be used in business accounting
• A proforma invoice cannot replace an invoice
• Payment cannot be taken from a proforma invoice
Proforma invoices are commonly used in international trade, when the full
details of a sale are not yet known.
When creating a proforma invoice, it’s also important that a few requirements
are met:
• It is clearly labelled as a proforma invoice
• No numbering system is used
Converting a proforma invoice to an invoice can be a simple process once
the details of the sale are finalised. This is especially so with invoicing software,
which gives you the option to create a completed invoice with a click.
The invoice and its purpose
Finally, we arrive at the invoice. This is arguably the most essential document
when it comes to getting paid. Many businesses cannot function without issuing
invoices. Invoices are a legally binding document pertaining to the validity of a
transaction.
An invoice is used in business accounting, and as part of bank reconciliation
when recording incoming cash flow.
Because it is the central legal document of a sale, there are generally strict
guidelines about what must be included on an invoice. This can differ depending on

©
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the country in which your business is based. In the UK, the following information
must be provided on every invoice:
• A unique, sequential invoice number
• The contact details of the seller
• The contact details of the buyer
• The sale and supply dates
• A description of the products/services
• Subtotal of the sale
• VAT (if applicable)
• Total amount due
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If you’re working in a particular industry there might be additional requirements,
for example under the Construction Industry Scheme (CIS) in the UK, a t^x
deduction must be included on some invoice lines.
Issuing clear, professional invoices not only will help you stay on top of your
business finances but can also help you gain more customers.
Delivery notes: when to use them
A delivery note is a document that is sent with a shipment of goods. Lilce
the quote and proforma invoice, a delivery note has no fiscal value - it is not
essential for accounting purposes.
A delivery note contains details about what is included in the shipment: this
typically includes the description, unit, and quantity as is found on the invoic^.
A delivery note can either include or exclude the prices.
The more important elements of the delivery note are the date and contact
details, in the event that there is an issue with the delivery.

SUMMARY OF THE CHAPTER

Hi
•\"v)

Purchase is a process through which one person gets some goods or properties
transferred in his name from another, on payment of money. Sale is a process
through which some goods or properties are transferred from one person to another
for cash or on credit. Sale and purchase always go together. Selling as a function
of business includes all the activities directed towards flow of goods and services
from the producer to the consumer. Goods may be purchased either by inspectinjg
them personally or on the basis of a sample or pattern examined or on the basis
of description or brand name. Methods of sale include sale on hire purchase basis,
deferred instalment plan of sale, sale on approval, sale through tenders, auction
sale and wash sales. Payment for purchase may be immediate, through deferrep
instalment plan or in the form of deferred payment at the end of the credit period.
The selling routine involves enquiry, quotation, order, execution of order, invoicing,
opening customer’s account, dispatch and delivery, taking delivery of goods anld
finally, settlement of account. Errors in sending goods or preparing the invoicje

Qy
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may be rectified through credit note and debit note.
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Review Questions
1. What is meant by ‘purchase’?
2. State the activities involved in selling a product.
3. What is meant by ‘Auction Sale’?
4. Explain ‘deferred instalment plan’ as a mode of payment.

Notes

5. Describe how errors in sending goods and preparing invoice may be rectified?
6. Differentiate between deferred instalment and hire purchase methods of sale.
7. What are the various modes one may adopt to make payment for purchase
of a product? Explain.
8. Explain the procedure of sale through tenders.
9. Describe the different modes for purchase of a product.
10. Explain the various methods that may be adopted to sell a product.
11. State the procedure required to sell a product.
12. What steps are required after an order is executed, as part of the Routine
Selling
ACTIVITIES FOR YOU
• Collect newspapers cuttings showing advertisements inviting tenders and
read the information carried in them.
• If any of your friend or family member is working in an office, find out
from them what procedure is adopted there to purchase items like office furniture,
stationery, computer, etc.

Space for notes
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Definition: Channel

In operations terminology, channel means “Distribution Channel”. Channel is a.
mode by which a service or good is made available to the end consumer (B2<fc)
with the use of intermediaries'or direct means. It
or to the business, (B2B)
also known as “Trade Channel”.
Notes

is

Definition: Channel Levels

Channel level refers to the intermediary in marketing distribution chani el
between the producer/manufacturer and the end consumer. Every channel le\rel
plays a role in making the good available to the end consumer. The number of*
channel levels between the producer and consumer could be 0,1,2,3 or more.
A zero-level channel is a direct marketing channel where there is io
intermediary and the producer sell directly to the consumer. For’example - direct
mails, telemarketing etc
A one level channel has one intermediary, typically a retailer between a
manufacturer and consumer-Similarly, a 2-level channel and a 3-level channel
have 2 and 3 intermediaries respectively.
An example of various channel levels is illustrated as below:
0 level channel

1 level channel

2 level channel

Manufacturer

Manufacturer

Manufacturer

",

I
Retailer

Retailer
Retailer

i

Consumer

Consumer

Consumer

Role and Significance/Importance of Distribution Channels
Distribution Channels perform a crucial role in the successful distributi >n
and marketing of all products. They have various contacts, expertise a:i<i
92
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wider knowledge of the products. The rapidly growing markets and increasing
complexities of distribution have increased the demand and requirement of the
distribution channels.
-
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The role of distribution channels can be summarised as follows:

V

1. Distribution channels offer salesmanship: The distribution channels
offer pivotal role of a sales agent. They help in creating new products
in market. They specialize in word of mouth selling and promotion of
products. They assure pre-sale and post-sale service to the consumers.
Since these channels are in direct and regular contact with the consumers,
they do salesmanship very well and at the same time provide true and
valuable feedback to the producers.

Notes

2. Distribution channels increase distributional efficiency: The intermediary
channels ease the sales process as they are in direct contact with the
customers. They narrow down the gap between producers and consumers
both economically and efficiently. These intermediaries reduce the number
of transactions involved in making products available from producers to
consumers. For instance, there are four producers who are targeting to
sell their products to four customers. If there is no distribution channel
involved, then there will be sixteen transactions involved. But if the
producers use distribution channels, then the number of transactions
involved will be reduced to eight (four from producer to intermediary
and four from intermediary to customer), and thereby the transportation
costs and efforts will also be reduced.
3. The channels offer products in required assortments: Just like
the producers have expertise in manufacturing products, similarly the
intermediaries have their own expertise. The wholesalers specialize in
moving and transferring products from various producers to greater
number of retailers. Similarly, the retailers have expertise in selling a
wide assortment of goods in less quantity to a greater number of final
customers. Due to the presence of distribution channels (wholesalers and
retailers), it is possible for a consumer to buy the required products at
right time from a store conveniently located (geographically closer)
rather than ordering from a far located factory. Thus, these intermediaries
break the bulk and meet the less quantity demand of the customers.
4. They assist in product merchandising: It is actually the merchandising
by intermediaries which fastens the product movement from the retail shop
desk to the customer’s basket. When a customer goes to a retail shop, he
may be fascinated by the attractive display of some new product, may
get curious about that new product, and he may switch over to that new
product leaving his regular product. Thus, merchandising activities of the
intermediaries serve as a quiet seller at a retail store.
Business Studies-10

93

CLASS-10
Business Studies

Notes

5. The channels assist in executing the price mechanism between tl e
firm and the final customers: The intermediaries help in reaching a pri( ;e
level which is acceptable both to the producers as well to the consumeis.
6. Distribution channels assist in stock holding: The intermediaries perfor ti
various other functions like financing the products, storing the products,
bearing of risks and providing required warehouse space.

;

Thus, the distribution channels are a vital constituent of a firm’s comprehensi
marketing strategy. They assist in expanding product reach and availability, as
well in increasing revenue.

;
i
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Various distribution strategies for a company

Business Studies

In today’s fast paced world, distribution by a company can; be. an enormous
competitive advantage to the company. Most companies target their customers far
and wide. Because of the rising costs, companies are trying.to .expand in various
markets so that they have a higher turnover and hence a higher .margin.
To reach far and wide, you need the right distribution strategies in place. You
cannot market a product and then not deliver the product to^.the end customer.
This is a sheer loss of money as you waste money on your marketing and the
opportunity loss is also huge. Not to mention, the loss to the brand when the
customer wants to purchase the product but cannot find it.
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Thus, there is a lot of importance given to making proper distribution strategies
for a company. This is also the reason why Place (Which majorly consists of
distribution) is one of the major 4P’s of the marketing mix. Place is considered
in case of products as well as services.
Distribution strategy is mainly decided by keeping the top management in
loop because it affects overall operations. This strategy can be summarised with
3 main points.
• How to get the product from the manufacturing point to the end customer.
• How to control costs and save time while executing the distribution
strategy
• How to build a competitive advantage through distribution
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On a macro level, there are two types of distribution.
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1. Indirect distribution

Business Studies

Indirect distribution is when the product reaches the end customer throug \
numerous channels in between. For example - The product goes ffor i
manufacturer to C&F, then to the distributor, then to the retailer an i
finally to the customer. Thus, the chain is long.
2. Direct distribution

Notes

Direct distribution is when the company either directly sends the product
to end customer or when the channel length is very less. A company
selling on an e commerce portal or selling through modem retail is th!e
form of Direct distribution.
Furthermore, distribution strategies are also decided based on the level c 'f
penetration that the company wants to achieve. This level of penetratio n
is decided again by the remaining 3 P’s of the marketing mix - Product,
price and promotions. However, based on the level of penetration, tl e
distribution strategies vary as follows.
3. Intensive distribution
When the company is having a mass marketing product, then it uses
intensive distribution. Intensive distribution tries to cover as much pf
the market as it can. Typical FMCG and consumer durable products a 'e
best example of intensive distribution strategy. You can read this detailc d
article on Intensive Distribution.
4. Selective distribution

A company like Armani, Zara or any other such branded company will
have selective distribution. These companies are likely to have only limit* id
outlets. For example - In an urban city, Armani might have 2-3 outlets at
the maximum whereas Zara might have 4-5. You can read this detailed
article on Selective Distribution.
5. Exclusive distribution

;

If Zara has 4-5 outlets in a city, how many outlets would a company lilce
Lamborghini have? Probably one in a region of 5-7 cities. That’s exclusive
distribution for you. If a company wants to give a big region to one single
distributor then it is known as exclusive distribution strategy In soine
cases, a distributor might be appointed for a complete country. There
would be no one other than that distributor operating in that company.
You can read this detailed article on Exclusive Distribution
|
Overall, distribution strategies depend a lot on the various products which
the companies might have. A single company might have multiple product line
and lengths, each with its own distribution strategy.
Some products, which are premium, might need selective distribution where as
others which are mass products, may need intensive distribution. The strategies
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for both types will be different. So, in the end, the distribution of a company is
dynamic in nature and it contributes a lot to the competitive advantage of the
company.
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Role of Wholesaler and Retailer in Distribution Channel
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Notes
Wholesalers conduct businesses investing huge capital in it. Besides, they also
provide special types of facilities and services. Producers do not have to worr^
about sale of their products. Wholesalers have great role in distribution channck.
The functions and roles of wholesalers are mentioned in short as follows:
1. Bulk buying
Wholesalers buy products in huge quantity from producers. Then the
products are sold to retailers, government offices and organizations i n
smalf quantity. As the wholesalers become physically, financially an 3
intellectually capable and knowledgeable about markets, distributio rv
channels have proved very important So, the wholesalers purchase products
in mass/ huge quantity: As the scattered innumerable retailers buy gootls
from wholesalers but not directly from producers, wholesalers make bulic
buying/ purchase in huge quantity of products.
2. Warehousing
Wholesalers also make effective arrangement for storing the products. Until
the purchased goods afe sold to retailers, they should be properly storeSd
in warehouse. Such storage arrangement keeps the goods safe. Besides,
it also stabilizes market price keeping balance in demand'and supply.
3. Quick delivery
Wholesalers quickly deliver goods after they receive order from government
offices, organizations, retailers etc. But, if all the buyers demand fojgoods/products from producers, they cannot deliver goods to all at thfe
same time. As wholesalers become efficient in distribution, sufficient stocjk:
of goods remains with them. On the one side, there remains sufficient
stock of goods and on the other means of transport remain ready at anv
time , when needed. So, they can fulfil the demands or order of buyers
immediately.
4. Financing
Wholesalers are capable intermediaries in terms of capital. They help
producers by purchasing goods in huge quantity and paying bills
immediately. Similarly, they provide goods to their regular retailers oh
credit. Because of credit facility, financially weak retailers can increas e
their business. As a result, sale quantity also considerably increases.
Business Studies-10

5. Order collection
At first the wholesalers store goods buying them in huge quantity and
deliver the goods to the customers when demand or orders are received.
Demands or orders should be collected for delivering the goods of different
qualities and features. The task of collecting and scanning different orders
and demands made by different retailers of different places, areas or
regions is done by wholesalers. Hence, records of demands and deliveries
also become ready.
6. Risk bearing
Wholesalers purchase huge quantity of goods from producers at a time.
They also take ownership of the goods so purchased. If prices, fashion,
demands and wants of customers for such goods change, all the goods
may not be sold out. In such situation, the wholesalers have to bear the
risks. Similarly, there also remain possibilities of damage, fire caught,
robbery, stealing etc. of the stored goods. The wholesalers have to bear
»such risks. So, the wholesalers should also try to minimize such risks.
7. Promotion
Wholesalers remain in contact with government bodies, organizations and
many other retailers. So, they .believe the wholesalers. They purchase
• different goods from them believing in the wholesalers; Besides this,
the wholesalers. are also involved in advertisement with the producers
and retailers. They give suggestions to retailers about exhibitions and
decorations. If needed, they also know wants, interests, needs and desires
of the consumers.
8. Expert advisor
Wholesalers become experienced, qualified and effective in wholesale
job. Such sellers sell products through direct contact with government
organizations, institution and retailers. So, they provide information about
the consumer’s wants and interests to the producer. Thus, the wholesalers
give valuable information as expert advisor.
9. Market information
As wholesalers are the important parts of producers, they keep various
information and records. Besides, the wholesalers remain in close contact
with retailers and markets. So, they provide information about the need of
production/ product customers, competitors’ activities, price of products,
‘ new products and environmental changes etc. They also provide retailers
the important information and notices received from producers.
10. Efficiency in distribution
Wholesalers become experienced in distribution. So, such sellers can
perform wholesale and distribution more efficiently than the producers.
They quickly deliver goods to the customers of target markets; This also
• • . cuts down the distribution cost. The wholesalers bring effectiveness in
distribution; make available the right goods, at right place, at right time
at lower cost.
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Retailing
Meaning of a Retailer

Notes

A retailer is a person who has set up a commercial establishment to sel
goods and services in smaller quantities to the end consumers for their persona
use. He sells these goods at a mark-up or profit margin considerably higher thar
that of the wholesaler.
Characteristics of Retail
• The retailer is the last link in the supply chain connecting the manufacture]
and wholesaler to the end consumer.
• The retailer is the first to identify shifts in trends and consumer preferences
because of close connection with ultimate consumers.
• The retailer is rightly placed to gather critical consumer feedback anc
market intelligence about products and services on offer and pass thk
valuable information on up in the supply chain through the wholesaler
to the manufacturer.
• Many retailers are present in more than one retail format such as online
retail as well as a brick-and-mortar store. Presence in multiple channels
enables them to reach larger customer base and tap their market potentia
more effectively.
Functions of Retailing
Retail trade performs many valuable functions for the trade and commerce
as a whole. Some of them are as follows:
1. Delivery of the goods to the end consumer
This makes shopping for all requirements quite hassle-free for the
consumers. This also facilitates consumption and maximizes consumer
satisfaction. Because the company cannot take responsibility of deliver}
to every single customer, it appoints retailers. One of the functions o\'
retailing is immediate delivery.
Qoo)
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2. Is an essential part of the distribution chain
Because the retailer takes over the cumbersome task of distribution of
goods manufactured to the target market, the manufacturer is relieved of
this responsibility and can divert his resources to manufacturing activities.
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3. Finances the wholesaler
While booking his order of goods with the wholesaler, the retailer pays
some percentage or the whole of the order price in advance. This helps the
wholesaler to carry on with his operations seamlessly. In some industries, it
is the retailer who pays cash to maintain stock and in others the wholesaler
has to carry the stock as paid capital. Nonetheless, financing is one of
the major functions of retailing. A retailer who does not contribute to
financing will bring down the effectiveness of the supply chain.

Notes

4. Stores the goods according to market requirement
The retailer invests his working capital in building a gamut of inventory
reflecting market requirements. He also sells the requisite quantity, however
small or big, to the final consumers satisfying their needs. The retailers
know the complete demand and supply potential due to their years of
experience. Hence it is one of the functions of retailing 'to balance the
demand and supply as per external market conditions.
5. Lends a hand in manufacturer’s marketing initiative
Retailer plans and executes many advertising and promotion activities at
the point of purchase i.e., right in his store. This leads to gain in popularity
of and favourable market conditions for the product of the manufacturer.
6. Assumes storage and credit risks
When the retailer orders and stores a large quantity of goods from the
manufacturer, he makes sufficient provisions to store it safely for some
days. This involves costs. Also, there is also a risk of loss of these goods
on account of destruction, theft, spoilage etc. The retailer assumes these
risks while storing goods.
7. Extends credit facilities to the consumers and assumes credit risk
The retailer does so to encourage shopping. This adds to the vigour of
commercial activities in the economy. But there is also a risk that the
customers won’t pay for the goods bought or may return damaged goods
to the retailer. This inherent risk in trade is assumed by the retailer.
8. Offers wide variety of customers and enticing price range in a product
line
In order to attract more customers, a retailer offers a wide range of
merchandise at attractive prices. This results in higher consumer satisfaction
and higher standards of living in any economy.
-;.
9. Provides convenience in shopping
Retailers try to set up their shops nearby housing areas or near parks,
Business Studies-10
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schools - the areas where the customer finds it very convenient to shop.
This enhances the consumer welfare.
10. Offers after sale services, differentiated packaging, giving more
information about the use of the product
All these activities add value to the retail transaction and cater to various
requirements of the consumers suitably.
11. Hears the voice of the market
The retailer measures the pulse of the market by listening to the consumei
feedback, expectations, complaints, and by observing a shift in the tastes
and preferences of the consumers. This arms him with very critical market
intelligence enabling the entire commercial fraternity to gear up for the'I
changing economic scenario.
12. Generating employment for masses
Retail trade, especially the brick-and-mortar models, are human resource
centric establishments. They require many employees for numerous
functions such as stock taking, over the counter selling, packaging, afterI
sales services, floor management etc. Thus, retail sector thrives with lots
of lucrative employment opportunities for all the talented job aspirants.
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Fixed Shop Large Retailers
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The retailers having permanent establishment and dealing in large scale are
called Fixed shop large scale retailers.
Retailers

Itinerant Traders
a peddlers and hawkers
b. street traders
c. market traders
d. cheap jacks traders

Fixed shop small retailers
a. Street stalls
b. genera! stores,
c. single line stores
d. speciality stores
c. second shops

Fixed shop large retailers
a. departmental stores
b. chain stores
c. consumer cooperative stores
d. supermarkets
c. hire purchase and installment
f. mail order houses
g. shopping malls
h. automatic vending machines
i. telemarketing
j. Online shopping

Fixed Shop Large Retailers
The retailers having permanent establishment and dealing in large scale are
called Fixed shop large scale retailers. They are popular due to urbanisation,
modernisation and other reasons. The most common forms of large-scale retailers
are as follows:
1. Departmental Stores
2. Chain Stores or Multiple Stores
3. Super Markets
4. Consumer Cooperative stores
5. Hire purchase and Instalment Traders
6. Shopping Malls
7. Mail order houses
8. Automatic Vending Machines
9. Tele-marketing
10. Online Shopping
1. Departmental Stores
A Departmental Store is a large retail establishment offering a wide variety
of products, classified into well-defined departments. Each department specialise in
one particular line of product aimed at satisfying every customers’ needs under one
roof. Each department is like a separate shop with centralised purchasing, selling
and accounting. Administrative activities of the departmental stores are managed
by a General Manager. The General Manager appoints department managers of
each department.
Business Studies-10
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Features
i. Large Size:
A department is a large-scale retail showroom requiring a large capita
investment by forming a joint stock company managed by a board o f
directors. There is a Managing Director assisted by a general manager
and several department managers.
ii. Wide Choice:
It acts as a universal provider of a wide range of products from low pricec.
to very expensive goods (Pin to Car) to satisfy all the expected humar
needs under one roof.
ui. Departmentally organised
Goods offered for sale are classified into various departments. Each
department specialises in one line of product and operates as a separat^
unit.
iv. Facilities provided:
It provides a number of facilities and services to the customers such a$
restaurant, rest rooms, recreation, packing, free home delivery, parking]
etc.
v. Centralised purchasing
All the purchases are made centrally and directly from the manufacturen
and operate separate warehouses whereas sales are decentralised in different
departments.
Business Studies-K
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L Convenience in buying
The departmental stores provide great convenience to all the members in
a family in buying almost all goods of their requirements at one place. A
large variety of goods available in all the departments enable customers
to save time and no need to run from one place to another to complete
their shopping.
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ii* Attractive services
It aims at providing maximum services and facilities to the customers such
as home delivery of goods, execution of telephone orders, rest rooms,
restaurants, salons, children game centres, etc.
iiL Central location
These stores are usually located at central places so that more people can
approach easily.
iv. Elimination of Middleman .
A departmental store combines both the functions of retailing as well
as warehousing. They purchase directly from manufacturers and operate
separate warehouses. It helps in eliminating undesirable middlemen between
the producers and the consumers.
v. Economies of Large-Scale. Operations
The Departmental stores are organised at a large scale i.e., buy goods
in bulk, therefore they enjoy the benefit of special discount. In turn, the
•
customers get their goods in quality and lower price.

Limitations
i. High cost of operations
A departmental store requires a large building with ample parking at a
central place. It has to incur heavy expenditure on salaries, maintenance
of building, customer services, advertising, etc. As a result, establishment
and overhead cost of operations are very high.
ii. Higher prices
Due to high operating costs, prices of goods in a departmental store
are comparatively high. Only rich persons can afford to buy goods at a
departmental store.
iii. Distance
It is located at a central place of a city, away from people living in
suburban areas have to travel a long distance to reach the store.
iv. Lack of personal touch
The management of a store finds it very difficult to maintain personal
contact with the customers. The salaried staff may not take interest in
securing the satisfaction and goodwill of the customers
Business Studies-10
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v. Difficult to establish
A large amount of capital investment and a large number of specialised
persons are required to establish a departmental store.
vi. High risk
Due to central location and large-scale.operations, risk of loss is ver/
high Change in tastes and fashion and market fluctuations may lead to
heavy loss.
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2, Chain Stores or Multiple Shops
A number of identical retail shops with similar appearance normally del I
in standardised and branded consumer products established in different locality s
owned and operated by manufacturers or intermediaries are called as Chain store s
or Multiple shops. In USA, these are known as chain stores but these are popuk r
as multiple shops in Europe. They deal only in particular line of product and
specialise in the same. Many such shops are in India. For example: Bata.

.le.'iioJi.

Features
i. Location
These shops are located in fairly populous localities where sufficie nt
number of customers can be approached.
ii. Nature of product
These shops deal in a particular product line and specialise in the same
product i.e., standardised and branded consumer products.
iii. Centralised management
The manufacturing or procurement of goods for all the retail units is
centralised at the head office, from where the goods are despatched to
each of these shops.
&
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iv. Fixed price
The prices of goods are fixed and all sales are made on cash basis.
v. Role of Sales personnel
The sales persons play an active role in helping the consumers to complete
their shopping i.e., in the selection and choice of their goods as per the
tastes.
Advantages
i. Economies of large scale
Multiple shops are owned and operated by manufacturers or intermediaries.
Centralised and bulk buying, results in lower costs.
ii. Elimination of middlemen
Goods are sold in multiple shops at relatively low prices. By selling
directly to the consumers, it is able to eliminate unnecessary middlemen
iii. No bad debts
All the sales are made in these shops on cash basis only. So, no bad
debts will arise and no reduction of working capitals.
iv. Convenience in shopping
Shops are located in all important areas. Therefore, customers are not
required to travel long distances for long distances for making purchases.
v. Public confidence
Multiple shops enjoy public confidence due to fixed prices, standard quality,
uniform appearance and selection of goods with the help of salesmen.
Limitations
i. Limited variety
Multiple shops deal only in limited range of products.
ii. Absence of services
Customers do not get credit, home delivery and other facilities.
iii. Lack of personal touch
The owner loses direct personal contact with the customers. The paid
staffs do not take personal interest in each and every customer.
iv. Inflexibility
All the branches centrally controlled and uniform policies are adopted
for all the shops. .
3. Super Markets
A Super market is a large retail store selling a wide variety of consumer
goods on the basis of low-price appeal, wide variety and assortment, self-service
and heavy emphasis on merchandising appeal. The goods traded are generally
food products and other low priced, branded and widely used consumer products
such as grocery, utensils, clothes, house hold goods, electronic appliances and
medicines. For example: The Nilgiris
Business Studies-10
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The important characteristics of a super market are listed below:
1. Supermarkets are generally situated at the main shopping centres.
2. The goods kept on racks with clearly labelled price and quality tags in
such stores,
3. The customers move into the store to pick up goods of their requiremen :s,
bring them to the cash counter, make payment and take-home delivery.
4. The goods are sold on cash basis only. No credit facilities are made
available.
5. Supermarkets are organised on departmental basis.
6. It requires huge investment.

4. Cooperative Store
A consumer’s cooperative store is a retail organisation owned, managed a id
controlled by the consumers themselves to obtain products of daily use at reasonal >le
low prices. Its objective is to eliminate profits to middlemen by establishing a
l
direct contact with the manufacturers. People belonging to middle- and low-inco rxie
groups, at'leaist 25 persons have to come together to form a voluntary associatijion
and get it registered under the Cooperative Societies Act.
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The capital of a cooperative store is raised by issuing shares to members.
The management of the store is democratic and entrusted to an elected managing
committee, where one man one vote is the rule. The cooperative stores are very
famous in Tamilnadu. For example, Kamadhenu and Chinthamani cooperative
supermarkets in Chennai, Karpagam in Vellore, etc.
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5. Hire purchase and Instalment Trade

>T

Hire purchase trading is a system by which the seller agrees to sell the articles
to the buyer on condition that the payment of the article will be made in a fixed
number of instalments till the sale price is paid. Though the buyer gets possession
of the goods immediately on signing the contract the ownership does not pass on
till the payment of last instalment. The buyer prefers to pay a lump sum or a part
of the price initially i.e., down payment and the balance in instalments as per the
contract. The seller continues to be the owner of the article till then. If the buyer
commits a default in payment, the seller is entitled to repossess the article. It is
also a form of credit sale. Only durable articles like television, air conditioner,
refrigerator, washing machines, etc., are suitable for hire sale.

Notes

Instalment system is a type of purchase in which the price amount of the
product is not paid initially but in instalments. It is also called as deferred payment
system. Under this system, title or ownership of articles as well as possession
is passed on to the buyer as soon as the first instalment is paid. On default of
payment, the seller cannot seize the article but recover the dues through court.
6. Mail Order Houses
Mail order houses are the retail outlets that sell their merchandise through
mail. There is generally no direct personal contact between the buyers and the
sellers in this type of trading.
Procedure
a. Advertisements provide information about the products ,tqgconsumers
b. Order receiving and processing
On receiving the orders, the goods are sent to the customers through the
post office by Value Payable Post (VPP).
c. Receiving Payments
The customers may be asked to make full payment in advance or at the
time of receiving the goods in this arrangement, there is no risk of bad
debt. Perishable goods like milk are not suitable for sale by mail order.
Suitable goods are books, watches, etc.
7. Automatic vending machines
Automatic vending machine is a new form of direct selling. It is a machine
operated by coins or tokens. The buyer inserts the coin or the tokens into the
machine and receives a specified quantity of a product from the machine. AVMs are
placed at a convenient location such as railway stations, airports, petrol pumps, etc.
Business Studies-10
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Example Aavin Dairy Milk through AVMs
8. Shopping malls
Shopping malls are developed due to change in departmental stores in modern
time. A shopping mall functions in a multi-storey building. Many small to big
shops are commenced under the separate ownership. Various types of branded
goods of daily requirement and luxurious products are available. Modem facilities
such as refreshment hall, entertainments for children, wi-fi, auditorium, etc. a *e
provided in shopping mall.
For example, FORUM in Chennai.
9. Telemarketing
Telemarketing can be divided into two parts,
i; Telephonic Marketing
Potential Customers are contacted through telephone or mobile to provide
information about the products. Willing customers visit the office and
place the orders. This method is useful for loan, financing, insuranpe
services, credit card, etc. No middlemen in this marketing and cost reduc bd
accordingly.
ii. Television Marketing
In this method, customers are attracted by providing full information of
product or service through TV demonstrations. Customers are given eith er
phone number or name of the website to place the order. Payments for
these products are made through two methods,
i. Advance payment by debit/credit card. ii. Payment in cash at t ie
time of delivery.
For example- Tablemate and other home appliances

(2)
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10. Online Shopping or Internet Marketing
The manufacturers or the intermediaries place the advertisement of their
products on different media of internet like e-mail, portal and browser.
Sometimes, they have their own website like Flipkart, Amazon, Snapdeal.
etc. The customers compare the products of competitors by observing
such advertisements and select the product through internet and make
the payment through online or cash on delivery.
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Because of the absence of middlemen, showroom expenses, etc. products
are available at cheaper price in comparison to local market. Customers also get
after sales services.
Space for notes
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Non-Store Retailing

Business Studies
Any sale happening to the end customer which is not happening through 4
traditional retail channel or through a physical retail space is known as Non-stor^
retailing. Amazon is a perfect example of Non-store retailing. Amazon does not
have its own retail space from where it sells the goods to customers. It directly
sells from its website and does not sell via a retail space. Hence, it is known as
a Non-Store Retailer.

Notes

There are different types of Non-store retailers in the market. Some of the
non-store retailers are very popular even today whereas others have died dowr.
Let us make it clear that non-store retaiHng does not mean an average line of*
business. In fact, Non-store retailing is rising in importance due to the fact thit
cost of establishment is very low and all expenses are variable and not fixed. We
will discuss the benefits of Non-store retailing in some time.

The Three Prominent types of Non-Store Retailing
1. Direct Sales

One of the oldest forms of non-store retailing is the Direct sales type. The
best way to describe this would-be Door to Door salesmen who do cold calls to
homes and offices to sell their products. They might also do other activities lice
Standees, promotions, and others to directly sell to the end customer.
This type of non-store retailing involves manual involvement and migfht
involve usage of good selling techniques and personal selling skills. A door-todoor selling is used for selling technical equipment like Air Conditioners, Vacuum
cleaners, Water purifiers and others. Even religious books are nowadays sold doLor

(m)
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to door. The advantage of this technique is that it is a quick closure type of sale.
You will close the sale in 1 or maximum two visits.

Business Studies

The direct sale is a type of non-store retailing which is falling in usage.
There are only somewhere it is still applicable. FMCG and Consumer durables
are using it to some extent but it is almost absent in other industries. One of the
reasons is the noise in the market due to continuous advertisement because of
which customers are irritated. The second, is the growing sense of insecurity and
the need for privacy due to which many salesmen are not allowed to enter into
societies.
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Notes

Amway, Tupperware and several other multi-level marketing firms actually
use direct selling to good effect. They have chains of distributors and end sellers
who sell to the end customers. Because the end seller generally knows the end
buyer very well, the sale is high and these companies are case studies in the
world of direct selling or non-store retailing.
2. Direct Marketing

w
fl!

f: >■.

.. XEs-V

i

I
Unlike Direct selling, Direct marketing is on the rise especially since the
adoption of the internet. It was initially used in the form of direct mail services
where letters and coupons were sent to the end customer. Later on, once internet
started, Email marketing was very successfully used where companies spent a
huge amount of designing and sending emails to a large number of customers.
After emails, it went to websites and we could see Amazon, eBay, Alibaba
and other websites grow and sell products by the truckloads. None of these sellers
had a single store. All of it was online. Finally, today, we can see that even small
businessmen have their online store and a website and they sell their products not
only through a physical presence but regularly take part in non-store retailing via
social media or via their own websites.
Direct marketing is a segment which is supposed to grow even more over
the years. WhatsApp has penetrated the market to a great extent and there are
many “WhatsApp stores” opening up where you can get fashion apparels at a
good discount. Already Amazon has surpassed Walmart in terms of its valuation
and we see more and more online stores rising up. In fact, traditional retail is
now afraid of the powers of direct marketing via the internet.
Business Stuciies-10
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3. Automatic Vending

Business Studies
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If websites can be used for a large variety of products, then what is the 24x7
salesman for the FMCG sector? Well, it is the Automatic vending machine. If yo A
are right now in your office, you probably have a machine by Cafe Coffee day
or Nescafe which is vending tea or coffee for you. It might be a normal cup ox*
coffee for u, but it is a unit of sale for Nescafe or Cafe Coffee Day.
Automatic vending machines.are being used very smartly in the FMCCt
segment. We recently wrote an article on the top coffee brands and if you loo'c
at that article, you will find brands like Nespresso which are pushing their coffe b
vending machines into the market because once these vending machines are placed,
the sale of coffee to the end customer becomes easier and it is higher in margins
because there is no middleman involved.
Similarly, Cold Drink, Newspaper, Beer, chewing gums, chocolates and eve:i
pizza is nowadays sold through an automatic vending machine. These are just
straightforward examples of non-store retailing where you don’t need a store ox*
200 square feet to sell a pizza or cold drinks. Automatic vending has now becom b
a prominent business model in FMCG and is being innovatively adopted in other
sectors as well.
Besides the above three type - there is also the use of buying services in th 5
form of a non-store retailer. The best example of this is an existing rate contract
between government agencies and a seller who can sell products of a company.
Because of the rate contract, the government agencies have to buy only from thax
seller and only at the given price. The seller, in turn, has to deliver the machine
to all locations of the government agency.
However, because buying services as a- model of non-store retailing is usei
very less, and because of the vast penetration of internet in our laptops am
smartphones, buying services are now considered almost a part of direct marketing
Because practically everything happens online now.
Business Studies-lp
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Benefits of Non-Store retailing

Business Studies

There are several benefits of Non-store retailing
1. The cost of establishment is less - The cost of starting a website is
always lesser then starting an offline retail outlet.
2. Costs are variable in nature - While traditional retail has many fixed
costs like rent, salaries etc, the costs of non-store retailing are variable
and keep changing.
3. Scaling up Is easier - Since the usage of internet for non-store retailing,
scaling up of a non-store retailing business is easier than store retailing
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EXERCISE

Multiple Choice Questions
1. It is characteristics of...
different departments:

where in one roof goods are sold by making

(a) Multiple shops
(b) Departmental stores
(c) Wholesale trade
(d) None of these.
2. Number of goods sold in wholesale trade is:
(a) More
(b) One
(c) Less
(d) None of these
3. Which is not related to the trade by moving from one place to another:
(a) Hawkers
(b) Street sellers
(c) Pedlars
(d) Street shops.
4. Shop where manufacturer also sells the goods:
(a) Chain shops
(b) Departmental shops
(c) Hawkers
(d) Stall shops
5. Payment made in internal trade:
(a) Import duty
(b) Export duty
(c) VAT

.

!

(d) None of these
Business Studies-10
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6. Retail seller sold goods to:
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(a) Wholesaler

Business Studies

(b) Consumers
(c) Departmental stores
(d) All of the above
7. Which is not characteristics of departmental store:
(a) Different departments

Notes

.

(b) Sole trade
(c) Under one roof
(d) Multiple management.
8. Which is not a retail shop:
(a) General stores
(b) Street shops
(c) Old goods shop
(d) Departmental stores.
9.. Which is not big scale retail trader:
(a) Departmental store
(b) Super bazar
(c) Permanent shop
(d) Multiple shops. .
10. Where departmental store are famous:
(a) USA and Europe
(b) India
(c) China
(d) Pakistan.
11. Whidr is not retail store selling:
. (a) Mail store
(b) Internet shopping
(c) Selling by AVM
(d) Super bazar.
Answer:
1. (b) Departmental stores
2. (c) Less
3. (d) Street shops.
4. (????
5.

(c) VAT

6. (b) Consumers
7. (d) Multiple management.
8. (d) Departmental stores.

(ne)
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9. (c) Permanent shop
'i i1'.

10. (a) USA and Europe

Business Studies

11. (d) Super bazar.
;,q..

^1\
- \

Fill in the blanks:
1. The business which is undertaken in one state is called
Answer: Internal trade
2. Retailer is a link between.........

and

Notes

Answer: Wholesaler, consumers
are shops opened by producers?

3.

Answer: Multiple shop
there are many buildings and shopping centre.
•

4. In

"<

Answer: Mall
5. All the basic needs are available in
Answer: Departmental stores

6. .... .............Purchased goods from Hawkers and Peddjers.
Answer: Housewife
is compulsory for cooperative society.

7.

Answer: Registration
8. Hawker and Peddlers are the part of

business.

Answer: Retailer
Activities are done in postal business.

9.

Answer: Correspondence

6IU'1

10. Mcdonald's restaurant is an example of
Answer: Franchisee
11. Organization of super bazar is based on

..

1L

Answer: Department

Review Question
1. Define departmental stores.
Answer: According to James Stephenson:
"Departmental store is a big store engaged in the retail trade of a wide variety of
articles under the same roof".
2. What do you mean by multiple shop?
Answer: A multiple shop consists of number of similar shops owned by a single
business firm.
3. Write three objectives of multiple shops.
Answer: The three objectives of multiple shops are:
1. Fair price
2. Elimination of middlemen

‘N

3. Absence of bad debts.
Business Studies-10
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4. Write two names of multiple shops.
Answer: They are:
1. Bata Shoe company
2. Delhi cloth milts.
5. What are super bazars?
Answer: Supermarket or Super bazar is a place where goods of daily use are
available under one roof.

Notes

6. What is called as pin to plane shop?
Answer: Department stores.
Space for notes
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What Is Advertising?

Business Studies

w.'-

Advertising is the action of calling public attention to an offering through
paid announcements by an identified sponsor.
rj>:

£7^

.fll:

According to KotlerAdvertising is any paid form of non-personal presentation & promotion of
ideas, goods, or services by an identified sponsor.

*

Notes

According to the Advertising Association of the UK Advertising is any communication, usually paid-for, specifically intended to
inform and/or influence one or more people.
A simpler (and modem)definition of advertising can be - A paid
communication message intended to inform people about something or to influence
them to buy or try something.
Characteristics of Advertising
• Paid Form: Advertising requires the advertiser (also called sponsor) d
pay to create an advertising message, to buy advertising media slot, and
to monitor advertising efforts.
• Tool for Promotion: Advertising is an element of the promotion mix of
an organization.
• One Way Communication: Advertising is a one-way communication
where brands communicate to the customers through different mediums.
• Personal or Non-Personal: Advertising can be non-personal as in the
case of TV, radio, or newspaper advertisements, or highly personal as in
the case of social media and other cookie-based advertisements.

Types of Advertising
Advertising activities can be categorized into above the line, below the line,
and through the line advertising according to their level of penetration.
• Above the line advertising include activities that are largely non-targeted
and have a, wide reach. Examples of above the line advertising are TV,
radio, & newspaper advertisements.
• Below the line advertising include conversion focused activities which
are directed towards a specific target group. Examples of below the line
advertising are billboards, sponsorships, in-store advertising, etc.
• Through the line advertising include activities which involve the use of
both ATL & BTL strategies simultaneously. These are directed towards
brand building and conversions and make use of targeted (personalized)
advertisement strategies. Examples of through the line advertising are
cookie-based advertising, digital marketing strategies, etc.
Business Studies-10
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Advertising activities can also be categorized into 5 types based on the
advertisement medium used. These types of advertisements are:
• Print Advertising: Newspaper, magazines, & brochure advertisements,
.etc.
• Broadcast Advertising: Television and radio advertisements.
• • Outdoor Advertising: Hoardings, banners, flags, wraps, etc.
• Digital Advertising: Advertisements displayed over the internet and digital
devices.
,
• Product/Brand Integration: Product placements in entertainment media
like TV show, YouTube video, etc.

l

Objectives of Advertising
There are 3 main objectives of advertising. These are:
To Inform

Advertisements are used to increase brand awareness and brand exposure ir l
the target market. Informing potential customers about the brand and its product:
is the first step towards attaining business goals.
To Persuade
Persuading customers to perform.a particular task is a prominent objective
of advertising. The tasks may involve buying or trying the products and services
offered, to form a brand image, develop a favourable attitude towards the brand etc
To Remind
Another objective of advertising is to reinforce the brand message and tc
reassure the existing and potential customers about the brand vision. Advertising
helps the brand -to maintain top of mind awareness and to avoid competitors
stealing the customers. This also helps in the word-of-mouth marketing.
I
Other objectives of advertising are subsets of these three objectives. These1
subsets are:
.« Brand Building
• Increasing Sales
• Creating Demand
• Engagement
• Expanding Customer Base
• Changing Customers5 attitudes, etc.
Importance of Advertising
To the Customers

• Convenience: Targeted informative advertisements make the customer’s
decision-making process easier as they get to know what suits their
requirements and budget.

©
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• Awareness: Advertising educates the customers about different products
available in the market and their features. This knowledge helps customers.
compare different products and choose the best product for them.

CLASS-10
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• Better Quality: Only brands advertise themselves and their products.
There are no advertisements for unbranded products. This ensures better
quality to the customers as no brand wants to waste money on false
advertising.
Notes

To the Business
• Awareness: Advertising increases the brand and product awareness among
the people belonging to the target market.
• Brand Image: Clever advertising helps the business to form the desired ,
brand image and brand personality in the minds of the customers.
• Product Differentiation: Advertising helps the business to differentiate
its product from those of competitors’ and communicate its features and
advantages to the target audience.
• Increases Goodwill: Advertising reiterates brand vision and increases
the goodwill of the brand among its customers.
• Value for Money: Advertising delivers the message to a wide audience
and tends to be value for money when compared to other elements of
the promotion mix.
Advantages of Advertising
• Reduces Per-Unit Cost: The wide.appeal of advertisements increases the
demand for the product which benefits the organization as it capitalizes
on the economies of scale.
• Helps in Brand Building: Advertisements work effectively in brand
building. Brands who advertise are preferred over those which doesn’t.
• Helps in -Launching New Product: Launching a new product is easy
when it is backed by an advertisement.
• Boosts Up Existing Customers’ Confidence in The Brand: Advertisements
boosts up existing customers’ confidence in the'brand as they get a feeling
of pride when they see an advertisement of the product or the brand they
use.
• Helps in Reducing Customer Turnover: Strategic advertisements for
new offers and better service helps reduce customer turnover.
• Attracts New Customers: Attractive advertisements help the brand in
gaining new customers and expanding the business.
• Educates the Customers: Advertisements inform the customers about
different products existing in the market and also educates them in what
they should look for in an apt product.
121
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Disadvantages of Advertising
• Increases the Costs: Advertising is an expense to the business and is
added to the cost of the product. This cost is eventually borne by the end
consumer.
• Confuses the Buyer: Too many advertisements with similar claims often
confuses the buyer in what to buy and should he buy the product or n< >t.
• Is Sometimes Misleading: Some advertisements use smart strategies to
mislead the customers.
• Only for Big Businesses: Advertising is a costly affair and only big
businesses can afford it. This makes small businesses out of competition
with big businesses who get to enjoy a monopoly in the market.
• Encourages the Sale of Inferior Products: Effective advertisements even
lead to the sale of inferior products which aren’t good for the consumers.

What is Advertising Media?
Advertising media refers to the various media channels through whieTi
advertising's done. Advertising media is used for showcasing promotional conte nt
which communicated in various forms such as text, speech, images, videos using
TV, radiO„online, outdoor etc. Basically, they are channels through which compani ss
can advertise their products and services to reach to customers.

Importance of Advertising media
Advertising media plays a pivotal role in business and marketing for companie s.
There are many companies who offer products and services to customers. Howev< r,
it is impossible for every customer to know about every brand or product. This
is why companies advertise and use advertising media to reach to customers,
and to increase their market share. Depending upon the customer demographics,
advertising budget, targets of the company, advertising objectives etc, companies
can choose the type of media they want and they can do an advertising campaig n.
This helps to create a buzz about the brand, showcase the product and service
utilities to the customer and build a strong brand. Using all media channels Is
often referred to an integrated marketing communication and helps a to build a
brand using 360 Degree branding.

Types of advertising media
Advertising media is an important domain in business and advertising. With tl e
passage of time, there have been several ways in which ads are being showcast d
and can be communicated to customers. There are different types of advertisir g
media present. Depending upon various parameters like budget, reach, customer
preferences etc companies can choose the required advertising media and he p
boost their brand. Some of the most important types of advertising media are:
Business Studies-! O
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1. Broadcast media- TV and radio are two of the most important advertising
media known as broadcast media.
Television- Televisions have become a very important tool to advertise for
companies. Companies can target serials, reality shows, sports events, live
events etc which are showcased on TV>s and understand the demographics
of the people watching the TV. TV channels are anyways classified as
news, sports, knowledge, entertainment, movies, kids etc. This helps
advertisers to pick and choose the channel. Thus, TV is one of the most
widely used advertising media in the world. Advertising slots are sold by
broadcasting companies and channels based in popularity of TV shows,
TRPs etc.
Radio- As a tool for marketing and advertising, radio is the most costeffective tool which a customer can have. Since radios have are high
penetration and are easy for customers to buy, they are a good tool for
advertising. Radios enable companies to reach out to a wide range of
customers. Since radio cater to the needs of a particular city or region, it
is a good way to advertise based on customers selected from geographic
segmentation. Thus, radio is one of the most effective tools.as .advertising
media.
, :mjrnmoo
2. Print Media: Advertising media like newspapers, magazines,.leaflets,
brochures, billboards, signages, direct mail and other print publications
come under print media. With the massive reach of print media, it became
a popular tool for advertising. Print media caters to a regional audience
and is published in different languages. Hence, print media- can cater to
a niche audience as compared to broadcast advertising media tools like
TV or radio.
3. Online Media: With the consistent growth in internet penetration,
companies have started using online media for promotion through
advertising. People are connected to the internet through social media,
website browsing etc. This gives an opportunity to companies to use this
advertising media and cater to customers using online advertising. Online
ads, blogs, content advertising, affiliate marketing etc are all done using
online as an advertising media.
4. Outdoor Media: Another popular form of advertising is using outdoor
hoardings, billboards, OOH (out of home)media etc. Outdoor advertising
it basically useful in capturing those customers who are travelling from
one place to another. This gives an opportunity to companies to use
outdoor advertising media to create brand awareness by putting large bill
boards and hoardings above buildings, near streets etc to give maximum
visibility.
5. Mobile: With the increasing penetration and usage of mobile phones,
mobile advertising has become a critical aspect for every business. Mobile
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as an advertising media helps to reach out to customer by promoting
messages through SMS, social media chat groups etc. Online and mobjile
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media are also overlapping at times as websites can be accessible both
through desktop, laptop and smartphones.
6. Specialty Media: These consist of items that are given away to the
consumer on which the name of the company or brand is printed so tliat
more people get to know about it. For example- carry bags, membership
cards, free merchandise like caps or bags, etc. These type of advertising
media are more niche and have a narrow reach as compared to the abovementioned media.
7. Other forms: Apart from the ones discussed above, advertising can "be
done through transit signs i.e., the small posters that we see on trains or
buses, electronic billboards, etc. Some ads can be advertised before 'he
movies in cinema halls as well, where it can reach out to a large group
of similar audience in terms of demography or geography.

Notes
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The various types of advertising media used for advertising are show above
in the image

Advertising media selection
For companies, it is important to have a clear-cut plan in the selection of*
advertising media. Some steps followed in advertising media selection are:
1. The objective of the company is analysed as to what product and to which
customers it is to be advertised.
2. The next stage is to have a complete understanding about the custon ier
demographics who are to be targeted.
3. After that, depending upon the type of product, type of customers, the
advertising budget set, companies can choose from the various types of*
advertising media. Advertising media should be chosen on the fact which

©

Business Studies- lO

i

0
. v;

>

CLASS-10

gives maximum return on investment. Companies should spend minimum
on advertising, reach out to as many people as they can and which should
convert into substantial sales to give profit to..the company.
4. Over a period of time, this processing of selecting the appropriate
advertising media can be repeated for increasing cost benefit to the
company.

Business Studies
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Measuring impact of advertising media

Notes

For every type of advertising media, there are different parameters based on
which they can be measured:
1. For a print or a TV/radio ad, a phone number or email can be given for
customers to contact the company if they want, and through the number
of people who have tried to contact, we can measure the impact of the
ad.'
2. For an internet ad which is placed on different website homepages, if the
company or brand has an online website too, the number of clicks which
direct the customer to the company website measures the impact of the
ad. But if the company does not have a website, contact information can
be displayed on the banner as in the case of print ads, and the impact
can be measured similarly.
In general, feedback devices like coupons, toll-free numbers, or feedback
registers in shops can estimate the impact of advertising media.

Space for notes
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Sales Promotion
Concept and Nature of Sales Promotion:

Notes

Sales promotion is an important tool of promotion which supplements personal
selling and advertising efforts. According to American Marketing Association;,
“Sales promotion includes those marketing activities, other, than personal
selling, advertising, and publicity, that stimulate consumer purchasing and dealer
effectiveness, such as displays, shows and expositions, demonstration, and various
non-recurrent selling efforts not in the ordinary routine.”
Sales promotion includes techniques like free samples, premium on sale, sa es
and dealer incentives, contests, fairs and exhibitions, public relations activities, e tc.
Sales promotions are those activities, other than advertising and personal selli ng
that stimulate market demand for products. The basic purpose is to stimulate Dn
the spot buying by prospective customers through short-term incentives. These
incentives are essentially temporary and non-recurring in nature.
I
Sales promotion is different from personal selling which is persuasion [of
customersgb^the sales persons to buy certain products. It is also different from
advertising. Except for advertising through direct mail, advertising deals witli
media owned and controlled by the firm itself.
Usually, sales promotion deals with non-recurring and non-routine metho is
in contrast to personal selling or advertising. As a matter of fact, sales promotion
activities aim at supplementing and coordinating personal selling and advertising.
promote sails.
Sales promotion includes activities of non-routine nature to
a
e.g., distribution of samples, discount coupons, contests, display of goods, fafrs
and exhibitions, etc. But it does not include advertisement, publicity and personal
selling.
1.Interrelationship of Sales Promotion and Advertising:
Sales promotion includes all those activities which promote sales such is
distribution of samples, discount coupons, contests, display of goods, fairs ar id
exhibitions, etc. Advertising, on the other hand, is any paid form of non- personal
presentation and promotion of ideas, goods and services. The objectives of bo :li
sales.promotion and advertising are similar and they complement each other..
They are interrelated in the sense that they are integral parts of the ‘promotk n
mix’ of the business. Advertising supports sales promotion activities by informir.g
the public about such efforts of the company. Similarly, sales promotion activities
remind the people of the message advertised by the business firm.
2. Objectives of Sales Promotion:
The basic purpose of sales promotion is to increase the sales of a product t y
creating demand. Sales promotion has a capability to complement and supplement
Business Studies-1 O
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the advertising functions of the marketing. It helps marketers to realize a variety
of objectives. These objectives are for both marketers and traders.

Business Studies

Following are the objectives of sales promotion:
i. It improves the performance of middlemen and acts as a supplement to
advertising and personal selling.
ii. It motivates sales force to give desire emphasis on new accounts, latent
accounts, new products and new territories.
iii. It increases sales and makes sales of slow-moving products faster and
stabilize fluctuating sales pattern.

Notes

iv. It attracts channel members to participate in manufacturer promotion
effort.
v. Motivating the dealers to buy high volumes of products and push more
of the brands that are on promotion.
vi. Supporting and supplementing the advertising and personal selling efforts.
vii. Making consumers to switch brands in favour of firm.
viii. To overcome the seasonal fluctuation of products.
ix. Inducing retailers to promote the brand by local adveftisifig^Shd POP
display.
x. Sales promotions motivate the salesmen to sell more and'to sell the full
line of products.
xi. To reduce the perception of risk associated with the purchase of a product.
Sales promotions encourage the customers to try a new product. For example,
companies distribute free samples of their new product. To attract new customers,
distribute free sachets to households. Some companies offer a free pack with
purchase of a product like free soap with purchase of detergent. Henko detergent
introduced scratch card scheme in which customers usually received discount
again.
coupons so that customers buy the same product (Henko. detergent)
These encourage the customers to use the product or service and make them
brand loyal.

Components of Sales Promotion:
Sales promotion has two components consumer promotion and trade
promotion:
1. Consumer Sales Promotion Methods:
Consumer promotion is for the common customer, this promotion is
supported by advertisements, publicity, direct selling etc. This type of sales
promotion is targeted at the end consumers. Customer sales promotion is
a “pull strategy” and encourages the customers to make a purchase,
i. Price-Off Promotions:
It means offering product at lower than its normal price. Company
Business Studies-10

127

CLASS-10

offers either a discount on the norma] selling price of the product or
more of the product at the same price. This type of promotion mi st
be used with care as the increase in sales is gained at the cost of a.
loss in the profit. It attracts non users and act as an effective tool to
counter competition.
ii. Coupons:

Business Studies

It is a method of offering a discount offering. Coupons are t le
most widely used customer sales promotion technique. A coupon is
a certificate that offers a price reduction for some specified iter "is
to the holder. Coupons are distributed with purchase of a product,
magazines, newspapers, etc.
A few examples of coupon distribution can be coupon pasted on a
package, or placed inside a package to encourage repeat purchas e.
Coupon books are sent out in newspapers, or offered with the purchase
of an item in a given time frame.
iii. Premiums:

Notes

Marketers can offer an article of merchandise as an incentive in order
|
to sell product or service these are known as premiums, as the customer
gets something in addition to the main purchase. For example, if a
customer buys toothpaste, he gets a toothbrush free. Premiums are
of different types like packed premium, banded premium, personali ty
premium and container premium.
iv. Free Samples:

i
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Offering free gifts or samples is the most expensive form of sal 2s
promotion. Marketers use this technique to increase their sales volun le
in the early stages of the product life cycle. It means offering a small
quantity of a product free in order to persuade customer to try tie

!
i

product.
v. Money Refund and Rebates:
In case of money refund, the customer receives a specific amount
of money (refiind)after he submits a proof of purchase to the
manufacturer. Manufacturers devise the strategy such that the custom sr
qualifies for a refund only when he makes multiple purchases. It is
a kind of offer of a refund of money to customer for mailing in a
proof of purchase of a particular product, it induces trial from prima *y
users and motivate several product purchases.
vi. Frequent User Incentives:
Repeat purchases may be stimulated by frequent user incentiv€ s.
Hence, firms offer incentive schemes to reward their loyal customer s.
The best example of this is the frequent flyer scheme offered byairlines.

©
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vii. Consumer Contest:
In this method of sales promotion, customers take part in small 4
competitions on the basis of their creative and analytical skills.
Customers are invited to compete on the basis of creative skill, such
contests create brand awareness and stimulate interest in the brand,
and it acquaints consumers with brand usage and benefit.
viii. TVade Shows:
A group of retailers or manufacturers conduct exhibitions and trade
shows to make the customer aware of the products offered by various
firms. Industrial shows and annual industrial exhibition, exhibition
of home appliances, consumer goods or gym equipment, etc. are
examples of this type of sales promotion.
2. Trader’s Sales Promotion Methods:
Trade promotion is not advertised and publicised it is for the channel
members, company’s offers are for dealer, distributors, retailers and agents
only main purpose is to increase sales by offering incentives to them. It
is a “push strategy” and encourages the channel members to stock the
product. This form of promotion is usually not advertised, as it is an
internal affair between the company and its distribution network partners.
a. Trade Buying Allowance:
In this method there is temporary price reduction and reimbursement of
expenses incurred by the dealers in full or in part. Buying allowance
is a temporary price reduction offered to the retailer for purchasing
specific quantity/units of the product. Such an offer acts as an
incentive to stimulate short-term profit of the retailer and promote
new products for the company. It encourages trade cooperation and
stimulates repurchase.
b. Buyback Allowance:
In this method, intermediaries are offered a monetary incentive for
each additional unit purchased after the initial deal. This method aims
at stimulating the channel members to purchase additional quantities
of stock that is over and above the normal stock, as the monetary
incentive they receive is proportional to the amount of additional
stock they purchase.
c. Merchandise Allowance:
It is an allowance to trader for providing desired sales promotion
and product display. Middlemen are usually required to show the
proof of the advertisement carried out by them.
d. Free Merchandise Schemes:
In this sales promotion technique, an additional amount of the product
is offered without any additional cost, as an incentive to purchase a
minimum quantity.
Business Stueiies-10
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e. Point-of-Purchase (POP) Displays:
• '.POP displays include window displays, wall displays, display racks,
danglers, balloons, outside signs, etc. These items attract the attention
• '.of a customer and inform him about the product.
f. Dealer Gift:
It'is a reward or gift which is offer of useful articles and attractive
» gift to dealers for personal, family or office use. Retailers obtain gifl s
only when they buy specific quantities of goods or fulfill a given sales
target. Marketers use this technique when they use new distributors or
. they want to push products to retailers. For example - a silver tray
: to .display a product. When the event is over' the retailer is allowed
to. keep the silver tray.
g. Premiums:
When an additional compensation is offered to trader for pushing
additional product in market, this method is used to push a specific
• product or product line.
4. Need and Importance of Sales Promotion:
Sales promotion acts as a bridge between advertising and personal selling.
Due to the adversity of markets, the importance of sales promotion ha s
increased tremendously. Sales promotion helps remove the consumer's
dissatisfaction about a particular product, manufacturer, and create branc image in the minds of the consumers and the users.
Sales promotional devices are the only promotional devices available z t
the point-of-purchase. An advertising medium reaches the prospects at theLr
homes, offices, etc. and may soon be forgotten. The sales promotionz l
devices at the point-of-purchase stimulate the customers to make purchase
promptly on the spot.
Business firms use promotional tools to achieve the following benefits/:
©"Attracting Attention:
The first aim of sales promotion is to attract the attention of
the prospective buyers and inform them about the availabilit^,
characteristics and uses of a particular product.
(ii) Highlighting Utility of Product:
Promotion helps in letting the people know about the utility of the
new products. It also tells them how the concerned products will b 5
helpful in satisfying their specific demands.
(iii) Stimulation of Demand of New Product:
Promotional activities are used to create interest in the new product
and to persuade people to buy the same. This helps in launching th 5
new product.
Business Studies-l )
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(iv) Product Differentiation:
Promotion helps in differentiating a particular product of the firm
from the competing products of other firms. A firm can also use data
revealing how its product compares with the other products.
(v) Synergy in Promotional Activities:

Business Studies

Sales promotion activities supplement personal selling and advertising
efforts of the firm. They add to the overall effectiveness of the firm’s
promotional activities.
(vi) Stabilization of Sales Volume:
In the modem age of competition, it is an important purpose of
promotion to help in stabilizing sales volume by reassuring the
customers about the quality and price of the product. It is possible
that a customer using a particular brand, may buy another because
the other brand is promoted in an effective manner.
(vii) Performance Appraisal or Marketing Control:
The management of a company can keep an effective check on the
results achieved through sales promotion schemes, because it is in
a position to analyse the costs incurred and the benefits derived.
5. Planning Sales Promotion:

Notes

Proper planning is essential for the success of promotion plan as it involve
high investment on promotion products and execution of promotion
activities. With growing competition at the market place and the need to
release full benefit of sales promotion, it requires an appropriate approach
according to market conditions and nature of product.
The following steps are suggested for effective planning and management
of the sales promotion function:
Step one is to assess and analysis of the present situation of the brand in
terms of market share, major competitors and brand performance. This benchmark
should then be related to the market size and the potential estimated in market.
It will now pave the way for determining the roles of sales promotion in desired
change in the market share of the brand. The outcome of this exercise will be
the availability of desired information to set measurable an attempt and goals.
Second step deals with the identification of the alternative schemes, and the
selection of the most appropriate sales promotional schemes, these schemes should
match with the budget.
Third step relates is to incorporating creativity into the scheme to be offered.
This is making the scheme attractive and challenging form the view point of this
target group segment.
Fourth step is to ensure the legal validity of the sales promotions schemes
to be offered for customers and traders. Promotional offers should not violate the
land of law.
Business Studies-10
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Fifth step is concerned with primary decision relating to timing and duratiori
of the schemes to be offered locating, selection of dealers and convictions o:
the trade and sales force about the suitability of the scheme. It will be useful in
determination of sales quota and sales targets for middlemen..
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Sixth step cover the development and evolution criteria in relation to sale >
to be achieved cost effectiveness and turnover of promotion. It is a process o r
evaluation cost and output of sales promotion methods.
Notes

Seventh step relates to monitoring the offer, collection of the relevant data
and for the future use as well as mid period corrections in promotion methods.
Eighth step involves evaluation of effectiveness of sales promotion in the
context of the goals. Efforts must also be put into perfect the measurement, thi
methodology for evaluation and documentation of corporate experiences on sales
promotion the errors in the existing system, corrections in procedures and the
mishaps that occurred ultimately to help in improving the skills of managing thi
sales promotion function.

Types of Sales Promotion Programs:
Sales promotional activities may broadly be classified into the following:
(i) Consumers sales promotion program
(ii) Dealers sales promotion program
(i) Consumers Sales Promotion Program:
Sales promotion directed towards the consumers may be conducted eithe
to increase the consumer’s knowledge of the product regarding its use o
it may be conducted to attract new customers. In some cases, this type
of programme is also conducted to retaliate against a competitors’ sales
activities.
In some cases, this type of sales promotional programme becomes necessaiy
in view of seasonal decline in sales. For example, woolens are put on
discount at January-end each year, the end of the winter season.
In case of consumers sales promotion programme, an attempt is made
to reach the consumer at his home or at a retail store. The techniqued
of promotion used are-free samples, contests, coupons, demonstrations
price reductions, counter- display cards, etc. Free samples are distributee
among the prospects to arouse interest.
Sales contests are conducted to attract new customers or to introduce new
products. For this purpose, an entry form is designed and the consumer i
asked to forward the entry form along with the cash memo of the product
or wrappers, foils, etc.
In the demonstration method, the technical experts or sale demonstrators
are sent to various customers to induce them to buy the product. This
technique is used by Real Value (fire-fighting equipment’s), Birla-Yamaha
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(petrol and diesel generators), etc. Sometimes, coupons are introduced
either through press advertising or through the package of the product
itself, which induce the consumer to buy the product at a .concessional
price.
(ii) Dealers Sales Promotion Program:
The products are often sold through retailers and wholesalers. In such
cases, promotional activities are conducted to induce the dealers to keep
a large stock with them. These activities might include extra cash or trade
discount on the basis of orders placed. They are also known as Trade
Promotion.

Role of Retail Stores:
Retailer takes many marketing decisions, tries to find new marketing strategies
to attract and hold customers. This is achieved by providing special varieties of
goods (Liberty showrooms at Connaught Place and other places in Delhi provide
different varieties, shapes, styles, colours, etc.) by offering better customer service
(take back goods, if not satisfied, free home delivery, order-on-phone, credit
facilities, etc.) and by providing personalized services.
The retailer takes decisions concerning the target customer, services, ambience
within outlet, and the decisions concerning price, place and promotion. Reputed
retail stores, use timely sales promotion tactics like sales during off seasons two
clearance or special prices and incentives (like buy two get one- free, credit cards
accepted during sales), samples for introducing new products (to sell their own
brand of tea), Gifts based on a number of visits, point of purchase displays, or
visiting celebrities. Thus, retails stores try to focus customer attraction by carrying
out sales promotion techniques.

Techniques of Sales Promotion:
The techniques of sales promotion used by business houses are discussed
below:
1. Distribution of Samples:
Many big businessmen distribute free samples of their products to the
selected people in order to popularise their products. Distribution of
samples is popular in case of books, drugs, cosmetics, perfumes and other
similar products. As the distribution of samples is very costly, this system
is confined to those products of small value which have often repeated
sales.
2. Rebate or Price-Off Offer:
In order to increase sale, many producers introduce price off offer to
the customers. Under this, the product is offered at a price lower than
the normal price. For example, during off season (winter), ceiling fans,
coolers and refrigerators may be offered at 20 to 30% off price.
Business Studies-10
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Rebate offer is given for a limited period only, for example, Coca cola
offered 2 litre bottle at Rs. 35 only during winter 2009. Khadi Gran^
Udyog offers rebates on Khadi cloth and ready-mades to coincide witli
the month of Gandhi Jayanti every year.
3. Partial Refund:
A firm may use the strategy of refunding a part of the price paid by th<:
customer on the production of some proof of purchase of its product. Fo: ■
instance, the buyer of two cakes of a branded soap may be refunded Rs
5 on returning the empty packages to the dealer.
4. Discount Coupons:
A discount coupon is a certificate that entitles its holder to a specifiec
saving on the purchase of a specified product. Coupons may be issued bv
the manufacturers either directly by mail through sales-force or through the
dealers. The coupons are also issued through newspapers and magazines.
The holders of coupons can go to the retailers and get the product at a
cheaper price.
1
The retailers are reimbursed by the manufacturer for the value of coupon
redeemed and also paid a small percentage to cover handling cost. Bur
many retailers do not patronise this method because it involves financial!
and accounting problems for them.
§. Packaged Premium:
Under this, the seller offers premium to the buyer by way of supplying
a gift along with the product or inside the product package. Premium on
sales helps the salesman to make effective presentation, stimulate sale in
a particular area, lead to enlistment of new customers and have the way
for introducing new brands in the market. Premiums are generally given
in the case of customer convenience goods such as packed tea leaves,
blades, tooth-pastes and toilet soaps.
6. Container Premium:
Several firms use container premium to push the sale of their products.
For instance, Taj Mahal tea leaves, Ariel detergent powder, Boumvita,
Kissan jams, etc. are made available in special containers which could
be reused in kitchens after the product has been consumed. The reusable
containers for packaging often have special appeal to the consumers who
don’t have to pay anything extra for the product.
7. Contests:
There may be consumers’ contests, salesman’s contests and dealers’
contests. Contests for salesman and dealers are intended for inducing
them to devote greater efforts or for obtaining new sales idea in the task
of sales promotion.
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Contests for consumers may centre around writing a slogan on1 the product.
Such slogan centres around the questions as to the likingrof a customer
for the product, or formulation of new advertising idea for the product.
Such contests are held through radio, T.V., newspapers,, magazines, etc.
8< Public Relations:
Public relations activities strive for creating a good image of the enterprise
in the eyes of the customers and the society. These activities are not
aimed at immediate demand creation. It is very common that big business
enterprises convey their greetings and thanks to the, people through
newspapers and other media.
9. Free Gift:
The customer does not get any benefit at the time of purchase, rather he
gets it through mail. For this he has to send the proof of .purchase (e.g.,
cash memo and wrapper)to the manufacturer to claim the gift which might
be a diary or book or any other item. The gift is sent by the manufacturer
by mail or through courier.
.
,
10. Exchange Offer:
It means exchange of an old product with the new one after payment
of the exchange price fixed by the manufacturer. Such offers are very
common these days in case of electric irons, TVs, refrigerators, scooters,
gas stoves, washing machines, etc.
11. Product Combination or Gift:
It refers to giving a free gift on purchase of a product. Generally, the
free gift is related to the product but it is not necessary. For example,
Mug free with Boumvita, Toothbrush free with Toothpaste, DVD free
with TV, Vacuum cleaner free Fridge, etc.
12. Instant Draws and Assured Gifts:
Some sectors offer instant draws and assured gifts to their customers
when they make purchases. The scheme may be like - “Scratch a card
(or burst a cracker)and instantly win a car, A.C., fridge, T.V, computer
or electric iron on the purchase of a T.V.”
13. Full Finance @ 0%:
Manufacturers of durables like bikes, T.V, A.C., etc. offer easy financing
schemes even at 0% rate of interest e.g., “Pay Rs. 10,000 in cash and Rs.
30,000 in 12 equal instalments of 2,500 each by post-dated cheques and
get a bike on the spot.” This tool of promotion misleads the customers
and so should be avoided by the marketers.

Sales Promotion Tools and Programmes:
Sales promotion techniques are known as promotion tools and the mode of
their application is known as sales programme.
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These tools and programmes are divided under two heads:

Business Studies

1. Tools and programmes for consumer sales promotion.

I

2. Tools and programmes for dealer/distributor sales promotion
1. Tools and Programmes for Consumer Sales Promotion:
i. Sample:
Also known as consumer sample or free samples and given to consumer s
to introduce a new product or to expand the market. The consumers are
expected to be convinced to use the product.

Notes

ii. Demonstrations or Instructions:
These are instructions given to aware the consumers about using th s
product. This method may be used in products like washing machine.
iii. Coupon:
It is a certificate that reduces the price. When a buyer gives a coupon to
the dealer or retailer, he gets the product at lower price. It gives expected
result.
iv. Money-Refund Orders:
The technique indicates refund .of full purchase price if the buyer so
wants. It is helpful in the introduction of a new product. Refund offe r
creates additional interest and increases sales considerably. It is a good,
device for creating new user and to strengthen the brand loyalty.
v. Premium (Gift) Offers:
These are temporary price reductions, which appeal to bargain instinct.
Towels, dinner ware, hair-brushes, key-chains, artificial flowers, ball pens,
toilet soaps, bathing soaps, blades, are given as in-pack premiums. Bin"
ONE GET ONE, BUY TWO GET ONE FREE are the usual offers madf s
to the customers to appeal them.
vi. Price-Off:
The price off label is printed on the package that is a certain amount i:
reduced from the actual price to woo the customers. It gives a temporary
discount to the consumers:
vil. Contests or Quizzes:
These are held to stimulate consumer’s interest in the product. In thes<
contests, participants compete for prizes on the basis of their skill oi
creative ideas. In this type of sales promotion, prizes are offered in kinds
(especially the products of the company) and sometimes a payment is
given to the participants.
viii. Trading Stamps:
Trading or Bonus stamps are issued by retailers to customers who buy
goods from there. The number of stamps given to a buyer depends upon

<3
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the amount of purchases made by him. Stamps are issued at predetermined
percent rate of the purchase amount.
These stamps are given free of charge and the customers can redeem
them to obtain products out of the specified list. This technique induces
customer to buy their requirements from the retailers who offer such
stamps. The purpose is to increase customer loyalty.
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ix. Fairs and Exhibitions:
Trade shows, fashion shows or parades, fairs and exhibitions are important
technique/tools of sales promotion. They provide a forum for the exhibitions
or demonstration of products. Free literature can be distributed to introduce
the firm and its products to the public.
Fairs and exhibitions are organized usually by big firms or trade associations.
At these fairs and exhibitions, business firms are allotted stalls wherein
they display their products and attract the customers through gifts, special
concessions and free demonstrations of technical and specialty products.
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x. Public Relations Activities:
These include greetings or thanks in newspapers, donating space for
noble causes, offer of Privileged Citizen Card, etc. Their purpose is not
to create immediate demand or to increase sales.. They are designed to
create a good image of the firm in the society.
xi. Exchange Scheme:
This technique offers to exchange the old product with new one in payment
of a fixed amount which is less than the original price. For example,
exchange of old Black & White Television for Colour Television by paying
was offered by
rupees 8000 only (original price is rupees 10000)
a particular producer of colour TV sets.

Tools and Programmes for Dealers/Distributors Sales Promotion:
i. Free Display:
There is provision of free display of material either at the point of
purchase (POP)or at the point of sale (POS), depending on one’s view
point. Display reaches consumers when they are buying and actually
spending their money.
ii. Retail Demonstrations:
These are arranged by manufactures for preparing and distributing the
products as a retail sample, for example, Nescafe Instant Coffee was
served to consumers for trying the sample on the spot of demonstration
regarding the method of using the product.
iii. Trade Deals:
These are offered to encourage retailers to give additional selling support
to the product, e.g., tooth paste sold with 30% to 40% margin.

©
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iv. Buying Allowance:
Sellers give buying allowance of a certain amount of money for a produ
bought.
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v. Buy-Back Allowance:
It is offered to encourage repurchase of a product immediately aft-sr
another trade deal. A buy back is a resale opportunity.
vi. Advertising and Display Allowance:
These are also offered to retailers to popularise the product and brat
name of the manufacturer.
vii. Contests:
Sales contests are held for salesmen. These are usually aimed at increasii tg
the performance of the sales persons.
viii. Dealer Loader:
A gift for an order is a premium given to the retailer for buying certa rx
quantities of goods or for special display done by the retailer,
ix. Training for Salesmen:
Periodical training programmes are conducted by dealers and distribute rs
for salesmen to give them a better knowledge of a product and its usage.
Dealer sales promotion provides the selling devices. Sales promotion
devices at the point of purchase inform, remind, and stimulate buyers to
purchase products.
|
People who see these devices are in a buying mood and thus they can be
easily persuaded to buy those products. Tell tags are informative labels
affixed on the product, describing in detail the features of the product aiid
its unique selling points. Counter, top racks, posters, mechanised sigbs
are other point-of purchase displays.

I

Benefits of Sales Promotion:
(i) Creates differentiation - When you launch a new product or ask customers
to engage with your business in a new way, this sets you apart from your
competition. Promotion planning compels you to identify something ne^v
or different that offers value to your customers;
(ii) Creates new content and communication opportunities - One of the easiest
way to create new content for your customers is to create news by usii ig
sales promotion.
(iii) Creates upsell and cross sell opportunities - When you package or bund le
products around a theme or solution, you can often generate sales of
multiple items rather than a single item.
(iv) Drives customer decision making - Limited availability offers can create
a sense of scarcity in your customers that get them to act. If you can at .d
sampling of your promotional item to the mix, you can create compellii g
reasons to buy.
Business Studies-: .O
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Creates word-of-mouth opportunities - Promotions can often get your
regular customers a new reason to be surprised and delighted by your
business which gets them to talk about your product to their friends;
(vi) Creates training opportunities for staff - Promotions give a chance to
train, prepare and re-engage the sales staff in what’s new in the business;
(vii) Creates testing opportunities - Promotion gives a limited time window to
test new ideas and new products and to measure them. This will help to
figure out whether they warrant additional investment of time and money
to make them permanent products or services;
(viii) Grows revenue - Sales promotions are a great way to build year-overyear and month-over-month revenue growth.
(V)

Limitations of Sales Promotion;
Sales promotion activities are often criticized on the following grounds:
(i) No Real Incentives:
The incentives offered through sales promotion schemes are fictional, and
not real. It is said that the manufacturer will realize the cost of these
incentives by raising the price of goods.
(ii) Shoddy Products are Passed-off:
Only products which are lacking in quality, or are not likely to be favored
by consumers, require sales promotion efforts.
(iii) Short Term Perspective:
The sales promotion schemes are carried out during particular seasons and
not on a permanent basis; the results achieved through them are generally
short-lived. As soon as the incentives offered under such schemes are
withdrawn, the benefit in terms of increased sales may also vanish.
(iv) Switching of Demand:
Sales promotion shifts demand from one brand to another. It does not
create new demand.
(v) Reflection of Crisis:
Frequent use of sales promotion activities may lead consumers to think
that the product is of inferior quality. They may not, therefore, prefer to
buy such products.

Personal selling
Personal selling is an act of convincing the prospects to buy a given product
or service. It is the most effective and costly promotional method. It is effective
because there is face to face conversation between the buyer and seller and seller
can change its promotional techniques according to the needs of situation. It is
basically the science and art of understanding human desires and showing the
ways through which, these desires could be fulfilled.
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According to American Marketing Association, “Personal selling is the oral
presentation in a conversation with one or more prospective purchasers for t le
purpose of making sale; it is the ability to persuade the people to buy goods a icl
services at a profit to the seller and benefit to the buyer”.
In the word of Professor William J. Stanton, “Personal selling consists in
individual; personal communication, in contrast to mass relatively impersor al
communication of advertising; sales promotion and other promotional tools”.
Personal selling is a different form of promotion, involving two-way face-t oface communications between the salesmen and the prospect. The result of supTi
interaction depends upon how deep each has gone into one another and reachpd
the height of the common understanding. Basically, the essence of personal selling
is the interpretation of products and services benefits and features to the buyer
and persuading the buyer to buy these products and services.

Features of Personal Selling:
The main features of personal selling are:
i. It is a face-to-face communication between buyer and seller.
ii. It is a two-way communication.
iii. It is an oral communication.
iv. It persuades the customers instead of pressurizing him.
v. It provides immediate feedback.
vi. It develops a deep personal relationship apart from the selling relations! ip
with the buyers and customers.

Personal Selling Process:
The process of personal selling includes prospecting and evaluating, preparii ig9
approach and presentation, overcoming objections, closing the sale and a follow
up service.
1. Prospecting and evaluating:
The effort to develop a list of potential customers is known as
prospecting. Sales people can find potential buyers, names in compa ly
records, customer information requests from advertisements, telephone
and trade association directories, current and previous customers,
friends, and newspapers. Prospective buyers predetermined, oy
evaluating (1) their potential interest in the sales person’s products and
(2) their purchase power.
2. Preparing:
Before approaching the potential buyer, the sales person should know as
much as possible about the person or company.
3. Approach and presentation:
During the approach, which constitutes the actual beginning of the
communication process, the sales person explains to the potential customer
Business Studies- 3.0
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Francis A. Walker (1870) calls the entrepreneurs as engineers of progress and
the chief agents of production. •
F. H. Knight (1921) propounds that entrepreneurs are a specialized group of
persons who bear risks and deal with uncertainty.
J-A. Mill (1848) advocates for using the word entrepreneur in the sense of
an organizer who is paid for his non-manual type of work.

Notes

J.B. Say (1824) defines an s entrepreneur as “an economic agent who
assembles factors of production, see the s price of produce in such a way that
ensures the cost and profit, re-accumulates capital and possesses administrative
and productive knowledge.”
The definition emphasizes the economic activities of an entrepreneur.
This concept is also supported by Hagen Se Robinson (1942). The emphasis
on socio-economic contributions and characteristics of entrepreneurs.
The innovation here is conceived as the introduction of a new product or new
utility of the old product, new market, new production methods, a new source of
raw materials and new organization.
Herberton G. Evans (1957) defines, “Entrepreneur Is the person or group of
persons who have the task of determining the kind of business to be operated.”
Evan’s entrepreneur only engages m setting the nature of the business, the
good to be produced or the service to be served and the type of customers to be
catered. .
H. Cole (1959) observes, “The entrepreneur is the individual who initiates,
maintains, or aggrandizes a profit-oriented business salt for the production or
distribution of economic goods and services.”
Cole believes that the person who engages in any economic activity to earn
a profit is the entrepreneur. Therefore, profit earning is the focal point to identify
an entrepreneur.
This definition centers on the concept of managership and implies that an
entrepreneur is a manager too.
The entrepreneur has been understood differently under the contemporary
condition in a seminar held on entrepreneurship in Delhi in 1981.
The consensus was “Entrepreneur is‘a person who accepts challenges, gives
emphasis on production for development, exercises vigilance about success and
failure at the time of taking standard risks and considers, carefully and significant
stove conditions before arriving at any decision.”
The concept has taken us to the idea of efforts and ventures that contribute to
the advent of facial progress leading to human welfare; it constructs upon physical
activities involved with the generation of products as writ as the psychological
aspect associated with entrepreneurial success.
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Thus, Say has made a clear distinction between the role of the capitalist as
a financer and the entrepreneur as an organizer.
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He further elaborates that in the course of undertaking several complex
operations like obstacles to be surmounted, anxieties to be suppressed, misfortunes
to be repaired and expedients to be devised, three more implicit factors are deemed
to be essential.
These are:
• Moral qualities for work judgment, perseverance and a piece of knowledge
about the business world.
• Command over sufficient capital, and
• Uncertainty of profits.
Marshall also advocated the significance of organization among the services
of a special class of business undertakers.

Entrepreneur as an Innovator
Joseph A, Schumpeter, for the first time in 1934, assigned a crucial role
of ‘innovation’ to the entrepreneur in his magnum opus Theory of Economic
Development’.
Schumpeter considered economic development as a discrete dynamic change
brought by an entrepreneur by instituting new combinations of production, i.e.,
innovations.
The* introduction of a new combination of factors of production, according to him,
may occur in any one of the following five forms:
' • The introduction of a new product on the market.
• The instituting of a new production technology which is not yet tested
by experience in the branch of manufacture concerned.
• The opening of a new market into which the specific product has not
previously entered.
• The discovery of a new source of supply of raw material.
• The carrying out of the new form of organization of any industry by
creating a monopoly position or the breaking up of it.
Schumpeter also made a distinction between an inventor and an innovator. An
inventor is one who discovers new methods and new materials. And, an innovator
utilizes inventions and discoveries to make new combinations.
Experts in the field of economics, business and sociology have defined
entrepreneurs from various points of view.

What is an Entrepreneur?
Adam Smith (1776) considers entrepreneur as a proprietary capitalist who
supplies capital and works as .a manager intervening between labour and the
consumer.
Business Studies-10
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It was only at the beginning of the 18th century that the word was used
to refer to economic aspects. In this way, the evolution of the concept of an
entrepreneur is considered over more than four centuries.
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Since then, the term ‘entrepreneur’ is used in various ways and various views.
These views are broadly classified into three groups, namely, risk-bearer,
organizer and innovator.

Entrepreneur as a Risk-Bearer

Notes

Richard Cantillon, an Irish man living in France, was the first who introduced
the term ‘entrepreneur’ and his unique risk-bearing function in economics in the
early 18th century.
He defined an entrepreneur as an agent who buys factors of production at
certain prices to combine them into a product to sell it at uncertain prices in the
future.
He illustrated a farmer who pays out contractual incomes which are certain
to the landlords and laborers and sells at prices that are ‘uncertain’.
He further states that so do merchants also who make certain payments in
expectation of uncertain receipts.
Thus, they too are ‘risk-bearing’ agents of production.
Knight also described an entrepreneur to be a specialized group of personswho bear uncertainty.
Uncertainty is defined as a risk that cannot be insured against and is
incalculable. He, thus, distinguishes between ordinary risk and uncertainty.
A risk can be reduced through the insurance principle, where the distribution
of the outcome in a group of instances is known.
On the contrary, uncertainty is the risk that cannot be calculated.
The entrepreneur, according to Knight, is the economic functionary who
undertakes such responsibility of uncertainty which by its very nature cannot be
insured, nor capitalized nor salaried too.

Entrepreneur as Organiser
Jean-Baptiste Say, an aristocratic industrialist, with his unpleasant practical
experiences developed the concept of entrepreneur a little further which survived
for almost two centuries.
His definition associate’s entrepreneur with the fijHfcons of coordination,
organization, and supervision.
According to him, an entrepreneur combines the land of one, the labour of '
another and the capital of yet another, and, thus, produces a product.
By selling the product in the market, he pays interest oh capital, rent on land
and wages to laborers and what remains is his/her profit.

(no)
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Entrepreneur: Definition, Characteristics,
Types of Entrepreneur
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Entrepreneurs are action-oriented highly motivated individuals who take risks
to achieve goals. An entrepreneur is an innovator of a new combination in the
field of production.
The entrepreneur is the founder of the enterprise who identifies opportunities,
assembles skilled manpower and necessary resources for the operation of the
enterprise, attracts persons and financial Institutions and takes psychological
responsibility for managing the enterprise successfully.

Concept of Entrepreneur
The word ‘Entrepreneur’ is derived from the French word “Entreprendre”
means, “to undertake.”
There are two popular beliefs about who the person was who used the term
entrepreneur in economics.
It is believed that the word “Entrepreneur” was first used by the Irish banker
operating in Franco Ricardo Cantillon.
Another belief is that the French economist J. B. Say (1824) was first'
used the word entrepreneur in economics. It is derived from the French word
“Entreprendre” means, “to undertake”.
Oxford English dictionary has adopted this word in 1897 and meant as
“director or manager of a public musical institution”. The term goes through
evolutionary changes of meaning. Till now, there is no consensual concept of
entrepreneurs.
In the early 16th century, it was applied to those who were engaged in
military expeditions. It was extended to cover civil engineering activities Such
as construction and fortification in the 17th century.
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2. Self-employment means:(a) A contract between the employers and employee

Business Studies

(b) Serving another person for salary or wages
(c) Engaging in some economic activity on his own
(d) None of the above
3. Which of the following is not a quality required for self-employment.
(a) Formal education
(b) Alertness & Foresight

Notes

(c) Knowledge about business
(d) Acquaintance with relevant laws.
4. Career Path means
(a) Work done in different job positions
(b) Way adopted for a career
(c) Getting Professional degree
(d) Getting a job title
5. Career Planning includes
(a) Starting an own business
(b) Thinking suitably about positive and negative aspects of a career
(c) Joining a job
(d) Making adjustments with the career
Answers: 1. a.
2.c,
3. a,

4. c,

5.b

Review Questions
\

1. What is Self-Employment
2. What is the difference between wage employment and self-employment?
3. Explain the importance of choosing a career.
4. State briefly the avenues of wage employment in the area of business.
5. Describe the importance of self-employment in the present context of
unemployment.
6. What are the skills required to be successful in business?

ACTIVITY FOR YOU
1. Visit Employment Exchange of your area and find the various job suiting to your
capabilities
2. Discuss with your parents and friends about your career goal and take input on
the same.

Space for Work

168
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Leadership
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If you employ people, leadership will be a key skill. You must be able to
motivate your staff in order to get the best out of them and improve productivity.
Allocate time to mentor and coach your employees.
Project management and planning
Starting a business means you will have to manage a range of projects, such
as setting up a website, arranging the fit-out of your premises and developing
a range of policies and procedures. Knowing how to effectively manage your
resources, including time, money and staff will help you to achieve your goals.

Notes

Delegation and time management
Failure to delegate is a trap many business owners fall into usually because
they are reluctant to let go of control. Managing your time effectively may
mean delegating responsibility to someone else in the business or outsourcing.
Identifying who you can delegate tasks to, allows you to concentrate on those
tasks that generate revenue.
|

SUMMARYrOFTHE£HARJER|^^

Today’s students have a dizzying array of career avenues not available to
earlier generations. On the one hand, it is exciting to have so many possibilities.
But it can also feel stressful and overwhelming, especially with people unrelentingly
asking, “What are you planning on doing with your life?” If you have no sense
of purpose or direction, you could waste precious time in low-paying, dead-end
jobs. Choosing a career path early can give you a jump-start on a bright future.
A self-employed person is an individual who earns a living by working
for themself, not as an employee of someone else and not as an owner
(shareholder) of a corporation. But there are various definitions of “self-employed”
that differ slightly.
*'
Key Words:
• Employment
• Wage Employment
(

• Job
• Self-Employment

EXERCISE

Multiple Choice Questions
1. Wage employment means
(a) Serving another person for wages or salary
(b) Doing business
(c) Engaging in some economic activity on his own
(d) None of the above
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Qualities required for success in business.
Financial management
Being able to effectively manage your finances is critical You will need to be
able to forecast your cash flow and sales, as well as, monitor your profit and loss.
Marketing, sales and customer service
It is important to be able to promote y'ouf products or services effectively.
Providing good customer service and having a marketing strategy in place will
help you to generate sales.
Communication and negotiation
You will need to communicate and negotiate with your suppliers, potential
investors, customers and employees. Having effective written and verbal
communication skills will help you to build good working relationships. Every
communication should reflect the image you are trying to project.
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Social Benefits
Employees enjoy the benefits of having their social status taken care of.
The employer pays in the social security contributions which amounts to around
13% of salary.
As a self-employed individual you have personally affiliate yourself with a
social insurance fund and you will be responsible for the payments of your social
securities which is around 20% of the total net taxable income.
Maternity Leave
Self-employed individuals get to choose the amount of days to take leave. In
addition to this the health insurance fund can provide an allowance of EUR 467
per week, but this is entirely dependent on the platform you are in.
The employed individuals are entitled to a total of 15 weeks of maternity
leave and will receive 82% of the total gross salary within the first month and
75% of limited wage in the second month.
Illnesses or Accidents
In the case of accidents or illnesses, the seif-employed gets daily allowance
of around EUR 35 within the third week of being incapable of working. The
rates are also similar in the US. There is no accident insurance for self-employed
but one can take up an income insurance to compensate when one is rendered
incapable of working.
Employees receive the regular income within the first month. In the second
month the health insurance compensates 60% of the wage paid previously. In the
case of accidents, employees receive allowances through the employer’s insurance
company under the Hazards and Occupational accidents clause.
Holidays and Unemployment
Self-employed individuals have no right to paid leaves and unemployment
benefits. During bankruptcy they can however receive an allowance for the next
12 months.
Employees have rights to paid leave and can enjoy unemployment benefits.
Position
Self-employed individuals are fully in charge of the business and decision
making.
However, the employed can never be fully in charge; they will always be
under an authority.
Business Studies-10
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What is self-employed?
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Self-employed just as the name suggests is an individual who has sought
out means of acquiring revenue on their own. They don’t work for anyone, either
operate a business, are freelancing or are privately contracted. These individuals can
further be classified as entrepreneurs. The Internal revenue service defines those
individuals who are self-employed in three ways. First you must be a member of
a partnership which carries on businesses or some form of trade. Secondly you
are in business individually either full-time or part-time. Thirdly, you carry on
trade as an independent contractor.

Notes

Wage Employment
Job opportunities or avenues of wage employment exist in Government offices,
Railways, Banks, Insurance companies, factories, trading concerns and various other
organizations including Schools, Colleges, Hospitals, etc. For clerical jobs, technical
jobs, and, other types of job at lower level; The nature of work to be undertaken
depends upon the activities and objectives of the organization. Thus, office jobs
in Government departments, Railways, Banks, Trading Organizations, Schools and
Hospitals involve different types of clerical work. Similarly, the nature of work
of the technical staff in industries and transport companies also vary according
to their functional differences. Job opportunities for those who have passed the
Secondary (class X) examination happen to be clerical jobs, or those of laboratory
assistants in schools where the minimum qualification required is class X pass.
But there are facilities for special training for them in ITIs and Polytechnique’s as
well as state secretarial and commercial institutes. On completion of a technical or
secretarial course, a person can find employment as technical staff in workshops
or as office assistant or accounts clerk. With computer operation skill, he/she can
be employed as computer operator.
Differences Between Self Employed and Employee
Risks and Freedom involved in Self Employed and Employee
Self-employed individuals enjoy great freedom but their risks are significantly
high. They are free to work within their preferred hours and make all the decisions.
However, the risks of losing out on revenue are high as the business can easily
collapse.
Employees are under contract; they have to work with schedules provided
by employers. They however don’t bear much risk.
Expenses
The business’s costs and expenses are paid in by the self-employed.
The costs and expenses of the businesses or companies the employees work
in are borne by the employer.
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2. External Career
External career is objective. It is a sequence of positions occupied
during the working life of an individual. It leads to increasing level
of responsibilities, status, power, and reward. It refers to the objective
categories used by society and organizations to describe the progression
of steps through a given occupation, while internal career refers to the
set of steps or stages which make up the individual’s own concept of
career progression within an occupation.
Career needs to be carefully planned. It is the self-responsibility of the
employee. Managers and organizations should facilitate career planning.
IMPORTANCE OF CHOOSING A RIGHT CAREER
“CHOOSING A CAREER MEANS CHOOSING THE WAY OF LIFE
WE LEAD”
Career affects all aspects of our life - Personal, Social and Professional.
Career forms our identity.
Daily routine is decided by the kind of career one has.
Our social status, friends, way of living, neighbourhood, social circle - all
depends on our choice of career.
The time that we spend with our family, friends and ourselves depends
on the choice of our career.
The money available for food, clothing, shelter, entertainment etc. depends
on the earning we get from our work/job.
The happiness or comforts and unhappiness or discomforts we face at
our work place depend on the job/profession that we fake.
If we choose the work of our liking, we do it with perfection and get
encouragement and rewards which boots our self-esteem.
"LET’S LOOK AT THE OTHER SIDE OF CHOOSING A CAREER”
If we select a career which we do not enjoy then sooner or later it will
develop: • Boredom with work routine.
• Boredom with fellow colleagues.
• Boredom with life.
• Boredom generates frustration.
• Frustration generates dissatisfaction with work and life.
• It leads to anger and depression.
• It leads to various physical and mental problems like headache, stomach
ache, acidity, ulcers, hyper tension, nervousness and lethargy.
Business Studies-10
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CAREER OPPORTUNITIES IN
BUSINESS

CHOOSING A CAREER
Notes

Concept of Career

Objective of the
chapter

To make student
underslnad about
Self Employment
Wage
Employinent

Concept of Career

The term ‘career’ was traditionally associated with paid employment and
referred to a single occupation. In today’s world of work, the term ‘career’ is seen
as a continuous process of learning and development. Employees join organizations
for a career not for jobs. All employees aspire for a career. A career is a pattern
of job-related experiences gained during one’s working life. Career is a sequence
of jobs held during the course of an employee’s working life.
A Career is a sequence of positions held by a person during the course of a
lifetime. It comprises of a series of work-related activities that provide continuity,
order, and meaning in a person’s life. This is an objective view of a person’s career.
There is also a subjective element in the concept of career. A career consists of the
changes in values, attitudes and a motivation that occurs as a person grows older.
A career can be of two types as follows:
1. Internal Career
2. External Career
1. Internal Career
Internal career is subjective. It is an individual’s self-concept of where he/
she is going in his/her work life. It consists of changes in values, beliefs,
attitudes, and ambitions that occur as the employee grows older. Each
person’s career is unique. Employee referral is an internal recruitment
method employed by organizations to identify potential candidates from
their existing employees’ social networks. An employee referral scheme
encourages a company’s existing employees to select and recruit the
suitable candidates from their social networks.

(3
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3. Explain any 5 rights of the consumer?
4. State any 3 functions performed by non- government organization for consumer
protection?

Business Studies

5. Explain 5 ways and means of consumer protection followed in India?
6. What are the remedies available to consumer under consumer protection Act
1986? Discuss.
.7. Briefly explain the meaning of 'consumer" with reference to consumer protection
act, 1986.

■!

L

Notes

8. What are the situations/cases in which a complaint can be lodged by the consumer
to claim compensation under consumer protection act?
9. 'Sumit wants to buy a chocolate. As an aware customer how can he be sure about
. the quality of chocolate he plans to buy'?

Space for notes
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Business Studies
Multiple Choice Questions

W§\

1. Rightsof consumer are protected under__________.
(a) Consumer protection 1986
(b) Consumer protection 1990

■V- *

(c) Consumer protection 1982

Notes

(d) Consumer protection 1991 '
2. The consumer has the right to get compensation against unfair trade practices
under right to
•
(a) Right to choose
(b) Right to seek redressal
(c) Right to safety
(d) Right to safety
3. Which of the following are the ways and means of consumer protection?
(a) Self-regulation by the business
(b) Business associations
(c) Government
(d) All of the above
4.

is the standardized mark on jewellery
(a) ISI
(b) FRO
(c) Hallmark

-

(d) CERC

5.

are made to hear complaints of the value less than 5 lakhs.
(a) Consumer forum at district level
(b) State commission
(c) National commission
(d) None of the above

6. Which of the following is not ah organization working for consumer protection?
(a) Consumer VOICE
(b) Consumer forum
(c) the bureau of Indian standard
(d) Consumer utility & trust society
Answer
1

a

'

2

b

3

d

4

c

5

a

6

b

Review Questions
1. Explain the importance of consumer protection from the point of view as
consumers?
2. State any 2 directions which can be issued by the consumer,court to opposite party
if it is satisfied about the geniuses of the complaint?
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Role of consumer organizations and Non-Governmental Organizations
(NGOs)
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Consumer organisations and NGOs play an important role in protecting and
promoting consumers’ interests. Some of the important NGOs and consumer
organisations include Consumer Coordination Council, Common Cause, Consumer
Protection Council, Consumers’ Association, Mumbai Grahak Panchayat, etc.
The following are the functions performed by these organisations in regard
of safeguarding the interest of the consumers.

Notes

(i) Consumer Education: The NGOs and consumer organisations educate
the consumer about their rights through various training programmes and
workshops.
(ii) Publishing Journals: They publish journals and periodicals to spread
knowledge and awareness about various consumer problems, legal remedies
available and other such matters.
(iii) Legal Assistance: They also provide legal assistance to the consumers
and help them in seeking suitable redressal.
(iv) Encouraging Protest against Exploitation: They encourage the consumers
to protest against any form of exploitation and unfair trade practices.
(v) Assistance in Filing Complaints: They encourage the consumers to file
complaints in appropriate forums and also file complaints on their behalf.
(vi) Taking Initiatives: They not only encourage the consumers to register
complaints but also take initiatives themselves in filing cases in the general
interest of the public.
(vii) Testing Quality of the Products: They carry out the quality tests for
various products in laboratories and publish the results.

SUMMARY OF THE MODULE
The Consumer Protection Act has proved to be a helping hand to the consumers
and protected them from being exploited in the hands of huge companies and
famous traders. The traders and the firms are still working on how to make huge
profits and one of the ways is by exploiting the consumer. Corresponding to this
the Legislature and the Judiciary are making amendments in the act from time
to time but the consumer himself needs to be careful and aware of the people
in the market.
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Consumer Protection Amendment Bill of 2018
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Notes

The Consumer Protection Act of 1986 has been amended thrice but the act
is still not sufficient to deal with challenges such as online transactions, multi
level and digital marketing. The Bill has proposed to make various changes in
the ancient act in order to provide better protection to the rights and interests of
the consumer..Following are the changes which the Bill proposes:
• Central Protection Councils (CPCs)- in the act of 1986 CPCs just
has the authority to promote and protect the rights of consumers but as
proposed in the Bill CPCs will be advisory bodies for promotion and
protection of consumer rights.
• The ambit of law- the 2018 Bill includes all goods and services, telecom
and housing construction and all modes of transactions for consideration
while excludes free and personal services.
• Unfair trade practice- this Bill proposes the addition of three more types
to the list of unfair trade practices as given in the act of 1986 i.e.
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1. Failure to issue a bill or receipt
2. Refusal to accept a good returned within 30 days
3. Disclosure of personal information given in confidence, unless required
by law or in public interest.
• Product liability- earlier there was no provision of product liability in the
act of 1986 but now this Bill proposes that claim for product liability can
be made against the manufacturer, service provider and seller. Moreover,
compensation can be obtained by just proving one of the various conditions
mentioned in the Bill.
• The pecuniary jurisdiction of the Commissions- this Bill proposes to
change the pecuniary jurisdiction of the commissions to Rs 1 crore for
District Forum; between Rs 1 crore and 10 crores for State Commission;
and above Rs 10 crores for National Commission.
• Alternate dispute redressal mechanism- there was no such provision
in the original act but now the Bill proposes to attach Meditation cells
to the District, State and National Commissions.
• E-commerce- the Bill mentions and defines direct selling, e-commerce
and electronic service provider which were not there in the act of 1986.
Moreover. The central government may prescribe rules for preventing
unfair trade practices in e-commerce and direct selling.
• Penalties- the Bill proposes a change in the penalty i.e., imprisonment
up to three years or fine not less than Rs 25,000 which can be extended
to Rs one lakh or both.
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by the order passed by the State Commission within 30 days from the
date of receipt of order. The appeal to be accompanied by a copy of an
affidavit.

CLASS-10
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• Appeal to the Supreme Court of India- according to sec-23 of the act
an appeal may be referred to the Supreme Court of India by the party
aggrieved by the order passed by the National Commission within a
period of 30 days from the date of order passed.
Notes

• Revision Petition to the National Commission- sec-21(b) of the act vests
the power in the National Consumer Disputes Redressal Commission to
call for the records and pass appropriate orders in any consumer dispute
which is either pending or has been decided by the State Commission.
The National Commission can exercise its revisional jurisdiction only if it
appears to the commission that the State Commission has acted illegally
or with irregularity or outside its jurisdiction. Such a Revision Petition
can be filed within a period of 90 days from the date of the order passed
by the aggrieved party.

Remedies available under the Act
The Consumer Protection Act provides consumers with various remedies.
Following are the remedies available under the act:

• Removal of Defects- if the consumer after conducting a proper test by
using the product finds the product to be defective then the authority can
pass an order of removing the defects in the product.
• Replacement of goods
• Refund of the price paid by the consumer while purchasing the product.
• Award of Consumption- a consumer can demand compensation from the
trader or service provider if because of his negligence the consumer has
suffered some physical or any other loss.
• Removal of Deficiency in Service- the authority can pass orders for
removal of the deficiency if there is any deficiency in delivery of the
service, for instance, if the consumer has applied for a loan and has
fulfilled all the formalities but the bank is making unnecessary delay in
sanctioning the loan, then the court can pass orders to sanction the loan.
• Discontinuance of Unfair/ Restrictive Trade Practice- if a complaint is
filed by the consumer against any unfair trade practice in the market, the
authority can order an immediate withdrawal of such practice and can
also pass an order for banning such trade practice.
• Stopping of sale of hazardous goods
• Withdrawal of hazardous goods from the market.
• Payment of the adequate cost
Business Studies-10
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• All the possible documents in support of the allegations contained in the
complaint
• The relief or the remedy claimed by the complainant
• The complaint should consist of signatures of the complainant or his
;
authorized agent

Business Studies
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The next step after the drafting of the complaint is to choose the appropriate
authority under whom the complaint is to be filed. The complainant shall
choose the authority according to pecuniary jurisdiction of his complaint i.e.,
the total value of the goods or services and the compensation claimed by him.
It is to be noted here that the complainant can also file an online complaint on
www.consumerhelpline.gov.in

Notes

Furthermore, the complainant needs to pay the prescribed court fees according
to the pecuniary value of his case. Following are the fee details of the court fees:
For District forums
• Up to Rs 1 lakh: Rs 100
• Between Rs 1-5 lakh: Rs 200
• Between Rs 5-10 lakh: Rs 400
• Above Rs 10 lakh and up to Rs 20 lakh: Rs 500
For State Commissions
• Above Rs 20 lakh but less than Rs 50 lakh: Rs 2,000
• Above Rs 50 lakh and up to Rs 1 crore: Rs 4,000
For the National Commission
A standard amount of Rs 5,000
The Forum under which the complaint has been filed by the aggrieved party
is under a mandate to provide the resolution to the parties within a period of 30
days. If it fails to adhere with the same the party can move to the next commission.
The limitation period for filing a Complaint or Appeal to higher commission
• Filing of a complaint- the complainant can file a case against the trader
or the service provider only within two years from the date on which the
cause of action arose. The forum may entertain the case in case of delay
only if the complainant gives sufficient cause.
• Appeal to the State Commission- according to sec-15 of the act an appeal
can be filed to the State Commission by any person-who is aggrieved
by an order passed by the District Forum within a period of thirty days
from the date of an order, in a form and manner prescribed under the act.
If an appeal is filed after the expiry of the period of limitation the State
Commission has the discretion to entertain that appeal if the complainant
shows sufficient cause for not filing an appeal within the limitation period.
• Appeal to the National Commission— according to sec-19 of the act an
appeal can be filed to the National Commission by a person aggrieved
Business Studies-10
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• It has the power of providing prior service of the copies of the documents
produced by one party to the opposite parties.
In addition to the President of the commission, it shall consist of 4 other
members, out of which at least one shall be a woman. All of these members
shall fulfil the following conditions to be able to qualify as a member in the
National Commission:
1. Their age should not be less than 35 years of age.
2. They shall be possessing a bachelor’s degree from a recognized university.*
3. They shall be a person of ability, integrity and standing and have adequate
knowledge and experience regarding the field of a consumer..
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Every member of the commission shall hold office for a term of 5 years or
up to the age of 70 years whichever is earlier.
Who can file a complaint?
According to sec-2(l)(b) a complainant can be a person who is:
• A consumer, or
• Any voluntary consumer association registered under the Companies Act
of 1956 or under any other law for the time being in force, or
• The Central Government or any State Government, who or which makes
a complaint, or
• One or more consumers, where there is more than one consumer, they
shall have the same interest for filing a collective complaint, or
• In the case of death of a consumer, his legal heir or representative who
or which makes a complaint.
How to file a Complaint?
The very first step before filing a complaint the aggrieved party should do
is to send a notice to the service provider from whom the goods were purchased
or the service was availed informing him about the defects in the goods or the
deficiency in the service or unfair practice. This notice is sent to the trader or the
aggrieved party in order to see if that company dr trader is willing to give the
compensation or offer any other remedy. If in case the trader or service provider
is not willing to provide with any remedy, the aggrieved party shall go ahead
with filing a formal complaint.
The next step is to file a formal complaint under the Consumer Protection
Act of 1986. Here the aggrieved party does not need to hire a lawyer in order
to file a complaint. He can file the complaint on his own. The aggrieved party
just need to write down the following contents on a plain paper:
• Name, description and the address of the complainant and of the opposite
party or parties
• Facts relating to the complaint and time and venue where it arose
Business Studies-10
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• Demanding of the report of concerned analysis or test from the appropriate
laboratory or from any other authorized relevant source.
• In discovering and producing any document or other material objects
which are producible as evidence in the forum.
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The District forum shall consist of a President i.e., the head of the commission
who is or has been or is qualified to be a district judge and two other members
. possessing a bachelor’s degree from a recognized university and one of them
shall be a woman.
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Notes

The members of a commission shall be the persons of ability, integrity and
standing and have adequate knowledge and experience regarding the field of a
consumer. Each and every member of the district forum shall either hold the office
for a term of 5 years or up to the age of 65 years, whichever is earlier.
State Consumer Disputes Redressal Commission
Each and every State has a State Commission. According to Sec-17 of the
act, the pecuniary jurisdiction of a State Commission for entertaining complaints
or issues where the value of goods or services and the value of the compensation .
claimed exceeds Rs. 20 Lakhs but is less than Rs. 1 crore.
The State Commission shall consist of a President and the other two members.
The President shall be a person who is or has been qualified to be a Judge of
High Court and the other two members shall be possessing a bachelor’s degree
from a recognized university. Out of two members, one shall be a woman.
The members of a commission shall be the persons of ability, integrity and
standing and have adequate knowledge and experience regarding the field of a
consumer. Each and every member of the district forum shall either hold the office
for a term of 5 years or up to the age of 67 years, whichever is earlier.
National Consumer Disputes Redressal Commission
The National Commission was instituted in 1988. It is headed by a sitting
or retired Judge of the Supreme Court of India. The present President of the
commission is Justice R.K. Agrawal who is a former Judge of the Supreme Court
of India. According to Sec-21 of the act, the pecuniary jurisdiction of a National
Commission for entertaining complaints or issues where the value of goods or
services and the value of the compensation claimed is more than Rs. 1 crore.
The National Commission has been constituted with various powers such as:
• It has the powers of administrative control over all the State Commissions.
It can call all the State Commissions or any one of them for periodical
returns regarding the institution, disposal and pendency of cases.
• It can adopt a uniform procedure in the hearing of the matters.
• It can provide a speedy grant of. copies of documents to the parties.
• It also has a general power of overseeing the functioning of the .State
Commissions and the District Forums.
Business Studies-10
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• It is the duty of the consumer to be aware of his rights and duties and4
•. i
f \
also spreading the awareness of the same among others.
• It is the consumers’ duty to file a complaint if the goods which he • \
purchased are defective.
• Each and every consumer should secure the bills of the goods purchased
or the services availed so that if in the ftiture he finds the goods or
services to be defective he can easily file a complaint against the same
and can prove it.

Major definitions
• Complaint- According to Sec-2( I )(c) any allegation made by the consumer
regarding any restrictive or unfair trade practice which the traders have
adopted such as goods bought by a consumer are defective, services hired
or availed by him suffer some deficiency, trader has charged an excessive
price of the goods mentioned in the complaint, goods or services which
are hazardous to the life and property of the consumer has been offered
for sale to the public by the trader or the service provider.
• Consumer Dispute- according to Sec-2(l)(e) of the act it is a situation
when a person denies the allegations filed against him in a complaint.
• Person- according to Sec-2(l)(m) of the act the word person includes a
registered or unregistered firm, a Hindu undivided family, co-operative
society and any other association which is registered as a person under
the Societies Registration Act of 1860.
• Service- according to Sec-2(l)(o) service means any description or any
facility which is provided to the potential users and is not rendered free
of charge or under a contract of personal service.

Redressal Mechanism
The Consumer Protection Act proposes three-tier redressal mechanism: quasi
judicial machinery at the National, state and district level. The jurisdiction of each
consumer redressal forum has been described under this act.
District Consumer Disputes Redressal Forum
Each and every district has a District Consumer Disputes Redressal Forum.
According to Sec-11 of this act, this forum has the jurisdiction to entertain complaints
and disputes only where the value of the goods or services and the value of the
compensation claimed does not exceed Rs 20 Lakhs. The District Forum shall
have the same powers as that of a civil court in the following matters:
• In the summoning and enforcing of attendance of any defendant or witness
• In examining the witness on an oath
• In receiving the evidence on affidavit
• • In any other matter which may be prescribed
Business Studies-10
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Therefore, it is the right of all the consumers to purchase any product at any price
which according to him is the best. A consumer cannot be forced to purchase a
product of some particular brand or quality.

Business Studies

Right to be heard
It is referred to as the right to be heard and to be assured that consumers’
interests will receive due consideration at appropriate forums. This right was
introduced for a consumer in order to ensure that all the complaints and issues
of the consumers are heard duly under the appropriate authority. This is because
of this right that almost all the big selling companies have a separate department
known as the customer service to help the consumers in case of any dispute or
any complaint regarding the quality or quantity of the product.

c-

Notes

Right to seek Redressal
If any consumer has been exploited by the seller or faced any unfair trade
practices, he can seek redressal i.e., compensation or damages under this right.
This right ensures that all the issues of the consumers are dealt with and justice is
done to him. A proper redressal mechanism has been set up by the government of
India such as the consumer courts and forums at district and national level which
is discussed later in this article.
Right to Consumer Education
It is the right of each and every person who is a citizen of India to have
knowledge about all the laws and policies relating to the consumer. Therefore, it
is made sure the material regarding the consumer-related laws is easily available
all over India but there is still a major part of the population who is not aware
of his laws and rights. This is the reason many awareness programmes have been
organized by the government of India such as ‘jago grahak Jago’ and the camps
organized by various lawyers in the remote areas of the country.
Duties of a consumer
Every consumer right comes with the opposite duty. Right of one consumer
is the duty of the others. Accordingly, there are various duties such as: • On purchasing of goods or hiring of any services, it is the duty of the
consumer to pay for the same.
• While purchasing something it is his duty to check weights, balances,
prices etc. and also to give a careful reading to the labels.
• It is the duty of the consumer to update himself about the various consumer ;
protection schemes.
• Duty to be careful while purchasing and not to fall in the trap of misleading
information and advertisements.
• It is the duty of the consumer to not purchase anything from the black
markets.
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Who is a consumer?
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According to Sec-2(l)(d) of the Act, a consumer is a person who purchases
any goods or services or hires or avails the services of some person for his own
personal use and not for manufacturing or resale of that good. For instance, a
person purchasing wheat flour for his own personal use is a consumer but a person
purchasing wheat flour for baking bread which he is going to sell in his bakery
shape is not a consumer.

Notes
Rights and Duties of a Consumer
The Consumer Protection Act has recognised six rights of a consumer
which are:
1. Right to Safety
2. Right to Information
3. Right to Choose
4. Right to be heard
5. Right to Redressal
6. Right to Consumer Education
Right to Safety
This right refers to as the right to be protected against the marketing of goods
and services which are hazardous to life and property of the consumers. This right
has a very wide scope of application, for instance, this right is available in the areas
of electrical appliances, healthcare, automobile, pharmaceuticals, housing, travel
etc. Nowadays, each and every field has an office for researchers who research
and experiment and launch new products and appliances accordingly. Most of
these products are not tested by the producers which prove to be harmful to the
consumer. Therefore, after the implementation of this act, there is a mandate for
each and every field to get all their products which are a danger to the life to be
carefully tested and validated before launching it to the market.
Right to Information
It refers to the right of a consumer to be informed of the quality, quantity,
potency, purity, standard and price of the goods and services being sold by the
shopkeeper. This right is given to the consumer in order to protect them from
the various unfair trade practices conducted by the seller in order to earn more
profits. Therefore, it is an obligation on the seller to provide the consumer with
all the relevant information of the product he wishes to purchase.
Right to Choose
It is defined in the act as the right to be assured, wherever possible, to have
access to a variety of goods and services at competitive prices. It is very common
to find one product being sold at different possible prices by different sellers. This
reflects the age of market competition which is found in almost all the countries.
Business Studies-10

©
!r

CLASS-10
Business Studies

V'
fli'

Notes

Module

5

CONSUMER AWARENESS

Consumer Protection: Concept and importance of consumer protection
Meaning of consumer Rights and responsibilities of consumers
Role of consumer organizations and Non-Govemmental Organizations (NGOs)

Objective of the Module
The basic objective of this chapter is to through some light on the initial
concepts of consumer protection act and its main provisions.

Introduction

"•V

The World Economic Forum has declared that by 2030 with the GDP growth
rate of 7.6% India tends to become the 3rd largest Consumer Market. Various
aspects are to be taken into consideration while calculating these ranks and one
of them is satisfaction of the consumers, which depends upon the existence of
the laws supporting them. In India, we have many consumer laws and one such
law is the Consumer Protection Act of 1986 (COPRA).

Objectives & Importance of the Act
The Consumer Protection Act was implemented in order to provide better
protection to the rights of the consumers. Prior to the implementation of this
Act, there was no special act for protecting the consumers and the only remedy
available to the consumers was under the Law of Torts i.e., filing a civil suit for
damages against the shopkeeper or the service provider. This act is based on the
doctrine of Caveat Emptor which means that it is the responsibility of the buyer
to identify the defects in the good.
There are various objectives which are sought to be protected under the
Consumer Protection Act such as1. To promote and protect all the six rights of the consumers which will be
discussed later.
f

,

2. To provide simple arid speedy disposal to the cases by providing quasi
judicial machinery for the redressal of consumer disputes.
3. The act also aims to provide inexpensive redressal to the issues of the
consumer.
4. A consumer dispute redressal forum called state commission has been set
up in order to settle the disputes of each and every consumer in all the
states of the country.
Business Studies-10
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Review Questions
1. What is promotion? What are the meaning and importance of advertisements?

Business Studies

2. How many types are there of advertisements?
3. How do we decide to choose the advertising media?
4. What are the characteristics of major media?
5. What is promotion mix? Discuss its elements. What are the advantages and
disadvantages of elements of promotion mix?
=*vt
6. Explain the different marketing appeals and tactics

Notes

• 7. What are the promotional vehicles? Explain the interactive advertisement formats,
8. Explain the new marketing models.
9. What is direct marketing?

V

10. Write about the sales promotion briefly.

Space for notes
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EXERCISE

Business Studies
Multiple Choice Questions

1. Advertising simply put is telling and selling the product,
(a) True
0
.T--

(b) False

2. Advertisements are important for:
(a) Standardized products

Notes

(b) Products aimed at large markets
(c) Products that have easily communicated features
(d) All of these.
3. Which one is not the type of product advertising?
(a) Pioneering Advertising

(b) Competitive Advertising

(c) Institutional Advertising

(d) Reminder Advertising

4. Promotion is an important part of marketing mix of a business enterprise.
(a) True

(b) False

5. Direct marketing is any unsolicited contact your business makes with existing or
potential customers in order to generate sales or raise awareness.
(a) True

(b) False

6. Coupons, bonus packs, premiums and samples are promotional offers that are
targeted toward:
(a) consumers

(b) retailers

(c) wholesalers

(d) salespeople

7. Consumer-oriented sales promotions are part of a promotional
(a) EDLP

(b) pull

(c) trade

(d) premium

strategy.

8. All of the following are examples of trade-oriented sales promotion activities
except:
(a) off-invoice allowances

(b) promotional allowances

(c) point-of-purchase displays

(d) coupons

9. Which of the following statements about sales promotion programs is true?
(a) Sales promotion programs are targeted only at consumers.
(b) Many sales promotion programs are designed to motivate distributors and
. . retailers to carry a product and push it to their customers.
(c) Nearly three quarters of all sales promotion dollars are spent on consumer
promotions.
(d) Sales promotion dollars for most companies are allocated equally between
consumers and the trade.
10. Among major packaged goods companies, spending on
relatively constant over the past decade.

has remained

(a) trade promotion

(b) consumer promotion

(c) media advertising

(d) direct mailblic relations activities

Answer
1. (a)
6. (a)

<5

2- (d)
7. (b)

3. (c)

4. (a)

8. (d)

9. (b)

5. (a)
10. (b)
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(iv) Personal selling is about problem solving. As the marketing concept is
adopted by more and more firms, the emphasis of personal salespeople
will be more on identifying customers with a true need for the firm’s
products and applying those products to solve customer problems. Less
emphasis will be placed on simply making a sale.

Business Studies

The focus on problem solving in personal selling reflects a larger trend
toward building relationships between customers and clients. Marketers know that
to develop these relationships, they must be willing to forego short term gains,
particularly when the salesperson realizes that at that moment a purchase might
not be in the customer’s best interests.

Notes

SUMMARY OF THE MODULE
PERSONAL SELLING

VS

SALES PROMOTION

Meaning
A promotional activity carried out
in which a company representative
directly explains the attributes of a
product to a potential customer to
persuade them to buy their product

A promotional activity carried out by a
company to increase sales in the,short
run by offering incentives to potential
customers

Objective
Increase customer awareness about
a product; develop long-term
relationships

Generate greater sales; clear the stock
in a short time period

Interaction
Direct contact between buyer and seller
Target market
Few potential customers with high
purchasing power

Indirect contact between buyer and
seller
Greater number of potential customers

Cost incurred
High

Low

Tools used
Two-way communication

Offers and incentives

Type of product
High value, complex to use, customized

Low value, easy to use, uniform

Keywords: Sales promotion, Advertisement, Personal Selling
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(ii) Training Costs:
' .
Most forms of personal selling require the sales staff be extensively
trained on product knowledge, industry information and selling skills.
For companies that require their salespeople attend formal training
programs, the cost of training can be quite high and include such
expenses as travel, hotel, meals, and training equipment while also
: P paying the trainees’ salaries while they attend.
3. A third disadvantage is that personal selling is not for everyone. Job
turnover in sales is often much higher than other marketing positions. For
companies that assign salespeople to handle certain customer groups (e.g.,
geographic territory), turnover may leave a company without representation
in a customer group for an extended period of time while the company
recruits and trains a replacement.
Challenges in Personal Selling:
(i) At first personal selling is dyadic in nature. Dyadic simply means of or
relating to two people. Thus, personal selling revolves around a marketing
relationship developed between two people. Frequently, personal salespeople
enlist the help of others in their organizations to sell to and service
customers.
And just as frequently, personal salespeople find themselves making
presentations to small groups of people or working with multiple individuals
within customers’ firms. However, ultimately a successful marketing
relationship is built by two people one person selling and person buying.
Successful salespeople identify that person early on and work to win their
trust and confidence.
(ii) Secondly personal selling is a process, not a single activity. And done
correctly, the process continues indefinitely. Salespeople, sales managers,
and others inside the seller’s organization frequently see the selling process
as culminating or ending with a signed order.
However, in these days of so-called “relationship marketing” and “customer
relationship management” successful organizations, recognize that signed
orders simply represent one point of positive feedback in an ongoing and
continuous process.
(iii) Third, personal selling is highly interactive. In advertising, information
flow occurs initially in a one-way direction. What feedback the advertiser
receives arrives late well after an advertisement has aired.
Moreover, without costly research, the attitudinal effects of advertising
may never be known. In personal selling, feedback is largely Personal
Selling instantaneous and continuous.
The two-way flow of information that characterizes personal selling creates
a communication channel rich with information, much of it nonverbal.
Effective personal salespeople become adept at interpreting this information
quickly and adapting their responses to it.
Business Studies-10

2. The interactive nature of personal selling also makes it the most effective
promotional method for building relationships with customers, particularly
in the business-to-business market.
This is especially important for companies that either sell expensive
products or sell lower cost but high-volume products (i.e., buyer must
purchase in large quantities)that rely heavily on customers making repeat
purchases.
Because such purchases may take a considerable amount of time to
complete and may involve the input of many people at the purchasing
company (i.e., buying center), sales success often requires the marketer
develop and maintain strong relationships with members of the purchasing
company.
3. Finally, personal selling is the most practical promotional option for
reaching customers who are not easily reached through other methods.
The best example is in selling to the business market where, compared to
the consumer market, advertising, public relations and sales promotions
are often not well received.
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Disadvantages of Personal Selling:
1. Possibly the biggest disadvantage of selling is the degree to which this
promotional method is misunderstood. Most people have had some bad
experiences with salespeople who they perceived were overly aggressive
or even downright annoying.
While there are certainly many salespeople who fall into this category,
the truth is salespeople are most successful when they focus their efforts
on satisfying customers over the long term and not focusing own their
own selfish interests.
2. A second disadvantage of personal selling is the high cost in maintaining
this type of promotional effort.
Costs incurred in personal selling include:
(i) High Cost-Per-Action (CPA):
CPA can be an important measure of the success of promotion
spending. Since personal selling involves person-to-person contact,
the money spent to support a sales staff (i.e., sales force) can be
steep. For instance, in some industries it costs well over (US) $300
each time a salesperson contacts a potential customer.
This cost is incurred whether a sale is made or not! These costs
include compensation (e.g., salary, commission, and bonus), providing
sales support materials, allowances for entertainment spending, office
supplies, telecommunication and much more. With such high cost
for maintaining a sales force, selling is often not a practical option
for selling products that do not generate a large amount of revenue.
Business Studies-10
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of the plus points of the firm selling the product.
(c) Product:

Business Studies

The salesman must have full knowledge about the product he sells.
He must know what the product is and what are its special features
and uses. He should also know the whole process of production so
that he may be able to answer the customer’s queries and objections
satisfactorily. Mostly, the customers are ignorant about the features,
technical details, and benefits of the product and they expect the
salesman to give them sufficient information about it.
(d) Competitors’ Products:

0*

Notes

The salesman must have complete knowledge about the competitive
products because buyers often compare several products before
purchasing one of them. The salesman should know the positive and
negative features of the various substitutes so that he is in a position
to prove the superiority of his product.
(e) Customers:
Before selling something, a salesman must have sufficient knowledge
about the customers to whom he is going to sell. He must try to
understand the nature of customers, their habits and their buying
motives if he is to win permanent customers. There are a number of
considerations which make the prospect to buy a particular product.
These considerations may be grouped under two categories of motives, namely
(i) product motives and (ii) patronage motives. Product motives explain why
customers buy certain products and patronage motives determine why customers
buy from specific dealers. A salesman can understand the motives of the customers
by his intelligence and experience.
He should deal with the customer according to his nature. He can mix with a
customer who is extrovert and remain reserved with a customer who is introvert.
He should also try to know whether a customer intends to purchase for personal
use or for business use.

Advantages of Personal Selling:
1. The key advantage personal selling has over other promotional methods
is that it is a two-way form of communication. In selling situations the
message sender (e.g., salesperson) can adjust the message as they gain
feedback from message receivers (e.g., customer).
So, if a customer does not understand the initial message (e.g., doesn’t fully .
understand how the product works) the salesperson can make adjustments
to address questions or concerns.
Many non- personal forms of promotion, such as a radio advertisement,
are inflexible, at least in the short-term, and cannot be-easily adjusted to
address audience questions.
144
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Requisites of Effective Personal Selling:
It is not possible to describe exactly the kind of person who will rriake a good
salesperson. Sales skill has no clear correlation to any combination ofAppearance,
education, technical expertise, or even persuasiveness. There have been successful
salesmen who knew little about the technical qualities of the product.
On the other hand, there are many examples of technical champs who could
not sell. However, in the modem era of severe competition in the* market, it is not
easy to become an effective salesman. A business enterprise can develop effective
salesman to promote its sales.
. .*,•
In order to achieve effective personal selling, the following requirements
must be fulfilled:
1. Personal Qualities:
An effective salesman must possess certain physical, mental, social and
vocational qualities.
2. Training and Motivation:
In order to achieve effective personal selling, it is essential to train and
motivate the sales persons. The training programme for the sales persons
should be designed keeping in view the requirements of the business. The
training programme should also aim at imparting knowledge of various
selling programme should also aim at imparting knowledge of various
selling techniques among the trainees.
For instance, a salesman must be trained how to understand the nature
of a customer, how to arouse his interest in the prodiict, and how to
close the sales. It is also essential that the person selected for selling
has aptitude for this vocation. He has the inner motivation of developing
himself into a good salesman. The employer can also motivate him by
providing financial and non-financial incentives.
3. Wide Knowledge:
A salesman should have wide knowledge about the following:
(a) Self:
The salesman must know himself in order to make use of his
personality in selling the products. He should try to know his strong
arid week points and remove his weak points through training and
experience. He should continuously undertake his self- assessment
to know what he requires in order to be an effective salesman.
(b) Employer:

The salesman is a representative of his employer. He should have
a thorough knowledge of the origin and growth of the employer's
business. He must know objects, policies and organisational structure
of the employer’s firm. This will enable the salesman to make use
Business Studles-10
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Role and Importance of Personal Selling:
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Personal selling consists of individual and personal communication with
the customers in contrast to the mass and impersonal communication through
advertising. .Because of this characteristic, personal selling has the advantage of
being more flexible in operation.
A salesperson can tailor his sales presentation to fit the needs, motives, and
behaviour of individual customers. He can observe the customer’s reaction to a
particular sales approach and then make necessary adjustment on the spot Thus,
personal selling involves a minimum of wasteful efforts. The salesperson can select
and concentrate on the prospective customers.

Notes

Personal selling helps in sales promotion. It is very important to manufacturers
and traders because it helps them to sell their products. It also helps them in
knowing the tastes, habits, attitudes and reactions of the people.
The manufacturer can concentrate on producing those goods which are required
by the customers. This will further promote the sales. Moreover, a good salesman
is able to establish personal support with customers. This way,'the business gains
permanent customers.

Functions of Personal Selling:
The important functions of a salesperson are as follows:
1. Personal selling is an important method of demonstrating the product
to the prospective customers and giving them full information about the
product. It is easier to persuade a person to buy a product through faceto-face explanation.

j

2. In most of the situations, there is a need of explaining the quality, uses
and price of the product to the buyer to help him purchase the want
satisfying product. Thus, salesmanship is also very important from the
point of the buyers.
3. A good salesperson educates and guides the customers about the features
and utility of the product.
4. If a product cannot fully satisfy the needs of the customers, the information
is transmitted to the manufacturer who will take appropriate steps.
5. Salespersons can also handle the objections of the customers. Creative
salesman are always ready to help the customers to arrive at correct
decisions while buying certain products.
6. There is direct fact-to-face interaction between the seller and the buyer.
The salesperson can receive feedback directly from the customer on a
continuous basis. This would help him in modifying his presentation and
taking other steps to sell satisfaction to the buyer.

03
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the reason for the sales, possibly mentions how the potential buyer’s name
was obtained, and gives a preliminary explanation of what he or she is
offering. The sales presentation is a detailed effort to bring the buyer’s
needs together with the product or service the sales person represents.

Business Studies

4. Overcoming objections:
The primary value of personal selling lies in the sales person’s ability
to receive and deal with potential customers’ objections to purchasing
the product. In a sales presentation many objections can be dealt with
immediately. These may take more time, but still may be overcome.

Notes

5. Closing the sale:
Many sales people lose sales simply because they never asked the buyer
to buy. At several times in a presentation the sales person may to gauge
how near the buyer is to closing.
6. Follow up:
To maintain customer satisfaction, the sales person should follow up
after a sale to be certain that the product is delivered properly and the
customer is satisfied with the result.

Objectives of Personal Selling:
The major objectives of salesmanship are as follows:
(i) Attracting the Prospective Customers:
The first and foremost objective of a salesperson is to attract the attention
of people who might be interested to buy the product he is selling.
(ii) Educating the Prospective Customers:
The salesman provides information about the features, price and uses of
the product to the people. He handles their queries and removes their
doubts about the product. He educates them as to how their needs could
be satisfied by using the product.
(HO Creating Desire to Buy:
The salesman creates a desire among the prospective customers to buy
the product to satisfy specific needs.
(iv) Concluding Sales:
The ultimate objective of personal selling is to win the confidence of
customers and make them buy the product. Creation of customers is the
index of effectiveness of any salesperson.
(v) Getting Repeat Orders:
A good salesperson aims to create permanent customers by helping them
satisfy their needs and providing them product support services, if required.
He tries for repeat orders from the customers.
Business Studies-10
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Their entrepreneurs as strong achievers of goals and risk-takers for any
desired action for attaining the success of the ventures’ John G. Burch (1986)
says, “The entrepreneur is the one who undertakes a venture, organizes it, raises
capital to finance it, and assumes all or a major portion of the risk”.

Business Studies

Burch’s entrepreneur is not only a venture but also a risk-taker and capital
provider too. Entrepreneur brings talents, product -service venture ideas, know
how and usually, provides finance with taking necessary risks.

-1^
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Notes

Characteristics of an Entrepreneur
An entrepreneur is a person who is action-oriented and highly motivated to
take a risk and to achieve such a goal dot brings about a change in the process
of generating goods or services or re-initiates progress in the advent of creating
new organizations.
Therefore, experts have nine characteristics for the entrepreneur from different
conceptual viewpoints.
10 characteristics of an entrepreneur are;
. • Entrepreneur is an agent.
• Entrepreneur is a risk-taker.
• Entrepreneur is a profit maker.
• Entrepreneur is an achievement motivator.
• Entrepreneur is a capital provider.
• Entrepreneur is the determinant of the nature of the business.
• Entrepreneur is an innovator.
• Entrepreneur is a reward receiver.
• Entrepreneur is a challenge taker.
The characteristics that encompass the concept of the entrepreneur are
discussed below:
i. Entrepreneur is an agent
An entrepreneur is perceived as an economic agent who assembles materials
for producing goods at a cost that ensures profits and re-accumulation of
capital.
He is also understood as a change agent who brings .about changes in
the structure and formation of the organization, market and the arena of
goods and services.
2. Entrepreneur is a risk-taker
Many experts - old and new, have emphasized this characteristic. Back
1955, Redlich pointed out that an entrepreneur is a person who identifies
the nature of risk and takes a decision.
Later on, Burch, Meredith and other experts have agreed that an
entrepreneur is a risk-taker while undertaking a venture.
Business Studies-10
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3. Entrepreneur is a profit maker
An entrepreneur is an individual who establishes and manages the business
for the principal purpose of profit and growth.
4. Entrepreneur is an achievement motivator
David C. McClelland has initiated this concept of the entrepreneur by
calling him “as per sun with a strong desire for achievement.”
Later on, Meredith and others have expressed the same concept while the)
termed “entrepreneurs are action-oriented, highly’ motivated individuals.’
Therefore, entrepreneurs have to have a deep-rooted need for achieving;
their goals.
5. Entrepreneur is a capital provider
Entrepreneur a person who operates a business by investing his or he *
capital. Abbett first pointed out this characteristic in 1967.
It supported by Nadkami (197S)and Sharma (1981).. They perceivec
entrepreneur as the founder of an enterprise who assembles necessary
resources for the operation of the enterprise.
6. Entrepreneur is the determinant of the nature of the business
This characteristic /concept of the entrepreneur was promoted by Evans ir
1957 It says that an entrepreneur is the person or group of persons wh( ■
perform the task of determining the kind of business to the operated.
Therefore, entrepreneurs promote diversified and distinct types of busines:.
in society.
7. Entrepreneur is an innovator
Joseph A. Schumpeter {1934)characterized entrepreneur as an innovator o '
a new combination in the field of production Later on Robinson (1962)
and Hagen (1962)have described entrepreneurs as a person who lakes <.
small venture to the edge of success by his efforts, innovation and motivation
Innovation is perceived by Schumpeter as an action that introduces i.
product, a new quality, a new method of production, a new market anc
a new organization.
Therefore, an entrepreneur innovates something that brings abou :
disequilibria in the industry.
8. Entrepreneur is a reward receiver
An entrepreneur is a person who creates something new of value by
devoting time and efforts and in turn receives monetary and persona
rewards. Max Weber, Hartman, Hisrich and Peters have recognized thi<
distinct phenomenon of entrepreneurs.
9. Entrepreneur is a challenge taker
It perceives an entrepreneur as a person who accepts challenges fo *
developing and exercising vigilance about success and failure to take t
risk and to generate products.
Business Studies-K
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The above-mentioned characterizes an entrepreneur show’ that an
entrepreneur is a dynamic person who promotes society and civilization by
taking ventures that give an enormous variety of goods and organizations
to bring about changes in the arena of industrial activity.

Types of Entrepreneurs

Business Studies
*
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There is a long list of entrepreneurs in our civilization who were instrumental
in introducing new methods, products, new markets, and new forms of industrial
organization.

Notes

Such people were drawn from all strata of society.
They were the person who valued business as a means and sign of achievement,
they were that people who appreciated the possibility of innovations, and they
were people who tried to overcome the resistances and obstacles standing in the
way of doing new things.
They were the great figures of the Industrial Revolution in England who
earned their reputation as innovators and organizers.
Entrepreneurs take various initiatives with various motives that direct them
to various functional areas.
This context and motives are taken ;here as the bases for classifying
entrepreneurs into different categories in the: below chart.
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Nature Basis Entrepreneurs Classification

Business Studies

Nature denotes here the human characteristics that act as a prime motivatoi
for taking entrepreneurial ventures. On this basis entrepreneurs are classified int<
two groups;
)

Notes -

Individual entrepreneur: Person is the pioneer of entrepreneurship in th(
history of human civilization. When a single person undertakes an entrepreneuria
venture then it is termed as an individual entrepreneur.
Institutional entrepreneur: Institutions are-groups of persons with a commor
goal. When an institution undertakes entrepreneurial ventures then it is called ar
institutional entrepreneur.
Both of the above categories; individual and institutional arc further classifiec
into various types of their motivational force.
Technical Entrepreneur
The entrepreneur that utilities a modified form of existing technology foi
producing a good or rendering service is known as a technology entrepreneur.
The person familiar to a particular technology may see some of the prospective
changes, which will make cost-effective output. This generates/ promotes technica
entrepreneurs.
These entrepreneurs may enter the business to commercially exploit theii
inventions and discoveries.
Their main asset is technical expertise.
They raise the necessary capital and employ experts in financial, legal
marketing and other areas of business. Their success depends upon how fast the)
start production and on the acceptance of their products in the market.
Innovative Entrepreneur
An innovative entrepreneur is a person who discovers new use of the ole
product through adding new utilities; innovation denotes new techniques of work
new market, a new source of materials, new management style or system, a new
strategy or a new opportunity in the present or future environment.
Therefore, the person who takes the initiative to do existing activities in 2
new way that has value to customers is called an innovative entrepreneur.
Drone Entrepreneur
Drone entrepreneurs are those persons who can immediately transfer ar
opportunity into a viable project. The environment is an ever-changing phenomenon
Any change in any variable of an environment may bring about a profitable
opportunity for initiating some activity of entrepreneurship.
A wise and prudent entrepreneur may grasp the visible change and its
potentiality and initiates a venture of enormous prosperity. Therefore, they are
known as drones or opportunist entrepreneurs.

Qts)
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Imitation is the art of creating a product similar to another product already
in (he market. A person who adopts this technique is an imitative or adoptive
entrepreneur.
Franchising is a popular way to imitate a product. Imitative entrepreneurs
are most suitable for under-developed nations because in these nations people
prefer to imitate the technology, knowledge, and skills already available in more
advanced countries.
Fabian Entrepreneurs
Fabian entrepreneurs are very cautious and sceptical while practicing any
change. They are shy and lazy. Their dealing is determined by custom, religion
and past practices.
Fabian entrepreneurs do not have much interest in taking a risk and try to
follow the footsteps of the predecessors. When they are dear that the chance of
failure does not exist and there is no possibility of loss in a particular- venture
from the experience of others in the market, then they take the venture initiatives.
Forced Entrepreneurs
The entrepreneurs who are forced to be so by the competing environment
are known as forced entrepreneurs. The fall of a business may force a person to
initiate a new venture.
Sex Basis Entrepreneurs Classification
Entrepreneurs are classified based on the natural division of human and
therefore, there are two sections of entrepreneurs on the criteria of sex. They are
male and female entrepreneurs.
Historically, male entrepreneurs are the dominant entrepreneurial class in
our civilization.

Place Basis Entrepreneurs Classification
The place of entrepreneurial activity is the basis of classifying entrepreneurs
into two categories, such as rural and urban entrepreneurs.
Urban entrepreneurs are the persons who initiate their venture in the urban
area of a country. They are large in number in all the countries of the world.
The balanced growth of the economy requires rural entrepreneurs too.
Rural entrepreneurs take their initiatives in rural areas of the country. They
use indigenous resources, which enhance the use of local natural resources and
enhance the local standard of living.

Size Basis Entrepreneurs Classification
The size of an entrepreneurial project is taken as a basis for categorizing
entrepreneurs into two classes.
Business Studies-10
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Small scale entrepreneur: Small-scale entrepreneurs are those who have smal L
capital or investment, as well as small production capacity, number of employmen t
and a small area of the market, it denotes the limited operation of a business.
Large scale entrepreneurs: Large-scale entrepreneurs are those persons o *
groups of persons who initiate a venture with a large-scale production capacity. They
address large aggregate demand and involve with huge investment in productioi i
technology. They are small in number in all the countries of the world.

Notes

Generation Basis Entrepreneurs Classification
Entrepreneurs are classified in the context of generation loo. The enormous
types of new ventures initiate this classification.
New generation entrepreneurs: New generation entrepreneurs arc those wh< >
utilize technology or idea in their new version. Cybercafe, fast-food shop, virtua
universities are a few of the examples of new generation entrepreneurial projects
Old generation entrepreneurs: Old generation entrepreneurs arc those who
do not like change. They normally take the initiation of old styled projects. The} ■
are hesitant lo hew technology but fond of familiar or traditional and prevailing
technology.
Conclusion: Difference
Though the term entrepreneur is often used interchangeably with
entrepreneurship, yet they are conceptually different.
The relationship between the two is just like the two sides of the same coir
as depicted ,in the following;
Entrepreneur

Entrepreneurship

Person

Process

Organizer

Organization

Innovator

Innovation

Risk-bearer

Risk-bearing

Motivator

Motivation

Creator

Creation

Visualizer

Vision

Leader

Leadership

Imitator

Imitation

An entrepreneur is perceived as a person or a group of persons who holds
multiple mental strengths and takes manifold efforts to generate and to make a
venture successful.

<3
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In sum, the concept of the entrepreneur is intimateJy associated with the 3
elements; risk-bearing, organizing and innovating. Thus, an entrepreneur can be
defined as a person who tries to create something new, organizes production and
undertakes risks and handles economic uncertainty involved in the enterprise.

Role of Entrepreneurship in Economic Development
Economic Development is often defined as a process in which the real per
capita income of a nation increases over a period of time.
But then the question arises what causes this development? There are hundreds
of factors that affect the economy of a country to develop, and entrepreneurship is
one among them. In this article, we are going to learn the role of Entrepreneurship
in Economic Development in details.
Role of entrepreneurship is very important for the economic development of
a country because these are the entrepreneurs who locate Ideas and put them into
the effect in the process of development.
• Provide employment opportunities
• Innovate new technologies
• Mobilize the local resources
• Improves standard of living
• Attract Investments
• Insures balanced regional development
• Economic Independence
• Improves per capita income
Economic development consists of employing resources in a different way
of doing a new combination in means of production.
Hence, we can say that entrepreneurs become the agent of change in society.
How entrepreneurship causes the economy to grow?
It is the entrepreneurs of the country who explore the potentiality of the
country’s available resources. These resources are land, labour, technology and
capital.
Entrepreneurs use the resources and produce goods and services out of them.
The goods and services produced by them contribute to the economic development
of a country.
So, it means the role of entrepreneurship in economic development depends
on three things.
• Raw material availability
• What kind of Industrial ecosystem the economy has?
• What kind of Government interference is towards entrepreneurship?
It is assumed that the entrepreneur contributes more in an economy with
Business Studies-10
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relatively more favourable conditions than in the economy with the relatively less
favourable condition.
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Hence what types of entrepreneurs shall emerge in a country depends on
types of facilitative economic setup available in that particular country.
, /

Notes

Functions of Entrepreneurs that leads to Economic Growth
Economic development depends greatly upon entrepreneurial and industrial
development. Entrepreneurs are the prime movers of Innovations. They perceive
business opportunity and convert it into a fishable business plan and ultimate!^
turn into a successful business enterprise.
Therefore, entrepreneurs not only launch a venture but also contribute >
significantly to the development of the economy by creating employmen t
opportunities, output growth and up-gradation of technology of production.

Entrepreneurs perform the following activity
Brings new combinations in the Market:
As an innovator entrepreneur brings about new combinations by introducing
new products, opening up a new market, acquiring a new source of supply of ravr
material and carry out a new organisation.
They make use of their potential technical knowledge for continues progress;
Most of the entrepreneurs make use of past experience and technical knowledg!
for innovation. Innovation is a result of continues technological progress; it result:
in a steady increase in total output per capita output.

How entrepreneurship contributes to economic development?
In the Indian context, lack of entrepreneurship is often regarded as a limiting;
factor for the acceleration of the process of industrialisation. In India, entrepreneun
are not necessarily innovators but are imitators who copy the organisational type
technology and products of innovations from developed countries.
India has thousands of economic problems, and entrepreneurship is seen as *
Pretoria for all these problems. Entrepreneurship not only contributes to economic
development but also solves the problem of unemployment backwardness.
Hence entrepreneurship promotion is must for a developing country like India
But in spite of abundant natural resources, the pace of economic developmen
in India is quite slow. Another reason for this has been' the lack of untappec
entrepreneurial talent in the country.
In India, the infrastructural facilities are limited; hence the promotional role
of the government is used special significance. After independence, the government;
recognised the need for infrastructure for the development of entrepreneurship to[
accelerate the industrial growth and therefore came out with the various policies
like the five-year plans.
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The five-year plan traced the development of small and village industry
for promoting the avenues for industrial growth and thereby minimising the
concentration of wealth and power and the removal of evils of monopoly.
However, the government failed to fully implement its industrial and economic
policies it focused primarily on providing financial and physical facilities with
the illusion that there will be an automatic flow of entrepreneurs if such facilities
are provided to them.
But in recent years the government and the policymakers have realised their
mistakes and laid more infrastructure for the promotion of entrepreneurship and
not on developing physical and financial alone.
There have been various organisations and institutions like EDI, which has
been set up to develop and administer the training programs for the existing as
well as potential entrepreneurs.
They provide a motivational training program to develop an entrepreneur and
take measures to modify the environment to stimulate entrepreneurial behaviour
among individuals in the country.
The present government has also created a separate ministry of skill
development on entrepreneurship to promote more innovations in the country.
The ministry came into existence in 10th November 2014.

Setting up of a Small Business Enterprise (Six Steps)
Who do establish small business enterprises? Broadly, there are two types
of people who establish small enterprises. One people who want to take the
advantages of opportunities available. Two, people who have no option for making
a livelihood.
These two types of entrepreneurs are also termed as ‘entrepreneurs by choice’
and ‘entrepreneurs by compulsions’ respectively. Starting an enterprise is not so
simple and cannot be set up just. In fact, there are several steps involved in setting
up a small business enterprise.
Following are the major ones:
(i) Information Collection:
The first step involved is to decide which enterprise one wants to set up.
This begins with collecting information about the units already working
in that field of concern. This can be done by various ways such as going
through the telephone directories or by visiting the registrar’s office of
the small-scale units.
This will enable the prospective entrepreneur to make an assessment
of the present market situation in that business activity. Based on this
information, they can weigh the pros and cons involved in entering into
that business activity.
For example, they can come to know that the medical transcription and
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call centers have been doing very well in the service sector enterprises in
the country. This is because of high labour cost in high income countries;
the multinational companies have gradually started shifting their labour-
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intensive manufacturing activities to the developing countries.
In view of this, there is a great opportunity to tap those products whi eh
would be outsourced by the Multi-National Companies (MNCs) through
quality vendors. Similarly, the rapid increase in the tourist influx in Jaminu
& Kashmir due to improvement and restoration of peaceful law and order
situation indicates very good prospects for service providing enterprises

Notes

like travel, tour, and hospitality industry in the region.
(ii) Information Organization:
Having collected information about enterprise concern, the prospecti v^e
entrepreneur needs to organize the same in an orderly and systema :ic
manner to derive the meanings from them. This will help to ma ce
assessment about the minimum requirements to start an enterprise in a.
particular business line.
Here, one generally undertaken exercise is to prepare a checklist lor
ready reference of all required and available resources in terms of space-,
fund, training and development, and manpower requirements. Once this
exercise is over, the step involved will be to prepare a summary of how t
checklist will be transformed into the desired products and services. Here
we are presenting you one exercise based on your above understanding.
Carefully go through the following example as a case, and then respond
to the questions that follow:
I
Tarun Sony is the youngest son in a family of farmers near to Udhampur.
They had so far earned enough money to sustain themselves respectfully in their
society. But Tarun Sony, who has completed his Master’s in Business Administration
(MBA)from the Mata Vaishno Devi University, was not interested in joining t le
family age-old farming.
During his MBA, he has studied the rags to riches stories of some businessm bn
like Dhirubhai Ambani. Inspired from their life stories, Tarun also wanted to ba a
rich businessman. But he did not dare to speak of it with his family.
So, he wrote all about his dream to his friend Ranjit Tiwari who stays in t le
nearby city of Jalandhar. Ranjit Tiwari based on his observations about his uncle *s
very successful poultry farm suggested Tarun about opening a poultry farm in his
village itself. Tiwari painted a “quick reward” picture of the poultry farm to his
friend Tarun mentioning as eggs and hen will multiply so the money will also
multiply from selling them.
I
Though Tarun had no idea at all about taking care of the hen and its eggs but
he was so thrilled and fascinated by the idea given by Ranjit that he immediately
bought 25 hens and kept them in a cage. Thus, this was the beginning of his
enterprise.

©
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Activity for you:
1. Do you agree with Tarun Sony’s decision to start his poultry farm in this
manner? Give reasons for your answer.
2. What would you recommend other people like Tarun Sony interested in
starting a poultry farm?
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Here are some inputs that will help you answer the above questions:
a. To open a poultry farm, one should have enough space to keep the wellventilated cage racks.
b. One should obtain adequate training in the field of poultry farming to be
able to identify and select healthy chicks from the sick ones. He or she
should also make provisions for hiring or purchasing an incubator.
c. There should be easy availability of a Veterinary Doctor near the poultry
farm. Sufficient funds should be available to buy checks and hens. Else
it should be possible to seek financial assistance from external sources
including family members, relatives, friends, and financial institutions.
d. The marketing facilities should be conducive for the products.
(iii) Acquiring Required/Vocational Skills:
The third step is to understand the need for upgrading one’s vocational
skills if it is a pre-requisite for your Small Enterprise Unit (SEU). The
importance of acquisition of required skills is justified by the statement
that “it is better to teach a man to fish than to provide him with fish
everyday”.
There is a need to build on one’s strengths in order to gain and feel
confident of implementing your project of setting an SEU. Awareness
and training in required subject can remove structural barriers. You will
feel sure of yourself in taking loans and as also taking risk. Risk is a
part of setting up an SEU.
Once your clients have set up their SEU, updating themselves on the latest
developments in the field should be a continuous process. They can also
hire skilled workers and staff to carry out the major tasks at their SEU.
The following anecdote will exemplify how acquiring required skills on
continuous basis is necessary for survival and growth of business.
Akshita Arora was a good tailor. She stitched clothes for her family and
friends. She decided to open a boutique, as a SEU. She took a room on
rent near her apartment in Patpaprganj (Delhi) and shifted all her tailoring
material and her machine to it. She started receiving orders.
In the beginning she was satisfied with her work slowly her clients
stopped coming to her as she had been cutting out clothes in the same
design. Because she lacked creativity and never felt, the need to upgrade
herself of the new trends in fashion. Added to these is her simple sewing
machine. Her business has come almost to closure.
Business Studies-10
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Give you views about the following issues:
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1. Where did Akshita go wrong? Discuss.
2. As Akshita did not try to upgrade her skills in dress designing in or( er
to keep with the latest trends. What should she do now? Suggest thnee
ways for reviving her SEU.
As a hint for you, following are some of the ways that can help Akshixa
at her SEU:
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a. She should go in for a short-term course in Dress Designing. ■
b. She should seek financial assistance for buying a latest model of
sewing machine with lots of attachments.
c. She should do some publicity for her boutique in order to get me >re
clients.
Suggest Akshita some ways of publicity to gain popularity for 1 er
boutique.
(iv) Financial Requirements:
The fourth step involved is ascertaining the financial requirements or
setting up a small business enterprise. This is particularly important becai se
generally small entrepreneurs do not have their own funds. Hence, they
depend upon borrowed funds from family members or relatives or ffiencls
or financial institutions.
While planning for finance, the prospective entrepreneur needs to consic er
issues like sources, availability, estimation and management of worki ng
capital. One should have the basic knowledge of preparing income a rid
expenditure statements.
One should also go for insurance cover provided by the concerned financ ial
institutions. Providing financial services in a commercial way is gaini ag
a lot of credence these days. There are well-planned credit schemes ^or
small enterprises available offered by the banks and co-operatives.
(v) Market Assessment:
No business enterprise can be thought of without market. Enterprise exis ts,
survives and thrives because of market. Production has no value or meaning
if it is not sold /marketed. Therefore, while planning for establishing! a.
small business enterprise, the prospective entrepreneur needs to kne >’w
who will buy his/her product.
Here, the trite saying about the importance of market seems worth citing:
“A manufacturer of iron mails must know before manufacturing who will
buy his/her iron nails.” In sum and substance, a prospective entrepreneur
needs to identify market for his/her product before it is actually produced.
Market survey or market research helps the entrepreneur assess market for
his/ her product. How much significance market assumes in success and
failure of a product is exemplified with the story of a young entreprene?ur
Pradeepta Sethi.

(m)
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The story runs like:
It was two years ago that I (Prdeepta Sethi), along with two similar
minded guys.Rajat Setia and Padmini Jindal started the computer software
company in Bengaluru. Our primary aim was to go beyond being just a
service company that sub-contracts work from the United States (US)
on the basis of cheap labour available in India.
We finally decided on creating software for automating the unorganized
sector of cyber cafes. Funding for the same came from two sources:
personal and through the loans from private investors in the ratio 30:70.
As all three of us have sufficient technical knowledge and skills, the
biggest stumbling block we faced was the marketing of our product.
We suffered from marketing problem to the extent that we incurred loss
for the three consecutive years. There were moments when we were
thinking to shut down the business. However, we have by now gained
some market knowledge and we have also engaged some market survey
agencies to find out market for our product.
The results have started coming in. Last year, we have earned sizeable
profit and we are hoping to double our profit this year. This was mainly
due to new markets we identified both within and outside India. We have
just started our second business unit in Hyderabad. We hope we may
expand in all metro cities of our country by year 2020.
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(vi) Provision for Crisis:
The last but not the least step involved in setting up a business enterprise
is the preparedness to manage crisis situations, if any. Yes, some may
not consider it as a necessary step because foreseeing any crisis and its
handling is simply an additional step.
Even many may view why to think in a negative way for the worst which
may not happen at all. Admitting that optimism helps, there is no harm
in being prepared for any eventuality, if it arises. It is always useful to
remain prepared for something unexpected in terms of resources, policies,
finances and natural calamities takes place. Seeking insurance cover is
the best way to deal with these situations.

SUMMARY OF THE CHAPTER
Entrepreneurship is to a large degree a mind-set, always striving to do new
things in an innovative and better way. The meaning of entrepreneurship is derived
from the French seventeenth-century term for someone who “undertakes” and
more specifically someone who undertakes a specific project or activity. In the
nineteenth century, the French economist Jean Baptiste Say refined the meaning
of entrepreneurship to individuals who create value by shifting resources from
lower- to higher-valued activities. The higher value activities can be activities that
bring value to both individuals and society.
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It is the twentieth-century thought on entrepreneurship from Joseph Schumpet
an Austrian bom and then Harvard University-based economist and sociologist,
which has most influenced contemporary thinking about entrepreneurship. In
Schumpeter’s view, entrepreneurs are innovators who drive the “creative destructio n"
process, reforming or revolutionizing the pattern of production. In many respects,
sustainable businesses are significantly changing, if not revolutionizing, the patter a s
of production and service delivery, transforming business practices in ways tl at
benefit the environment and society.
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EXERCISE
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Multiple Choice Questions
1. An individual who starts, creates and manages a new business can be called
i

A. A leader
B. A manager
C. A professional
D. An entrepreneur

■f

2. Trademarks relate to______ .
(a) Practice and knowledge acquired through experience
(b) The protection of proprietary information of commercial value
(c) The right to reproduce one's own original work D. Brand identity
3. Which could provide an individual with the motivation to start a new busine ss
venture?
(a) The financial rewards.
(b) A desire to be independent.
(c) Risk taking
(d) All the above.
4. Which of the following factors should not be included in PESTLE analysis?
(a) Government re-cycling policy.
(b) Proposed reduction in interest rates.
(c) Competitor activity.
(d) Demographic changes.
5. Which industrial sector promotes small-scale businesses and Entrepreneurs^ P,
and has lower barriers to market entry?
(a) Service.
(b) Manufacturing.
(c) Distribution.
(d) Agriculture.
6. Why are small businesses important to a country's economy?
(a) They give an outlet for entrepreneurs.
(b) They can provide specialist support to larger companies.
(c) They can be innovators of new products.
(d) All the above.
Business Studies- LO
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7. A business arrangement where one party allows another party to use a business
name and sell its products or services is known as_________.

Business Studies

(a) A cooperative.

\

m

(b) A franchise.
(c) An owner-manager business.
(d) A limited company.
8. Which of the following is the reason for business failure_________.

tf."

(a) Lack of market research.

Notes

(b) Poor financial control.
(c) Poor management.
(d) All the above.
9. The use of informal networks by entrepreneurs to gather information is known as
(a) Secondary research.
(b) Entrepreneurial networking.
(c) Informal parameters.
(d) Marketing
10. Good sources of information for an entrepreneur about competitors can be
obtained from________ .
(a) Websites.
(b) Product information leaflets.
(c) Company reports and published accounts.
(d) All the above.

ANSWER
1.
6.

(d)
(d)

2. (d)
7. (b)

3. (d)
8. (d)

4. (c)
5. (a)
9. (bj - 10. (d)

Very Short Answer Type Questions
1. Who is an entrepreneur?
2. List any four qualities required in a person to become a successful entrepreneur.
3. Name two institutions that have helped in the proliferation of entrepreneurship in
our country.
4. Distinguish between entrepreneur and entrepreneurship.
5. What is meant by entrepreneurship?
Short Answer Type Questions
6. Explain the three roles played by entrepreneurs.
7. State the importance of Entrepreneurship in the economic development of a
country.
8. What are the objectives of Entrepreneurship Development Programmes (EDPs)?
9. What issues and problems do entrepreneurs face in ‘’Selection of Business' and in
'Choice of form of business enterprise'?
10. Give a brief outline of entrepreneurial practices in India.
Long Answer Type Questions
11. Explain the different type of entrepreneurs.
•
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Describe any five qualities that a person should possess to be a successful
entrepreneur.
13. what are the important functions performed by entrepreneurs, after concept on
of a business idea?
14- A person having sufficient amount of money can become a successful entreprenexj r.
Do you agree with this statement? Give reason in support of your answer.
I
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15. Jai comes from a family of weavers who have been working on a small scale on
their handloom. She dreams of turning the family vocation into a world-wipe
business. To start and set up a business enterprise in this field what are the factors
she should consider?

j
j
I

ROLE PLAY EXCERCISE
Saurabh and Gaurav are two good friends. Saurabh's father is a small retailer and
Gaurav's father works in a bank. Both the friends deliberate as to what they wa nt
to become.

i

Saurabh : I know, like your father, you will get good education and get a good job.
Gaurav: Yes! I do intend to go in for a good job. What about you?
Saurabh : Mel I shall also, like my father, have a small shop in the market to make a living.
Gaurav: So, you will become a businessman trying to sell your product and make profitThat is not bad, but you must try to improve and expand it so that you beconje
. a big businessman. Saurabh : That sounds good, but I do not know how to go
about it.
Gaurav: Don't worry we will go to my father and ask him about it.
Saurabh: Yes! Let's go. (Gaurav's father explains the functions of an entreprenei r,
Problem/Challenges faced by the entrepreneurs)
After reading the above conversation you are required to play the role of the
father and continue the conversation. Involve two of your friends as Gaurs v
. and Saurabh in the conversation.
Space for notes

i
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