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Thi book deals with the 
l9p,q^, 

,." ,oi":ffif3,ation and.Maoagcment incrur6d.io thcsyllabus for the second year-of_thc B.Com.,.course offered bi;h":;;;If,ffi W.Universitv. These topics generalry 
"ore. 

tli:1co;;;r;;-;ftf,"'suQict to bc gtudixi io thcsecond year orthe three.vear o.gree.".(r: iry-cr-il"i*"ts]cdrfr; ryriiuorffi" r"r.of covenience is divided.into Blocis, o.rror t"ni.L*-urE'"-io*o", of uqr*. Each uoc&generallv covers a specific area of the subjcct- Th;il; il;;;Urffiir" ioaccordance with a fu.*rl, so,designed as to-dnable tt" *ta."t to reao and undcrstand thcmwithout much difrcultv. each uniiEgins wim 
" 
rtat"-ioi;iil;i#f*Hii.Tl*"'ff

fr il:#ii#"fi;fu fl #1r.*#.#,hi3$l:,Tf#H#'H:ii:fliffi:
each unit under the head, ..Glosr"r",f- --

Business organisatigl and Man-agement has emer.ged as a very important inEmdateddiscipline' This is mainly due to ttJi-port""c9 variius 
"ooot 

ie atta;h to.the proer ofindustrialisation and tle 
iteps t+e;ty rd;.t";hlr;a;-,;: iriili-6il"i1l6*lprtirffi*.dwith the concpets of industry, uusinlss-ana-tr"o", irr. prGrs-or organisiqs thc sanc, urqpatterns and forms of organisation, the ry"l""t ;-gi J*"goi.r iesues iuvolvd, thcmansement of business and its environment, tt" uryir *a pitrfii-"rffitl"liJi'Jigooaand-other allied matters connected with business and trade. An uooersaoaiug of this rodj."t i,as much relevant to the traders, 

"otr"pr"o"urs, 
managers and pfacticiqg business4en as to theacademic communitv.

#j,J;1[::]gi:n*Lrii*T,,#*,ril"Tl]*:,T]1::iH#:';f#rffi #*"*:
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1.2.EVOLUTION OF EUSINESS

1.2.l Mcaning of Business

ØÜ �Ù  �� �N

�ÙŒa�¡ �S�Ù �Q���] �[ � �̀ç1�| �q�' 1�y �§��
serviccS Such as transport,banking,insurance

�Eand warchousing).

�î   �„�£� �̀t �|�@ �¢
0çW�ô�ðT�ß�DçW�� �E�Ø l�� �Ü 1Łc�£!��

�H�ŁT�� �R1�I �° l�¿ �� :Ft�Ó �� wau�œ �œ�£
el��

� �̌]J�æ�À �…�W�‘ 1�h|�Ô �t

�å �ï l�y �å �å Æ���

foreign countries'

Check Your Progress - I

What are the stages in the developmeot of commerce?

2  -
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1.2.3. Evolution of Industry
The evolution of industry also has passed through a number of stages such as the following :

(A) Handicraft systcm : Uuder lhis system, the artisans living in villages produced the
requirements of local people. They worked on the basis of yeariy paymenireceived from the
farmers in exchange ol'goods supplied or services renderld ttiroughout the year. Thus in
India, even today we frnd Carparters and Blacksmiths reodering-services to the farmers' 
$r.o.uS-hout the year and receiving generally in the haiiiest season i fixed paiment for them
in kind.

The special features of this system were as follws :

the production process was simple;
the usc of machinery was minimal;
the. capital requircd was nor considerable; and
most of the work was.done by hand.

(B) Guilds: The second stage in the evo^lution of inctusrry was rhe development of guilds. In this
phase, the artisans of different crafts working in a iocal area ot ptu"eiorm"drrro"iutioo,
(which were called 'craft Guilds') in order to [rote"t ancl develop it 

"ii 
t".i6ss interesr atrd

also ro maintain high standards of production Generally a sepirate guild was formed for
each craft. These guilds after functioning successiurr/ioi a rori p"riot Jtime, declined inimportance and tinally withered ot"nyl So-e important reasons ror tt"ir-h!"ur;;;qtsfippearance were:

. the rigid outlook of member-craftsmen ;
restrictions on fresh entrants to the craft; and the
emergencc of new towns rvithout guild authority

(c) Donrestig Sv*ol. : In. this system, the merchants began to enter inro contracts wlth arrisansand workers lbr rcgular luPply of goods. wittr ttre d"emana for ttreiip.oou.ir'i""reasing theartisans t':19 
1,- 

difficult to irt<rriac for 
-the r"gutoi iupply of rhe needed raw nlarerials.Hence, at this stage, the mcicha.ts took.rhe i"rp"*iluhi,iy-;i';il;ii;;;r* marerials.\ required by the artisans and also of marketing it" Iinished p;;e;;;;; arrisans. The' merchant in this wiry, became the entrepreneur and middlemanlei*"", trr. producer andconsumer.

' In the l Tth Century, here were improve mcnts in the techniques of manufacrure and in the-t' l8th ce,tury,, a tbw 
-r,ventions 

#;";;;:'iil; d"r.topments resulted in the use of\ machines andltoots uv in" *rrters. But thc machines and tools were beyond the means of\* workers'This led to^ihe settin! up of machines uy--"r"turr, i, rG;;;;iuildings whohired the workcrs for manufTrcturing ,h- ;;; uoi", tt ei, supervision. Ttris kind ofdomestic manufacture became the forirunn";;i;h";;dern factory sysrom and gave rise rocapi tali sm 
-a 1!_the 

emergence ur tn" eoir"preil;r-h tp.
The consequcnces of this change were that :
the artisans lost their independence ; and that
they became hired workeri.

(D) Factory systcm : The Industial Revolutio'which starred in England in the second half ofthe l8th century soon spread to other 
"o"",.i"r.-irre old industrial order with smallmanufacturers employing i smalt number orworkeis arra usiog limited capital disappe-aredgiving place to a-new Jne based. o" r,ose ;"d"-;;;rction. Domestic production wasreplaced by the factory system. rhe wor-t<?r;;;6il, large factories to'caiea mosdy in; cities' These factories produced goods i.n lrrs" qr;rii,i"*rn"u.r, for meeting the needs ofcousumers not onry within the courtry but ilso in roieign countries.

To matnufacture goods in largc querntities, the old machines were replaced by newmachines which were complicateiyg gi1,"riil.;; Large scare production increasedthe necd for large inyestment of cirpitzrl. fnis res:rlff,a'iiit 
" 

Cupital becoming a dominatingfactor of produition and the ow'eiship 
"i,f 6i;riui uirt _pursing inro the hands of thesupplier of capital' This new svstem ca*e to b" 6;;; the'factory system,. It is the ratestsystem in the development of ir.dustry.
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1.3 BUSINESS CONCEPrS

There are various concepts concerning business which are discussed here under . '

L3.f Business

'Busincss'refers to all human activities which are concerned with the production or purchase of
goods and services with the intention of selling them at a profit. It iniludes 

""roo*i" 
u.tivities

such as manufacturing, gafing,-transportation, insurancp, warehousing, banking uoO no*"".
The important characteristics of business are :

1a) Sate or transfer for. value : Busunes.s involves the slae or transfer of goods uoo ."rJe, ,o,
value. The Production or purchase ofgoods and services for personal-consumptioo do", oot
come under business whereas the production or purchas" of goods and r"*i""r with thi
object ofexchanging them for value comes under business. This, u *"ur". *raving a ctottrfor his own use is not engaged in business, but if he weaves it for sale, it t""o-",
business.

(B) Dealing ln-8oods and Services: Business consists of transactions relatiug to goods and
services. The term,'goods' includes both consumer goods like wheat, rGloii, Eiott, 

"t".,and-producer goods like tools and machinery. The Grm, 'Service.' ,"iers to ,oth things asbanking, insurance and transportation ofgobds and passqngers.
(C) Recurrence of dealings : Irr business, there is recurrence of purchase and sale. If a person sellshis personal sco.oter and earns a prolit, his act is not oo'e oiur.i""*. iliir-ri"-r"gorrrry

purchasesand sells scooters, then iuch an act is ciiiesidered business.
@) Prolit Motive: The irrimary motive behind business is to earn profit. It is concerned with theproduction and purchase of goods and services wittr a^ri"* to-r"ttinl-tti"* 

"t uprofit.
(E) Risk : Profit from business depends on many factors like demand, price level, competition,etc', on which businessmen may not have control. Hence, business involves an element ofrisk.
(F) components of business : Business incltrdes industry, trade and commerce. while industry isconcerned with the.production of goods uoa mut"iiatqirua" u"o commerce are concernedwith their distribution. vv''.rwrw as t ('r

1.3.2 Industry -

- The term, 'Industry', refers to tfueprocess of extraction and production of goods whether forfinal consumption oi for use in fuitf,", production.
Type; of industry : The folowing are the different types of industry :

A) Extractive industries
B) Genetic industries
C) Manufacturing indusdries
D) Construction industries

A) Extractive Industries : These industries are concerned with the discovery and utilisation ofnatural resources like minerals, u"i*uL ano p_tanis ani;;;; Some exampres of exrractiveIndustries trre farming, mining, h;;G an$ hsfring.B) Genetic Industries : Tlrese industries lnctuoi brJi;g of plants, poultry farms, fish culture
(C) Manufacturing ir;u.,; : These i,ltransforma;id.;,;;;;;;",ior,,ii'p jff;'4:m"m{,"*ff,::1, ji#f"Ti#&::#fi:

examples of manufaerffGg industriis_# l;';;j'$;i;"rstrles, susar industry and

(D) construction industries : These industries are engaged in constructional activitii tite tne_ construction of buildings, bridges, Ou-s, etc. // rr ,

1.3.3. Trade 
e--' ----'Y' vrv'

Trade-is b brarrch 
"! r9|vy'2*'ln{ it is concerned with the excf,range of.commodities.,Ii,lmeans tre buvingaird selling <ii-fi;i;:i,;;;r-;;ffi"r"a",ilir'ilitiade like banking, insur4nce.
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transportation, wareshousing, etc. Tracle can be classifiecl intq wholesale trade 4nd retail trade'

Trade is also Classifi"J*. rJJ.l ,rade, regional rrade, internatinal rrade or foreign trade'

1.3.4 Commerce

The term, .commerce" refers to trtrclc an<t all activities which facilitate trade such as

transporting, insuring, storing, financing, gti Airg and packing. Thus commerce includes trade

, as well as aids to trade.

There is a need to remove hindrances for conducting the. trade' The hindrances include those

stemming fro, p"rrori; ;i;, time, fintrnce and kno-wtedge. One person.may produce some

goods and anorher ;;il; ;t need. them for consump'-tion. This hindrance'of person is

removed by traders *ioi".u, as a link betwee' the producers and the consumers' Hindrance of

place occurs ,"t"n g;oOi are produced. at onc place an6 consumed at another place' This
'hindrun." is removei with aiditike packing, transportation, and insurance'

Hindrance of time arises oitt of the time gap between the time of production and time of

consumption. It is removed by warehousing'

The hindrance of finance is remove<t by banking and the hindrance of knowledge is removed

uy advertising and PublicitY.

Check your Progress-2

What do you know about extractive Industries?

1.3.5 Service entcrPrise

These refer to the enterprises which are engaged ii providing services'- Some examples of

service enterprise ur" cin"-u houses, trun.pori Jompanies and insurance companles'

1.3.6 Inter-relatiorship between business activities

Industry, coilrmerce and trade are closely related to one another' and as such they affect and

are in turn affected-il;; ;nother' Ei;;;t io atp"-"d 
'o-n 

the other for realising its

obiectivities. no, "*#prl, 
"i"i'r"r'"y ;i.*h ;-;"*rtTrid. with eroduction depends upon

"ommerce 
for the d#itil; "fiii 

pi"or.ts-ana-si*ilarly-commerce has to depend upon

industry for the roppiv oipioducts: c"-**;;h"G ;;;.,ri both before and after production

through the buying :ir;;il;;;;l', tl;;"il;;';i r''iit'ii p'odo"t' 4od the conducting of

many other oPerauons'

Trade which is concerned with .the process of buyin€-and. selling goods provides suppoSt to

. 
hdustry 

"oa "ororJiir" 
;;-h li# "f ;;;;r;Thus industivl "o**"'o 

and 'trade are

closely related ,o oJ" liioii,ir-"rO ar" i""tlA"p".;;;;;t shown in ine rrgure below'
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l3.7 OD&tdYesof Bmlrm
Though it is generally believed that the aim of business is to earn protrits, a business unit

cannot afford to have profit alone as its sole objective. Henry Ford staied that business is not
merE money chasing but th-at it also should aim at serving the community.

Business should have an obiective of earning a reasonable profit through customer
satisfaction. Aocordingto Prof. Urwick, 'Prolit canno more be the o6jectiveof a i'usiness.than
e.ati.18 is the objective of living:. tlgm1rbeigss do notlive with the sole objective of eati4g and
similarly busine$s cannot exist with the sole object of earning profit. Hoivever, profi( ptays an
important role as criterion for success. It is the measuring rod of business perfo'rmance.
More-over,-a frrm has to avoid losses if it wants to survive for long If the firm is rendering some
useful service, it is necessary that it should continue to function,iince its closure may afffot the
prod.uce-rs, workers, and consumers. Hence, business has to earn at least the prolit that is
required to enable it to stay in business.

Accordin-g to Peter Drucker, the customer is the foundation of a busi.ness and keeps it in
existence. Hence, the purpose, of business is to cater to the needs of customers. 

- -r

A business concern also has human objectives.'It must fulfil its responsibility towards its
employees by providing good working conditions and reasonable wages.

In addition, it has to safeguard the interests of suppliers, financiers, etc.,\rith whom it has
business dealngs.

. -ld:tf,l$ study of this aspect is made in unit No.2, viz. BUsINEss EIWIRoNMENT
AND SOCIAL RESPONSIBILITIES. Here it shoutd be ooted that businesr t 

"rit " 
roriowing

economic and social objectives.
Economic objectives
a. Earning of satisfactory prolit.
b. Creation of customeri. 

-

c- Making. innovations which help the customers in getting better and more
economic goods and services.

Social Objcctives
a. Supply of quality goods to the community.
b. Fair deal to workers.
c. Fair return to investors
d. Fair dealings with suppliers.
The chartgiven belowsummarisesthe odectives of business :

Chart Ir 
Budness objectives

Economic

Reasonable profit

Quality goods
at,fair price.

1.3.t Organlsation

Creation of Innovation
Customers

Fair ito
Workers

Fair return to
Investors

Social

Fair
suppliers of
materials

with

Business'is an econ-omic enterprise involving a combination-of economic factors, namely

****=*******h,,,,.:#d
Dcpending on the nature of these aspects, 'organisation' takes different forms such ur'ror.
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proprietorship, partnership, joilt stock company' co-operative society and public corporation'

These externat forms ,;il;"d"';il;,i.;;;;;;if#i,irroni rhe internal organishtional structure of

an undertaking whic'li ;11ft;';i^i;;'r";;;-k- 6; i,ribtiog a grotip of persons to work

together.

The external forms
internal organisation

Of organisation will bC discusscd in detail in Units-2,3,4 and 5 and thc
in Unit�] 9.

The development of Commerce ancl Industry would lead to. the evolution of business'

gusirre; -"rn, pro.tu.it* rurO marketing of gootts and services.The development of commercc

;;tt"lit 
"orrn""i"a 

*iit uif the activities 
-ihat-are 

inter-related to bring the goods- from the place

of origin to the pfu..'oi'"o*rrptior. The 6cvelopment of industrv shaped into different

sysrcms like i. Huoai"lnrir 
-tvti"i"'r 

z. G"ild-;i;-d";-J'.Domtstic tvtt"'i' and 4' Factorv

sysrem. The operatr"; ;a tht whole irraotity-i,, the above systems yields good results

thereby serving the public atud has 
"o*" 

-tf 
siay wittr democratised principles of the

socictY.

Thisunitexplainedthecotrccptso[.thcbusiness.Firstthecollceptol.busingssarrdits
characteristics were .;pi;i-t*d :i;i rf,.r" Uy inJrtt.y, trade and commeicc werc also analysed'

The relationstrips UetJeen-in,tur,ry, Trade and Commerce were analys-ed. in detail and linally

business ilctivities 
"t"'"-pf "i""J' 

ifrit ,rit giu"t conceptual clarity of the differelt busirtess

terms lobks ahead for itJtutirttt euvironm--ent attd social responsibility'

1�B4 SUMMING UP

1.5 CHECK YOUR PROCESSS:�W10DEL ANSWERS

1. l. Flousehold ecotrorrrY'

2. Primitive llarter EcouomY'

3. Town economy
4. InternatoDal Trade' -:r:.---.:^- ^{'-.'t,'..rt .o.^,rrr:es like

2. These inclustrrcs r,., l-orr"".rr.d with the discovery a'd utilisation of'natural resortrces lik!

minerzrls. animals' plants and trees'

1.6 MODEL EXAMINATION QUESTIONS

A.ESSAY QUEST10NS
and trade.

Exa�˚ iC�˚ C nc�mrd�˚ onsHll�Ì
[|:�� �‘ �| �B l:;.

11:::�æ :|�a ::lil:icll::::Ind obicCIVCSOrbuttncss.

B. SHORT QUESTIONS
4. What is house economy ''

i. vr"nii"" the stages'in ihe evolution o[ commerce

6. What are'Guilds'?
7. Mention tne sttrgcs in the evolutiotl of industry'

g. Wt ut do You mdtrn bY commerce?

�P

�Q

�R

1�B 7�B RECOM�WIENDED B00KS

:.FundamentalsofBtrsir.ressorganisatioirarrd
ilil;ffie-nt Sultan Charid' New Delhi'Bhushan Y.K.
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and Sons, 1978.
Kr:ishnaswami OR : 'Essentials of Commerce'

Re&,P.N. and

Gld�É har

Eagle Press Publication Division,Madras, 1978.
: 'Principles of Business Organisation

and Management'
S. Chand & Co.,, Ltd.,New Delhi: 1981.

1�B8.CLOSSARY

Busiress : Refers to all human activities which are connected
with the production or purchase of goods and
serve with the intention of selling them at a profit.commercb : Refers to and includes all those.Ictivities which

. are necessrlry to bring goods alrd services from the
place of their origin to the places of their consumption.rrade , +,11"J'i3"iJ;li:f:?3i*J3,1?1fu n,,
concerned with the exchange of commodities.
It means the buying and selling of goods.

tl

:,
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UNIT�c2  : BUSINtt ENVIRONMENT AND

RESPONSIBILITY

SOCIAL

Contents

2.0 Aims and Objectives
2.1 Introduction
2.2 Business Environment
2.3 Objectives of business'

i.i srJi,,r n esponsibilitie{ of Business

2.5 Summing tlP
2.6 Check Youi progress : Model Answers

i.z uoa.t Examination Questions
2.8 Recommened Books
2.9 GlossarY

2�B O AIMS AND OBJECTlVES

b�fl �Ó �[ �Ł11�P�q�' 1lm�g
s mtt�� nlnct ttd�˚ C�_�V

� f̂ peoplc.

eii-t"-"tO of this unit' you will be able to :

- know the busincss environment , ,

- I"tctiU. objcctives of the btrsiness-enterprlses 'y a'd
- explai. rhe social ,"r;ji;;til;ililr-l-ffi towards owners' consumers! workers' soctet'

Governmcnt.

2�B lINTRODUCTION

2.2 BUSINESS ENVIRONMENT

�{�Ü Œa�r Œa�\ I�Ø�Ó���[ �ˆ
business' ' ':" 'tutions are coming tbrward

.*x'i,ru:]j*"ffi ff ::$.T,:ff i:qiillll:'":-:'i;lT;:i!;"$;;;;ivuruu''r,,'ss''[he
governmenr now rerr fi:";;il;ir;;fi-;i"".*'i'iil i;; pi'iit at"'"' but for something clse'

Business has a rcpo'siUitity'towards "*"J1,""J;;;'-*otft"it" 
society a,d fi.ally the

Government.

obligation of

10

2.2.l Meaning

cnvirOnmcnt.
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The environment of a business firm comprises several segments which may be classifid' as
follows: : '

l. Social : This segment consists of consumers, employees and social institutions which get
benelit from the business or bring benefit to it.

2. Economic : This includes the whole economy, the various economic institutions as well as
other organisations rvith which a business firm has to deal.

3. Political : This comprises the political institutions of the country including the Government
and Legislature which assume the respongibility for regulating the activities of business and
receive funds frombusiness firms by way of taxes, cess, fees, etc.

4. Tdchnotogical : This segment consists bf technical know-how and production and
management technology available to business organisations at any point of time or over a
period of time.

2.30�Ñ ECTIVES OF BUSINESS

In this section,it may be pointed out that business is not meant just for earning profits for its
owners, because it has to cater to the interests of various groups who have a s,take in the
business.

2.3.1. lnterest grouPs

Various interest groups which have a stake in the business help and contribute to the firm's
continuity and prosperity and in turn claim a return in differenl forms from the firm. These
stilkeholdersconsistsof consumers, employees, stock holders, creditors, suppliers, distributors
and the Govenrlnent. A business firm'stontinuity and p.o.p"iity depend up^on itsietations wittr
all these interest groups.

The following diagram indicates the relations of the busineis firm with different interest
groups which constitute its stakeholders :

As dl�¡
9 1lt9�K St grOups arc i

fi�‰ iW�‰�n�| �v�O�l �R crttlill�\ �Ł�å
"�â

�] In�å

�g
�ì

:��     �� �� ��                lng intcrests Ofth�† stakeh01ders
�ì �{ �¿11)a�„ ?nyl�Ó =de�J�öitrdI�æ II�X 1�� :I:|

�‰��1=^10.ICC��
nllCtht�¡ nnictittIRå� :�o �O�Ý �«�æ�� �dTF. Drucker, a business firm

:h�� Wld hTC t"f010�« �� �A�Õ�� liV�y :I' 
S,t:::,"r,1"*l:I*lll*:i:lilyl*:,!tanding): Every business should have the objectivesOrc�K�Nhgapronm�\cmarktt11,�V 11�Þ �ÚL�‘ �V�V�v�Ñ �–�i �ç�I�D ��Roger F�� 1��  �E

‘�ç

..�B ,�n �c �]�J:.�� |._rRorr nkrcus�ì m�å �§�˚ebui�…�X�˚ �i IM�¨ �¶ �� �‡ �ß :1�£ �÷ �@ :crcatlon oF custOmers’ As the fb"�¡ �nfh...:h_..�� 0�¡ 0_�¡ _^_‘L_____^�\       �B  �E  �E�]
:�� OF�V�V�ß�� �NI�i :�i �]�i �˚�˛ ’�Q�l :�£

crcation OF customers’.As the
ch�n �¡�¡1�� 0_�� 0�¡ 1:_�¡ �¡ 1�¡ _‘_�R _J=1__=

�� �uà  �À ,Ii�� �^�� I�– �V�J �R�Ó�R�� �æ�i �ł ���@:�i ��1�O�[
�Lldette �V  �V

�g
�V10�æy for his�– �n �†2P�� ��

1lF�` �hIŒa�¯ �d�‡li�¡ ttI�ó �å VllT�E IPI �_
IaØS9.l�µ ol’,thC diSCOvering

��
�Õ
�µ

�†
%�µ ��

�V E
BUSINESS

FIR�WI

%�g
‘%�Ñ �� �S

5

�E

�¡

�¡
�J�ç

oF ways and means�§I mpr�B ��ng�g �Ñ�[rodud�] �Ò �•�a�L3�æ�'r�˚ ��I�– t�å �•
1�¡

�·
1::ll11lll�h
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Check your Progress-2

What is social resPonsibilitY?

towards itS business.Social rcsponsibility is not

�£ [�' IØ}�� �A�Ø
sOcicty.

2.5 SUMD�¿NG UP

CHECK YOUR PROGRESS:MODEL ANSWERS

f . i) Owners of the entbrprise ii) consumers. 
iii) wortcers; iv) Soceity v) Government

,. ill.T;##i!ooi,fiJ*" welr.are or rhe society and social values as a whole along with its

" own interests.

2�B7 MODEL EXAMINAT16N QUEST10NS

�ß :��
d::S�•

�] �Ì�æads.s cm�� �B�¢ ,

æn �§ �Ó 10w�˚ e wd�‚ O�\ g�EatiOS Wn,�� C

Discuss.

�E
SH��

�T �Ø ä� �– 11�T�P �å
"�˚

�t �ŁJm�� �æ�¯
14
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2.8RECOmDEDB00KS

Bhushan YJL : 'Fundam-e-ntals of Business Organisation and Managernent',
Sultan Chand and Sons. New-Delhi,'197g.

Kridrnaswami OR : 'E$sentrals of Commeroe".
Eagle press publication Division. Mardras, l9?g.

Reddy PN. ad Gulshan : 'Principles of Business organisation anrt Management'
S. Chand and Co., Ltd., New Delhi;l9gl.

2.9.GLOSSARY

Business Environment : The set-up in which a business operates,
i.e.-, the sum total of physical and other
faciors which influen& a business and

social Respomiblities , [J[T::Tf"ll1irioo, of a business concern whichof Business promore the weriare ortne soci"iy-;;;*h;r" "**'
along with its own interests, i.e., ihe business
concern acts in a manner that will aocomplish socitrl
gains along with the traditional economifgains which
the business conoern seeks.

Aae. No! al D to Is -

class No: l" uV
Bus

�Õ ��
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UN�u�]38 BUSINESS PROM(��ªŁON

Contents

3.0 Aims and Objectives
3.1 Introduction
3.2 Business Promotion and ptomoter

3.3 Characteristics of Promotion
3.4 Steps in Promotion
3.5 Summing UP
35 Check your progtesss : Model Answers

3.7 Model Examination questions

3.8. Recommended Books
3.9 GlossarY

AIMS AND OBJECTIVES

ring-of Business.promotion, chaiacteristics' and steps in promotion' At

��̊v��
:�x ä¿�T�\littFttr
�]thc steps in prOmOtiOn

3.I INTRODUCTION

Œa�ï� �́ ï�Ø �ª �Ł�Ö�]
studied.

�y �˚ �� �i �† hOMOTIoN ANDPROMOTER

3.2.1 Meaning of Promotion

A business enterprise does not come into existence of its own'.It comes into exiitence as a result

or the efforrs or oo ioai"nii,iul;; G;t;i #ffi; ;i'i""ii",i"'. Tt ui i', it has to be promoted

:ljif ;'l-ril-iffit"',"#,*::.Hf,RxiLtF,i:'ff :li:3,'"li#*:lll:l*'#lH:il
idea is iranslated into
of its -b;sinbss' ---^-:-- ^r the term 'Promodon" let us consider the

In brder to have a clear idea of the meaning of the term 'Pr'

o"iiriil*iGn by some well known authors'

AccordingtoHarryG.GuthmannandHerbertE.Dousall..Promodonstartswiththe
conceprion of ttre ioei'fr;;;;ilil-in".br.il"J,T;;'iJ"'oru"a-und 

continues down to the potnt

at which the businesl,'J?frilHtil;i;il;p"rarions as a going concern"

HenryE.Hoaghlanddefinespromodonas.theProcessofcreatingaspecificbusiness
enterprise,. rt, ,"opr,."oording to him, ir'""riir""a'*o oo*"'ootiooiiiauu6 are frequently

16

B R
 A

 O
 U



�D�Ü�à �£�a�@�í�` �¿�ò �§�R�Ł�ò �[ �d1
tO eX�ß �� �˚ C HC�Ö �˚ �v aggr�å �Õ e OfttMdesco:�í �ì �� �ß IP�G �� �˘ �ˇ �Ô �x�Ł �w �R ��
of thc enterprise constitute promotion’.

Another writer Mr. C,Wl Gerstcnberg, derlnes promotion as ‘the discovcry Of business
opportunitics and the subsequent organisation of funds,property and managenal ability into a

business cOnccrn for the purposc of Fnaking prorlts therefronl’

Check your progress-l

Define Promotion?

3�B 3 CHARACTERISTICS OF PROMOT10N

3.3�B l Charactoristicsi

From the derl,itions givcn abotc,wc can identify th9 chiercharatteristics OfpromotiOn.They

arc tt follows

l.  PromotiOn Of a busincss cnterprise is a process cOnsisting of thc f0110wing steps:

a)diSCOVery of a business idea:
b)inVestigation or th�v  business idcas;

C)aSSC"bling of thc inputs like capital,land,labour etc.:and

d)fOrmatiOn of the appropriate busincss oFganiSation such as s01c proprletorship or a
partnership or company by complying with an thc required legal fbrnl�E alities.

2 PrOmOdOn �K�U�Ł�_ ttc �\anng of a nctfbu�⁄
�y�ÑL:�� �˜ �fi �Ł�� i�i �Ù l�Ô

t0 0thCF f01ms Of Org4,lsation Such as l

�R �É �˘ �d�`�í
r�ß

:�[ �÷
S�ì

æa�ç
a�å ording to thc rOrm. For examplc,thc i

�I �ö

�T
�¯ �R i�x 1�� �[ �¿ 0�b �R�R �V

�‚
à�

�¿ �¡ ���� �V�â �� �\

3.3.2.PromotOr

i�� �` �Ø1�� �E�� ��̆` �…�Q�ít�H �S�º �ô LEs�R

:�ª �Ef�M�r �Ô�‰f�� ���†�º TT�MT��

3�B4 STEPS IN PROMOT10N

Th�v =FlrOmoti6i bFa hew cnttroriSe is leset With l numbCr 9fprOblems:The�M
entrepineur or .17
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promoter has to invest huge amounts and naturally,Ie expects a good return on his investment'

To arrive at a decision to promote an enterprise, he has to consider carefully rnany. factors;

;il;i;;,L;;th";; io iu"r probtems at a latei stage. Further, the promoter has to make a

il;; ;il;;; "i 
i"cisio"r in connection with the promotion of an enterprise'

The various steps in the promotion of a business entcrprises are:

3.4.1. Development of idea;
3.4.2. Determination of objectives and broad policies;

3.4.3. Product analysis and market survey;

3.4.4. Selectiog of the form of organisation;
3.4.5. Determination of the size and location
3.4.6.Physical facilities;
3.4,7. Financial Planning;
3.4.8. Recruitment of labour force;
3.a.9. Designing the industrial organisationas structure'

3.4.2.

�¡ 41.

�¡ 4.3.

Development of Idea
The fint problem of an entttpreneur is to conceive the idea'of a specific business

oppon*iiy: ihil iaea mayltri'irc him on acoount of his awareness of unexplioted

natural r€{iouroes ot ooott t"ppfy pf raw materials or potentialdemand for a certain

p.rO*t "i 
pirntability of certain iines of business or governmentls and encouragement

ior certain lines of business.
I)etermination of obiectives- eft"i urrining at i decision to establish a business in a particull fine' the entrepreneur

has to determine tt e oLjecti'"s oittre en-terprise' The deiision relating to the objective.is

oiyi*portunt becauJit" fotut" of tG concern and its working are determined by its

"6lttirl*. 
Furrher, tii"- oU.i."ti"es of the ent€rprise must be strch that it should be

poisiblc for the concern to achieve them.
*f 

ff :,::"y#;frfi::"i :H:il**"r to conducr an anarysis. or, i,c prduct-and its

*3,ik; i;il the point of view of tn" customer. For this,.he has to collect data on

oonsumer preferenoes anO n""at throughmarket research techniques and to find out the

saleability of the p."pot"J-p.oiu"i iitt_io a given price range. Further. the market

research also should Jo""i"ootumer preferencEs in respect of design, colour, size,and

rfr"p". f. 
"Odition, 

the entrepreneur should try to find out th€.total demancl, trenos rn

demand, potential Je-rrd and' .the degr; of competition for the proposed

�¡ 4�B 4. �V 1 0fforEE1 0fOrganisation

�à �� lŒ⁄�[ �� 1ær �µ l

discussed later.

�¡ 4.5. Determination of size and bCatiOn

Size of thC rBrm:The next problcm

L�x cation:The decisiOn rclating to location is to bC tak01 0nly by taking into account a
18        M8e number or factors.Thc r�E actOrs to be considcred 2re:
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i. Nearness to the rirarket to be served;
ii. Transportation facilites;
iii. Neamess to and availability of adequate supply of water, power and

fuel;
iv. Regional tax situation;
v. Nearness to the source of raw materials;

vi. Availability of labour;
vii. Regulations imposed by the Govepment; and

viii. Climatic conditions. 
- /

Thus the factors to be considered are many. But no single place may futlfil all these
onsiderations. Hence the promoter has to weigh the relative advantages of alternative
places in relation to the above mentioned factors and select that place which provides the
greatest measure ofuet advantage.

Selecrion of site: 411s1dfciding the area for locating the business, the promoter has to selectthe
exact site. For this purpose, he has to cons-ider the iollowing factors:

; l. Availability of adequate land area and its development cost;
2. Availability of water, power ctc;
3..Drainage and soil conditons;
4. Neauness to other plants or institutions which the new enterprise may-serve or from

rvhich it may get materials or services;
-i. Facilities for-railway sidings for receiving raw materials md the transpording of

finished goods;
6. Government regulations and restrictions;
7. Proximity to the main road; and
8. In the case of a small enterprise, nearness to local market.

j.4.6. I'hysical facilitics :
Promotion also involves consideration of such problems such as provision for plant,
building equipment and proper layour.

Th9 provision of physical facilities involves decisions regarding the character of the
Pillr:t lrrd.space, general ravout of the estabrishment ,id th""pr;p";l;;ii;tion ofequipment and m_achinery. Decisions relating to equipment and'machinoy unO tt ei,Iayout.and type of building depend on the nat-ure 9f pro""rr, ,"qu"nce of manufacturing
operations, volume of production and cost and efficiency of ,oiiou, ,yp"r 

"i-u"rrin"ryand equipmenL The p^romgtgl has to take correcr decisi6ns relating tr 'pt 
vri""i-i"cilitiesbecause rhe erTicient functioning of rhe enterprire d"p;;;; upon rhem.

3.4.7. Financial ptanning :
Capital is one of the es^sential requirements flor.starring a new enterprise. The promoterhas.to arrange capital for fixed lnvestments like lani, building,'.nr"rri."rv'"ro ro,w^orking capital to linance labour, materials, sufiiir;;;;;her currner costs. rn rhe caseof a small conc€rn' the entrepreneur himseilril;;;i;f-m his own resources, but in

$J"iifrfli:joint 
stock co*i,,nv, finances have to6e secr*a rir,n ""."Isi. *l*" uy

rhe enterpreneur has to do financial planning which involves the follwoing :a) determination of the total arnount oi capital required fbr the proposedenterprise;
b) determination of the capital structure (ie., the sources of capital and their relativeproportions);
c) cstimation of the returns on the investment;
d) gcstation perioct-of the proposed concern; and
e) determination of the time approp.iatillr'nn"r"i.g rhe enrerprise.

3.4.E Rccruitment of labour forcc
Yet another problcm of promotion is to secure adequatc and desired labour force,both skilled and. u'skilleo.ir" t"r t, make an 

"rtir*f,-oithe number of workers ofdifferent categorics ."quit"q iL. 
"iiiir"r o"p-"rt,n"nir-*i i""tiorrs and arrange for theirrecruitment' There are different sources oi t"uoui-rro,,,-i,h"! requiremeqts may bemade' Sometimes labour may be drawn-from ottr"i 

"orr"=rns 
which are in existence. Insuch cases,.rhe cntrepren"u, 

-ha, 
ro see that ,r;h i;t;;;;;;";;r#; *i[l".i|y ,n"originar concern because of their inem"ieot peri;;;;;;;." 

s'v 'rvr urus' rcJecteo o: 
19
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3.4.9; Designing the internal organisation structure
ffe oeit problem of eitrepreneur is todesignthe internal organisation structure for his

proposed cooc"rn. This involves breaking up_of the total work of the enterprise into
inalibr functions like production, marketing, finance, personnel, purchase, engineering

etc. and the dividing of eactr of them into sections. While the major functions are under

the control of Departmental Heads like Production Manager, IVla_rketing^Manager;

Fiancial Manager/Controller, etc., the Sections are supervised by_the_Sectiolr Ollicers or
Heads. Further, the entrepreneur has to stipulate the functions of different Departments

and their inter-relationships. The effrcient functioning of the concern depenls to glarye
extent on the nature ofthe structure and hence, the entrepreneur has to carefully plan the

organisation structure of his enterprise.

Check your progress4
'What are the main steps in promotion?

3�B5 SUMMING UP

�‘ �‚ �ƒlL�¾ �í Łc�Ù J�uŁcæS�Q�w�fiå¢ �Ø

Œa�� àp �Ü i�h
,ven top p�¡ ority.

3.6 CHECK YOUR PROCRESS:MODEL ANSWERS

Mr. C.W. Gerstenberg, delines 'promotion as the discovery of business opportumties and

the subsequ"ot orgaoirution of fundt, ptopiity and managerial ability into a business

*o."ro for the puipose of making our prolits therefrom"

i) DiscoverY of a business idea
iii Investieation of business ideas

ilii i;;Bli;;;a-th. i"puts like land, labour and capital; and-i6-r"-t-"tioi 
of appropriate form of organisation'

MODEL EXAMINATION QUESTI'ONS

Ao ESSAY QUEST10NS

l.Explain the vanOus prob"mS relaing to the csmllshment Of a,�U

2�£ h�Ú th�b
�k l�ß l�` �º �Ł

mldeby�˚ C:�_ �¡
��
"r h cOnnecdon��

th�ƒ

Bo sHORT QUEST10NS
3.D�˚

�g

��P�ª motion’?:

13�� �º�d�àr�Ì �Ł�¿�Ù idttd br d�å dttg th btt of orga�v S410�� .

20     6.What is�E Market Survey’?
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3.8 RECOMMENDED�æ�� �KS

Bhnan YIK.

Krittnasw,my OR

Reddy PN.and Culshan

�E
:I�c l�ô 1�� :l:å¶ :�F �T :��

na�g MttattT�� Wew

�Ó �—h�Ł rttl�º :�u
�� F�^

’Presl�\

�¤abn  .(

�» äD �� �� �R.,W�R:�¿ �Ł
d Mmageme�¡’

FINANChL P�U
�hàß G:�Õ

�£ �d �Ô �í �� �Œ �í :�Y c�R ç� :Fl�� �ß
detcrnlining the l

�Õ �Ó �� �] :�ç �‘�ß �v
Wn th�� p�˚ d�¡ cOnem�° ��

It is the minimum amounr which in the opinion of the Directors
is necessary to provide fo.r prelimina.y i*prrrr"s, underwritinj
commission, working capital-, etc.
The persou or pergons who undertake the responsibility ofbringing the cornpany into existence
The process of Ciscovering a business proposition and taking allthe required steps to implemeni it.

l:tr:,,-1th1: enterprises.which are,engaged in providing services,
e.9., utnerna houses and transport companies.

MINIMuM
SUBSCRIH� oN

PROMOTm

PROMoTloN

SERVIcE ENTERPRISE

21
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BLOCK�]II:FORMS OF BUSINESS ORGANISAT10N

UNIT-4:TRADITIONAL FORMS OF ORCANISATION

Contents

4.0 Aims and Objectives
4.1 Introduction
4.2 Forms of Business Organisation
4.3 Characteristics of Ideal form of organisatton

4.4 Sole ProPrietorshiP -.4.5 loinfHindu FamilY Firm
4.6 Summing UP
4.7 -n9"t Y-ouf ptogt"ss^: Model Answers

4.8 Model Examination Questions
4.9 Recommended Books

4.10 GlossarY

4�BO AIMS AND OBJECTIVES

This unit introduccS thc forms Of busincss Organisation and With Spccial reference tO traditional

form of organisation'

4.1 INTRODUCTION

forms of organisation'
ihe studeniwill come to knowT
^ ^'- 

- it 
" 

,*ious forms of busihess organrsatron

,;;:#*ii"tru.:S:1[:'il;1fi3i:]'3:[iroprietorshipandJointHindutam*v

R�r �£ �”�dRWŒa
�N i�h �� �Ø

�� l�Q �Ł �º
Drm Of OrFniSationS.characteristics oI an loeal turur ur urasreE!'-For,, 

of Organisations.
$t;il;;;i;rsr'iP and loint Hindu FamilY

SINESS ORCANISATION

_^r�n r_9nisation.

�F�ª �Ø çp�ì Is�fl �Õ �Õ � ç̊p�'Ær,
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b) Joint Hindu Family lirm '.

c) Partnership
d) Joint Stock Company
e) Co-operative Society

These forms of organsation refer to such aspects as ownership, risk bearing, control and
distribution of profit. Any one of the above mentioned forms may be adopted for establishing a
business, but usually one form is more suitable than the other for a particular enterprise. The
choice will depend upon variours factors like the nature of business, the objective, capital
required, scale of operation, state control, legal requirements and so on.

Check Your progress-l

List the various forms of business organisation.
�I
�æ
�l
�Ü
�x

43 CHARACrERISlHCS OF AN IDEAL FORM OF ORCANISA�¡ON

Before we discuss the features, merits and demerits of different forms of organisation, let us
find out the characteristics of an ideal form of organisation. The characteriitics of an ideal
forms of organisation are found in varying degrees in different forms of ogganisation. The
ent€rpreneur, while selecting a form of organisation for his business, should consider the
following factors :

43.1. Simpticity
It should be eas.y to form the-orpnisation. The formation process. should not involve

many legal formalities and it should not be time consuming.

4.3.2. Mobilisation of Capitar
The fcirm of orgauisatron should facilitate the raising of the required amount of capital

at a ressonable cost. If the entreprise requires a large amount of capilal, the
preconditions necessary fcr attractiveiapital from the public are a) safety of investment,
b) a fair return on investment, and c) transferability of the holding.

4.3.3 Limit ro Liability
A business enterprise may be organised on the basis of either limited or unlimited

lluPlltty. From the point of view of risk, limited liability is preferable. lt -"orrr it ut tt eliability of the ow-ner as regards the debts of the businesi is timited o"ty to ttiea*ount orcapital agreed to be contributed by him. Unlimited liability means thai even rhe owners,
personal assets will be liable to be atrached for the paymint of the busin"r. aiUt,

4.3-4 Dircrct relationship between ownership, control and management
- The respon,sibility for_management or control of manigement must be in the hands ofthe owners of the flrrm. If the owners have no control ooih" managerlicnt, the firm maynot be managed e(ficiently.

4.3.5. Continuity or stability
Stability is esscntial for any busiucss conGern.

ciltrcprencur to formulate long-term plens for
oonoetn.

Uninterrupted existcme enables the
the development of the business

4.3.6 Ttexibility of operation
Another ideal of a good form of organisation is flcxibility of operation. Changes maytake place either in market conditionl o_r the- Srateb polic!, towirds i"Ouriry o?lo tn"conditions of supply of various factors of-productioo. ttt" ri"tur" of organisaiinn shouldbe such as to be able to adjust itself to tlie changes *itt oui muctr Oirircurtv.--- 

-' 
B
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4.3.7 Lighter t4x liabilitY- -Lti 
ior1nr of oillnisation are subject to levy of taxesAy the State. But some forms are

liable to pay tu*"r ut higher rates wtiile some other may be liableto pay tdx'a! lower.rates.

Hence, dthir things being equal, the ideal form of organisation is one which is subject to

taxation at a low rate.

SOLE PROPRIETORSHIP

l Meaning

�J�˚�Ó:�Ô �•�Ý�d:Rttl�w �ó�Ú TçS�Ø�� �´�ô�Ù �y�¿ �Õ �˝Fandmmagedbya

442 Features

L�X�� :�í :�� �í rt�r �I �í�í �Ô
p a�K :

2.�� e business is controned by a dn�v e indittual

�åŒa�E�Œ�œif�� �b�z��à� �cS�˚�]
T=�Ô lI�Ł :�� [

5. Tlle business rlrm has no seperate lcgal entity l

budness lacks pcrpetuity.

7.  As the individual bears the entire risk ofhis busi=

&�í �y �i br h�§ compL"ic�g m of actiOn and tt himsdf t�R �E �˚ Ons rd�g

�g

O �\ S

Flm.

9.’�u he propnetor may take thc help ofthe member6 of his family in rmnmg the budness.

4.4.3 Advantages

L�º
�‡F�“ �Ù �� �� �V &�å �¸ �Ô �@ �˙ �V 1�� :�ø �o �¶

Dfl:|:::lprson,thQ OWner has the inceitive tO take

i�o Œa�¿�`
�@Ø}

::�O �Ł���O Æí

,tor to consult any other person relating his business

æu �� �ü �| �í �Łt�£ �Õ �[�Õ àp :

ŒG�í �� �fl�‡�ç�ø�äF�´ �Æ�I�ç�O���¸�µ

7��
T�æ�ß l�Ü ���~::�Õ �NlMær :�S �R�ó �K�I �í l�a 1�Õ �� �D

�� � �̃F,Tl�o �ÌttRT:ØÜ �¿�M
=�˘

�Õ :l�Ł �� :�Õ ittl111�N �U�P"hatw

i   �ð çW �Æ �í �ˆ�O çW �[ �d��

i�x �Ù �ï �� �ü �� �Ł �ì �i �� ��

�i�ç�Œ�Œ�E�Œ�¾�‹

Z
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expanding his buttness,ven when there are pFOSpeCts for caning mOre lhan hC has been
dOinJ                 �M

4.Lck oFcontindtyl UnceFtain future is another�g ndiCap ofthis type ofbudnes�R ifthe sole propnetor
dies,his business may come to an end.B�å ause ofthis,there is no�Ü �� urity for thc mployect and also
long term stability canr40t be achieved.

5�B No economtes of�ˆ 0�I �¡le:As thc propnetory concern is 6F a mali scale size,the o�¡ ner cannot
sccutt the�å onomies of hrge scale manuFacturitt bttng aM Selling.IIs may rttse the cost of
prodution.

4.45 Sdtabliuty OF sole propFie10�J �xp Fo��

F�_ In t�g diSCussion ofthe advantarS and d�¤ advantages OF SOle p�_ pHetorship above,äF �¤ clear that

�{ �E �P �R �� i:�Ł �– ��

�¤ m�¥ �˚

"d�V �g

:

b)the risk involved is rclatively low:

c)the lnture 6f businc�Ł  is simple in character renutFing quick d�å isions to be take��
d)�B lrect coitact with tile customers is essential;

C)th,SiZe OF dc�R Œ⁄�¡nd is,Ot Very laFge.

Thcse conditior.s aFf Sati,lbd by Various typcs of small business such as rctail slops,legal or

medical or�g cotttnting pro.ression,tttlorintt ser171Ce�¡ �¡ dry Cleanin3 0r vellicle repa�Þ e".henCe,
solo propri,tory fOrrl of orsani3�� tiOn is lnostty suitable’for these lines of business.

Check your progress-2

What is unlimited liabiiity ?

4�B5 JOINT HINDU FAMILY FIRM

�¡ 51 Meani�d                                      _

�s1�Õ ���Õ Łâ �Ô��ILfttF a ttm bttmJng�í
a"ht Hndu Lmil�¡ k�� mes into

I
�D �ï i�ß �¿�¤:�º �ì �Ł�d�R2

�� �s �Ł�v�ƒ w�i :�R s�Õ :�z �F�� �í �¿�ÔM�A�Ú �à�u:�¢
dT��

4‘S.2 Features

Some Of the important Features Of the J6int Hindu F��
1ly rlrm aFC aS f0110ws:

lŁc �N�º :�‰�¥ritwJwlw�X �Ł�Ł�Ü
i�\

co�] parceners tO the cxtent Of their share in tl

5, For man�« æxng t�g business,the Karta has

�`:hT�‹ �� il�o :9�˚
e cxtmt Or�ˆ

6.The death of any membcr ofthe Lmily dOes�¡ ot dissolve the�à usln6ss Or the Fammy.  25
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7.Dissolution OfJoint Hindu Lmily can take placc only through mutual agrcement.

4.5.3 Advantagcs

LTW::�æ �z �Q]�§ �M�¸�à �Õ �� �Ó1�‰�¿ �� l�s �˘�ç�í iiedetthofany

family tO get the beneflt of the knowledge and

4 Asthe m m�� �˚ �� ØD å¶ �E �„ �Æ �R �‡

bllsincss,
ork bccause ofSiCkncss,old age,ctc.,arc looked

r thcir knowledgc and expcriencc,the beneFlts of

f�� �fl to dwdop ttC�� ä¿u�¢ Of�˚ ���g,

l �z:�~ T�x �í hll�T :11�¿ �Õ Ft thC Credit WOrthincss ofthe framily business iS

4�B 5�B4 Disad�¥ lntagcs

LT��
�|

�V ª�
�ß �h�] �t�ü

:�x �Ł�ˆ �| l�Q �Õ �I�ô ��inL

�ì th�v  irm.This may rcSultin thc other mcmbCrs

�Q���ß �Ł:I=�Ó

�.̃�] I:St�E
"�B

pc br �V Kana b ttsux,S mlfreedom i ma�˚ �vng tte bu�Ô n�å S�â r ms

pcrsonal bcnerlts.

Conclusion

�� ���@��i�` �h�í �£�æÆ��Ø�f�h1�N���I V�|�u

4.6SUMMING UP

I   �¿� :1�§ l�˘

�� �a�T�i �a::11:�Ł �ì :::�� �o:�k ���E�a�M:}
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The karta of thefamilyvfill managethe whole business. Karta has full powers as regtrrds the
business and he undbrtakes unlimirpd liability to organise the businesi. There is scop fgr
younger people to become'members of this business and get the experience liory elder people.
The credit worthiness of this form ol'organisation is more than the sole proprierorship lnd the
Joint Hindu family form of organisation.gives an opportunity to its mernbers to develop
qualities of discipline, self sacrifice and cooperation. In view of the problems thar are faced by
this forrh of organisation it gets dissolved,and it is being replaced by the partnership form of
organisation

4.7 CJjTECK YOUR PROGRESS : MODEL ANSWERS

l. i) Sole Ploprietorship
ii) Joint Hindu Family Firm
iii) Partnership
iv) Joing Stock Company
v) Cooperative Society

2. Th.g tiaUitity which extends to the personal assers of an inclividual aparr from his sharc ot
contribution.

4.8 MODEL EXAMTNATTON QUESTTONS

A. ESSAY QUESTTONS
l' Set out the important factors to be considered while choosing a lbrm o('organisatiopfor a business.
2' Discuss the scope aud prospects of sole proprietorship form of prglpisation i,India.
3. Explain the ferrrures ol'the Joint Hindu Family firm.
4. Explain the advantages and disadvantages of the fol,rt Hin.tu Family Firnr.

B. STIORT QUES'I'rONS
5. State thc forms of busincss organisation
6- Mcntion thc characteristics of an ideal form of organisation.
7. Dcfinc unlimitcd liabitity
8. What is a Joint llinurt famity firm ?

4�B9 RECOMMENDED 300KS

Krishnaswami OR

Reddy P.N and
Gulshan SS

Singh Avtar

:'Esscntials ol' Comrncrcc,
Eaglc Press lrublication Division, Iladras 197g.:'Principlcs ol' lJusrness Organisatrorl
and Managemcnt'
Sa.Ch_and & Co., Lrcl., NewDclhilggl.

: 'Thc Law of partncrshrp'
Eastcrn Book Company Lucknow 1973.

4.10 GLOSSARY

Joing I Iindu
t'anrilv t'inn

A llrrn bclonging to a Joing l{indu Family
govcrrrcd try Itindu law. 27
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sole nqPJetot�fi :p

unumtted
uauudes

uJumtted liability

OfsOle FFOprietor

: A form of brtsincss organisation owncd and

managed by a singlc Persor -: If the'asse.B of tbe partnership firm are

insuffrceint to satisfy the claims of the
creditors of the firm, even the personal

property of the partners can be attached

to meet such claims.
: The owner is liablc to Pay the debts of

the business to the fullest extent
even out of the Private Property'

28
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UNI�m5 8 PARTNERSIIP

Conten8

5.0 Aims and Objectives
5.1 Introduction
5.2 Definition and elements of partnership
5.3 Features of Partnership
5.4 Kinds of Partners
5.5 Registrafion of Firm
5S Partnership'Agreement
5.7 Rights, Obligations and powers of partners
5.8 Evaluation of Partnership form of organisation
5.9 Summing Up
5.10 Check Your Progress : Model Auswers
5.ll Modcl Examination Questions
5.12 Recommended Books
5.13 Glossary

5�x AIMS AND OBJECHVES

Thii unit covers a detailed note on partnership form of organisation and at the end of this unit,
,,ou corlE to understand

- the definition and elerircnts of a partnership
- the features of partnership
- the kinds ofpartncrs
- the partnership agreement
' Poyers and duties of partners and the evaluation of partnership form of
organisation

�¡ llnODUCr10N

$. p*Yigqs^ unlt covers the traditional forms of organisation and this unit deals with

-L::g*P: li,l}_qgorganisation. It covers.a varied;;s;;iit".s regarding the features of�˚
�g

nershi�“ ,H�V  o�u la"�g s,pa�—
�g

rshiJ�ç �i :F~�G
�]
�Ó ^�•

�«�g:�l
Vttti:��

�–:putncrs.

�¡ 2 DEFIN�R�u IoN AND ELEMEN�¡5 0F PARTNERSnIP

�¡ 2.l Dofldt10n

�l
9�À �� �Q �~ �� �j �D �F �ß �Ù �ˇ �´ �I ��

lll�˚
�� �ç �¥ 1�c �I

el�j
�Ó

ili(#�a �˙ li�a II�a [111�m1:i�x 1lTT:�´ [:trshipDtheremustbeanaSS"iltiO�E OftW0 0r

2.COntractttal rclatiOnship:Thc partnership�R created by an agreement betwcen pcrsOns 29
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a) the right of a partner to sue for dissolution of the firrrn or for accounts' and his sirare in

the dissolved lirm'
b) ;'h" il;"; Li an Offrcial Assignee to realise the property of an insolvent partner'

ci suiti not exceeding Rs. 100,/-

d) suits arising in ,.rp".i ofrrnything other-than under a.contracu for instance, a suit against
-' ;h;;;;r*iior iniring"meni of ihe trade marks of the firm can be filed'

5�B6 PARTNERSHIP ACREEMENT

A partnership can be formed either by ortrl or written agreement' But in order to avoid

misunderstanding anj *rO"ri*Uf" litigation, generally. thJ p.artners enter intg a written

;;;;;;qi. wr,"n'it is ,"iir];r"d il ilca-1pa a 'P-artners[ip F"9'. It is not a public document

like a Memoraudum oin"ssociation of a Company and oniy binds third parties 
11,s0 

far as titly

have notice of it. It ir tiu*plJ occording to 
'the provisioni of the Stamp Act' Each partncr t:i

given a copy of the Deed.

5.6.2 Contents of thc Partnership Dced

Thc Deed generally contaitts the following particulars :

l. Name of the firm;
2. Nature of business;
f. ft. town and place where business will be carried on;

4. Details 
"on"".ilog 

ihe amount of capital contributed by each partner;

5. Details relating tJ the sharing of profit and losses;

6. Loans und acliances by partners and the interest payalle on them;

7. The amounts ih;i ilG withdrawn-by partners and the rate of interest;

8. Thc duties, power and obligations of the partners;..

9. Maintenanci of accourrts nid nttangement for audit;

l(). Salary, if any' payablc to any partner for managrng the lrm;
I L Rate of inteiesi, ii any, allowed on capital;

12. The method oi valuation of g"oi*ifi'lon admission or death or retirement of ai

Partner; -:-- ---r +L^ ,,*ronnamcnr fnr the navment of tirc
13. The method by which a parttrer may retire and the tlrrangement for the payment

dues of a retired or deccascd partncr;

14. Method of revaluatiott of assets oniiiuUiti,y on admission or retirement or death of a

Partner;
15. Arrangements itt case a p^artner becomes 'inso-lvent;

io. eruitri,tion in rhe case of disputes among partners;

17. Settlement iri the case of dissblution of partner;hip; 
.

18. Auy otr,", ct,,irJ'-li "iuor", 
*;i; ;;, 

-bL 
desired in anv particular kind *f

busiuess.

Check your Progress - 2

What is partncrshiP dced ?

5.7 RIGHTS,OBLICATIONS AND POWERS OF PARTNERS

32 Gcnerally,a Partnership I)ced derlncs thc rights and obligatiO,S Of thO partners.In casC the

�c
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D"*^i: not prepared, the provisions of the PartnershipAct apply. Even if the Ded is prepa,red
and if it is silent on any point, the relevant provision of the Partnership Act applies.'
5.7.1 Rights of a partner

Some of the important rights of a partner are as follows :l. He has l.rig|t to share equally in the profits of the firm or as per any other proportion
specified in the agreement.

?. He has a right to take part in the management of the firm.
1 He has the right to inspect books and copy from any other books of the firm.1' In case he has given a loan to a lirm overind above lris capital, he is entitled io ao interest

rate of 6Yo per annum on such loan.
5. He has a right to-express his opinion on the matters related to the firm. Though ordinary

matters are decided by -the majority vot€ of the partners, no change 
""o f,g made in

fundamental matters without the consent of all the partners.6' In case he has made-any PJYment or incurred any loises in the conduct of the business, he
_ has a right to be indemnifred by the firm.
7 ' He has a right to retire according to the .provision of the Paronership Deed or with theconsent of the other partners.
8' He has the right to continue in the firm unless he is expelled by the other nartners in

accordance with the provisions of the partnership deed.

5.7.2 obligation of the partners to the firm and to one another.

- T!, following arehis obligations :1' Every partuer should share the losses of the firm equally with other partners unlessotherwise agreed upon.. r'alruwri

? All partners of the firm must be just and faithfur to one another.3' In case any partner earns a profit-for trimseif 6-y m"ti"g rr" 
"rtt " 

firm,s property or name,he should pay lt to the firm.4' If the firm incurrs any loss because ot'the negligence of any partner, he should indemnifythe firm for such a rois. r*rrsv" uw luvut rrrr

5' Every partner must make every efforts to prevent the firm from incurring any loss to thebest of his ability.
6' Every partner must inaintain correct accounts of the firm and should not prevent other_ partners from inspecting the accounts.7' Every partner must act withio the scope,of the authoritl-grv.en to him by the partnershipDeed and in case he :*"::d: his powei, he must inAemnlfiine firm.8' Nb part'er can transfer his inteie-siiliffiffi;ffiiff;';y without getting the consentof rrll the other partners in the firm. 

- tv E ..r's v4rr

5.7.2 Thc Partner's liabilitics to third parties
l' The partners are jointly and serverally liable for all the debts of the firm. The creditors ofthe firm can file a suit in tr," 

"orrt "iilrer 
against 

""v 
,"" ,i", of the partners. Iq case theassers of rhe firm are nor suflicienr to clir ,ht liilb-d"b;

^ indivicruaipn*L^ are riabre to u" uttu.te{ fol the paymentt#H"Tj|?l:'rfi:T,J*: *
2' A part.er who is retiring is also iiuur" ror th" rr;ti;i;r-t"urr"a while he was a pa*er.

" iT L::fJ; iilHr;:i$:,i,fl*-""i iim ,r,"-"iJi; ;#:,f;, parrners to absorve him, he
3' The lirm is liable to ry|9 good the loss to any third party who has been made to incurr lossby a partner acting within-the sclip" lrj hrs powers.
5.7.4 Power of partncrc

In pa-rtnership business, every partner is, the agent of the firm and his co-partner for the
5X1":Til::3II+fr *:tJff i,;':?:ip:l*:mi*"#"ti:*slxr$i11ki:".r:,y,x
implied. In the case of expreis authority, the.authoriry i..;;;;;siy giuento a parrner-by the
l,tl,1'"'ill;:Jff [:*f, ffi [T;;.#,1il'bv;ffi;il'*il[dl,l"iu,,-.';o;"iy"i",*,uy

rmpllecl authoritv means, the authority which arises on accounr of the implication of law. Byrrnpried authoritv, ih" u"t ofa partner #r,i"'t i, d";il;;;;;i;n with rhe business binds theItrm provided that the act is done ili[" i;;;; name or i";;t;;;;er expressi,lg or imprying anintention to bind the lirm._ 
!^.v 'rr.r er expressiqg or implyi 

33
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�¡75 1mplid authdty of�u �«� �̈J    die:m:1�i fol10�ª ng"tS: �¡ �]

le rl.1�j �� and iSSuc Valid reoeipts.

�¥�D i�º �y�b� :̆�¿ �H5,lpTTrms

111llliIIII�w �l�¾�Łi�a �ö�†�ï][1:1�Ò ��
l�A �«�–�øl�Ü lsfOrthC

4�í �Ó
�E
q�Z Oy anâ˜ �iney"bchJf Of ttC ttrm.   :

�ZIP FORM(�u

ORCANISATION

5�B8.l AdVantages

�ElI�\ �˛ �k��Æ��I�@B�Ô �u�í�fl�Ô �÷�¿�ÕJ��
pulsory.

�ô
Œa�œØD�É �X�§

;�r æx�‚ �«Wi�ò �| � �̆ò

�çT’t�d �v�� �˜ y�p 1�ß�Õ tåN ��:

l�˜ �HWi�v �¨�{�˝ �I�� �Q���¿�˙

�£�� �Û �` �fl �ì �a�Ł:F�F ���] �D

i�…
�v�º :L�� �Õ

p�Ł �d�˙ �‘ tiS�Õ

5�B

�d l:!’IIlai:iantages,�E
thCrc are lisadvantages in thC CaSe Of partnerShip fOrm of

T�M
�Œ

�‹ �F �ô �¿
,�Ł �g�ò TT�� �i 1�� �Z

propCrtlcs.                                            �R34
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2 Lck of harEEIOIy:     �\

�Ô Ø[�»cw�E���I W�I�] ;1�I Jt�Õ �R:�` �z�Q:�Æ�Û
:T�E J�L

}
3.  Iimited resourcos:

bu�` :W�g:1�÷ �� �� :l�v �{�Ł�Æ�ßª �̄í :�¯ f�ò �˘ �R�¡::P�� ��
that can be raiscd.This is a grcat handicap sp�å l.1ly when h requireS mo�� 9apital for

expanslon.
4.  Tend lo play safe:           .

Bccausc of thc principle of unlimitcd liability,thc partncrs ted to pltt Safc and pursuc

unduly conse�W ativc policics�A

5�B No legal entity:                  .      �M
 �j

The partncrship has no indcpendent cxistence apa�¡ fr61n that ofthe persOns constituting

it,ie.,it i,ilot a lCgal entity.

6.  Instability,:                          .

�A
�uFhe death, retirement or insolvency of a partneF leadS to the dissolution of the

partnership.Furthcr.evcn any Onc p4Ftncr,ifdissatisrled with the busincss,can bring about

the diss01ution or partncrship.Hence,part�¯ crShip lacks continuity.

7.  Lack of public cOnndcnce:

�Ù 1�⁄ �V�ô �� læo �R l�� (dme�g
� e̊�§madb�˚

"m�g
h�� �æ alSO

ecause of these reasons,a paFtnerShip may not

eniOy pulbic conidence.           �R

5�B8.3 Suitability                �\                                          _   �E .

HØ}�l å¥� 1Œ⁄ª� �| Łc �� �Ł�ıŁc
business.But when �vo�˚ parcd to sole proprietorship,partnership is suitable�Æ r a buSiness

bigger in sizc a,d opcrations.

5.9SUMMNG UP

From the experience.of sole tradership, and the Joint Hindu family form of organisations, it
has been noticed that there are-some diflicultiesldisadvantages in the functioning o[ these
organisations. It was then found that the partners-hip form organisatioh would be better suited
for marginal business.. . .

The partneiship organisation is riothing but an agreement between two or more persons to
share,the profits and losses among them.,The formation of the partnership is very easy,aad.&e
capital contribution,will alsolbe from amoeg the partners. The liability is unlimited and there is
no separatdlegal entity to this brganisation. lfhe control of the partnership is a Joint one by all
the members. There are various kinds of parthers. They are the active partners and sleeping
partners. The partnership form of business has to be registered under the partnership Act of
1932 and therc are more advantages in this business form. Apart from registration ttr-ere is an
agreement between these partners regarding their sharing of capital contribution, profit sharing
and other terms of conditions.

5�B 10 CHECK YOUR PROCRESS8 MODEL ANSWERS

l. i) Plurality of persons ' '
ii) Contractual relationship
iii) Prolit sharing
iv) Existence of business.
v) Principal-agent relationship. .

2. It is an agreernent entered into by partners and it spesifies the contribution rules and_
regulations of partnership. 35
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5.1l MODEL �\ AMINATION QUEST10NS

A.ESSAY QUESTIONS�]
LExplraintheessentialf’3�í �H:�v :çW:ibusines2.ExPlain the rights all

3.What is a Partnership�E Dced?State its contents_

3.SHORT QUEST10NS
4.Derlne Partnel_hip

5‘What is unlimited liability?

6.What is�E express,uthority’?

7�B Whar is‘ilnplied authority�E ?

5�B 12 RECOMMENDED B00KS

Krishnaswami OR          :lEssentials of CO�\ erce�B ’

Eaglc Press Publication DivisioL Madras 1978.

Reddy PoN.and             l�E PrinclpleS Of Business Organlsallp��

Gulshan S.S       rtl�Ò
T�¾ :T�æ �� .,Ntt Dd�� 1981.

Singh�n vtar              :�E The Law Of Partnerstllp
.                  EastrenBoo�g COmpany Lucknow 1973.

5.13 GLOSSARY

Partncrship :.The relation between persons who have agfeed

ru share the prolits of a business carried on
by all or anY of them acting for all.

partnership Deerl : An agreement entered into by partners. It specifies
the constitution rules and rigulations
of the oartnership.

B R
 A

 O
 U



BLOCK-III : COMPAIYY ORGANISATION

�¡IW�] 611mODUCTION To JoINT STOCK COMPANIES

Contents

6.0 Aims and Objectives
6.1 Introduction
6.2 Definition and featurei of a Joint-Stock Company
6.3 Kinds of Companies
6.4 Advantages and Disadvantages
6.J Summing Up
6.6 Check Your Progress : Model Answers
6.7 Model Examination Questions
6.8 Recommended Books
6.9 Glossary

6.O AIMS AND OBJECrIVES

Tliis unit deals with the definition and features of Joint Stock Company, you would understand
at the end of this unit as to .

- What is the delinition of Joint stock company
- What are the features of Joint Stock Company
- What are the kinds of Companies
- understand the merits and demerits of the company forn-of organisation

The previous unit covers the partnership form of organisation at length, and this rrnit introducesthe-company form of organiiation-i.e., ioiot stoct-Jo*pr"i. ri""r1rs the meaning and featuresof Joint stock company-, kinds of companies and the fro'ceduie of evaluation of Joint stockcompany.

6.1 IIYTRODUCTION

62D�| �UNrloN AND FEAttES OF A JO�RW�]STOCK coMPANY

6.2.I Introduction

- -fle-nSogrietorship and partnership form. of organivation could not meer the needs ofmodern industrv and commirce becaise of their d;*b;;[i tit" i#itli'r"r";;:, riiimitealiability etc' The need for another form .r".e*ir"ii*'il;f ;i.; above menrioned drawbackswas felt and thus Joint stock ty_pe org:anisuioo 
"uo 

,ui." ;il;;;;;;ffiffiil;flist orunlimited liabilitv. rt is suitable'f;;;;ffi;ii.e;"qrfil; r-i, *pit"r.Thip uqit deals withits definirion, f@turas, types of **p*iir 
"ri'a "ti".pt!;8ffi evaruarion of this form oforganisation

6.2.2lHinition l

Lord Justice of Engliind has defined Jgiil !tp."l cornpany * .uq associarion of manypersons' whb contribuiC'fo.tei ;;;;;";;* worth'to u 
"o-rrr-Ln 

stoct aud ernploy,it for a ,!37
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common purpose. The common stock s-9 co.ntrfb}te{il denOted il monef and iq g}eSapital o(

the company. The p"rron, who contribut! to itl6rito whom it belongs a'ro m6mberi' T1p

;;;p*t6;;f capital to which each member is entitled his share''

According to Justiceloi," ft{*tfiaff of USA'a Corporation (CgmnalV) is an artificialteing'

invisible, intangible ,na 
"iltti"g 

only in the contempt'ation of !!e law' Being a mere creature of

the law, it possesses oJV. ,lU""pr.p"itl* *t ich the charter of its creation confers 9n it, either

"*pr"rriy 
or as incidental to'its very-existence"- -Co*6rti"sect(fgii)oil"JiuOJnnesJointStockCompany'asacompany-limitedbyshares

having a permanent p;ta;;;; lo*i"A tt ut" capital of fixed.amount divided into shares' also

of fixed amount held and transferable as stock and formed on the principles of having in its

;;L;;r-Ji ttre tro6ers of those shares or stocks and no other persons"

A more comprehensiie ain"itio" will, however, be onethat indicates all the essentialifeatures '

.f ; ;;p;"t.'fno, *" *y define a company as an artificial creature created by law' with a

distinctivi ndme, a co--on seal and perpetual succession'

An analysis of ttre above definitionir"u"uit -uoy distinctive characteristics of a Joint Stock

Company. TheY are :

l. It is created bY law.
2. It has a seParate legal entitY"
,: i; il an artificial being but invisible and intaFgible'

4. It i9 an association of manY

5. It has a distinctive name.

6. It has common seal as a substitute
7. Its liabilitY maY be limited'
8. It has PerPetual succession'

6.2.3 Features of a Joint Stock Company

persons.

for signature.
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6�B3 KINDS OF CoMPANIES
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company.
iii) Comiarie with liebility limi[ct by.sharg 

-^rrFr ^r r].- dharcs hc
In this cas€. th;iiabiliit ;f ;#bers is limited only to the amount qlthe ihares held by

them. It me-ans, tn"i u-riit uer can be called upon to.pay oglvlhe unpaidamoTj 9o 
shares

purchased by t imifJr'lilt"pf",; shareholdei, who hai paid tt' 5/ on a Rs' l0/ share' can

be called upon to pay the balance oe nt. 7- iii ;;iht.S fu;' Ufott of the companies are of

this tYPe.

6.3.3. Category of shareholders : From this point of view, the companies may be classified as

il nir"t" Companies, ii) Public Companies'

i) Private ComPanY

Definition :

A Private company is a compariy which requires a minimum number of two persons for

registration and which by its articles a) limits the maximum number of its members to 50

excluding its employees, b) Restric* at. ,ruoril-i "i-itt-Juto 
from one shareholder to another;

and c) prohibits ionituiio-J to tne fubric to subscribe to its shares and debentures'

The private company suits such persons *iJ iit[1J-n'"e-the advantages of limited liability'

while at the same time 
-keeping 

the business ^ 
ptiuut" as possible' Even though there are certarn

similarities berween p;i;;i;;.pany and;;;;;;;hrp''manv businessmen prefer the Private

company form of 9;g;;ffiil"5;;o;;f itt''a'"'iiets or nmitea [abilitv and corporate

entiiY, and legal Privileges'
privileges of a privati compgly : Private companies^enjoi certain ptillb-g= rvhich are not

allowed to a public ,;;p;;t: itie various privileges of a private company are :

----i. i;o members are sutircienl lo-for1n a- private ."o*pull--- lieu of
2. It is oo, o"*rrir; ;?,ffii,i1t " i"gir'rrur either c prospectus or a statement rn

!:1iff:ii;"ed to start business.immediately after Registration and there is no need to

;;* 
" 

atificate to commence business' - ith the
4. It need not hold the statutory .*ii.g and need not rile statutory report $':

Reglstrar' 4,-.-- r,.^,.-r.6^rF.en he aooointed if the company is so

5. Two directors are sufftcient though morb can be appomteo u rne suruP4u'

inclined. a-- --^-+r-a tnons rn directors is needed.
i:.,i{rlpp,ovar of rhe Governrn*'"J,fl#l,T,rJff$r:"*::"i["fi,?T3it*,"s are nor

i. r-r""i.ir*'e restrictions laid dorrn or

applicatle to the Drivate companles'

8. Just r*o t""i#";;;;;G-; quorum for its meetinss'

e. rhre i, oo,"ili.ii" ","e"ia 
i"r.tr"*in":*l*f,ru* i: 1l*fiTi,"ffi 

.fi1;, 
",

ib. tttt" is no restricdon on the r

Personnel'

[,ixl,i*#,""Tt :",s,"J"?iilfJJff:,s"#'1ifi."," voting nsn,. are not appricabre

irs;mru;m:;g the issue of further shares, firsr to the existing equitv sharehorders,

ao"r oot apply to a Private company,' the same management do not

14. Restrictioo"'oi il;;ttilil oihtt 
"oo,punies 

under

;ibir .o dlf".ffi:l11X'isa sharehorder or the private comDanv is entitled to inspect or

15. No Person
obtain copies Ji',ii":profit and ;E;;;;;t5-u"o tt'"'ilir-ulti Sheet frle{ with the

Register' ^r-- i^-+-at r:^werninent's power to pr€vent chanpgs in thrc Board

$;1,*'h'";;;,;tl'T,i*",f :"::*,"":[lT;11;1#ff ::""H;;;i;;s;ioap'i"'l"
companv' i: 

'-;""::;;: 
The law as pointed out places three restrictions on a

---ii-nritiuo* 
of a Private co''n1lf-'1h."'::::'#H.;iltJ'i *"t"uers which it could

private"er-r3iSlt*;;;*itil,:,";}!Tf#i&i*d"":iil"il;;fi 
-iothe?ubric'ro

have, restnctt'
subscribc to itl shares and debentu#. ftil#ictions irrriose certain constraints on rhe

growth uoa 
"*puorion 

of its uorio"..."iJ;;;;;, the remeii]ii"t io 
"oon"tting 

iself into a

oublic company'
fiiIoU" Cotp*y trivate company' The minimum

$ A public;;;;"v means a company which is not a I
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number of members required to start it is seven and there is no maximum limit. It can invite
the public to subscribe to its shares wich are transferable. It musr have atleast I iiira"irl,
commenoe its business and must also obterin a certilicrate to commence business from the
Registrar of Companies.
iii) Government Company

4 9grttlllnt company is a company in which not lcss than 5l7o of the paid-up share
capitalis hcld ty the Ccntral Governmcnt and or by the State Governrnent or Governments orjointly by the Cetnral and State Govcrnmcnts. Theiemaining4go/o of the paid-up.rpliri.ry,
thrcfore, be held by private parties or financial institutions.-

The following chart indicates the different kinds of Companies.

Chart 3

KINDS OF COMPANIES

Basis of
classification Registra tron Liability

Types

Chartered Statutory

Unlimted Limited

By Guarantee By shares

Public interest

Check Your progress-l

What are bases for the clapsification of companies?

6.4 ADVANTAGES AND DISADVANTAGES

. The Company form of organisation has become very popular throughout the world. Thisis due.to the many advantales which the company orgarrisatioo enjoys over other forms oforganisation.

6.4.1 Advantages

. J" chief advantages of the company form of organisation are as follows :

:;i[lfiflf}r.rt#:-panv can raise large amounrs of capitar by issuing shares and
41
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2.

3.

Limited Liabitity: A company can adopt the principle of limited liability. A^ccording to.this

pri;"ipdtrhaie holder'r'tiaUitity is li;ircd to the extent of the face value of the shares held
-Ui 

ni,i, o, gourunt"" giuin UV triin 1n9 his perosnal properties are not affected even if the

"oulp*y 
g-oes into li{uidation. This is lgreat attraction to investo-rs.

f"*ht 'oifarge scate organisation : A Company can organise a large enterprise and ca.n

off", goods anE services t6 the public at low piices as a result of the economies of large scale

1�X�| �· �« �� � Ì  �Öª� �å [

5�B �ß� i̋�í dl:�I :Tttr�ˆ �QlmemberisillliI�a

[lililli�v �ç l[iII
scveral membcrs ofthe company.Thi,is ar

StOck Exchangc and this ls an addcd attractlon

succession, as the retirement or dcath or a

shareholder does not afFect thc company.

8�B  Efacient Managemcnt:In a company Organisation,there is considcrable scope ibr cfrlcicnt

àp�å �µŁ��÷ �ä �D�ïbusincss efrlciently �¤  professional com

9.  fl�u �í :companies get tax advantages WhCn prorlts arc large because the system of

corporate taxation is inat’and not progressivc.

6.4.2E)isadvantagcs

Ncvcrthelcss, thc company form of Organisation suflcrs from some drawbackS and

�u �� �P
�V mâ˜

=�M

�Ì���ì �Õ �ççW �ò

�Ł
�m�î å� �Ca�� ŒaŒa1�j �Õ f�� i�K i�w

�� çW���Ì�£ :�í li�Ł l�� i�P i:t�� �¤I�¿ �¨ Æ��¿�£1�¡ �a�Ø�‹ �`

)have to be decided by theB9ard may consist of

rcement, ctC. HCnce, pr6mpt dccisions are not

�í �y�{ �Ł�a�æ�R :�a �h�� l�� :�å �q
malntaln buSIness secrecy.

�‰�IØ[
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Check your progress :2

What is a difFused risk?

6.5 SUMMING UP

In the process of analysing the different forms of organisations it is found that the joint stock
companies would pltry a very important role in the economy of any country. In this unit,a
description ofjoint stock company is given. The features of Joint stock company are analysed in
the beginning. The Joint stock company is an association and it is an artificial legal person. It
has continuous existence with limited liability and it has more finanical resources. After this,
different kinds of companies based on different charcteristics are given, finally, it has been
explained that the companres are divided into two types : (i) Pubilc Company and ii) Private
Company. There are both advantages and disadvantages of public and private companies.
Depending on the need and nature of the situation, these companies are formed'into private or
public companies. In the present day circumstances, many people are going to public companies
because ofmany advantages in this form oforganisation. inspite ofthe disadvantales there are
many advantages of public companies, as many of the benefits are given by Government. Thus
the company form of organisation is universally popular and has become established in the
business world.

6�B6 CHECK YOUR PROGRESS3 MODEL ANSWERS

1. a) Mode'of incorporation;
b) type of liablility; and
c) the category of share holders;

2' The risk of each members is reduced because it is diffused and spread over several
rnembers of the company. It is an advantage for the individual investor.

6�B7 MODEL EXAMINA�¡ON Q�¡rESTIONS

A. ESSAY QUESTTONS
l. ElRlain the features of .a Joint Stock Company,.2: Explain the advantages and disadvantagei of the Joint Stock Company form of
;]tit'ilii"l;ivate company? what are the uur,]u, 0r,",,*, ";j.yed 

by,it?

B. SHORT QUESTTONS
4. Define.Joint Stock Company'
5. What is a private Company?
6. What is a Government Companv?
7. What is rhe meaning of 'companies with limited liability by shares'?8. whar is the rneaning or.comapni., *iin ri;ilrt,y'iffi.iJ [i gr"ir"i*,r
9. What is Chartered eompanv?
10. What is a Statutory Company?

6.8 RECOMMENDED B00KS

Krishmaswami OR

Pattanshetu CC and Reddy PN

'Essen'tials of Commerce
Eagle Publication Division , Madras 1981
'Company Secretarial Practice'
Mc. Gra Hill Pulishing Co. Ltd.,ilewDehi;91S1. 43
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Rcddy PN and Gulshan SS

Bhushan Y.K�B

'Principles of Business Organisation and

Management S. Chand and Co. Ltd. 'New Delhi
1981 *Fundanibntals of Business Organisation
and Management Sultan Chand & Sons

New Delhi-ll0 002

6.9 GLOSSARY

Board of Directors

Goverrunent CompanY

Joint-Stock ComPanY

Limitcd Liability

Rcgistered ComPanY

The Directors of a company are collectivley
known as the Board of Directors.
A company in which not less than 51% of the
paid-up share capital is held by the Central
Government and/or by State Government or
Governments or jointly by the Central

and State (iovernments.
An artilicial pcrson, creatcd by law,
with a perpectual succession ernd :r comon seal.

The liabiliiy of the members as regards
the debts of thcir company is.limited to
the face value of the share subscribed
by each ofthem or to the guarantee
given by them.
A company registered with the registration of
connarribs-under the companies Act, 1956.

44
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!UNrr�] 7::COMPANV INCoRPORA�¡ON

Cohten�£

7.0 Aims and Objcctircs
7.1 Introduction
7.2 lncorporation of a Company
7.3 Prospectus
7.4 Commencement of Business
7.5 Surnming U.p
7.6 Check Youiprogress : Model Answers
7.7 Model Examinatlon queStions--
7.8 Recommendecl Booki
7.9 Glossary

7.0 AII\{S AND OBJECTIVES

In this unitrwe introduce the procedur" p1_,&" incorporation of a company, release ofpros-pectus and how the company starts its busmess.By rhe end of this unit, ytiu ,ivitt com, i" too* -:''
- qrorylgre of incorporating the "o*f*y.- the different asoects involieJ il;h;'JJde of prospectus.- the meaning of allotme";"i;;;'-'
- the procedure iuvolved in getting ihe certificate of commencement of business.

�¡ l INFRODUcrION

�XŒaŒa�ª�P�J�Ø��̊Ü �¸ �¨ �' �M
�¡ 21NCoRP9RATIoN OF CoMPANY

�¡2.l �V Orp�å amn

,",H:i,ii:',,:',*ilffi ffj|:fi,f?,,8n:,f,Llg^iurir b bring a c:mpaoy into existence. rhe
by the promoters inir

;:,,x?,tin,"*,orafl rtrxfTf;l;ii;,ffi ,*:T]li::l,H{Sl'}r*:.ir,#jijd3,,i,i,

The work of promotion of a compnay iirvolves four stages. They are :

I i,ii&Til'"ii l:UT',lffifi'y,tffij#lfiog u p"ffiouo,,oor,o rind out whether it is2' Making a dcta,ia-i;fi;d;;#*i:',it';inosirion 
with the assistanoe of experts rike. fffiffili',1fl;ciar e*pe'ii, "t ;; i"La";ili i*r,ril"r?"*iblity, *ooo,',iJriuu,ity

3. Preparation of troject report includins frnalci,al planning.4' Preparatory wo'tt I thit-ffi;;;';Ht-i"" or site, securing the approvar of bulding plan, 4s
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licence etc.
After completing the various stages of promotion, thc Promoters havc'to take steps to get the

r,frifl:,;U:tr#atii#Jitrll#;tllx'a:lffi**ts'n:'"pmr"jfr';['"j
,st seven persons' each promising to take up 4tleastl. The Mcmorandum of Association : At leastsevel Personl,-1cn

one share must subicribc their names to the Memorandum' ,b-'A'
2. The Artictes "f 

l.t"irilrol if,it ufto i^io U" similarly signed except where Tab

attaclcd to tte cil-p;;il 6l-956 trasue; aQnte'd ai Oi Companv's M'-*::-
3. A list of propor.i-dii""io^ with partilJ"it of tfeir names' addr6ssei; occupations and

AEe' ----J n:-^^+^-o ra ant cc T)irect4. Consent in wnttng of the proposed Directors to act as Drectors

5. An undertaking by the Director, ,ouog-iiii-tU"V t'""" agreed to purchase and pay for the

6. f:::t*:"?*'j:ttm :ffi;i and in case ir exceeds Rs. 50,/- rakhs, a eerriricate rrom rhe

7. iXilfi',HTf,:H',lllTlT; advocate "'-bI:9111'?::11fl:'"tant 
or bv a person named

as Director., utr-oJ*# o'no t'a' *#nJfiil'lht i;t-"ti'n of the company stating that

alt the provisiooJ fflt?iffi;;A;f;ih regard to registration have beeu complied

with.
8. Proof of payment of the p-rescribed registration fee'

If the Registrar 
'"i, ^ 

,.iir"n"a with ,iJ#':;;;;nts he will issue a certificate of

incorporation.
Thi certificate of incorporation which is dated and siqed by the Registrar is a proof of the

fact that the company has been incorporated under &e Companies Act'

7.2.2 Memoranilum of Association

The Memorandum of Assoc:itrtion is the most important document of the Company' It is its

charter. It lays o.*, ,"r'" Lui*iir", "r,lt: 
;ffi9;j, etnt* 93. 

*ope of its opeiation and its

relation with the ir#i;r"il;'ir," outrio" *oiio' tt'" company t'ut'to work within the limits

i;'+*"H"f":}iiffi ;:,1*t;dtT9:1ifi:,n,T,x",r*:*ffi :,fr 'dT#t','JJ,numteredand
pti"ita.'ii*"siue signeo by every one of

Contenis of the Memorandum : Mcmorandum of Association contains the following clauses

:

l.NarreClause:itcontainsthenameofthecompany.The.nameselectedshouldnotbe
simitar to o, ia#iJri'iiil iii., "r o"ioiG .ii'iing "olnpanv:Fotott' 

the name should

not be oo, *t'i'il-il"';;il';;J '"99:i#i;;; 
tt;6;e G6vernment' rhe name of the

comDany ,t oufJena with the *ora, 'iiiiii.i'.if ii i* ptinutl to*p*V' it should end with

2. k "Xf'"i"Ult:#fr::$;,y-ll" 
ou*" or the state in which the registereu o':" or the

'; 
s$l?tl'#,b;;isini"'..;*:4i:1"^:0,,T,.::rJg:li,'" 

companv is rormed' As it is

1lt*ffi:dl#*'Tlrlfr fit*ffffigla) the main objec
main objecs;
other objectes of the company iu..+ +r.o liohilitv of member.'is limite'd to the unpaid

4'#:lt',?ffi;5s*1r:"J;'""*i:H*ti3,'{y,'l;'Tilnr,;';;;dcapi,a,'
5. eiltt"t clause : This clause mentron!

with whicb th" .o*pony i:.,.?.,bJ ,.,'";:-'n, typ".'oi*.uui"., tt,"i' number and

J"ol,nioutions are also menttoneo"

6. Association oid"toription clause :Jhis clause-contains a-declaration by the subsdiber to

thg vr"*o'aoiu-ri-ioi "uo'.u'' 
roirotn'-I'w' th" s""ii;;;;t;'*hose names and

addresses t' Jtt'"'iued' are a"ti'o'i""Jrti"gr"""0ilfiiil*f*U'"*:ffi::$tg:
Memorandu#il:;ffi *1.L1i9,*respectivelvagreeto
capital or o" 

"otpuny 
men$onea "pp"liit 

our reJpective names.''

4 Alteredon of the Memorandum-of **ri,r"n : The following clauses of Memorandum can bc
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altered by following the procedure prescribed by the Companfes Act :
1. A,Itcration of name clause : Name clause can be altered by passing a spocial resolution and

obtaining the approval of the Central Government. However, if a company b registered
inadvertently under a name identical with that of an existing company, the alrcration
requires an ordinary resolution and the consent of the Central Governmcnt.

2. Altcration of domicile clause : This can be changed in the following manner :
a) by a special resolution and the sanction of the court for shifting the Registered OIEce from

one State to another;
b) by only a special resolution for shifting the offrce within the Starc;c) by an ordinary resolution for shifting the oflice from one locality'to another in the sams

towu.
3. Alteration of object clarse: This can be done by passing a special resolution and securing the

sanction of the Compapy Law Board.
4. Attcla-tigq pf.cepitat I fhis can be affected by passing as ordinary or special resolution as' provided in the Articles of the Company except with regard to reduction of capital, in which

case the company must .pass a special resolution and obtain confiimltion by the
court.

Check Your progres;i

Name the different clauses in the Memorandum irf Association?

�¡ 2.3 Artides Of Association

a�Ô �I�ºl�÷ �º�ô :�í �‚ ::�B 1�v l�� �• :t�ß �O�v�Di�F �É F�z
company�B�AIt also contains rulcs and regulations regarding the follo"ing:

ma�Q:�g
�s�µ�X

a�fl

i�˚ �¿
i�ø

�‚
gTt�V

�R Æí :�I �vLŒ�
lragraphs and siped by each subsc�v ber tO the

�J� �́��D �º�ßçW lr�ø ���T �O
ate company �vnnnot adopt Table�] A ofthe Act.

�‰ �R F�Ô �b Æ� �Ü il�Œ å¢ å¥ �C �P �q �… !:�� å¥
company as given by the McmOrandum�B

�¡ 2.4 Erects of MomOrandum and Articlcs:The
bind th�v  cOmpany and lncmbcrs thcrcOftO the s

�ô �d�Ù �º �I W�ı
�à �Ó

�¡ 2.5 Differonces bctwcon McmOrandum and Articles:The difFerences are as fEll10ws:

1.Thet M�à �� OrindJm is th�v  fu�§ damtttal cha�¡ 1 0f the�B �B�� pany While the Articlet are
subordinate tO that charter.

�lwers ofthe cOmpany whereas the Artid�Ù

�g�a11�µ :�� 1�e �I �ì �j �æ�Ô �~
um.

:�ª �ï �O�æ�� ä¿�ücompany.4æ�
�‰I�Œ��:å¥ �ł :å¥ l�y �H�J��

=�u
�Ó ��1�D�� �å f
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whereas the Articles can be altered by a special resolution and without any such

sanction.
5. Memorandum delines the relationship between the company and outsiders, whereas the

Articles deline the ralationship between the members and the managemenlof the company.

ia;;i.I, provides rules and icgulations for the internal working of the Company.

7�B3 PROSPECTUS

?.3.1 Meaning : After the incorporation of the company, if the promo!:JlYTl t^" i11i::l:
iiiiirJ'i|liitsiffi;i; its sharei or dcbentures, gey h.iv1o prlpare.and. issue a document

known as'Prospect"S *i,ti tl
otice, -circular

r denoiits from the public or inviting offers from thenviting depoiits from the public or inviting offers from the

purchise of any shares fur or debentures or a body
adverttement Or Other document in�� ting deposhs

public for the subscriPtion or
corporate'.

7.3.2 Main object of Prospcctus : The main objects of the Prospectus are :

a) to inform the public about the new co_mpany that is being formed;

b) to induce inveitors to invest their funds in the compnny;, - .

"i to preserve an authentic record of the terms on which the investofs have been

invited;
d) to make the Directors responsible for the statements in the Prospectus.

7.33 Statemcnt in lieu of prospectus : If the Company malages to g€t capital without public

subscription, there is no need fbr it to issue a prosptctus and instead, it caa prepaf a. statement

in lieu 
^of prorprrtos containing almost similir information and frle it with the Registrar.

1.3.4 t*gal provisiomregarrling thc issue of prospectus : T.h9 Prylnectus. mtst be prepared

orlrolvioa it strouia noicontiin any untrue itate-*eot or mislead the public. If any person has

il;fi;d ,hur", oi a"Gotrtes from a company on the basis of untrue statements in the

ilotp""to., he can ""*"i 
the contract and also claim damages from the promoters' Directors or

any itter person who has authorised the issue ofthe Prospectus.

Persons issuing the prospectus are liable to criminal action for giving untrue statements' Thus

"""ry 
p"rroo ,rt-o uuit oriies the issue is tiable for -punishment 

with imprisonment upto two

ir.'. it with fine not txceeding Rs. 50001 or with both'

However, several defences are open to the person- who authorises the issue of Prospectus u i:h

untrue statements. Some of the defences are as follows :

;-th.i he has a reasonable gTguld totelieve that the statements are true;

;i tt 
"i 

if*u" irru"a *iitrout-his knowt"ole or consent and that on'becoming aware of it, he

gave Public notice;
c) fi;i fi" withdrew his consent to become a director;

d) that after Ut"r.i"i """it "i 
it. faft. tiuter.ot, he withdrew his consent to the issue and

gate Public noticc thereof'

T.3.5.Contentsofprospcctus:TheimportantcoDtentsofprospectusareaSfollows:
l. Contents of Memorandum;
2. Nature of the business of the Company;

3. Details ,.guroi,ig'iil. ;;;t-;-h'" IiJre sigped Memorandum and number of shares

subscribed bY them; r. !r-r .^--
4. Classes or rnar., io which the share capital is divided together with ttreir totals;

i: nightt attached to each class of shares;

6;. If Eebentures are issued, details regarding-their issue;
'particulars about the Directott, frfoo-ulog Director and their remuneration' powers

etc;
8. Particulars relating to preliminary expenses;

9. The minimum subscriPtion;
ib. iil;;i the op-ening of ttre subscription list;

ll. The amount of ptei'iu* or discount on shares;

12. Property of vendors to be sold to the company; 
- daalinc rtra anmnen.

,tg 13. The amount fi;.;i";;;oiiO"iatio" to tfre pio*oters for floating the companv;
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14. Particulars regarding caprtalisation of reserves or profits;
15. The amount payable alongrvith application, and on allotment on each class of share;
16. Names of the underwriters and the opinion of the Directors that thc resour@s of the

underwriters are su(ficient to discharge their obligations;
17. Names and addresses of auditors, bnnkers and solicitors;
18. Share qualificirtion, if any, of a Director;
19. In the case of an existing company, a rcport of the auditors about its performance;
20. A Statement regarding the [iling of the Prospectus with the Registrar.

7.3.6 Points to be considered by a Prospective investor; Since the Prospectus is issued to the
public with the intention of persuading investors to invest their funds in the Company, Thc
following Te thg points to be considered by a prospective.investor for arriving at a decision to
invest his funds in the company:

Nature of business and its prospects;
Objectives of the company : He has to know whether they are too ambitious and whether
they can be achievcd under the existing conditions;
Standing and rcputation of promoters and Directors of the Company;
Nature ol'contracts entcred into by the Company;
Capital structure : he should find out whether the capital proposed to be raised is adequarc
and whether the proportion between various classes of strares and their voting riglits is
aceeptable.

����

�n

�@

���P

�O

����

a Past history of the concern if any;
8) Purchase considerations for properties acquired for the company;h) Terms of underwriting and the ieputation'of underwritersj 

r
i) .'ltanding. of the company,,bankerire-gal advisers and auditlrs of the company.
. After.considering the above rnentioned points, if the prospective ioorioi i"r'uiiriied, he maytake a decision to apply for the shares.

Check Your Progress-2

What is lneant by Statement itt licu of prospectus?

-:
7.3.7. AppUcation and Altotmcnt of Shares

The companies Act provides that all application forms should be issued along with thcProspectus ind usuaity',rc piiril, r,?n;*r* to,"oo-tt" ipptication to the company,sbankers' After the closure oo ih" r"" o"v rlrit i.Idffid;"I#i ions the banker forwards the
;l3l1?*Jr to the companv. Ao 

"'u[],*"nt 
to be ilr,d- must rurrfil the folrowing

A) It sho}ld be passed by a resolution at the Board of Directors meeting within a reasouabletimc from the date of application;B) The Prospectus or a staiement in lieu of Prospectus must be filed with the Rigistrar;c) subscriotions to tr,"-.*t"ni-oi;r;;;"uuscription must-Le *aae or appricd for;D) At leasf 5 perccnt ortne nominJriirJortr,";#;;;;;-beLeivea bythecompanyand
_-the same must be deposited i" a scteAufed bank.If the allotment is irregular the apfricani!-an avoid the allotrment and can claim refund of thcmoney' If the allottees of ttre comp'any iorr"^ io.ilil;;;iiregutal allotrnent, the partyconcerned should be.compensotea' uv tt" p"rsoi-'t"rp."riti; Fo, ,.r"h irregular allotmcnt.Fq1h9r, he is also tiable t6 befineAuptoRs. 50001.If the allotment cannot take place riiirri" izo days of the date of issue of the prospectus, the 49
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applicaots mon€y must be refunded within the next l0 {ty:, failing which_the directors become

j"6a,ty ;d reuoitty liable for the refund of the money witi iuterest at 60lo from the expiry of the

l30th day.
ftt" Sir"t"ry should lile a return of allotment with the Rcgistrar within 30 days of the date of

atlotment withtomplete particulars regarding the number, nominal amount of shares alloted,

the names and addresses of the allotees, etc..

7.38 Mnimum Subscription .

A company cannot allot shares unless the minimum subscription is re0eived within l20days
from the dati of issue of the Prospectus. Minimum subscription is the minimum amount which,

in the opinion of the Directors, is necessary to provide for the following :

l. Purihase price for any property already purchased or agreed to be purchased;

2. Preliminary expenses;
3. Underwriting commission, if payable;
4. Repayment 6f the money if bbrrwcd for any of the purposes mentioned above;

5. Working capital or any other expenditure.

If the minimum subscription amount is not received within 120 days fro-m the dateof the issue

of ihe frospectus, whaterer morry is received from the applica_nts,must be returned within the

oiiiiOOuy't (*ittrin 130 days afteithe issue of the Prospectus). If it is notdoneinterest has to be

paid.

It may be mentioncd here that the conditions of minimuiir iubscriptionis meant to prevent

dil;L. irg,m 
"o*ing 

inro existence with inadequate capita! so that only companies which

*o'*ir" enough .opi'tol to mcet this minimum requirement are allowed to start their

business.

7�B4 COMMENCEMENT OF BUSINESS

A private company cah commence business immediately after getting the certificate of
i""orprrution froim t'he Registrar. But-a public company cannot commence business without

n"ttirn another certificate ialled 'certifi"it" to commence business' from the Registrar' For

A;#"g ili. certificate, certain conditions are to'be fulfiiled. They are :

7.4.1. thatthe prospectus or a statement in lieu of prospectus has been frlect with the Registrlr' -- 
oibo*faoiei 1l!il;il]" ti"u of the Prospectus iras to be filed by those companies

which do not issue Prospectus to the public for the issue of their shares);

7.4.2. that the ou-Uer of st arei alloted is noi less than the'minimum subscription mentioned in

the prosPectus; -,
7.4.3. ttrat the Directors of tle company have paid for their qualification shares in the same

proportion as th;;;bers from tfie puUfi" have been required to pay on application anC

allotment.
7.4.4. thatthe declaration by a Director or the Secret-ary 9f the.comoanv to the effect that all

the conditions regarding the commen;;;;;;abtsiness have^been complied with'

If the Registrar is satisfied that all these conditions have been fulfilled' he issues a certificate

to commence business.

. The company get this certilcate within one year of its incorporation, If it fails to get this

certificate within this period, the court *uy ora.Jr iito be wound up. It may be stated here that

all conrracts entered #ioi;#iliri" #r"".rp"i"ii"".,iu the dite of the commencement of

business are provisionai-aoa would b"co*" binding on the company only after it is issued the

certificate to commence business'

7.5SUMMING UP

Atterthesdectonofthebrmoforgttaloncomcsthcbr mtion OfthC company.In thiS
Aftcr thc SClcCtOn of the for�R

proccss,hertartth�K C Stattrthebrin�v ng up Ofthe company.TO make it dO thC bugncssin
l_‘L:^�¡ �A�A_:_�n _�� �n viOt�ˇ n�L �ˇ ,re�E

�¥�·�Att�Ì �i
^�� �]

I�Ü �S�ø3ftts"s h thsb�˚ ness e�˛ stencc a�K :

1. IncroPoration of a company
2. Prosptctus-Issue and subscriptio'n

50 3. Commencemcnt of business'
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_ Al'tet the,eo.mpletiou of the promotion in industry the next step is incrporaton of company.
For the purposc of incorporatiou of company various documents have to be filed witii t6e
registrar of companies. With this the incorporatin of the companies is over. Once this job is
completed the company will come into existence. After this, the company has to issue the
prospectus to get finance from various souroes. In this prospectusrthe company has to give more
details regarding the subscription of shares. The third aspeCt in this unit is the iommencement of
business. Though the company.is incorp_orated and the prospectus is beingissued, the company
has to necessarily get the certiflrcate of commencement oibusiness. Unless thii is done, ttrl
comapny cannot start its business. Normally it will take one year from the date of
incorporation, to get the certihcate of comrnenCemeot of business.

7.6 CHECK YOUR PROGRESS:MODEL ANSWERS

i) Name Clause
ii) Situation clause

iii) Object clause
irl liitiiitv 

"ioor"
vi) Association or Subscriptiou clause

If_the company manages to get capital without public subscription, there is no need for it torssue a prospectus and insread, jt-qaq nrep_are a starement in lieu of a rrospici;;;;ri"g
almost similar information and file if wiitr the Registrar.

7.7 MODEL EXAMINATION Q�¡IEST10NS

A.n3,�� Y QUESTIoNS

�E
�{ �R �• ªJ

understand by MemOrandum ofAsodttOn?What are is cOn�g
n�A and

2.Whatis a PrOspectus of a JOiht StOck cOmp�c
�m w�¡ t are its�� ntents?

BoSHORT QuESTIONS

ep�ô
tim?

1?

lti�c
1�U                   :

7.8�B RECO�\ NDED BooKS

Krishnaseal�˚ oR

Pattanshetti cc
and Reddy PN

Rcddy PN
and Calshan Ss

Bhushan VIK.

�i r�fl �Ù�¾� �̇c�~� �£
R�gØ[�å’Mc�B �b �V��h�\ �¤h�d c�B

&�í �R�a�ç���k�y��1�fl �ß�œ.Td Managemen�s
�h   �A

çW Æí �¯ �D l�¨ 9�J
�� �˚ �i anc Management Smttt Qad
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I(rldrnascami oR: 'Essentials of Commerce' : Eagle pouti""ffi
51
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PatØ[�˚ ctd CC

�ß Rddy PN

ŁÕ PN
and Culshan SS

Bhnan YX:

.company secretarial Practice' New Delhi : Mc. Gra Hill Publishing co,

Ltd. 1981.

'Principles of Business Organisation and Management"

Chand and Co.Ltd.,New Delhi 1981.

Fundamentals of Business organisation and Management, sultan chaud

& Sons, New Delhi-ll0 002.

7�B9.GLOSSARY

Certincate of lnc�] :

�Morporation

Cettcate of    :

�c �c
ent Of

Business

MemOFandum O�¡
�n

‘g�ß
�xatton

IssuedbytheRegistrarofCompaniesasproofofthebirthofacornapny
legally.
Issued by the Registrar of Companies- after the presgrip$ conditions are

;irdrJ:ir,ir cirtir,""i" ,rrriu" obtained by a Publio company for

commencing its business'

i i""rr".i which sets out theconstitution of the company defining its

relations with the outtiAi t"ottd and the scope of its activities'

52
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UNrr�] 8:COMPN MANACEWNT

Content

8.0 Aims aud Objectives
8.1 Introduction
8.2 Th€ organs of Compauy management
8.3 Shareholders
8.4 Board of Directors
8.5 Managing Dircctor
8.6 Summing Up
8.7 Check your progeqs : Model Answers
8.8 Model Examination Quesdons'
8.9 Recommended Books
8.10 Glossary

8�BO AIMS AND OBJECrIVES

Thid unit intorduces you to the different organs of Comapny managoment and the part playcd
by those organs in the management of the company.

At the end of this unit, the student will be able to :
- tell the meaning of share lrolders
- understand the purview bf Board ofdirectors;
- know the functioning of managing director.

8.1:INTRODUul10N

The prcvious unit was an account of company incorporation and commenoement of business.
This unit is an exclpsive description ofcomapny mangement where we study the different orga$
of company management i.e, shrrr holders, Board of directors, and the ManaEing
director.

8.2 0RCANS OF COMPANY MANACEMENT

�� �I �D�� �f �É�í �Ł�ß �d�R �� �� çW v�Õ �˜ :��

å¢ �N�| Œaå¢�¨ æx�ô Œa�D
�d ŁVl�Õ :�¥ W�ø�b�Õ �[

�£ �¨ �¿�l�E�o��L�� �@
S�[ FTçW.�Õ �� �R

he resp9nsibility oFcawlng on the day�] to�] day

�X :�Ý :?�î :�¨ �º Ł´ �Ú �R :1::�I �] �fi 1�˚
eltt�Ì �° �• �I �� �¡ �ô llle

the managementis rather nomanal and that the

�‰�| �Q�O�S �� �� �å 53
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The Board of Directors is thus the top administrative organ of the comprany. 
---m" 

Oii*t"i. ur" not whole time oilicials of the compiny and'might be'acting as Diroetors

for a ou*Uet of companies. However' the Indian-Companies Act, 1956 stiP-glate-s that no person

;;G;Dir*tor i"'-oi"it uo io Co.panies. Hence,-they take-mainly policy d-ecisions at their

,nr.tiogS and leave them to the Managing Director. and his team of excutives for

i,apfi-il*tutions. The trianaging Director is o-neJwho is a Direct-or of the company working on a

;h;i;t6rbasis. The ffi;A;g bire"tor functions as the Chief-Executive of the compan-r 1$
il;fi;r G-decisions ofinl Board of Directo$ through various Departmental heads like

iriduction Manager, Fut t ut" Manager, Marketing Manager,.P-ersonnel Mallg-er' etc' Thus'

the conuol of maiagemioi of cornpan'i.r'r.tts with ihe shariholders, Board of Directors and a

*tioi" ti." Managiig Director. The organs of company managqment are shown in the chart

given below :

CHART:4 ORCANS OF COMPANY MANACEMEN�c

Production
Manager

Finance
Manager

Peisonncl
Manager

Marketing
Manager

Share-holders
El]ect

Board of,Directors
Apgoint

Managing Director

Executive Committee

Ctrief
Manager Accountant

IJNIT{ Check Your Progress -l

Namc tbc organs of Company Management?

8.3 SHAREHOLDERS

ffiservedthattheshareholdersarethcownersofthecompanybutdonot
directrymanagett'"fff ili,r;;:coiri{.-illi:{*nt'^t},=:'.t:'Iffi"XXT;lIffi"ll:
:ffiIffi;:'.f iffi 'Il;il;y',t'ffiil,e"iii'i,lp".Iio**',,thecompaniesActre56has
given tbcm ertain rigiti'iffi;p*, of tt"it-*iaiioottip *itt' their company' Thesc righs are

classified into two br"il;;;;';;rir., t"l tnOiviAuU n'gtrts and (b) Group rish6'

&3'l h'livi'hst rights : 
racity as an individual share

Thcvconsistofrightswhichashare.holderexercisesinhiscal
noiG'*i&o"t rcferJncc to other share holders'"iil 

i"CirlOt"t rights of shareholde-rs 3Ie a! follorvq :

a) to rcceive ooti*if-b.oo"i fnai n4".ti"ii'if-tii comPany and to vote at such mccting
- 

either in Pcrqon or bY ProxY;
b) t"-ttolrJOividend fioin thl-comPany when declared;

.i o transfer ni, 
'lt i[i ;bi;'i;' d;-;;t ito-n imposeo bv the Articlcs of the

d) ff,fr3ffit". records of the cotnpany as granted by the companies Act and thc Articlcs of

thc ComPanY;
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^") to apply 1o the court to_ have any variation of his rights set aside by the court;
0 to share in the assets of the company on dissolutionl
8.3.2 Group Rights:

-rtrei^coisistiiiist tt which the shareholders cxercise as a group at the General Body Meetings
of the Company.

The Group rights of Sharcholders relating to their company's manag€ment are as follows
a) At every annual General Body Mecting of the company, the shareholders are entitled to

determine the broad-policies of the Company. Ttrey may ipprove or disapporve of the work
5!1lggUV their elected represcnratives and the polCies f6Uoriea by them."

b) ThE, can also discuss al the annual General Bbdy Meeting the Direcotrs' report, profit and
Loss aocount and Balance Sheet.

c) They also appoint auditors to audit the coppany's accounts.d) They elect Direcrors.

9) lhey.declare dividend at the rate recommended by the Board of Directors.f) The'shareholders can ask the Board to convene an extraordinary Cre"eraf Uody mecting for
the prraose of considering urgent matters. If the Board fails tb convene thelmeeting] thc
requisitionists themselves can ionvene the meeting in accordance with tUe provisions;irh"
Companies Act.

-Even 
though the powers.of management of the affairs of a company are e[trusted to the Board

oI'Llirectors, the Companies Act-specifically provides for the exercise of certain powers by the
Board only with the consent of the sharehoidlrs secured at a meeting

8�B4 BOARD OF DIRECrORS

The main functions of the Directors ars to frame the policies for the compaoy and to managcir.

�R �å �� �í �r I  ��
8.4.2.Appoinhment and rctiromcnt Of I)ircctOrs

The appolntment Of�z �l ircctOrs is madc as fO110ws:
The subscribers tO thc�A 4emorandum will bc treated as the rlrst Dir�å

tOrs�B �¡ ese l)ir�å tOrs
will h01d Ofrlce tin the Arst Dir�å tOrs arc clc9ted at the annual General Body meeting ofthe
company�B                             �]

)ctors are elected by the shareh01dcrs at the

r sharch�B lders,the Government exercises its

�Ú �N�å �  �Iª�

�f�N�E��åNi�� �ƒ� 1̀�º Œiç��Ø i�� � :̇i�N :"
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�¤
�Ł

�O

�O

�O

�O

.i:,:j::T":"fff:J;:[1". 
being appointed Dircctors of a companv are as forows:

undischargsd insolvents;
persons of unsound mind;
forsons who have applied to be adjudicated as involving;
persons who trave b&L convictcd oi an offcnce involving-moral turpitude 4^tlT:Tg:
imprisonment for not less than six months and a period of five years has not ehpseo lrom

the date of the expiry of the sentence.

persons in respecf of whom calls are in atrrears; and

p"rsoos who liave been disqualil'red by an order of a court'

power to make calls on shares;

Dower to issue debentures;'*w.t to borrow otherwise on dcbcntures;

po*"t to invest funds of the company;
Dower to make loans;

irow"t to apPoint a SecretarY;
power to fill up u 

"utoui 
,u"i,n.y in the offrce of Directors subject to the regulations in the

8.45 Powers anrl rights

The Companies Act confers certain powers and rights o^n- the Boaid of.-Directors' The

company may however, i.p6r" restrictions on the po*-"tt of the,Board through a resolution

ilffi;;-6;;r"l ri.hi ,ii"ii"g. Thc po.wers of t'he Board can be broadlv divided into two

classes, iramely I powers'ttrat can-be exeicised-by the Board meetings o-nly and ri) powers that

can be exercised only-with the consent of itt" company obtained at a General.Body

meeting.

8.4.6. Powers that can be exerciscd at Board mectings
�¤
��
�O
�fi
�c
�c
�O

Articles;
H) ;;;;iL rtu op.a casual vacancy.in the offtce of auditor; 

rther nrrties:
D power to entre ,o,o""ooiro.ir-on u.r,urr of the company with other parties;

D power to make u 
"-oritiUuiion-to 

tt 
" 

National Defence Fund without any limit;

K) power to forfeit shares.

&4.TPowercthetcanbcexcrciscrlonlyrvitlrthcconsentoftheslrarcsholdcrsobtainedatthe
General BodY meeting;
A) To sell or disposl of a subst^ntial part or whole of the undertaking of the company;

fri i; iJ_i,-L, gr'", tirne for the payment.of a debt due from a Director;

C) To invest the d;"';;r'?io- the sale of any property or undertaking of the

D) ifflffiyJ* more than the total amount of paid'up capital and the free reserves of the

company;
E) To donate to charities in excess of Rs' 50,00 0/' or SYo of the net profit in the course of any

, +:ffi*liT,l,. serring asents b.' 
ll l'v T1.9: : :::T,TTF1*:rfil:J::Ji3:XJ'Tf '

G) To aoooint a Director or any relative ";;;;"; 
;; i|,,,, of the-Direciors to any oflice or

"' ;;;;iori"*ttpt that of the Managing Director'

8.4.8 SubCommittccs of thc Board

InalargacompanyttheBoardmay.constituteseparatecommittepsconsistingofDirectorsto
look after aifr"r.ot"ioi.ii"". oiit. C#;;;)t'.;, Works Committee' Share transfer

E;.-itt""' Finance Committee' etc)'

8.4.9 Duties of Directors

some of the important duties of the D.ircctors of a company are as follows :

]:j*iffi l"tri:rT#,:T;:T",'i'$?,1$:i"ll'shares!g,"r":'l*Jffi f [iT]'-':*
unril it ir r"roooJiilri;iliili; uli"i s""tion-69 or until the certificate to commen""

Uotio.* as obtained by the 
-Cgmpany'

to prepare *d ff;; "ipi 
or theitatut'ov reDort with the Registrar;

to send a copy of the statutory ,"po.i',1'*"r"ri';;6t;-;f itti to,op'oy at least 21 davs

fX,tr"1ililL',H:J'tXTJl"i"f;tls;",i"g in the case orrequisition bv the specined
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�]     s�R �Ł�¶1�¶ �~�a1�í �u�y�x�Ô
�ß cl�� of Associations;

to manage the afFairs of the�� mpany as efrlciently as possible:

ØÜ�£�N�ˆ�Ù
�Ü�D�˙

�ô to fail to attend Geneml Body meting when
they a�¡ )reasonably able to do so:

to purchase the qualirlcatiOn shares within the speciled time:

to disdose to the�� mpany their interest,if any,in any contnct enteFed into by the

Mithetta��
�g

� n̊�Ñ att hd�b �� ���Bn�å hevevthe monthsia bttdmesh a
calendar year�B

&4.la Lfauttdes oFDi�í
"�¤

The uabli�a tes�g Di�g ottt are ittted Hke those of a member Of a cOmpany.But FØ‰
Memorandum itselF states that i"Dl�� tOr’S ha�\ lity is inlimited,then in the event of

8.5 MANACINC DIRECOTR

tiqllld."t9l, their personal properities will be attached tb clear ttre ooiipany'r f"UiUtiir.
If the.Directors do anything uttravires of the powers of tho comp-y 6r t6e firisi;ns of the

Memorandum of Associlli.onaihev are personalty liable fo1 suc'h aldons 
"ira 

tn" corp*yc4uot ratify-them. But if the Directors db somctli'ing ultravircs of Opr own pd;;th"i 
"{not prtsonally liable for such actions if they aiC ratified by thc sUaritrofO* if tne

company.

�I �i �c �ß ;1�{ çW �Ł�R �ß
I�Û

�o �� ,�d �D �F

�' �ò �‰ � �̃I �ü ª� �I �ü

�Ù �å àp �Ì�� �¿�ü �t�Ö]�� �Ø �H
=�c

Łc
8.5.lDäF �qni60�¡

&"��
wauacacons bi apphhOnt tt Mana�v ng DrectOr

M�Õ �ô �[ �í
�@ ad�å Atthe u�B �� ng persOns att disqualiFled frOm being appOinted

:�� �| �§F�j �D�O�µilttVI�q �o�ß�R I
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�£ �g �ø �º �ô çW�fl \�ø P�Õ
tben Evc Ydars at a tirnc-

C}eclt your Progress -2

slhat g.cthc'disquatifrcatiDns for appoinment as Managing Director?

lsist of the fol10�� ng:
he Board�A          i    :

1�O�@�t
m�Ł

�£1�t
��
�Q �B1�R

les aCt�s ities:      �E

�y

"nSiOn 9f buSin�¡

S:  :  
�Œ

per training.

�ì �H�O�ß�J �j Łc�öI
JN�l otheF.

�� Jng DFrOcter

The Managing DirectoI,as�¡ lu�v
runction,dnce he is a Direct9F and Jlo�¡ �´ ex�� u,ve Of

8�B6SUmGUP

In this unit.thedifFerentOrgansofCOmpanylnanagementattdittir��
liJ:{:111�Ü eil��

:�u ::In this unit$he different organs oI uomPanv urrl'.tswruvu- -* "-;-;iiri'trotalrs, board qf
,iaH.itl'int-oinit"nt-orsans .of .comnalv--T"119:T:*fl,n"'. ,". verv isrportant
�˜ �� �R

��
�Ø �µ �µ �P�” �â

=:Ø}
�“ �Ó �g �÷ �§�P �l �r

�Ò �¤�¤Nl�° Œal�£ �£ �Ł�O �À �H �Õ :�Õ l�Ø
�¿ �† �¨ �b �ü �]�ç�¿

�E
�Ô �ł �Ô :�Ø �O t:�– �‹ �†3�� �c

~�–

æk �� OnsibnH�å J

the d�i �† �ÉOFS are�¡ ,O giVCl�E

�ø �I �ç �ä �¤ �¢ ",1�¡ E�÷ �¿_�„ �í llti�º �£ �d�æ�w�í �O �…
�x�ƒ�†�S:Œt�W�¨�I �¿�v�ô �� 1lF�Ø

�æ
=3�y

Leapp~omme��of

ffi:frffi :'ffi ," ile!;d;.:d; :i:':::::'*'L'I1;'31''ª� �í �� l�w ���Ô �«�n�Q�h�ü �Ø�E�h
����mptty managem�—Æí

"�Ô �I �VlåK ��W�����u�ł� �̊Ì ictrred tO�� ��is un�¡ .

ffi PROGRESS: MODEL ANSWERS

f. i) Share holders
iii Board of Directors
iiii ti"'iigiisbi rector
iv) Funciional Managers

z. 
"j 

L.-""Jischargsd insolvent' ,ayme't to or made
b) A oersonlnt o t o,tJn 

"ii'ggto 
insolvent or has suspended 1

- a domP"sltion with his creditors;58
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�B)1)t::�˙ ��n Wh9 haS bCCn convicted by a cOurt for an ofrence involving more

&8 MODEL EXAMINATION QUEST10NS

A" ESSAY QUESTIONS
l. Erpfain the powers and rights of the Board of Directors
2. Erplain thc various methods by which the Directors are appointed.
3. Define Managing Drector and explain his functions.
4. "The Managing Director is a link between the Board on the onc side and the r.est of thc

organisation on the other', explain.

B. SHORT QUESTTONS
5. What are the organs of company management?
6. State the various ways by which directors are appointed?
7.IVhat is qualification share?
8. List out the duties of directors.

8.9 RECOMMENDED B00KS

Krunaswaml oR

Pattanshctd CC

�´ R�gly PN
Reddy PN
and Culshan SS

Bhttan YK

' Essentials of Commerce',
Eagle Publication Division Madras 1981.
'Company Secfetarial Pratice'
Mc. Gra Hill Publishing Co. Ltd., NewDelhi 1981.
'Principles of Business Organisation
and Management'
S. Chand & Co. Ltd.,NewDelhi 1981.
Fundamentals of Business Organisation
and Management- Sultqn Chand & Sons
New Delhi-ll0 002 '

8�B 10 CLOSSARY

Dlrector

.-.
lVlanaglng l)lreetor

Any person who performs the functions
of a Director, ordinarily elected by the
shareholders at the General Body Meeting.
A Dirqgor who is entrusted with
substantial powers of managernent which
would not otherwise be exerbised by him.

159
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Contenb

9.0 Aims and Objectives.
9.1 Introduction
9.2 Meetings of Board of Directors
9.3 Meeting of members

9.3.1 Statutory.meetitrg' 9,3.2 Annual General Body Meeting
g.3.3Extraordinary General Body Meetiog

9.4 Meetings of Creditors
9.5 Procedure and Conduct of Company meetings
9.6 Resolutions

9.6.1 Ordinary resolution
9.6.2 Special rcsolutioa
9.6.3 Resolution requiring special uotice

9.7 gumming Up
9.8 Chcck Your Progress lModel Answers
9.9 Model Examination Questions
9.10 Recommended Books
9.11 Glossary

9.0 AIIIIS AND OBJECTTVES

This unit brings about the company meetings and how they are conducted.It alsote.llsus the
proedure of conducting the meetings of different naturc. After going throuathis unit; tou will
be able to:

- Explain different types of company meetings,
- describe the proccdure and conduct of meetlngs
- explain different types of company resolutions

INrRODU�µ�¡�¡ON

In the previous unit, the different organs of company madagement are studied, and this unit
explains the differeni types of company meetings. 1. Statuory meeting; 2. Ann-ual-general Body

meeting; 3. Extraordinary General Body meeting. It also explains nature and kinds of company

resolutions and the procedure to adopt for the same.
In the maoagemeot of a'company, meetings play a vital role as it is only at the meetings many

decisions concerning the company's management are taken
Broadly speeking, companles have the following kinds of meetings :

l. meetings of the Board of Directors and its committees;
2. meetiggs of members;
3. meetiirgs of debenture holdets and creditors.

The rules and regulations for conducting these meeti"gF and the nature of work transacted at

such meetings are discussed ub detail.

9.2 MEETINGS OF BOARD OF DIRECTORS

9.2.1 Introiluctior
At these meetings, only the Directors can take part. Meetings of the Dlrcctors consist of

Board meetings and Committee meetings. These meetings are conducted according to the
provisions of the Companies Act and also accordiag to the provisions of the Articles of
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Association of the Company concerned. ',

A greetlng of the Board of Directors should be held'at least once in every three calender
months. Notice of mee_tings of the Board of Directors must be grven in writing t6 eve.v piie"tor.
Usually, the-agenda of the meeting is sent alongwith the notice of the meeting. The quorum forg-.gd meeting should be at least two directors or l/3rd of a total strength of 

-the 
Board

whiehever is more, subject to a minimum of two Directors.
_ Rusiness generally done at the Board meeting relates to the allotment of shares, calls,
forfeitures, transfers, recommendation of dividend, declaration of bonus, issue of debentures,
etc.

9.2.2 Minutes of Board mectings

Minutes are thc written record of the business transacted at a meeting. After the meeting of
the Board, the Secretary prcparcs the minutes of the meeting. The minules will be read by-the
Se€retary at the next mecting and, if found in order, they will be signed by the chairman.
9.2.3 Mcctings of thc Committces bf Dircctors

The Board of l)irectors may constitute certain committees consisting of onljr Directors and
delegate-some of its powers to thcm. These committees may be constitutd for a ipecific purpose
or may be constituted as standing commiitees on a permanent basis. The delegation of-powers
to such committecs should be authorised by the Company's Articles and should-be subjeit to the
provision of-the Companies Act. These meetings are also held in the same way as those of the
Board of Directors. Generally,'in large companies routine matters like finance, transfer of
shares, allotment of shares are handled by the sub-committees of the Board of Directors.

CHART 5:CLASSIFICAT�_N OF MEEHNCS

Members Directors Crcditors

Creditors

Extraordinary
Statutory..meeting Gencral Body Meeting Geueral Body Meeting

9.3 IVTEE"TINGS,OF MBI\{BERS

1�ï �Ì�d�fŒ⁄�F�@�Ø �s iJFT�h T�e�íP�I �Ù
�˘ 3.l StatutOry ttOcting’   .                 .        :..|:

�£�‰ �T�\ �Ô �` �¨ �å   f�Ü    �Ü

MEE�¡INCS
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business. It this mccting is not hpld, every Director or anJ other offtcer who is'in default would

be punishable with a finp of Rs. 5,000,/-. F;;th; ttr.irott can order thc windi-ng'tip of the

Cc.mpany.

The purpose-of this meeting is to inform the sharetrol&rs about matters relating to

incorporation, allottninioi rt',7,r.r, dctails'"i""titri",t conciuded by tbe company etc' The

Secretary preparcs ,, r.por, f.ii"w, as 'statu;i t;p;td which is sent to every member of the

oompany along rvith the noticc ol-mecttng' 
-

the slatutoiy report should contain thi following particulars :

A) total numbcr or rt.r., irliottccl, ,o*u.iuno ti6ei of shares and amount paid up on them

; .. rr---
B)anabstractofrccciPtslndpayments.isunderdistinctiveHeads;
C) an account or urc irjiiir i ,.,rouni ol'cash r"""ir"o by the company in respect of all the shares

allotted;
D) an estimatc o[ prcliminary expcnses showing scparately any commission paid on the issue or

sale of sharcs and debcttturcs
E) names ancl addrelsirLiiit""tors and au6itors and of Managing Director and Secretary if

any;
D paiiicutars of un<tcrrvriting c-ontracts if any;

G) utttutt, if any, due on calls from Dircctors;

I{) if any contract ;i;-1;;;-,liticO, tr,e iarliculars of such a contract and the proposed

modifications.
The statutory report must.bc signect by atleast two Directors and Py tlt auditors of the

.o.puny. a coiy of tni. report must be-fited with the Registrar immediately after the.reports

*" rirntio tt 
" 

,ir'..U"rr. Fuithcr, a list of members showing the number of shares held by each

one of them has to bc produccd at the meeting and this lisi must be accessible to the members

while the statutory rn"Jting conti*ues. At the rieeting, members can raise any matter relating to

the formation of iompany or arising out of thc statutory report.

9.3.2 Annual General tlody l\'Iceting

It is a meeting of the sharchoklcrs which is held every year. As pel !!e provisions of the

Co.p*riet a"t,in. nr.i anru,rt (icrtcral Body Mceting *uit be. held within 18 months of the

J;;f',fl;;"iforotion o,iI in ttr" following years, itiru.st b.e held withiu 15 months of the

preceeding annual C"rirnf iiuJ, U"eting.-f'*"nt, one-days' notice must be given to all the

members and certified';;;;.;;i'Bnf,rr.. Sheet and Prol'rt ancl Loss Account, Auditor's feport
and Director's report ;;;;;;parny the notice' The date of the meeting is decided by the

secretary'in consultati." *i,ii-G Ilir.itorr, it 
" 

uruot business transacted at this meeting is as

follows :

Aj--aaoption of annual actounts and thc audit rcport;

B) adopion of Director's RcPort:
ti declaration of dividencl;
t) il;;;-oipit."tots in the place of those who retire;

-Ef appoi*ment of auditors and hxing their remuneratrons'

F,xplanatory Stat"rlof iir irny Uus.iricss tinliin"t those stated abo,e is to be considered at

an annual meeting, rhat business is known;;;'d;;i;i-uurin.$. For transacting any special

business, it is necessarii;;;il; i*pr'*n,oiv Jt"i"t*"t to the members along with the notice

*"il:iltf,jfi"ffi'lfli,:ilf,t1ff::ltill;r 
is sent te rhe members arong with the notice or

annual Genral Body mccting ryYs.t be drafted by the Secretary and approved by the Board of

Directors. The main purposc of this repor, it-Iolilfo-t ,t i *"tnU"tt abbut the work done by the

company:during tf,"'lJri"overcd by tt" t.poti. Sometimes, other details strch as future

DrosD€ers. bonus . ,iiff ;ffi;-ilri*,'ilu-nri". oi prorrt'to reserve fund ctc' are also

ft'rif,*tfi ",'nilt 
p..i'r thc Di rcctors'

Clariman's spccch ifilt ""*tS"iy 
for thc Chairman to deliver a speech at the annual Gencral

Body Meeting. c"n.ioiry, it " 
$!ri,i"i dr"ir;iil6haiiman's speech coveriag every aspect''of

the cappany's working. ,cc ihe sepfetarv make
Mnutes of general bidy mccting: whitc.the meetirtg i-s in progrgss, the secretary makes notes

J;;;k Jr *r,i"ril!';outa iit"paic the minutes of the meeting'

' 
, '.
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9.3.3 Extrao:di:::tr)’CC:lCrall Bod)’mcctillg

�æItis a Gcncr:11 13ody,lCtting hCld bc�k wccn two annual Gencral Body mcetings.It is callod to

discu,s somC Spccit11 0r ll:�E scnt busincss to bc transact�v d beforc the icxt annual GenlrlI BOdy
mccting.It nltly bc cttHcd to disCuss thc tiltcrtitio�¡ orany clauscin the Memorandum oF Chan�@
in the Articlos or to diSc�� ss the schcme of rcdllction orcapital,ctc.          �L

.This mecting is called by thc Directors,but ifi thoy faili"arrange the meOtin3 the

�ª  ��
�d�Ú��Œi�E11�� ���Õ �å

�‘
�ä�ºgfl�Õ

with the Rcgistrat within 15 days,of thc
meeting.�] ,�A i

Check yourTrogrem=��

What is meant by extiaordinary gcneral body mceting.

9.4 Mceting of Creditors : Some pcrsons providc money {o thc companies in the form of a loan.
The Companies Actrl956 provides lbr the mectings of the creditors when matters relating to the
interests of creditots arise. Such mcetings are held whcn proposals relating to cieditors,
relationstrips with the compilny are to. be discussed and their consent is required. The creditorsi'
are not concerned with the rcgular working or policies of the company, therefore, they are ndt'
generally called to attend the gcneral meetings of the company. They are invited to their'
meetings and thesc meetings arc covered and conducted as per rules and regulations, which are
applictrble to other typcs of mcctings.

9�B5 PROCEDURE AND CONDUCT OF COMPANY MEEHNCS

Companics Act has tnog!.a numbcr of provisions relatin! to matters connectecl with meetings,
votes etc. lhc procedure followcd at the General'Body meJtings of the compari *uiU".ioai"ed
under the follqwipg hcadsl

9.5.1 Noticc of mccting

For holding a meeting, 2l days' notice should be given to every member of the company. Forpassing a special resolurion if any, 28 days's notice sf,ould u" gi"Jr.liprrp;""tt;.1';f;;'d*;
the meeting should become invtitid.
9.5,2 Quorum

"9::"':nj:H'.,lliiirl,Ly.T_1.1T!.1. 
of members of 3hyegdy_or society whose presence is

fi :::yj"-:1"-",:liqi:I_{rr,"p.iocecJi,,s,-;i;;ii9",#.ffi 
icHffi;tffi 

n'5ffi #ffi ;five members pcrsonalIive members pcrsonally prcscnt in the caie of a.iublic-coirpuny and two members personallypreseut in the case of a private compuury shati ue it" "i"r,i* for a comnanv,s nrenrinoprivatc company quoru�¡ fOl a C9�b PanIII�b
"�·

ng�E

::vª� �_ �ì
��
�I �µ �å �ï ,�E

�ŁCS Cin�c ovidc rO~r~aI�x �xEF�O�� L�†�Ü �• �ƒ �× �ì �[�a �æ� t̊p�V �Vlls�¡ �Ý �V�Ô�˝ ���s�i

�' å¥�xŒt�b�Û �fi�o�fi�H�q�q�Då¥ �_11�¨ :�n ��
:J:.1 :: j 

h:_i^df 
::':,.1 :f l li 

g, the mem b",i pr.rrn r qr, u"r, u 
-r 

"Jff ;;ii #"#?rilrH;;;�Rey can pro�g cd�¤ condudIIh3 bi�˜ tt�Ì �ÌU�w1�S 1�Ó �� �Ú
Checkyour progesss-2
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What is meant bY quorum?

_�„ iflTIIF�º 1:�y FllI::�ô ttta11lllf�ß �æIF::l111:�x T�� �§:�˚ �d�Ô �ºThe Chairman iS the person FeSpOnsiblc for

GI�Û
ialil�ç �atil�� i�� �a1�a [il�a li�h �c:IiI111ä¿ i:il�† �n�@

tO be Chairman of thC mccting.I�u no Directo

chairman of the mecting�B

iCCSSful ChairEInan:The Companles Act does,Ot

should be in a positiOn to COlnFnand rcspcct o

observes in his b00k entiticd.Proccdurc at Me

inrlnite tact and paticncc, pOSSCSS a JudiCial

arisc.Hc ShOuld be rlrm yet courteouS,able to

awtty by party ol odler�í
"lings,�E

able to endu�g

:ionistS Sklllfuny"

I�� �� �í�F�� �ß �DçW��d�˚ �í��e
requisite quorum is prescnt; 

---2-- ^-^^^-timar
he must also see that the *inur., of the last meeting are confirmed by the meeting'

1,i il;;;ii"it,;i"i"rder is observed throughout the meeting;

he must ensure that the various items of busineJs are taken up in the order in which they

appear in the agenda;

he must see that every mcmbcr present has a fair opportunity to be heard on the issues

i:"ffii.'::Hffi:":tcr or speakeT u:d gide the drerberations with such ract and

oatience that the mccting t'on'u"i' the business peacefully;

ffi; ;;;; irrelcvait discussions by any mernber; 
the results if voting '

heshouldut.o u...*uiriffi;;;;itt" n,""tiog and announce the results if voting is

taken;
l)helshouldnotdissolvethellouse,prematurelyandcannotbringthemeetingtoacloseby

,,:l'il,Ti:X'i['t-t thc chairman cnjovs.sunr-e]f.:::Y:? in theconduct orabusinessat

a mc€ting. FIis ruliigs on poinrs or ora.l onJ procedural questions are final and binding on

every memb.r. rnr'6inir-man t as ,o "nror.l'Jr;;;ii. 
meedng; and if any peison behaves in

a disorderly manner, the Chairmtr" h.r';" ;;;t to ask him io behave properly or else to

withdraw. Tr," ct nri,oun also has the ,igh;; ffir" tr," meeting if he feels that it is impossible

to maintain order'

9'5'4 casting votc 
casting vote in addition to the

If the Articles so provide' thc Chairman can exercise the r

originat vote "*rr.'ililv 
il* u, o In.Inui, oiii".rtllp*v if the cast for and against motion are

equ8l. Thus, the chairman has rwo ;;;';;;"i; lt ;h original votc as a mqmbr of the

compsny and ii) ;;;;,u vote which i, "*"r"isit 
in case there is a tie on any $sue'

9.5s minutcs 
'.s wqJr'r'o ' ---

g The first item to be taken up at thc Gcueral Body meeting is the reading of mimutep of the last

�c

�O

�O

0

�ô
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meeting by the Sccrctary for confirmation. The minutes of the meeting must be recorded in a
proper Minutcs Book and they should provide a fair and correct summary of the proceedingr of
the meeting.

9.5.6 liotions
After confirming the minutes of the last meeting, the items of business listed in the agenda are

taken up. For taking up each item of business, a motion tlas to be tabled at the meeting. A
motion which is a proposal moved by a member becomes a resolution only when itis passed at
the meeting. A motion must bc in writing and must be framed in ab allirmative form.

9.5.7 Amcndmcnts

An amendement is u motion proposed with a view to making some alteration in the original
motion, i.e., eithcr ornitting ccrtain words from the original proposition or adding to or
substituting them. In case, the rnotion of amendement is passsed at the meeting, the original
motionasalteredbytheamendrnentisputtovoteatthemeeting.

9.5.8 Vote and Pott

A vote may be exercised either by a show of hancts or by a poll. Voting by show of hands
means every shareholder present will have on€ vote irrespective of the number of shares hcld by
him. But in a Joint Stock Company it is privided that the voting powers of the shareholders are
in proportion of the shares held and accordingly poll may be demanded by the members. The
advantagcs ofpoll are:
a) each member's votes are counted according to the number of shares held by him;
b) the proxies are also countcd.

9.5.9 Proxy

A Shareholder who is unablc to attend a meeting can appoint a proxy to represent him at the
meeting. For thisrhe has to fill in a form called Form of Proxy and hand it over to the person
who has to reprcsent him. A proxy can vote if poll is taken.

In accordance with the extent of power vested in a proxy is vote, there are two kinds of
proxies : A special proxy is one who is autorised to vote upon a particular resolution. A gencral
proxy is one, who is empowered to vote upon all proposals prisented at a m@ting.

Check your progress-3

Who is prox�m

0 Closurc
If a debate on the question bcfore the meeting has been dragging for a long time, any membeimay move for a closure by demanding thar'thi question u" il*-pot to vote,. If seconded, thechairman shoulct put it to votc and if-carried, no further discussion on that question should beallowed. If, however, the motion for crosure is lost, the discussion may be resumed.

9.5.11 The prcvious question

when a main motion is under discussion, if any member feels that it is not desirable in theinterest of.the company to discuss it, he may move what is called .previous questioo,. Thewording of this proposition is 'that this question be not now put'. It means, tu"t tL *."ti"gmust consider the question prcvious to the qustion before the'House. rf the motioa.rrgarding'previoui quesrion' is adopted, it will mean th;;;;;"-.G il", i."ro, in favour ofpostponi4g 
:lthe discussion on the original action. 
65
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g.S.nNext bruincss

If-any mernber feels that it is lot qrirut to take adecision.on l qTi:ll"t motion, hc caE movc''that

th;;;&iil;io.."a to ;;bfi;*'. if ir,is motion is carried, the briginal motion is dropped'

9.5.13 Poslponcmcnt

lf any member wants the discussion on a particular motion to be postponsed, he can movq't+8t fuf+er

.";riJJr;ii; oitt e mitioi il i"itp.ir.a . ri ttti, .otioo is carried, tLe discussion on the particutar motion

is postponed.

9.5.14 Adjournmet

The form of resolution uscd for adjournn'rent 9f a megtlug is 'that this meeting be now adjourned'' Tbc

adj;;;ent can be eithcr for a partiiular pcriod or indefinitely'

9�B6 RESOLUT10NS

If any motion is put to vote 
^nd 

supported by the requisite majority, the motion becopes a

resolution. Resoluttons are of three types' They are :

a) ordinarY resolution
b) special resolution
cf a-resotution requiring special' notice'

9.6.1 OrdinarY rcsolution

An ordinary rcsolution is one passcd by a simple nrajolify of members cntitled to vote either in pe6on or

by proxy, whether UV a sfro* of irands oiby a pliiui"'C.ri"ral Body meeting of the shareholdcrs of which

2l days, notice has b#il;"-;'r".rUttt.'tn! f"ffo"i"g rt" so.e of th. mitters which can be decided by

lan ordinary resolution :
rl. 

election of Directors
i. appointment of atrditor
3. aooroval of accounts
;: ;fi";iil oi diuid"na
5. alteration of caPital
'6. creation of reseve ftrnd

9'5'2 Spcciat resolution 
yof the membcrs voting on it at a

A special resolution is onc which is passed bv at least 'thc majoriq

Gcneral eoay meetini.'itr" .r*oti.ts if a spec'ial resolu(ion are asfollows :

2l days' oo,i.r'io#'n?ilH;;ii.;'l;ii;;;;tiltat which the special resolution is to be

Passed-
Notice of the meeting should specify that the resolutiou is intended to be proposed as a special

ffi3Ti[t;, of votes cast in favotrr of the resotution should be three tiims the uumber of votes against

it.

The companises Act has specified the matters which require the adopiton of special resolutions' They

"'"'"l..,..ionofthenameandobjec-tsoftheconrpany;

i"-*af of the regisicied omcl from onc state to another;

alteration of the Articles;
reducion of caPtial;

creation of reserve liabilitY;

il,y'ii'i ;r i"t;i ;;; ;i taPitar;

tbe determrnrng'oi-ttr" r.*uncration p4yable to Directors;

themakingofitre'tiauitityoti-ts,D-irectffij-r'r*"Li'gbirectorrrnlimited;' [" 
"'ioaiig 

up of thc coinpany by the court;

lliiii:ttru':f'lf..'X,|:ffi,,'.".?polhl;,.ro,i,. or a Director to arv offrce or prorit under the

company; . -.aL^ F^^r_rr /:^w.rnn, :affairsof thccompany.
L) thc irctitioaing of the Ccntral Governn'rest to'investigate into th1

,.6.3 Rcsolutions'requking special noticc

.,somemattersspccifiodintheActcannotbenoved-fgdi.eeu.ssjolataGeneralBpdyrmiticgualcssa
speciar notice i,siyJi'iiii. 

"'oLpu=,v, ^ 
*r#j;,*;ii["'*fJ$:*""":Uru iliJH"Hl?lr*"fr*

,ir.n in suih cases at least 14 {ays befor.g thg m€etmg ls SctrGourEu' rr
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Iliattc*rbquiiing spcciot noticc arc: r .

A) removel of a Director bcforc the expiry of his ten4 I ' ' '
B) appointment 0f a Director in the pltrce of the one removed;
C) appointment of certain persons as Dircctors who are otherwisc incligible;
DJ appointment ofany person other than a retiring auditor as auditor; , i

E) decision suggesting that a retiring Director shall not be,re-appointcd. : , {.
Alter a special resolution had bccn duly passed, the secfitirry within 30 days'of thc date of thc passing of

tle rcsolution must filc a copy of it with the Registrar.

Check your progress-2

Name the kinds of resolutions in the company meetings.

9.7SUMMINC UP

BrOadly sp9akilg therO arc lhrCe typos Of mectings.1)McOtings of board of directors iD
Mcetings ofmcmbcrs.lii)MCCtings orthO cFeditOrso Again the meetin�Ñ ofmembers are d�s ided

L�Õ �B1�R�¶:�Õ i�T ���U�E1�Û TT�¢
’�ç

�Ü)�¡ nnu4ç� nerd bOgy meed�� �Mçüd�Ü �l
The mcctihgs Of BOard or dircctors art�g

�g

nt for discussions regarding the al10ttment of
shares,sharc�å �as,fOrrciture or sharos,transrers,.ccom:nendati6ns Ofdividend,dedaratiOn of�E
)onu�R �¤suc of dcbenmrcs uco Thcsc m,lan�Ñ a�g heH at L�¤ t once in evew th�K e cdendeF
months.Th�v  mectings ofimcmbers i.c.,statutOry mOeting is hdd Once in the whole life Or the

Œa��  Œaª� �� �r �å �‰W
ion of directOrsmd appointment Of auditors.

���x�Ü�Ñ �˚ i��
:1�£ T�D�í �í � �̇ß mªJ�ò �⁄ �¿ ��

Arter th�B ,cetings,the prOCCdure laid down t

�ITent��
f�Ó

"ft9rswhOareb�œ Jve�E Thus�¸

9.8 CHECK YOUR PROGRttss:MODEL ALSWERS

�Q

�@

�@

�R

It is a general bod-ymeeting held between two annual General Body meetings. It is called to
discuss some special or urgent business to bc transacted before the next annial general body
meeting.

Quorum m-eanl the minimum number of members of any body or society whose presence is
necEssary for the validity of the proceedings at any meeting.-
A shareholder who is unable to attend a meeting can appoinia proxy to represent him at the 67
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meeting. For this,he has to lill in a form called form of proxy and hand it over to the person

who has to represcnt him.
4. Ordinary resolution, Special resolution and A resolution requiring special notice.

9.8 MODEL EXAMINATION QLTESTIONS

A- ESSAY QUESTIONS
l. Desbribe briefly the different cl:rsses of company meetings mentionning the nature of

business conducted at each one of them.
2. What is a Special Resolution? For what purpose is a special resolution is
required?
3. What is a Statutory Report? What are the contents of statutory report,

B. SrroRT QUESTTONS
4. What is a Statutory meeting?
5. What is an Extraordinary General Body meeting?
6. State the meaning of the term 'Quorum'?
7. What is the casting Vote?
8. What are minutes?
9. What is'ProxY'?
10. What is'explanatory statement'?

9�B9 RECOMMENDED B00KS

trkishnaswami OR

Pattanshetti CC and RcddY PN

Reilily Pn anil Gulshan SS

Bhusan Y.K.

.Essentials of Commerr"' : Eagle publicaion

Division Madras 1981.

'Company Secretarial Practice' : Mc. Gra
Flill Publishing Co. Ltd., New Delhi 1981.

'friuciples of Business Orpnisation -and 
Management'

S. Criand & Co. Lton NewDelhi 1981.

"Fundamentals of Brisiness Organisation and Manage-

ment" Sultan Chand & Sons, New Delhi 110 002

9�B lo CLOSSARY

Annual Gcneral :

Body Mccting

ExtraordinarY Gcneral BodY Mcc-:
ting

Minutcs
Proxy

Quorum

StatutorY meeting

The meeting of the shareholders held-.every year to
consider ti'e annual accounts, auditors' reports'

dividends, election of directors' etc'

A meetins of the shareholders held between two annual

;;*;;i^'ily-'.*ii.it to' discuss some special and

urgcnt matters.

Thc record of proceedings at a meeting'

Any pcrson appointed by a shareholder to represent him

at i iertain meeting or meetings'

Thc minimum number of members- of any !.o-{V ol
ro"i.ti whose presence is necessary for the validity oI

the pioceedings at any meeting

This is the first meeting of share holders-this will be held

;;I;;i;;;;td and-after one month from the date of
obtaining the certifrcate of commenceilrent of
business.
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�¡lNI�u �]108 PRINCIPLES OF C00PERAT10N

Gonten�¤

�T:�I �i P�å
d�g S

10.2 Derlnition

10.30�´ �å tives Of cO_OperatiOn

il::                   lllill�Œ
l�Ì

�RnSWers

10.8 Recommended B00ks
10.9 Glosstty

10�BO AIMS AND OBJECnVES

This unit explains the concept bf cooperation, the objectives of coopcration and the principlesof cooperative societies. enlr thcsffilili, unit, the studcnr is abre to:- define cooperation
- tell the need for cooperation
- elRlain thc objecrivei of cooperation
- describc the principles of cooperation

-

10�B lINmODUcr10N

l:,i:lffi 'H'::lliffi::ffi *T*Jfi:ffi 3'loTff "ffi t1$:,1?#::L::,'"'J'*f ";:fnature.
co-operation' one of the."economic miracles. of the last century,', is a form of economicorganisation based on certain high;;ui;;s. rt is , 

""rrrir.y uoa o.*o"rutic association ofhuman beioes based on."quJlil'-or ;..,,r^" 
,:il_ *_;iilil,;: equity of distribution and

$iJ:i1Ti,[:L'*rei:3oti9d.ortr'"ii,"oi]"on 
interesiiu, proiu"", or consumers. rt directlyil6#;i;;;#:"fi"t'"0,',#i:::3,:t,;"f T';*ilFtr"xi:#1r#f If#T:[Hf;servrces ro others. It is organiseabr the benlnr"rirr;;;;;;'d;refore, 

co-operarive business;.,lilmi[l,fil"?',H:**yr#;#il,",,i",io *;;;;'bd,, owned by and run ror the
^ co-operation sert'es as a" organisational instrument for economigutty w"ut", producers Iiketarmers' a*isans, workers, 

"rd;;;;;:; i, n"rp, ,-r,"-i" ,i.l"ro,r,"n and protecr themserves

*Tii,l*,Tfl E}lt":+pt!:.,_"T*ir":;::i$*1il j**i#,:i4,,,G;'ffi ,,u",

,rffifffiaff*Hffi*;*fl+rff*ffi
10.2 DEFINITIoN

la2.l DenddO]

Co_Operati9n has bCCn dcrlncd bymany authOrso AmOng the av�v

able dennitions,that Of   
�B
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�ï �N �ö
�a�e     �˙ ir�º

�ø�Õ � �̃à �£
lvcs".

ration can bc undcrst00d in thC f01lowing

dcrlnltlons:

�R�Ì�D�Ł�‹:l�Ì :�P 1�� �R���º�Ü ���ŁT�¯ �æ�{�e
iV�I

�Õ �y���^Æ� .

�Gl�� �ï�� �ò �ˆŒa
�tr.K.No KaJu).  :[        :

10�B3 0BJECTIVES OF CO�\OPEATION

TheobjectivesofCo.operationcanbro.adlybedividedintothefollowing:

,l' i: rur"'#,'ff ::::,"flf,':i"fi:'L:.LHriTl,:i:",.riarv and mora,v' ^, -
iii. To satisfy the commoneconomicre"Ot .iiil *"*[;;;, t;"fr as the proviiion of cheap credit
"' 

;;ffi;=Jopprv of pure and unadultcrated goods'

tl: 
T: "ffflliT,:: 

-lJ'"S":ffTilifl"#ii-iliip, 
serr=reriance and co-operarion among its

, TITrt"""T; a new social order rhrough reducrion of inequerlities in rhe disrribution of income

" ;;d ;;rtn una "i#;;G "*ploiiotion 
of the poor and helpless'

In order to achieve the above *"ntionJ objeetive' co-operation follows peaceFul but

revolutionarY methods'

10.4 PRINCIPLES OF CO�\OPERATION

�����åØ}���G���\�a
10.4.l VOluntary and opCn MembershOp    :illl:|]|ll�W

:lll�¿ liiiilil1li
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��
=|:�Ó

�Ł�all:�ç [�Ł

=�d
�¶lf�¾ �xI

Join a Socicty.AfterJoining it,thcy are at liberty to lcavc the organisation,lfthcy wlsh to dO SO�B

å¥   �������P�í �ò
S�÷

:�R F�� �@�R �[�ø1�ì �ß
�� �b i�– �N �wäD �ˆ i��countHes Pcople arc generany conscrvativc al

pcoplc 19 �¡Ot have a c10ar understanding of thc utility of cO�]
9pcratiOn. Th�v FCfOre if the

�� T7�T�dfl�� �xF�í �°M�A�¤�Re�V .�B fC�� Opcratbn aid�R � n�� n�g d
urthur such countries have launched �vcOnonlic

planning prOgranlmcs which involve an elemcnt ofcompulsion to fulr11l targctS.Hence,in tçS e
countries compuision is rcsOrted to.                        .                     �M

�� 11�§�T �ç�º�ì F�í �ŁL�� �M
ot willing to join thc CO�] opcrative Farm anditO
npel hiln.1,such Cascsi cither the person haS to

:an altcF�� ltiVC  plcc Ofland in litt OFhis

10.4.2 Deml10cratic Management

��ani�V �—I�� �Õ �d�D e�Ì I:à£ �C�flt�Û �“
y On dC�g��C�µ tp�Ü nd�ß�B��The demOcrat�¤

)�¡ owing aSpccts:

ilil�º �@:�Ø  :�E :�Q

[onc vote’is fbllowod irrcspcctive Ofthe numbcr

)ratic lnanagcmOntin Co�] Opcrative sOcictics can

� 1̆Ø[lli:F:�w :�í �L::�E ll�ç �X�w
iv�à

cOmpany.

�� Œa�| �`�‡�Ô Œa�Ô �¿Ł� �D
104.3 Limited�� nterest on Capital

10.4.4 Patronage Divid�‡ nd

�oæo�ì muFin,pur19"|||�B
10pCf�˚ �K

:�L �¡ _�¾  
�]

:  : �E   :�]   �R
�¡

::�¡ �¡ �A ::
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association". Therefore this dividend is called Patronage dividend. This patronage divi{end is
ilth" 

"rr"n"" 
of co-operation as the operation of the equity principle.reduces. the distance

between the rich and the poor wtihout denying opprottnities for individual initiative and

creative activity"

Check your Progress -l

What is patronage dividend?

10.4.5 Co-operatives smoog Co+peratives

A Co-operative association is not an association of selfish individuals. No one can try.to gain

his owrrobjective at the cost of others. There prevails a co-operative instead ofcompetitive pirit'

The members are united in a co-operative society.to undertake common action lbr common

welfare", and for that reason Co-operative Soeities, in turn federate thmselves into

Co-operative Unions and Federations for common action instead of competing with each

other.

10.4.6 Co-operative Education

A Co-operative Society is a voluntary organisation and members sannot be kept together by

compulsiort. Educating the members in co-operative principles is the only alternative' The

movement i-s meant oJy for the poor illiterate people who know veii littcl about the principles

ancl practices of co-operation. Ttrerefore a continuous system of eudcation should'be evolved

and the members should be kept informed of the decisions and activities of the socieity. Such a

system should not confine itself to teaching principles of co-operation alone' It should have the

bioader aim Of iuculcating in the membcrs, the good habits of thrift, s:rving, hard rvork' etc' Its

;;j;;;:#J ufro b" to ,nak" thcrn better consumers' honest workers' better social beings'

Uained electors, useful citizebs an(t more {isciplined ancl rcsponsiblg human beings' 
-

Besides the above principles enunciated by ICA, the following practices have also bcen

conventionally accepted as principles of Co-operatives'

10.4.7 Self-help Through Mutual Help

Self-help through mutual help is the guiding principle. o.f co-operation' The metnbcrs arc for

the Society arro Socieii'itioiri"rping it".. Ttris prio"iple.envisages tha^t the members try to

draw advantage out of ihe bigger pool resourc* li.'"t"a Uyqre c.ommon efforts of all concerned'

The individual member derives help from;;;r bt;^t"nd*g his help to others' "Each for all

and all for each,' i, ,i.," *Lii. Lico-op"ruil;. "a;-peratio-n is the act of persons voluatarily

united for utilizing rcciprocally their own forces, resources of both under their mutuirl

;;;;;;di; th;T' "o'-on 
proht or loss"' (Ilerrick)'

10.4.8 Service Motive . 
,e their

A Co-operative Societyismeani notto earn profit but toenable its members improv

economic condition by helping them in ,rrlii'rirt*itt' lsoin, it is not only a movement for

economic bctrcrment. co-operative action in it" purt of f,uman beings forihe satisflaction of

their conrmon ,r""0.'t*"d-in democr"ti" prir"_in1e.'i teads to the development of higher values

of life like. honcsty aJ unsetrrsnness. An r;t;ifi;h$itii and honest dealing are very essentiail to

;;;;." "sclt-hcl[. through mutual. help"'
Thc service motlve of co-operirtives, however, does not mqan that they areagainst profitAtt

efliciently managed-S-o"Liy-Lo.,, of'necessity, run in profit' The orofit is meant to meel

unforeseen losses, if any, at a later ,,og". 
"ii;|'#'il; iiilit"a io sti"ogn"o the funds'of the

Society, so that it may be-able to render U",i"iifi "ttt'p"i 
t"t'i"" to its members and make its

footing strong. erry-r'uiptu, left over ug"it L*'to *"niU"tt in the form of dividend or bonus'

The main objective i, i5 
"rtiO 

the prJfit fjj];, il'""t pi"r" for itself which would iesult
72
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from good management of the Co-operative.

10.4.9 Principte of Thrift

A Co-operative Society is in its essence a thrift institution, a body inculcating thrift in the
members-. Co-operation does not seek to do away with capital which is as much necessary in a
Co-opcrative Society as in auy other business concern.'Thrift combined with Co-operation can
ransfbrm the economic status of a country and with Co-operation, thrift is given an added
momentum. Hence the idea of thfift as the basis of self-help is kept in the forefront in organising
and conducting Co-operative Societies.

10.4.t0 Principle of Equality

Co-operation recognises human individuality. In Co-operativc Societies,all the members are
equal. There can be no discrimination on the basis of caste, creed, sex, religion, politics or
wialth. This is reflected in the principle of 'one man one vote'. Besides this, co-operation aims at
giving equal oportunity to all its membes to become leaders and share in the
management.-

Check your progress-2

What is a principle of equality ?

10.4.11Neuhality in Religion and Politics

Co-operation is an international movement and its object is the economic and social uplift of
human beings. It cannot deny its advantages to some persons simply because of their religious
and political afliliation. Therefore the Co-operative movement should remain above politics
and religion. It is on the basii of this principli that the movement has flourished as successfully
in democratic countries-as it'has in the Socialistic countries.

10.5 SUMMING UP

10.6 CHECK YOUR PROCRESS:MODEL ANSWERS

l.

Co-operative movement !g1 be-en living in India as a workable activity in the o;ieration of
many activities in the daily life of a man. In this, the origin of thfl boopeiation is given. It is a
form ofeconomic organisation based on certain higher values. It ii a voluntary anJdemocratic
association of human beings based on equality of common interest.

Cooperative societies are started by the poor and economically weak to promote their
economic interests. So many institutions are established on thc cooperative printiples. Earlier
there was .no such organisation and this is the hour of need to deveiop these and ixtenJto all
walks. oflife. Cqmpar-e to sole tradcrs,'partnership and joint stock companies, the coopiiatives
are with.in purview of commonness and self help.-The o-bjectives of cooperation are to'promote
economic interest of members. to satisfy their needs, to cultivate iaving attitude- among
members, self help and cooperation among members and finally to 

"r"-ut" 
a new socij

order.

.. Coming to. the principles, the -cooperation aims at democratic management, paironage
dividend, service motive, self help througtr mutuarl help principtcoiequality etc. Nevertheless, itgoes with out saying that these institutiJns are established for'the poor and weak, to reduce theinequalities, to recognise the personality of a man, prepare men for public service.ano nnaity it isfor socio-economic and moral movement.

2.

T-he profits earned out of the transactionswith the memberg.Patrons are returned to them
after meeting the limited interest bn capital and the reserve requiremenir. th;i"id;;l;theformofprofitiscalledpatronagedividend.,-_--
It is a principle of 'one man one vote' and given equal opportunity to all its members to
become.leaders and share in m:rnagement. �¡
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10.7 MODEL EXAMINATION QUEST10NS

A. ESSAY QUESTIONS-- --- l. gipfui" fio* bo-operation is a Socio-economic and Moral Movement'?

2. How is the democratic management in co-operation differeut from that in Joint stock

Companies?

B. SHORT QUESTIONS
3. Define Co-operation.
4. What is meant by equlity in cooperation ?

5. What is patronage dividend?
6. What is meant bY Thrift ?

7.Mentionuny_in'6"featuresofCo.operativesocieties

10�B9 RECOMMENDED B00KS

l. I{ajcla T.N.

2. Krishnaswamy O.R.

3. Krishnaswami. 0.R.

4. Mathur Ii.S.

5. Rcrldy l'.N. and
Gulshan, S.S.

'Princi ples, Probleras a ud I'ractice o f Cltroperati cr Ir',

Shivala-l Agarwala and Company, Agra 1982

' L--lsscntia I s oI Comrncrcc,
Eagle Press Publications Division, Madrtrs 1981'
'Frinda inentals of Cooperation,
S. Chand zrud Compuny Ltd., New Deihi, 1978'
'Cooperation in lndia,

'Priniiples of Busincss Orgalisation anci Manatgemetrt,

Eurasia l'ublishing flouse iP) Ltd', New Delhi. 1981'

10�B 10 GLOSSARY

Allientation

Bin
Co�¡operative Society

Distribute JuStiCe

Equality

Equity

Liabiuty

Limnited liabnity

Member�]PatroD

Member user ldentity

Neutrauty

Open Mente�Vp

Patronage Di�� dend

�V mary SOdety
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Suret,   �\

Three�] TierSetup
ThHft
�] J�¡ Society

Unity

UniVeFSauty

Unlimted Liabnity

Voluntaryim

�F:ra’�E
F�Ú �\ Operttn��

"�g
r"�b �A

1�¡
_

C6�] operative Socicty startcd with thc o�fl �å tiVe 6f

ehcouraging sa�Y ngs among the membcrs.
Coopcrativc Socletics avoiding competition

T�º �`���� lficOoDttitts�˚ �åJ being O�” �¤
any mttor grOup Without,ny ds�å imin�] lon.   :

�˜IW�� �ƒ 1�R�£�v�bT
� �́b

SX�D
�i �ç�í 11�× 1�F �� �˙ �¢

�å�l �â
DI.BttAOu

�� 1510
65�—
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lJNrr�] 118 MANACEMENT OF C00PERA�uHVES

Conten�g

11.0 Aims and Objectives
ll.l Introduction
ll.2 Formation ol'a Co-opcrative Society

ll.3 Management of a Co-opcrativc Society

11.4 Structurc of Co-oPcrativcs
ll.5 Summing UP
ll.5 Check Your Progress : Model Answercs

ll.7 Model Examination Questions
11.8 Recommended Books
Il.9 Glossary

11�BO AIMS AND O)�œUECTIVES

Thisudtdms at J�� ng a dcscn�˜ �se ln�J yS,��
11�� �¡ 1’1:?Pttad�g

S�� CtdesarC manara�aght

r;;; ;; tiug" nfrotriution and to theiieffective functioning'
- 

e,ft"t studring the unit, you will be ablc to :
- -- 

describl tf,e proceduie of tbrmation of cooperatives

- explain the management & coop-eratives
_exp�˚ �Ü ihe structtrc Orc�B �BpCrat�s cs

11�B l INTRODUCTION

In the previous unit, we discussecl au overview of co-operation''In this unit' the formalities

relating to the formatioo of u co-opertive So"i"ty and its managerial aspects are dealt with' The

members who wish to i".* themslves iuto a ctloperative sociJty' have to approach the deputy

registrar of co-operati;;;;; 1.|r* the formiiitiJt io U" compieted to register a co-operative

sobiety. The co_oper",i;; ;;^' i, *onog"d by general body and board of directors'

11�B2FORMATION OF A CO�]OPERATIVE SOCIETY

"fiI::"J:;;",,,", hlving *x":"-T-T:.1-"::il:* ::q:i].'?y:Ti',:"J,'J'"li 
disuibution

can organise themsetv-er-io,o-u Co-operative"s;; in o'Aei to'eliminate explotiation by

middlemen. rrr" pro".iu;;'iril;; iL ,n"'iriiuiiol or u co-operative is brieflv discussed

below.
The persons desirous of startin-g^a co-opereative Society'approach or write to the Deputy

Registrar or AssistanriiJg,rii"i.rto-op"ri',ii'f,i,, it'"lil"liriJtfn;;; ih"" '"t"tt 
the proposal

ro an Administratrve I;;;""1", of the oepari-.nt. rn. Inspector visits the place and.explores

the scope of organisingihe society .H"-,.r9r"jjr'irrr^i"p.ii. 
The officer, aiter examining the

report, 
-directs 

the Inspicor ro organise-th" ,;;i;ty. Theinspector visits the place and convenes

t'i:1riT3Jff1il3;iJff"',""fl'3Tll;.w 
r.*:.tf'i".0:$,:T1.*:ll'#i,*l#:'"1"n "'

the name of the Society, headquart"':' 5::;itup"iitio"' 
postat 'addt"ss' population covered'

names and addresse, oi tt u promoters. l, it ,I^Ui"r]itO Ui-?t teast l0 persons (ln so''ne states'

the minimum number of signatories t., u".oiuirJ6 zs). rn"n the bvi-laws of the Society are

prepared haserr on the model byg-tavs. ilifi":;uj; ttt""ia be'i* accordanee with the
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provisions of. the Act and the Rules. The varios clairses of the bye-laws ate to be read and
approved at the meeting. The promgte9 

-present 
at the meeting sigri two 

"opG 
or G uv"-rut"t

3o9..!h: application. A separate schedule of particulars regirdiig the ad'arissei"..Jt. *Oliabilities of the promoters is prepared in.dupiicate and sigied bithem. A 
"hi"iF;oter is

elected at the meeting. Members of an Iirteiim Cornmitti ar" ilto elected. A rkolution is
pSssed.atthe meeting requesting the-penulr Registrar to register ttre socieiy at 

". ""tiv 
a"t".

The initial share amount which ihould nbt 5e lesi than the niinimum arnouni prescrivediy the
act is collected from 1!re promoters. The amount collected is remitted into thi District Central
Co-operative Bank. The Inspctor submits his report to the o"poty n"!irii"r-"-torrg *itt tt 

"promoter's applicaton for registration, copies oi bye-laws, the'schedulJ of particulars of thepromoters' copies of resolutions passed at ihe meeting, the narncs of Inierim Committee
members and the amount of initiaf share capital paid wiiti the chalan number u"a Oui".

.- The first general meeting-is conrenedrto transact the following business:i) tha.t $e.applic-ation aad the byeJaws are in conflormity with i1r" Co-op".ative Societies Act
and Rules and

ii) that the propored society has reasonable chances of success.
Then he consults the Central Bank and the Federal Society concerned, if any. After all these

formalities are ov€-r, the Deputy Registrar registers the Society with its'bye-ta*s anolrro", u
Regis tration Certifi cate.

. Try lirst general mryting ,s convened to transact the fofiowing business :i. To read and record. the Registration Certificate, the uye-taws-anA-;h;;;"r of members of
the Interim Committee.

ii: Jo admit the promorers as members of the Society.
iii. To get afliliation to the central Bank and the conlerned Federal Society.
iv._To elect delegates to the above Federal organisationg.

Then a current account is opened with the Gotr"l Bank through a resolution passed at themeeting of the Interim Committee. Two persons-among them aie uuttorir"aiJol"rui" tt"account. Then, shares are taken in the Central Bank and In the Federal Soceity 
"on""inia. 

rni,
completesthe process of formation of the Society.

11.3 MANACEMENT OF A CO�]OPERATIVE SOCIETY

mA�F,�‚ �Ó lI�i ��1::r�� �dLttT�Ü 3�Plettmbe�Ł
�Eh has�� 00�b nS Of

ll.�¡ l General Body

vote.

11.3.2 BOaFd of DirectOrs             �\

�p�ß Ø}�W�n1�Q�P
:�� �ï �£�vi�§ ��!�œŒa77
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9f ttCCu�� ,s t9 impLm,nt t�g ,C pO,C"S and the SupeFV,on iOnd,wluariOn.�å their

"rfO�V
�V�E       �¡

  n�F ���µ�M�Ô��
�g

iin ttc�à ,�‰ ��
�g
�u9�g lf:�� theThe BOardi has’the resp64sibility O�u �¡ anagi

lnembc�p of the Society.It has t6 unlcrStand thOncCCS and,he genOral win Ofthe"mbers and�E

�ERl�Q�à�É �d�ì lt:,�æ :111�� II�æ �Œ�Õ �ø1�i �æ�ul�� �I
t�ç

�D

�X �' � �̂� �¿I�N �â �E�Ó�H:�ö �¥
�» ide the dir�å tors in the proper way in the decisiOn�\ makingfprocss.h�E therelection to the

3oard o�F in decision making,one member has only onc vOtc.Proxy is not alloWed as in Joibl

Stock Companies.       :    �]

For reasons citcd above,gencrally,an ofrlcial of the Co�\ opcrativc dcpartment of thO Statc

gttTT�§ �ò �ß �[ tt�Ì ifl�Q �brt�� �æI�� �� �ì �R
ettJ�b

�� :�Õ
deputationists are not indcpcndent. Hence the status of the Co�] operative Society b�J �\,meS
subserventto Government.Thatis the reason why�» �Bst people consider Co=opcrative sOcictics

as GOvernlnent agcncics,athOr than thci�¡ own oiganisations�B

�¡�¡�_ success of a Co�] operativo depends very much upon the mcmbe�Ú  awareness and
so�Ü darity.HcncO the Board shOuld take steps fbr educating thc rncmbcrs and improvlng their

skills and latent talents.Ii should aim tt insLilling hith in Co�] opcration in the minds of the

members.               :

‘  ]�w I�� �S�b�h�b�ß�ò I�x ���fl
evnlronment_

�A�M�í �¥�[ �ô �� �Ý �â
lI�O

�O
�U �å �–�˘

�fi �' :�P �P
yan3�Ł

r:I�s 5�î
�P�x�xlWttT�� :äD �I �fl�� �ƒ
�lratiVe s�å iety:The Board Of Dircctors of a

)ns :

hief Executivc.

rice�à ,di�� dcnds and rcser�� �A

nbers.

ll�ô �äi6�Ü lomcmbersan:em‘1�By�– s.�]

lbers,custome�R and Outside,.

�ƒ�îu�g bas�g �Bn perfOrmance,V�Ü �¢|�¡ ol.

�N
  �]

1�\ æ� �î �‡ Æ��¸ �“ �¿��
=�æ

�q
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11.3.6 FuEEtt Ofthe Preddent:Inordertorttytheilbo�¤ ,61�¡ ithC Presdent perfomS the
rO10witt hnCtiOns�E :

ll Prcsident ovcr the mcctings of t"BOard and the Ceneral Body.    :
2.  Initiating discussioos in the inectin�Ñ �B

3.An�Ì wering questiOns and qucr�¤ s.        .
4.Represcnting the co�] operative Society to the Government and the Central

organisation.

5.Examining the pFOpOsals of the Chief Exccuttve and placing them before the Board for
discusslon and decislon.

6�B   Exanlining pFOpOsals fOr the long rangc planning and deve10pment of the Society and
placing them before the Board fbr decisions.

CheCk your progress�] 1

What‘0"u mean by a general bod�m

11.4 Structure of Ceoperatives

11141 Fedml�˚ d:U�v hry Smtrure               �E

�Fl�i �—�ð 1�v åKF�À �Q�ß �flæo [�V �C�� �o�Qàp �fl �f ���º

�•1�fi Œt�Ó �]�] :�ô bdi�Õ �� TTi�' ltl�º �ì �` �� �M�V :

i�Ñ �q    ��i�‰
�v�º Ill�¶ �Ł�� çW i:�] �ààp �˜

���º �x ;�� l�¿ �M�E�Ø

�‰�E�¡ �V�ß å¥�Ù
�N����F�� �¢�| �¿�| �h

�Ù �¾ �Ñ�Ø�Ø �å Œt

�– �¿

�|
ª�

  �]    _

Check your progerss - 2

What type of business i�~
1�� 1�‰� ťOdtin ttqttSt meed�j �� S�j �[:�u

�Ô
�h
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11.4.2 Employer-Employee Relationstrip

. C0-ojrcration has emerged as a solution
Posf-Tndustrial Revolution era. Therefore
Sircieties and their employees.

Reasore for Cordiel Relations : i. Co-operative societies are pnerally started by men of limited
means who identify themselves with the interest of labour. ii. Recruitment is generally confined
to members who identify themselves with the society. iii. Employees are represented on t}te
Board. This helps in developing mutual understanding. iv. The Board, responsible for
rnanagement, is more easily accessible to workers in Co-operative Societies than in companies.
v. Ttrere is a strong system of arbitration in Co-operaive Societies. vi. The surplus is distributed
equitably giving very little scope for disputes.

However the degree of relationship depends on the type of Socigtyt
i. In Co-operative Societies started by labourersrthere is a high degree of cordiality. For

example in Societies such as Labour Contradt Societies, Industrial Co-operatives, the

employees themselves are their employers. Hence there is no employee-employer
conflict.

ii. In other Societies, the employees are mere wage earners and hence there can be no

employer<mployee conflict-in them.

11.4.3 Area of operation

In the early days when Co-operative- Credit Societies were started the "one village-ole
ro"i"ty prirc.{ple ivas followed. As such Societies were not able to function as viable units.The

All India Rural Credit Survey Committee recommended the establishment of.one Society ffi a

rlroup of villages covering a p-opulation of about 5000 within a radious of 2-3 miles. Accordingly

i"i*:.; Ci-"p"*irig*L'r were started. This leads to the next qu€stion. What.shouldbt:

tne-"ro oiop"raiion?When the area iS very large,the members.may not know each other. Hence

*ri *-op"tuive character is lost. If the society covers.a small area it may npt- be^viable as an

,il;#-;;g;"isatioo- it eiefore it is necessany to strike a balance between the Co-operative

&irtcter and viabilitY.

11.4.4'Distribution of Profit
This distrrbution rs governed by the provisions of the by-e-laws. Th9 n-Iqf1t is allocated

towards Reserve fooAl Co'op"tuii"" Ediucation, C.ommon Good Fund, dividend on share

iiiiii"i, p".i""ag" ai"ialJaJdother specific reserves as per the percentages prescribed in the

bye-laws.

to the problem of exploitatioh of labour in the
there exists a cordial relationship between the

:I�ß �vl�� 1�� �r FT�E�Ł�ƒ�n
ittITl�¢

ldertaken by a group of persons having samc

)cr the bye�¡ aWS.

11�B5 SUMMING UP

.II.6 CHECK YOI.'R PROGRESS : MODEL ANSWERS
l. This is the supreme body in a cooperative SocietY. lhg ultipate authority in all matters

,-i-ri-- +^ +r^- aAminictrqrirrn .,rtm 
"ocietv-rJatr 

*iltr it. It rmkes or amendsthe bye-laws of
�« �T�Q�Ô �� �O æo :�O �e �v �Ô �e

�u
L�„

�ˆ
amendJttebr4�| S Of

lnn�¡ �¡�¡l renort and decides the
�h
�Œ

�� t�h �� �˘ �[ æł
��
�Q R�i �� I�� f�� �c3�« the innud�g pOrt ad deddes tte

B R
 A

 O
 U



diopoml of net surplus.
2. The businbss= transicted in the first meeting is :

a) 
.to_re1{ 

and record the Registration ceitificate,the bleJaws and thc names of interim
commlttee.

b) To admit the promoters as members_of the society?
c) !o get afliliation to the Cetntral Bank and the co-nceraed federal society;
d) To elect delagates to the above Federal organisations.

11�B7 MODEL EXAMINA�¡ON Q�¡IEST10NS

|:�ï �� �ª � �̊�:�† �í �F�ø �coperatives.

ndia a spoonfcd child?

B.SIIORT Quttr10NS
6�B WhatarethcfunctiOnsOfaBollll:�Œ

:i39�]

��perative sOdety.?

ltti�y �F�fl�Q�¿�‚ �ƒ�x�_perath?

11.8 RECOMMENDED B00KS

1�E Httela T.N.

2.Krishna,wamy O�ER.

�¡ Krishnaswamy o.R.

4�B Mathur B.s.

5�B Reddy P.N.and Culshan,S.s.

'$-incrples, Problems and practioe of Cooperation,,
:.Shivzrlal Agarwala and cbmpany, egru'f$f .'Essentials of Commerce'

:l"gF press publications Division, Madras lggi'Fundamentals of Cooperation',
:S. Chand and Company Ltd., New Delhi 197g.-uooperatlon in India'
: Sahitya Bh;;*;;ia $82
'Principles of Business Organisation
and Management, : EuraJa publishins
House (P) Ltd., Nea Delhi l9gl.

11�B9 CLOSsARY

Apex Society

Board of Directors

Bye Lana

Common Good Fund
a

Debcntqes

Democradc Menageurent

Federal Structure

General Body

�fi ª� �ø
��

fperati�N äå �N�V å�
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Interim Committec

Managing Committee

Master Weaver

MaxilnuEn BOrrcDWing Powr

PrOportioml�¡ abiuty

Two�¡er Setup

Udtary Structure

82

society and having the ultimate authority in the
management of the society.
Committee elected at the preliminary meeting to
arrange for the Registration of a cooperative ggciety.

The body responsible for the management of a
cooperative society. Generally, the members arc
elected at the Gener:il Body meeting.
Person who gets his yarn woven by other
weavers and by lending money to them
keep them bond to him.
The ceiling on the borrowing of a member from
the Co-operative society.
The share of the individual member towards
the debts of a co-operative society on its
liquidation being in a certain proportion
to his share capital contribution.
Co-operative societies operating at two levels

The primary Co-operative Societies being the

brancher of the Central SocietY.
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�¡INrr-1287YPES OF CO�\OPERATIVES

contents

12.0 Aims and Objectives
l2.l Introduction
12.2 Co-operative Credit Societies
12.3 Non-Credit Societies
12.4 A Comparative study of forms of Organisation
12.5 Summing Up
12.6 Check Your Progress : Model Answers
12.'I Model Examination Questions
12.8 Recommended Books
12.9 Glossary

12�BO AIMS AND O�YEttIVES

The aim of this unit is to introduce the two iypes of so-operative societies viz., Credit and
non+redit
At the end of the unit, you should be able to :

- Identify the way in which the cooperative societies can be classified,
- distinguish between credit and non-credit co-operative societies,
- list out the various credit and non-credit co-operative societies,
- draw a comparision between the various formsof organisation,

12.l INTRODUCTION

Chart.6:TYPES OF CO�\OPERATIVES

'T1pes of Co-operatives

The previous unit was centred on the discussion of the management of cooperative and this unit
indicates the different types of cooperatives

Co-operative societies are started in different helds to fulfil the needs of different sections of
people and to promote their.moral and social well-being. The needs of different sections of
peo^ple vary, accordingly there are different types of co-Jperative Societies.

- _ 
Co-operative Societies can be broadly divided into twd major categories Credit andNon-Credit. Each category in turn can be divided inro Agriculturril urd N;;--"gri""iirirf.

Credit
egicurturaGtulturall

^-r:-""r +ST&MT LT ST I r-h
Stale Celtrat urlao Emptoyer,s House
9oop. Land 9oop. "redit 

- 
BuildingBank development Bants Societies v

I Bank
Dt: rrihary
Central Land
Coop. Develop-
Banks ment Banks

Non-Credit
agriffii--No'n-

I Agriculturalll
Cooperative Consumers
Societies Cooo"",Trct uooperatrves

Processing Laboral
Cooperatives Cooperatives
Marketing Cooperative
Cooperatives Unions.

MT : Medium Term

Primary
Agl. Coop.
Societies ST: Short Term LT: LongTerm
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11�É 2CO�]OPERA�¡VE CREDIT SOCIE�Z

12.2.1 Introductionf Credit Societies are started by persons who are in need of crcdit. These

Societies provide ciedit to their members at a reaionable rate of interest. They coltect the

savings of the members in the form of share capital and deposits. They also borrow frornoutside
sources and their Apex Societies. The resources so raised will be used to grant loans to their
members at a fair rate of interest.

The State Co-opeartive Bank is an Apex organisation at the State level. It is a

Federation of Cential Co-operative Banks. It co-ordinates the activities of Dstrict Central
Co-operative Banks. It grants loans to the Central Co-operative Credit Societies operate at
the bottom of the three-tier set up for Co-operative credit.

The Primary Credit Societies are classified into two types, the Agricultural Credit
Societies and thc Non-agricultural Credit Societies.
12.2.2. Agricultural Credit Societies

Agricuitural Credit Co-operaqives are started to provide short-term and medium-term
finaice to tlie farmers to meet expenses in cultivaiion. The short-term loans isSued by
these Societies are callled crop loans. The duration of the loans is one crop season

ranging from 4 to 8 months. These loans are sanctioned against sureties. .Loans are

disSurJed both in cash and in kind in the form of seeds, fertilizers and pcsticides. The
borrowing members should give an undertaking that he will sell his produce only
through ihe Society. The loan amount will be deducted from the sale proceeds.. Besides

lendigl', these Sotieties also supply essential goods and make available improved

agricultural implements. They promote thrift among the local people by accepting'
deposits from members and non-members.

There are four types of Primary Agricultural Co-opeartive Credit Societies. Besides the

ordinary ones with unlim-rted liability,thcre arb Multipurpose Co-operative Societies and

Service-Co-operatives and large sized Rural Banks with limited liability covering a group

of villages with a population of about 5,000.

12.2.3. Land Development Banks

Land Development Banks are started to provide long term finance to agriculturists.

The, issue loins mainly for land improvement such... as' digging wells, installing

fuoipr"tr, the purchase of agricultural machinery like tractors and for land

i."fu'111utio". They lend against thJ mortage of land. These loans are repayable within 10

or 15 years in half yearly instalments. l
fhei'g is a two-tier r"t op for the provision of long term credit to agriculture.. Central

L""d-b;bpment banks iunction ai the''State level while at the taluq level,there are

F i-uty Land Devetofment Banks. The Central Land Development- Banks raise^ funds

th;;Ch the issue of Iiebentures and loans from State Governments, State Bank of India ;
and R-eserve Bank oflndia.

12.2.4 Non-Agricultural Credit Societies

Employees of iodrrrtriul units, small traders, artisans and people of low !99me gloups

in towns and cities *art Credii Societies. A iew examples -aie 
Co-oparative.Urban Banks'

fnrilt Societies, Emfto,it Ct"Oit Societies, Industriial Co-operative Banks and House

Mortagage Banks. ,,

12.2.5 Urban Banks--fti*" 
banks, also called City Co-operative Banks, are started for providing short-term

credit to small tradeir ""4 Eiople oi low income -gr9up-s. 
They also-undertake all the'

functions of commercLf Uu"[t. thougtr the bulk of the-loans issued by them^ are jewel

i;;;, ih.y atro rcoa-aiai"J Uittr a-na.hypottrecation.. They also accept sa[e. custodv

O"poii6. ft"y prornoi" if,tift and savings by'collecting.the.small savings -of 
people of low

id;;. They iaise lunOs tnrough shat cipital, pubtic deposits, and borrowings from

Aper Banks

l2.2.6Thrift Societies -c -L-:c. ..-r -^,,
The* societies are slrted with the objective of inculcating-a sense of thrift and saving in

;;pl.-;i-b; i;*;'[y;;ii*,i;s iheir small savings. Such collections mav be made

ffify;-;;klr, rornigiittf'oi-*oottiv. These Societies repav such deposits with interest
84
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after the stipulated perioa. fUe
against such deposits.

Check your Progress-I
What are thrift societies?

nrsmbers are also permitted to avail credit facilities

12.2.7 Employeest Credit Socie�g

"Emp10yces in industrial and Other undertakings in town and cides are�� cthttin tht handsof
money Lnders.The"S00�¤t�¤ sa�g startd L Ordei to pr6t�å t thc cm�� oy�g S from�i
exploitation by t=e lattCrl MOmbership of these Sociedes is cOnined to the cmp10yces Of a

particular oFttnisatiOŒt .Thcse sOcicties provide sh9rt�] term loans tO their members and collect
deposits frOm their members and non�] members.Thc members alsO subscribe tO the share capital

Oi thdr soclede��
�u

æk S�v SOdettS�x sO dcpend On bOro�� n�Ñ from�˚ c District centrd
Co�] operadvc Banks LoanS arc�¤ sued on guralt�å S and ttcy are�i Overed through deductons
from thc monthly carnings Of thc emp10yecLmembcrs,Thcse Crcdit Societies alsO inv61ve

themSelves in acti�� tie�Ó promOting the wel�˚ re ofthe members�B

12:2:8 1ndust�å al c�B _�Bperattve 3anks

Small scalc and cOttage industries play a pivot�E al role ih developing the OcOnomy ofthe under

�d �¿lI:IØÜ �x�v�Ô �Õ �˘ �‹
fthe smtt Stte ad c�å � �̧i ��ØJ���Js�»
Irted"ith the o�´ �å t�s C of prO�� ding shOrt�\ ter�‰

,

mcdium�Nterm and 10ng�] tcrm flnancc to Small�] scrale and cOttagc industries.They alsO lend
money to and promot,thrift amOtt thC mcmbers.Thcy rtt inance through sharc capital,

depOsits�¡ Om mombes and public bOrrowings�¡ Om ttescive Bank Oflndia,State B�� k oflndia
and GOvemm�vnti

Co-Operative Housing Societies

Co Opcrative HOusing S9ci�å ies tt fOmed h O,�\ rtO pr�B �� de hOusingOr a�å OmttOdation tO the

�í �a�` �v�� �£ çW�w�_JŁr �Ù :�æ
�¢ �å i�Q�í :�ƒ �¾ :��

�o
|��

���j�¤�Kpp

and 90nstruct hOuscs and latci a1lot the houses

t in,talments.sOmc sOcictics scn thc houses On

�d�� �Ri�Æ:�Ł �C�� �l �Ó ::I�b

i

CorpOratiOn attd the National c00pcrative

c HOusing PrOJ�å t has alsO been intrOduod in

��e,Cheme to cOnstruct houS�å .�¡ eyslttia�_

!he purposc.
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12.3�B NON�]CREDIT SOCITIES

Co{perttio" h.as bianched out in many fields. There are many Non-Credit Co-operative
Societiei to promote the varied interests of human life. A few examples _ar9 Consumer
Co�] operativc Stores, Producers’ Co�\ opcratives Markcting Co�] operatlves, a,d Co�] Operatlve

Farming Societies.
12.3.1 Consumer co-operative Stores

Consumer Co-operative Stores are started for selling household goods to _the members at a
reasonable Prices. Their objective is to protect the members from the evils of unfair trade and

steep rise in prices. These Stores buy their requirements'from the producers through the Apex

Societies so as to avoid the profiteering and adulteration of goods by middlemen. Hence the
members of the Stores are able to get better quality goods at low prices. Thus Consumer
Co-operative Stores are retail trading units.

The consumer Co-operative Stores purchase goods from the District Central Co-opeative
Stores which, in turn, buy from the State Consumer Co-operative Federation. The State
Federation purcahses a few goods directly from the producers and a few others from the
National Co-operative Consumer Federation. As these Apex Societies buy on behalf of several
Primary Stores, they place bulk orders and enjoy the advantages oflarge-scale buying. A few
Apex Societies themselves produce some goods through their own processing units.

Different types of Consumer Stores are started by differnt types of consumers. They are Rual
Co-operative Stores, Urban Co-operative Stores, Womnes' Co-operative Stores and
Co-operative Supermarkets. Rural Stores are started to supply goods to cohsumers in towns.
Women Co-operative Stores are started in order tosatisfythe requirements of women. Seperate
Stores are started for schools and colleges, to sell text books, note-books and stationery to the
students. In order to project people of fixed income groups from exploitation, Emplyees'
Co-operative Stores are started in industrial units. Their membership is confined to the
employees of particular industrial units. These Stores sell goods to members on credit and
recover the dues through deduction from the monthly earnings of the members.

Co-operative Supermarkets are popular in India. They are large-sclae departments stores.
They deal in various kinds of consumer goods.

In general, the Consumer Co-operative Stores provide the following benefits to their
members:
(i)They sell comodities at low prices as they aim at replacing middle men. They obtain the

6inefii of large-scale buying, (ii) The commodities supplied by the Sotres are better in quality
and free from adulteration becuase there is no chance for unfair trade in Co-operatives, (iii''
Weights and measurements used are perfect in these stores and (iv) The Co-operatives arrange

for better packing also.

Check Your Progress-2

Mention any four names of consumer cooperatives

noaucers CooPerative Societies

producers, Co-operative Societies are called as Industrial Co-operatives. Small producers and

artisans are members of these Societies. These Societies are formed in order to protect the small

producers and workers from the exploitation of powerful capitalists.Theobiective' olthese

Societies are to provide credit facility, to supply rawmaterials and to market the pr6ducts

produced by them and to help the members to buy mqShinery on a hire purchase basis'

There are two types of Industrial Co-operatives. In the first; the Soclety procures raw

materials and distributes them to the members. The members work in their houses and sell the

finsihed goods through the Scoiety., The Society gets a better price for the products from the

members. In addition, the Society provided the finance, tools, equipment and machinery

S6 required by the members. In the second type the Society maintains a work shed with the
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neoessary equipment, machinery and raw materials. Ihe rnembers are expected to go and work
in the Society work shed. They get wages for the work they do. At the end of the year the profit
is distributed as bonus in proportion to the wages earned by members.

Industrial Societies raise finance through share capital, and loans from Industriai
Co-operative Bank' Government and other financial institutions. Long-term financial
requirements are met by borrwings from the State Directorate of Industries, State Finance
Corporation, National Small Scale Industries Corporation, Khadi and Viilage Industries
Commission and other bodies. There are Industrial Co-operatives in weaving, ,uolirrg, pottery,
oil porcessing. spinning. handicrafts, chemical- engineering, ect. There are also Co-operative
work shops to attend to serving functions. .
12.3.3 Co-operative Marketing Societies

Agricultural producers are exploited when they market their proucts. Middlemen take away a
larger portion of the pirce paid by the consyumers.The Marketing' Societie, ; ;;;; in order
to protect such producers. -i

These Socities arrange for marketing the members' products at favourable price. These
Societies provide storage, processing, grading and standardisation facilities. They grant
advdnces against the pledge ofgoods.

There ale Federations of Marketing co-operatives at the district, state and nationallevels.

12.3.4 Co-operative Farming Societies

Subdivisions and fragmentation have affected the land holdings of farmers. Economics oflarge sclae operations cannot be derived by small-holders. Farming societies are formed to
-, promote the welfare of small holders.

There are various types of Co_operative farming societies, viz,
Co-operative better farming society
Co-operative Tenant farming society
Co-operative Joint farming society
Co-operative Collective farming society
12.3.5 Co-operative Better farming society

The members own their land and cultivate their lands individually. The society undertakessupply of inputs such as seeds, fertilizers and implemeuts and some of tt 
" 

,,oaeJo iiJ.rrro"r,which can be used commonly by all the members. Th, so"i"ty provides facilities for processing,grading and sroring. Larer, rhe Society arranges . *li;;;;l;"".
12.3.6 Co-operative Joint Farmihg Society

This type of society pools the members' land and other resources and arranges for jointcultivation' The rand ownership *rrr *i,t ,t e individual .;;;;r. Members gpt rent for th.land and wages for the work done. The profit of the sr"i"til;;iriuutea among rre memberson the basis of their wage earnings. The members are free to withdraw their rand from thecommon pool whenever they wish to do so.
12.3.7 Co+prative Teoant Farming Society

This type of society owns land or takes land on lease froi,n an organisation. The land isdivided into economi" hotdiog 
""Jarq"rirted among -"rrru"r.?o, curtivation on lease. Themember tenants buv sleds aoO rertitir"i., 

"t"., 
ttro-ugf, th" S;;;; and marker their produce

Hffi*# 
societv' The profit of the sl"i"tv is ais-tributed-iriroportion ro rhe members,

I2.3.t Ccoperative Collective Farming, Society
rn this type of co-operative, the ownership of the land rests with the Society, and cultivation g7
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is done jointly. The membprs are paid.wages and palronagE divieknd out of the swplus in
proportion to the wages earned by them.

The Co-operative Farming Societies are most helpful to small and marginal farmers and

enable them to get the advantages oflarge-scale operaEons.

12.3.9 Other types of co-operetive societies

In addition to the above types of Societies, there are various other types of Societies such as

Transport Co-operatives, like Autorikshaw Co-operatives, Motor Transport Co-operatives'

Washerman Co-operatives, Fishery Co-operatives, Dairy Co-operatives and Poultry

C.o-operatives. All these Societies aim at Dromoting the welfare of their members'

12.4. A comparative study of forms of orgenisatioo: A tabular Strtenent

Factotr SoleTrader PartnershiP
firm

Joing-stoct Cooperative hrblic
complny society corPe

ration

Ø‰�cdly

�� Ful

l. Dominating
factor

2. Creation

3. Legat entitY
4.Continued
existene
5. Objective

6. OwnershiP

T.Number of
members

8. Transfer
of shares

10. Registra-
tion under
an Act

tt;Manage
ment

Freedom of Mutual
action under stan-

ding and
trust

Individual agreement
capability to
to start
business
No No

Sole
propiertor Partners

Onlv one Not excee-

oetson ding 10' in banking,
20 in other
lines

Not
tranbferable

Unlimited Unlimited

family Union of
caPitd

operation IncorPo-
of Hindu ration under
law ComPanies

A,ct
No Yes 

.

No Yes
Profit Profit'

family share
holoders

all 2 to 50

members in Private
of the comPanles
I'amily 7 and above

in Public
comPanies

Not Transferable
transfer- in Public
able comPanles
Unlimited Limited
in thecase of
Karta
No ComPulsorY

Union of
p€rsons

mutual
association

Yes

Yes
Promotion
of members'
welfare

member-
users
10 and
above

state

po�Ucy

���]

�£

�D�ó��

�¡

�m�B
�o���B��

�m�B
�o���B

Yes

Yes
Social
objective

State

No share
holoders

�O���¢

�B�ç

�‘
�h

��

Not
transferable

Limited

CompulsorY
where co-
operative
society
Act exists
Board of
Directors
elected bY
members

Board of
Directors
appointed
by govern
ment

�O���r

��

�� ��

�D���� ��

��
�Œ

��

����

�Y

�N�N�X
�B
��

not
necessary

Not
compulsorY

proprietor Partners
himself

Head of Board of
the familY Direcotrs

elected bY
Share
holders '88
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l2.Voting
right of
share holders
13. Distri-
buttion of
profit

14. Social
aspect

Entireprofit
goes to
sole
proprietor.

No

proportion
to shares

ln propor
tion to
paid-up
capital

No

one member
one vote

in propor
tion to
patro
nage

Yes

��

�e

�N

�r

�Œ�R

��
�@
��

No

The above table gives a detailedcomparisonof different forms organisations.

' 
The cooperative societies are started in the various fields which are mostly needd by the

people. The cooperative societies are broadly divided in two types:

l. Credit Societies; 2. Non-credit societies. Again these societies are divided into agricultual
and non-agricultural. The group of credit societies consist of the land developm€nt Banks,
urban banks, employees credit societies, Industrial credit societies, Housing societies etc. Th€
non-credit societies consists of consumer cooperative societies.They are very important. They
do both wholesale and retail trade. Different consumer stores are started namely Rural $tores,
Urban stores, Womens' stores, Student's stores, employ.ee stores, and supermarkets .'Among
these, the super markets ar6 veiy popular in India.

12�B5 SUMMING UP

12�B6 CHECK YOUR PROCRESS:MODEL ANSWERS

1. These societies inculcate a sense of thrift and saving in people of low income by collectipg
their small savings.

2. Rural cooperative stores, women's cooperative stores, Employees cooperative stores
, cooperative super markets.

12.7 MODEL EXAMTNATTON QLJESTTOT\S

A. ESSAY QUESTTONS
1. Discuss the advantage'of consumer Co-operative Stores.
?. Explain the working of'Co-operative Farming Societies.3. Explain the role of Co-operaiive Credit in finincing agriculture
B. SHORT QUESITONS
4. What are the objectives of Co-operative Credit Societies?
:. Ivlention any four types of Consumer Co-opeiative Stores.6. What are the objectives of Co-operative Marketing Societies?

12.8 RECOMMENDED BOOKS

1. Hajla T.N.'

2. Krishnaswamy O.R.

3. Krishnaswami, O.R.

4. Mathur B.S.

'Principles, Problems and Practice of Cooperation
: Shivalal Agarwala and Company, Agra.I9B2.
'Essentials of Commerce, :

Fagle Press Publications Divisionr, Madras 1981.
'Fundamentals of Cooperation,
: S. Chand arid Company Ltd., New. Delhi 1928.
'Cooperation in India,
: Sahitya Bhawan,-Agra 1982.
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5�B Reddy PoN.
and Gulshan,S,S.

'Principles of Business Organisation
and Management,
Eurasia Publishing House (P) Ltd., New Delhi 1981.

12.5 CLOSSARY

Ag�ucultural

Credit Socicty

Qntral Land
Development Bank

Ontral Socicty

Coopentive
Faming Soctety

Co�] operadVe
Marketing Socicty

Crop Scason
Crop Loan

Employce’s Credit

Socicty

�V RE�]PURCHASE

HOUSE
MORTGAGE
BANK

HYPOTHE�]
CATION

INDUSTRIAL
C00PERATIVE
BANK

INDUSTRIAL
CO�]OPERATIVE
SOCIETY

Land Devdop�]
mcnt Bank

Multipurpose
Co-operative Scoeity

Co-operative society lending money
for agricultrual purposes.

Cooperative Bank operating at the
State levels which issues long-term
loans for the development of land
The organisation of the primary
coperative societies operating
at the District level.

Cooperative society for the joint
cultivation of land.

Co-operative society organised in.
accordance with the of principles of cooperation.
The period in which a crop is raised.
Loan issued by Co-operative Credit
society for raising a coop.

Cooperative society started by the
employees of Government, business or
industrial establishment for securing
credit from among theselves.''
Purchasing of anything for which the
price is payablc in instalments.

Co-operative bank lending money against the
morrgage of house.

A charge against the stock of raw material,
work in. porgress and finished goods.

Co-operative Bank issuing loans to
industrial cooperatives, and small
qgale and'cottage industries.

Co-operative society started by qmall
producers and artisans.

Co-operative Bank issuing long
term loans for the developemtn of land

Co-operative society which combines
supp[y and marketing flunctions along with
those ofcredit.
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Non:Agn{Nilnrrar
Credit Society

Non-credit
society

Primary Land
Devercpment Bank

Producer's Co-
Operative Society

Service Co-ope
rative Society

Urban Bank

Co-opefative socicty lehding
money for purposes other than
agricultural use.

Co-opeiative society whose objective is
anything exoept credit.

Co-operative bank issuing long term
loan-s lor the development of land operatihg
at thc base generally at the taluk level.

Co-operativc society for helping
small produoers; farurers and
artisans in their production activities.

Co-operative Society with
service functions such as supply
and marketi"g besides credit. 

-

Co-operative Banks opertaing
in towns and cities.

l�Ü
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BLOCK�]3:STATE AND INDUSTRY

UNIT�N13:STATE RECULATION OF BUSINESS

Contents

13.0 Aims and Objectives
13.1 Intorduction
13.2 Need for State Regulation
13.3 Objectives of Government regulation
13.4 Forms of Government Control
13.5 Industrial Policy Resolution
13.6 Industrial Llcensing
13.7 Summing up
13.8 Check Your Progress - Model Answers
13.9 Model Examination Questions
13. 10 Recommended Books
13.11 Glossary

13�BO AIMS AND OBJEttIVES

This unit describes the Government regulation over the business' After going through this

unit you should be bale to :

- Identify the need fot Government regulation over the business

Explain the various forms of Government control over business

13�B l INTORDUCTION

includes the difFerent ibrms of Government control,industrial liCnCCing,ctc.

13�B2 NEED FOR STATE RECULATION

In the early years of industrial revolution. capitalism and "laissez faire" policy followed by

the Government led to unchecked $owth t-r *r'""or1ies and big business' Successful business

unirs developedinto large units. Small.and;;;;;;;"ssful rinits were either liquidated or

merged with big uoit.l-it o, the combinatioo tno,"*ent led to monopoly and big'business

Industries also tended io 
"o*"otrute 

in a few places which had some natural advnatages ln raw

marerials and being ";;r-t;;;iitr. 
Otter;i;;;; *iit'o"t such distinct advantages did not

develop at all. Thus th;";;.*y G"a"ato "";;;;;r;i;l; 
a few places. In order to check such

concenrration and to'""roi" Uifuo""A a"r"iif*""iof va'ious'regions' Government had to

regulate business and industrY'

At present the economy systems in various countries can be broadly divided into the

following thrde sYstems:

lcapitalism in which ihe Government has no role in business and industry.

zsoiialism in which,#il;;;;;";;;;;;;i";. rhere will be onlv state undqtakings

and no unit will be in the private sector'
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13.4FORMS oF COvERNMENT ComOL

13.4.l Forlns Of cOntrol

General direction gurd regulation of investment activity in the private enterprise.This isachievd throush ecooo*I" pi"rrire ; t.ffi;# iJ7"rl'lIndustriar oori& to o.t.o*irir priorliiJs_of different segmenrs of the economy.
fl"fJ,tri",t:l*ltrulil,]" *on,'rir" and expaisia'" or business and industrial
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G.eneral Regula tion of Business Activity _Fl a nning
' 
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13.5�B l lndustrial Pol�‰ y Resoludon�B 1948
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in 1956.

13.5�B 2 1ndustnal PoliCy ResolutiOn,1956
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8.6.t Objective of tendhg : The basic objectives of licensing are:
To provrde for Gorernment control over the location, expEnsion and setting up of ptivatc
industrial undertaki ngs.
To channel investment into the desired direction,
To promote balan@d regronal development,
To protect small and sottagp industries,
To prevent cgncentration of ownership and control to common detririrent,
To keep the-volrrmb'of projected investment within the available resoursss of foreign
exchange, and
To utilise available foreign credit..

�í �  �í �¸ 1�Û �ì TdttegdaØ[
9oA11%1  ..|

i Con"ol a�¡ RegulalcDm OfP�v vatl Ente�@ �v�œ TheGovernmentcan order m"stigation i=o
the working Of industFill undertakings cOvered under the Act.The investigatiOn can be

r:�O �F�� �ˇ �På¶ �ß�RL�˚ �I�I �J�ß�h’IŁr �…�� �] �[�¶�fl�r �Ł
quality or an incFeaSC in price nOt Justirled by proper reasons.In the cvent Of coitinued

unsatisfag19ry wOrking�` thO GoveFnment can take over its management.

Re�Ü tra�g OnandhmttngOfundertttngtt All the l�ƒ isting under ta�K ings in the induStries

included in theSchedule under thc Act were tobeiregistered with the Govemmento New

m�Ł�]
�› �P:::�o tttt�� �Ô n�b 1�º li�‡ �� 1�B lh�v �q n�I ��

undcrtakings.

Development bodics: Thc Act provides for CXtablishment Of thr�å  types of bodies as
follows

a Central Ad�s isiory Coincil compiising thc representat�s cs of industry, lab9ur and

�Q ���S �D �c �RŒ��]�r ��Øfl
�µ

�WŒt�î �Nl�í �� i�R i�� �ß;�í �Łlm�Ì �§ ���ø
=;�A

to review theilnplementa�¡ on oftaFgetS and the
Five ycar Plans.

c.Licensing Committee,to regulate indust�Ü al dcvclopmentin�� nfottity�� th the OttectS and
pno�Ü tics laid dOwn in the Five Year Plals.It grants liccnscs fOr sctting up nc�¡ enterp�Ü ses
h the p�� ��

"sectoF after��
ndde�� �ì theil�Ý

�Q�ß�x�fi�F�fl�£�í �v�z�J:�x �ícapacity,availability oftransport,tochnical

iFany.

CheCk youFi�˜ �VäFS�] 10

Name threo o�´ CCtiVes of industrial licensing

13-6.3 Procedure of licensing : The Ministry of Industry mai4tains three lists oI indsutries
which are subject: ro review every six montirs :

I free.list in which |iry."* are given without reference ro the licensing committeg.2. merit list, in which licenses are given on merit after scrutiny by theiicencing Committee
and

3.- rejection list, in which applications are rejected on glounds of suflicient capacity.
It is-the practice of the Licensing Committee io issue firlr a letter of intenr, uuiiJioi I specified

PeTgg anj afte.r completion 9f varigus preliminaries to give a licence. The minimu* 
"*"'-ptio"limi-t for licensing of new underft*ing was raised from [.s. 5 lakhs to Rs. l0 lakhs in 1960 and

further to Rs. 25 lakhs in 1964 and now it is Rs. I Cr. Exemption limit ir 
"oi 

uplfia"Uf"i"
produciton of new materials and substantial expansion of undirtakings. A ."pur.iJ ncoo i"
requires for each such proposal.

Based on the recommeodation of RK, Hazari, and the Licensing Policy Inquiry Committce 95
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the licensing policy has undelgone a number of changes and the new policy statements have

bpermade. .

1ffi]-lidrrtrial Licensing policy l9ltL zt. Exemption Limit: The exemption limit for licensing;
was raised from Rs. 2lakhs to Rs. I crore.

xL Classification of industriEs : a) L-ore Sector : This sector mcludes iron and steel, non-ferrous

;;"1r, ;;i;"ti" *UUir, oit oi"nout fertilizers, tractors, petroleum products, cookrlg coal,

Grtilfirtrial machinery, shlip building, etc. It was decided to formulate plans for.their
ai""ioprn""t and sanctiori'therir foreign exchange and other scarce resources on priority
basis.

b) Mirklle Sector : This sector consisted of industrial undertakings involving an investment of
moie than Rs. I crore but less than Rs. 5 crore. Industrial houses with assets of lesq than Rs. 35

Cr. were to recieve preference in the matter of granting licence in this sectg{.Thelarg: industrial
houses were to be allowed to enter this sector-only w[en it was necessary for reduction of costs

for attaining economic size.
c) Heavy inveshrent Sector : This covered units with an investment of more tlp lt. 5 Crores

uod tt or. r""eiving substantial assitance from the public financial instituions. The Government
was to pursue a policy of active participation in the managem:-nJ of enterprises in this sector'
which ii atso called Joint sector. The financial institutions would have the right to convert their
loans or debentures into equity shares within a specified period.

Small Scale Scctor: This sector covered ind'rstrial units having an rnvesrment oI less than
Rs. 7.5 lakhs in plant and equipment. '-[he Government would .follow the policy of
encouraging small scale s@tor.' E:rpansion of public Sector: New enterprises in public utilities oi industries requiring heavy
investment would be started in public sector. Such enterprises would also be eligible for
assistance from public financial institutions.
Priority to Co-operative Sector: Preference would be given tp cooperatvie undertaki'"gs in
agro-based industries such as Khandasari, Jute, etc.

13.6.5 Licensing Polciy 1973: In this statement, the classification of industries was not changed
but some more industries were exempted from licensing. Large industripl houses were
,redefined as industrial houses having assets, along with assets of interconnectdd undertakings,
of not less than Rs. 20 Cr. A list of 121 items of significant areas in which technological gaps
exist or are likely to exist was prepared. Incentives for setting up units in backward regions
twere also announced.

A projibt Approval Board forimplementing streamlined licensing system was set up. The
fucntions of_the board are :' To undertake detailed periodical review in respect ofpending cases.

To review the programme of implementation of licences upto the stage of actual
commissioning of caprcity.
To provide a forurn in which policy matters affecting a large number of applications woui
be discussed aid resolved
To directly deal with simultaneous or composite applications.

The Licensing Committee, Foreign Investment Board, Capital Goods Committee and
'Licensing Cum MRTP Committee were brought under the control of Project Approval Board
wich is served by a Secretariat for industrial Approvals. This secretariat is responsible for:

1. receipt and procuring of applications for licence
2. issuing the final orders of the Government to each case to the apllicant within the time

limit
3. monitoring the implementation of approval by enterprCneurs ald assisting them in

procedure matters
Io October lg75r2l more industries were delioensed. In March l9TS.Government raised the

ceiling.for exemption from licensing from Rs I Cr. to Rs. 3 Crs. But co'mpanies 99Y9ted by the

MRTP Act, dominant undertakings and those with forergn equity exceeding 407o were not
exempted from licensing.

13.7 SUMMING UP

lX State regulation oi industry and growth of industries should go togethEr. There should be
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constant check over the business by the'Government. The objective of social responsibility can
be achieved throt'gh this Govenment Control in the operation of business. The industrial
licensing policy hbs become main opeative mea{iure for a smooth state of zrffairs.

13.8 CHECK YOUR PROGRESS:MODEL ANSWERS

1) To channel investment into the desired direction.
b. To promote Balanced Regional development.
c. To prevent Concentration of Ownership and Control.
At present, the economy systerns is various countries can be broadly divided into three.

a) Capitali5m b) Socialism c) Mixed Economy

13.9 MODEL EXAMTNATION QUESTIONS

A) ESSAY QUESTTONS:
1. Critically evaluate the Industrial Polcicy Resolution, 1956.
2. Review historically the lndustrial Policy in India.

B) SHORT QUESTTONS:
3. What is meant by Government regualtidn of business?
4. What is meant by Industrial Policf
5. Mention two features of Industrial Policy Resolution, 1956.
6. What is meant by_balanced regional development?.

1�¡ 10 RECOMMEND�|�� J00KS

l.AgrawalA.N.InrlianEconenT,VikasPubli*ingHouse (N,,td.,NewDelhil98l,pp. S&.,576
2. Barathwal R.R. Industrial Ecorkrmicg ehapter 17; New Delhi: Wiley Eastern Ltd., 19g4.

13�B 1l cLOSSARY

Ancillary Units:

Belanced Regional

Capitalivn i
i

C-ore Soctor
Data Bank

Disfirct Industrises Cpnhe
:

Equitable Dlstribution Lf
fmome and Wealth :

Small Scale industrial units manufactui[ng some
pSrl! or components for a large scale unif
Uniform developgment of all ahe
reiogns in the country:
An economic system with. freedom of
enterprises, private profit and
p-roperty and minimum of dovernment interference.
Consists of basic industries.
Place where information regarding
.investment ploposals and their pr6gress is kept.
A place in which the small scalC unlts
can g?! all their-reguirements such as flrnance,
consultancy and allocation of scarce materiali.

Distributing the national income and
�R
�h
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rERA
Heavy Investment Sector

High Technology Industry
Industrial Licensing

Industrial Policy

Industrial Policy Reguation

Joint Sector

Laisiez-faire Policy

Managing Agency
Midrlle Sector

Mxed Economy

Monopoly
Totalitarian Economies

wealth among the citizens with jusice'
aiming at minimising disparities.
Foreign Exchange Regulation Act, 1947.
Consists of units with investment of
more than Rs. 5 cores.

Industry using advanced technology.
The process of permitting the setting.
up, expansion, mergers, etc. of units in
scheduled industries.

Policy of the Government with
regard to the classification and
and allocation of industries between public, private,

. cooperative and small scale sdctors
Resolution passed in the parliament incorporating
the policy of the Government, regarding the
development of the various industridl s@tors.
Consists of enterprises owned and managed
jointly by Government and private investors.
Policy of the Government in which
there is minimum of Government control and
regulation of business.
The system of managing companies through agents.

Consists of industrial undertakings with
investment between Rs. I cr and Rs. 5 crs'
An economic system in which both public
and private s@tors are assigned specific
roles in the development of the economy'
Single seller
Socialist economies
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UNrr�] 14::PUBLIC ttRPRISE
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14.0 Airns and Objectives
14.l Introduction
14.2 Definition of Public Enterprise
14.3 Rationale of Publie Enterprise
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14.8 Model Examination Questions
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r4.O AIMS AIYD OBJECTIVES

This.unit gives us a narrative picture of public enterprises. It highlights the role ofsector in Indja and grves a brief account of the limitaiions oi prEiuiJ 
"nt"ip.ir"r.--At the end of this unit, you should be able to

- elplain the concept of public enterprise
- discuss the rationale of public enteiprise
- rp"lk our the objectives of public Enterprises
- analyse the characteristic features ofpubic enterprises

public

The concept of 'laissez faire' dominated the nineteenth centrury. It has since then lost itsappeal and _popurar support. rhe t;;;;;;;;Hr, ?i'r"il;# ffiir:'T:,:Tr"l
dru*i:11'"tr:fl,:Ifd'frH:$*l-*",",r,u,"u*[".fr iIffi mll[dnil-lenterpreneur'' ro ra"i,it"iJ' i"iirrv';fy"'ff:::'J:":?i[1f fffil,,1whic*r is ooi io.o.. *,uv:il::H?,:l'"{ed and regurated bi,h;,ri;;-;"-;ur ffi;iiffi;cing srrucrure, whicrr is the

In countries where all industrial and commercial activities are conducted exclusively uy tt"State' all euterDrise it puuric inieil;; l-io,1g._lountries, the Gqvernment selects areas whereit shall furiction in it' own rigtrt,'investinj ,o ,"ror.*, ona a""u"rlTf""ll"1nt*:::
#l5;:i:f ,p"i'oooJ,-u;'E;;;#;"?'f,"ri'ou,ti,rl;i.;;til#li:"1?fi,??ffil:il

14�B l INTRODUCrION

h�_ �Rprevious�˚

�g
icds�Ł

�Õ �§ �â �í �c�z�P�Ü�º�X�� �� l�Ü �h�� ���„�ŁII�wªÛ3priVateang".govemmm�\
d;ffi#i,;ji. """""'rtrteu 

ur rarure. r hrs unit accounts for I'}ublic Fnterprir"r owo"d by the

14�B2 Dennitton oF piblic lnterprise

1421 De�¡ �ˇ �ô .

"Public enterprise is an undertaki_ng owned a19..oflrg* by the Govemment of a country toserve the interests of its people". rn iu'uri" eoLrp.ir".,G-6orlrrrio, is genorllly the owner. Arew cnterprises aie ownediol ;;;#; b;S'Jr;;;;;;'dlli", r*" Municipatities and es
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Statutory Boar{s. fhoU$h the;Government is the owner of Government companies, private

'rft*rirlft"rt *uy also # a[o$red to the extent of holding 49o/o of the total paid up share

capital.

Cleck your progress -l
DeIirc pubUc enterPrise.

Background
ishcd whcn there was no priVat�v  investment of

lttf:|IIF:�a |:ll11:li:Jlllil�¥

tt iough the nationaliii@
114.3 RATIONALE OF PUBLIC ENTERPRISE

Generally the public enterprise is^expectsd to serve the followirig purposes' and the existence

"f;;ii" 
6ior is justined on the following grounds l

14.3.1Need for Planned EconomY

Economicplanninghasas.sumedsignif-rcanceinthelight.oftheconditionsofeconomy
prevailing io *ori}ifr"Lun\qies ro*:;:l;;. in" t"tpooiibilitv of formulating and excuting

ptans cannot b" ;;t;;;;;iFi #;']i;';;d" i9 ik" the economv to'wards pranned

direction, direct participation of the !ii1"" ;; lna*triut and commercial enterprises is a

must.

14.3.2 Neerl for a Sound Industrial Base

Afterindependence,ourGovernmenthadtotaketheinitiativeinbuildinguptheindustrial
base of the country's economy' rn" CoJ"'nt"nt nua to "i op a numbei of enterprises in

various fields like manufacturing, #;;;,;;;il-ire,-ory19nment finance: etc'' as private

enterprises *"r. i-"riiun*-unauie t-o pioiia" the nJcessary enterpreneurshrp'

14.3.3 Establislunent of Socialistic Pattern of Society

The Government of India is committed to the objective of establishing a socialistic pattern of

society. This committment has co-peU"Jtfte Goveinmeot'o tut" op iniustrial and commercierl

enterprises'

14.3.4 Checking the Growth of monopoly

Public enteprises have to be established to counteract-the private monopolies and big

business. oorv siit" "li*irir"" 
*1r u"'"^iiJ t" sta"aup to the big industrial Srms:

14.3.5 Meeting Developmental Demands ' '-{'trrence certain kinds'
l0o In the planning pro"Lrr, the Governrient has to create and inlluence certain kinds ot <lemands
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which are instrumental and helpful in promoting the process of economic development. It is
which this view that many enterprises were started by our Government, the produits of which
did not have any substantial demand at beginning but the existence of which is a necessary
pre-condition for the devclopment of the economy (e.g, Iron and Steel, fertilisers, pesticides,
Heavy engineering, machine tools, chemicals, etc.).

14.3.6 Generation of Surplus for Economic Growth

Revenue through taxation alone is not.adequate for the modern Governments to fulfil their
economic and socizrl commitment towards the people. Public enterprises have been regarded as
an itnportant instrument for generating surpluJ through their prolit earnings, which in-turn can
be plughed back in the forrn of investment for the purposes of economic development.

14.3.7 Need To Serve As Model Employer

The Government is interested in promoting the welfare of labour. Exploitatron, job
uncertainty and deplorable working conditions are to be replaced by fair wag"r, security. of
service aqd improved working conditions in enterprises. The State aims at serving as model
employer through public enterprises in order to ensure proper terms and conditions of work for
the workers.

14.3.8 Prividon Of Infrastructural Facilities
There are certain areas which are extremely important to industrialization and economic

$owth. Most of the State investment takes place in such enterprises as are helpful to the
oromoting of private enterprises too. The development of the railway net-work, the road
ilgt:wgTlc, telephones and telegraph net-work, generation and supply of electricity, production
of fertilizers,'pesticides, construction of river valley projects, canals, dams, setting rip of term
lending institutions etc., ar€ examples in this regard.

14.3.9 Greater Economy And Coordination

There is greater harmony and coordination among various industries which are brought
under State ownership and control. The economies of unified control and large scale operation
can well be reaped by the units in the Public Secror.

.14.3.10 Balanced Reqional Development

- Public enterprises can be used as an instrument for narrowing the disparties in the economic
developmcnt of various regions. The dicision regarding the locition of new units will be taken
by the Government on the basiS of not only economic considerations but also social
considerations. Every part of the country can thus be enabled to share the fruits of industrial
development. The benelits of industrial dgvelopment will not be confined to a few areas where
industry is concentrated under private enterprise.

I4.3.ll Equitable Distribution Of National fncome

. Government's participation in large scale industrial and commercial enterprises will increase
the national income which goes into the common pool and is available lbr iedistributio" *J
,reinvestment. This holps in achieving equitable distiibution of national in"o-" u"Jl" r"aucing
the economic disparties.

14.3.12 Promotion Of Pubic Welfare

. Fir".* enterprise is profit-oriented and lre-nce private investment will be made mostly in
::*:::i:: v--ftji"gggt p-rofits irrespective of their isefulness to the society. On the ott ii r,uoa,
rndustnes which offer a low rate of return may be neglected by them whitever be their sriciaiimportance. Public enterprises are, therefore, essentiaf to ,orri" that the society is oot a"oieacertain basic necessities of life because of private enterpreneurs' finding them.
unprofitable.

14�B4 0RIEcil�¡ VES OF PUBLIC ENTERPRISES

Though the points discussed under the heading, 'rationale', can well be the objectives ofpublic enterprises, the following points need to bJstressed.
14.4.1 Stimulate Economic.Growth

The primary motive for the Government involvement in business is to speed up the tempo l0l,
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of economic development. The Government h-as entercd various sectors of economic activity
such as machine building, electricity generation, road and rail network, communication net
work., fertililizers, pesticides, chemicils, etc., for the purpose of accelerating the, pace of
economic growth.

14.4.2 Provirle Emflolment Opportunities

The States now-a-days assume the role of a Welfare Starc. Qne of the objectives of a Welfare
State is to create empl6yment opportunities. This objective is more pronounced in developing
countries like India with abundant labour supply than in developed countries. In these

developed countires public enterprises are started for the purpose of creating employment
opportunities.

l4.L3Chennalled Public Savings

Econorhic development depends on the extent of savings and capital formatiol in the

country. Savinp and capitaf formation should not only be promoted but should also be

channetted into-priority pioductive avenues. The Government undertakes this by nationalising
financial institutions ti-ke banks and insurance companies and by setting up a number of term
lending institutions.

l4.4.4Diffusion of Ecommic Power

In a capitalist economy charecterised by private enterprises,the emergence.and groWth of
private minopolies is a national process. One of the several wayJ of tackling suctr mono.polies is

io establish enterprises in the Pubhc Sector. Bcsides areas which are earmarked exclusively for
the Public Sector, there are certain others in which public enterprises are- set. up as a
countervailing force to offer stiffcompetition to the private enterprises and thereby shock their
growth into monopolies.

f4.45 Egalitarian SocietY'

One of the important objectives of public enterprises is to reduce disparties. in the distribution

of income and wealth in ttie country ind thereby promote an egalitarian social order. This also

i"rofr* "[r*ing 
ttre concentration of wealti ind iqdustries in certain areas through the

"ppfi""ti* 
oi thf principle of balanced regional development'

14.4.6 Promoting Public Intersi

The main objective of public enterprises is topromote theinterests of the public and common

go"a-U, *"triUoti"itd ih" 
""oogl*i. 

growtli with social justice and by providing quality

producis dnd services at reasonable prices.

14.47 Strengthen Rcsearch And Developmet

Techndo�Ü d hVendOns ang mnOv�˚ o�ª a"neces�H

�c

rittn�¿
�Q �í �� �Ł �Ł �„

çW �§ :�[ F�� �í s�~�D �U�F l��

145 Characteristic Fea0res of Public Enterprises

Publt enterpFiSeS have the�â 10Wing Charactcristic features:

14�E5�B l State Owne�˚ ip

�o �� �ß��̊w�Ó �‡àh
=��

�Ñ �� �§ �fl çW�� �� �µ 1�Q�E �Q

14�B�¡ 2 State COntrd

�–ª� �ï :�à �X
�g
53ServLMOtiVe     l�º

LttdV��

Thou�ô mm�í�� �í �ö�V �í :�ø �F�q�¯ �Ł �z I�× �b�v�]102
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the public at large.

14.5.4 Govermrent Financing

The financial needs of public enterprises are generally inet by the Gorernment through
appropriation from the budget. But when individual enterprises attain maturity, they may not
receive funds from the Government. The method of financing enterprises varies according to the
type of organisation marking the enterprise.

14.5.5 Pubtic Accountability

- {bti9 entcrpriscs are accountable to the Parliament or the State legislature, as the case may
be, for their performance. This is so because thcy are establiphed by the Government which hai
to ensure their porper working. Public Accountability is ehsured through a nuqrbel of ways
such as questions and debates in the legislative bodies, reports and committe€s of
enquiry.

14.5.6 Plarning

Public enterprises are more amenable to control, planning and intcgrated development of
industry in the wider interest of the nation than the private Jnes.

f4.5.7 Unlimited scope for expansio

As the resources at the disposal of the Government are unlimited, the scope for expansion of
the individual enterprises and the public sector as a rilhole is vast.

14.5.8 Centralised Management

- T!" reponsibility for management is, in genral, vested in a Board of management constituted
by. the ,Gorernment. The members of the Board aro npt elected but are nominated by the
Government

Check Your progress-2
Name the objectives qf pub.lic enterprises.

14.6SUMMING UP

�¿1�ø

�F t�¤ ��T�• �˝ �]:�ß �˙ �ø�‡

�ß to society.
�A  .�¡ : �E  11 1:

:�E �¡        �] �]  ~   �A  =                       �L

=~~�\ �\ �\ �\ �\ �\ �\ �] �¡ �¡ �¡ �¡ �¡ �¡ �¡ �¡ _�¡ �¡
"�]

�¾ �� �j �[

14�B7-K YOUR PROCRttS:�E Mo/DEL ANSWERS     r,..,_

2�˚ Łâ�¶�� �¾ �ræâ �� �÷ �Ý �–
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interets g) Stengthen Research and Development

14�B8 MODEL EXAMINAT10N QttTIONS

A.ESSAY QUEST10NS

:�å �N�� �S�| �N�g�¢�¢
BoSHORT QUESTONS

4.Mention difFerent ways ofjustifying the setting up of Pubic Enterprisc.

5.Explain the social grounds for the exisunce of p�� blic enterprises�B

14�B9 RECOMMENDED 300KS

�P
�D
�@

�Q
�D

Bhushan Y.K.

Laxnllnarayana P.

Reddy RN.and G�R�¨ an S:S.

'Fundamentals of Business organisation and
Management' Sultan Chand and Sons, Delhi, 1973.

Principles and practice of public Enterprise
Management S. Chand & Co Ramanagar
New Delhi 1100 055

'Principles
Eurasia Publishing House (P) Ltd.. New Delhi, 1981.

14.10 GLOSSARY

Acm�c

�c �c
38hnd Re�Ü �] l Development

Bureaucratlc Lterference

Cost Plus Hchg

Development �fi h�c äF

FEEm hard

hpOFt Pdty�¸
‘�°

M�R �fl �› l COn�� ��l

Nado�� �� ntttiOn

Non�]uttty ccDnCern

Optimal Uttatlcm

ParuaEELentary COmmitte

Pa�› anlentary ContFOl

Plongh back      �E

hb�v c Accountl�\ uty

P�Abuc EnteFprLSe

Pubhc RepOrting   .

Answerablcnosc to, Rcsponsibility to.

h*rbl unia mrrhcturing s@rc parts or
compoEcnts for largs isah units.

Uniform developrnent of all the regions.

Interference by oflicials of the dovernment in the day to
dry management of prrblic entcrprises.

Fixing the price at a level marginally higher than the

cost ofproduction.
Financc for the development of enterprises.

Board of Directors with fulltime members who are the

ixecutive heads of the various functional areas of the

enterprise like finance, marketing an{ personnel'

Fixing thq price of the product on par with the cost of
impo4 of the smae Product.
Control of Public enterprise by the Minister'

Government take-over of private enterprise'

Concern not undertaking any essential service'

Utilisation of the resources at the Oftimum level getting

maximum returns at minimum cost-'

Committee apppointed by the parliament'

Control of Public enterprises by the parliament'

Inrrcstment of the surplus ir the same conccrn'

Answerable to the public about the public

enterprises.

Enterprise of the Government. ' ,

Rbporting, the perfornrarice of Public gnlerprisds to the
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UNIr�] 15 MANAGEM� NT OF PUBLIC���¢�fiERPRISES
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15.O AIMS AND OBJECTIVES

This unit aims at explaining the different forms of organisation of public Enterprises @Es) andtheir relative merits and demerlts. It also accounts ror'trre-comfosition of Boards, accountability andpricing policies in public enterprises. 
- - -

At the end of this unit, you will be abte to understand:
Recognise the different forms of organisation and management of pEs

D {:t31t11::1alllpu|ic corporarion. u"a ; iiTiGout.;;;"y
- rdentlty the types of Boards that are operated
- understand the nature of public accountability
: exolaiq the pricing policy followed

l5.l Introduction

"rl",itli *?hlirllf presented the different forms of organisation of pubtic enterprises
There are oertain special issues in Public eneterprises, which may not arise in privateenterprises' The efficienll-!{ 

ry1usr,,"1t.of td-;u-6rt'io"t"rprises depends on thedecisions made on these issues. A fe; such issues arJ;;.? the form oi orgaoGtioo,composition of boards, pricing poficy ana asountability.

15.2 Forms of Organisation ard Management

. Forms of organisatio_n has an important.bearing g, *" success of the enterprise;
:}.F*!"T',Iff J:,:'i 

"T':T;i:". 
*bj 

;f; : TTilt'"iffi .,*fri'' l; .*:.-d ir"*liffi mq
uA-i"Gritioo--r"iir,ion in uneeann-,^ ::::*|nd_, 1_%o".g choice. coufa 

-ffii 
god
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' A. Government Depa4ment
B. Governmen( Company
C. Public Corporation

15.2.1 Government DeParhrent
, The oldest form of operating public enterprises i-s thr.ough a Government Department'

;Department4 aAministritioo trit^ Ue"o wia-e-f'1', used..and p-roved successful for a certain

rnumber of state 
"ilipis-*:.-poriur. 

r"*i&r, Railways and Forestry are prominent

iexamples. Departmental management. is indispensable for such lines of activities as are

ito be kept secret ioi,t.ut"fi. *aioot. it" manufacture of arms and ammunition'

,production and control of at;prc energy and other defence industries are managed by

rGovernment O.purt.Jot;'Thill;; of,ua-i"ittration is also desirable where the State

has to asssume rorr ffiootitiiitv-it" State trading scheme-un{q a-system of rationing

is the best example of this. projects *-tti"tt ur" -still at the initial stage have to 'be

J"p-t-"ot"Uy managed till they reach a stage of developement'

'*T;: overarl responsibility for manasement rests with the M.i,nistg Ylg:r_-.*hor"
ministryr,the orat"iilt-i"g'ro""iio"r. ufa-n", i" turn, delegates authority downward to

the varibus levels of the organisatt--"f. *r; the line typo'of authority relationship is

[pr"r"otea between ' executives at different levels' de by
rf"'iiiil-"-f,i"i--is 

- 
rinanceo through annual bydget approp'atrons mar

Farliament o, the state lrgislutor", 
"J?t " "u." 

may be,-and ili revenues are paid into

lli lfilffh are civil sefyants and their recruitment and service conditions are the

tu*! ut fot other civil servants' -r:r:-- +L^ .
For purpose 

"t'o"ir",1ip,-u""oo1qog 
and auditing, the undertaking is treated on par

wittt'ottit Government departments' 
^

It enioys tt" soierl-iigltil;;t;f the State and therefore cannot be used without

the consent of the Government

Merits

The accountability of the enterprises to Parliament is complete, as its management is

under a MinistrY.
Ii lends itself to the maximum degfee of Government control.

It can be used ar-* i"rt*ment-to implement the Government's @onomic and social

objectives.
There is no risk of its funds being misused or misdirected, as it is subject to strict

financial control.
i-ah;6; the Government to earn maximum revenue' It also helps the Government to

-ui"tiio service to the society at the minimum possible cost'

Demerits

This form of orgarisation srlffers from the serious drawb.-ack of excessive

cantralisation of administration. ft fu"[t-it" freedom and flexibility necessary for

eflicient business oPerations'
There is ,oo *LJfl'r"'6;;; and delay' Precious time is wasted by sending up and

down notes and frles'

Quick decisions 
""ooo, 

be taken by officers even on urg€nt matters' as they have to

cinsult their suPeriors'
Administation is likety to be inefficient' corrupt and uneconimic'

As it is ,oo oo 
-tt 

" 
t*" fines as 11," othei Governrnent departrnents' the business

principles necessary for. i19 sucoess'are overlooked'

Its personnel, being civ-il.servantt' fu"t i"tiness orientation.and training' They also

iuir ioa"a1 tn"-t"ri"s of the expertise professional management'

It becomds subject to political 
' 
It ""go 

uoO att-acks motivated by political

considerations. Frequent interference-i;-:i; aay-today management by politicians

has become the order of the day' .. ^: - .L^
Too many p-liu*;;;;;y--tom*ittees inves-tigating the functioning of

enterprises frequently--tainp", tt" propl. 
-iuictioining and growth of

�æ
�q

106 g. iffl3T"}.",y fittel scope for initiative and innovariveness, as everything is subject to
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Since it is the creation of a specific law, the'law can be tailor-made to meet the specific
needs of a situation.

Drawbacks

The corporation finds it diflicult to affect changes in its consitution as it is only the
Parliament or the State Legislature which is competent to bring about changes.
Though thcre is autonomy of the corporation in theroy, in actual paratice there is

' ministerial interference in its day-to-day finctioning through tne Chariman-cumpMan-
aging Director.
Representation of various interests in the Board of Directors may have divergent
views which will hamper the smooth running of the organisation.
The public accountability of the corporation acts as a stumbling block in the
operational eflieiency of the enterprise,

Inspite of these drawbacks, Public Corporation offers the best form of organisdtion
for public enterprise as it combines public interest and operational autonomy.

Check Your progress'-l
Name the different froms of public enterprise organisations

15.3 Types of Boards

ration are managed by Governing Boards or

15�B �¡ l POucy]à  aking BOard

ä¿�å f�¡ �¿�N#�ü �” �í
�l frOm the drawback that the I)irecotrs lack

15�B3.2 Functional Board

�ï �Ù Œi
gttF�ç

�m�k�â�‰�E �I�Õ stll:�£ :l Ftttl�Õ �� �C�I
:�F �ó :�h

�EIt�¤ �vsO dimcdt t�B Obtam pc�Ł�Bns whO arc cf�u ldent cnough tO�g tas hn�] dme

15.3.3 Mixed Boards

c Ministry.
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15.4 Pu�\ ic Ac�� untabiu��

15.4.1 Meaning

Public Accountability refers to the liact that the public enterprise is answerable to the
public. This power is exercised by making the enterprise answerable to the Parliament
or State Legilature as the case may be. The following instruments may be used for public
accountability.

15.4.2 Ministerial Control

Ministerial control is the highest in the case of departmental undertakings. A Minister
enjoys wide powers on the enterprises under his charge. He has the authority to
nominate and remove di.rectors, call for inofrmation on existing and proposed schemes,
get periodical reports, issue directives, etc. Ministerial cotrol should not be allowed to
interfere in the day-to-day opeations of the enterprise.

15.4.3 Parliamentary Control

As the primary objecitive ol public enterprise is to render service, it is necessary that
Parliament should exercise' some control on their working. the Parliament has to see

that : .

a. the consumers are provided with quality goods and services at reasonable prices;

and
b. interests of labour are protected.

Parliamentary control is exercised through :

a. Questions in Parliament;.
b. Debates on the annual demand for grants of the ministries;
c. Annual reports of Government companies under Sec. 639 of the Companies Act,
1956;
d. Review by the Public Accounts Cimmittee; and
e. Review b! the Committee on Public Sector undertakinp'

15.4.4 Aurlit of Public Enterprise

The accoutns of departmenal enterprises are audited ty th9 Comptroller and Auditor

General. The audit oi Gou"rnrnent aompanies and public cirporations is done..bV tttg

p-rororiooJ auditors uppoiot"a by the Government on the advice of the Comptroller and
'A;dit"; General. fne'iomptroller can also conduct a supplementary independent audit,

if he so desires.

15.4.5 Public RePorting

public reporting is ensured through placing of annual reports of the public

undertakings on the t"Ui" ti the Partilm"oir, t"f,ottt on .Parliamentary discussions and

;;;ru ;-f various 
"o,,rnitt "t 

constituted Uy tli Parliament. Information also comes

i#;A certain p"rioAi"ufr hke Lok Udyog of tire Bureau of Public Enterprises'

15.4.6 Autommy VS. Accountability

Altonomy in relation to a public enterprise means. operational autonomy' In other

words, the imanage-i"fr nolicy'-6u11ng and' the execution of policie-s are independent of
p"fi[&ii6tiriireice. It ii geierally found tha'. accountability and autonomy are two

eiff;;;i tUiogr. If ti;; is ioo much interference by teh- Parliamnent, autonomy will be

;rliina ur E"ry O""irio"- of the public enterprise can- b9- reivewed by the Parliament'

M";;;;;;t "f tt"--"o-terprisis wiU be diicouraged b-ecause it cannot take any

iil|fril."-fr-ae"isio". On thl other hand, autonomy given bgVond a^limit lr,o) frustrate

the concept of o"oooluUifity.-U-ot".t1iciid autono-y- lay impede Government control

and there may be 
""gtige"""'i" 

the achievement of sotial goals because of the running of

;;"Ui; ;dprir" Fo?ry g" ".p-"*ial 
principles. Therlfore, it is necessary to find a

baiance between accountability and autonomy'

Cteck your ProgressF2
lVhat is public accorntabilitY?
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15.5 PJcing POucy

In lndia public clterp�¡ eS have not developed a pre�g ise and unifott pFiCing pOlicy.
rhis is becuase of the fact that most of the public enterprises are set up for the

�` �í ,t�D �˙ �Æ �•
�u

�í �u �M �Ł �� �] �“T�E1�ß�£�Ł�E�B�T�£
J"�å

�g
=1.lt shOuld promote the rational allocatiOn of scaroe resources�B

1�ï �fl:�º :�� �d�ß �˜ �D �l ��:�V �B,ad

httP�E
��Wing p�Ü d�x

"hdS a.currendy m practL mOng the pu�\
�¤ m"rp�Ü

"s
l.Proit iaking(Sindh�Ü Fertilizers ttindusthan Machine Toob)

1�E �U:iattl�Ł Lttrd bmnch�d
�«�Ì1�µ �R�� W�Æ�n���u?Inda and

�S

�T |)

�nracts Or bulk purchases(chittaranJan

on study"am lai‘dOWn thO fOnowing

way nOt run int0 10sses unless there are
ntcrcst, as indicated in an Open directive

greater stress upOn the achievements 01

may be adoptcd where it i,0�� ved that

ser�Y ce.                       n po�� F Oncs for thc same prOduct Or

�ò 1�b �R i�‡ .mtTlŒt
t�g 1�R�I �Q�� �V �¿�o �x�I

1.

3.

4.

5.

15.6 SUMMING I.,IP

itt yŒ� �‚erc., rhis company l,ry 
-,, 

r;"ffi ;ffiT;T....{ J[:'H:H',:'::i;#r" k_rT;autonomy operates all the activities successfulty. iiiinruii" 
"oipor"tioo is formed with aspecial act eg : Indian airlines, SBi, iia.'It has separate entity for its operations. Thcn 111
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are throe types of boards. i) Policy making Board; ii) functional Board; iii) Mixed board
With the help of these boards the decision will be taken by the mauagement.

15.7�˙ CHECK YOUR PROGRESS:MODEL ANSWERA

i) Government Departments management
ii) Governmeut Company
iii) Public Corporation
Public accouniability refers to the fact that the public enterprise is answerable to the

public. This powei is exercised by makin_g the enterprises answerable to the

Parlament or State l*gislature as the case may be.

15�B8 MODEL EXAMINATION QUESTIONS

A. ESSAY QUESTTONS

1. Distinguish between Government Department and Public Co_rpo_r1iio:t

2. What ire the considerations influencing the pricing policv of public Enterprises?

3. List out the features of statutory corporation

B. SHORT QUESTIONS
4. What is meant by Departmental organisation?

5. What is a Government ComPanY?
6. What is statutory company?
7. What is a PolicY Board?
8.lVhat is a Mixed Board?
g. Wttut is meat by Public Accountability?
10. What is meani by Public Reporting?

I5.9 RECOMMENDED BOOKS

1.BhuShan YoK.

2.K�SshnaSWami,0�BR�B

3.Reddy PoNo and Gulshan S.S

4 singh D.P.and Chabra TN�B �VÆí�º ær�˝ :�„
attT�Ú

15�B10 CLOSSARY

Budgest aPProPriations

Centrelised Managemmt

Centralisation of Adminfutration

I)evelopmentel Dsrand

Dilfusion of ecommic Power

Govermrent ComPanY

A1loca�� on of funds for public enterprises by the

=�ˆ
i:r�` �o��l�o �� �d:�µ en�gated

�Õ �í �í �â çW�Bnm.Htt powttS

�K��:�Õ �¿� �̌l��i;LofgOod�˜ whichwill

�� �øi�� :�� W�x�Õ :TŒi
resources of the country

�º�x �í
�w

V�` nlneØ[
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Goverrunent DePertnent
Integrated lhveloPment
Une Anthority

Mxed Board

Operational AutornmY
Operational EfliciencY
Optimum size

Policy Board
Professional Management

Professional Manager

Red-tapism

Department ofihe Government, Central or State'

Development in all resPects
A type of superior-subordinate relationship
in wtrich the authority moves vertically
Board of directors consisting of both
full-time and part time members.
Independence in oPerations
Efficiency in operations
The size of the unit gling maximum return at
minimum cost
Board of directors with part time members only
Management by experts in management either

with a qualification in management
or having long experience in managenlcat-
Person hiving management as his lrofession.
He may have either a degree in management or
long years of exPerience in
managing large concerns
UnduL delay in decision making
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�¡INrr�] 168 PUBLIC UTELI�¡�¡LS

Contents

16.0 Aims and Objectives
16.1 Introduction
16.2 Meaning of Public utilities
16.3 Characteristic Features of Public utilities
16.4 Special problems of Public utilities
16.5 Social Control, Ownership and Management
16.6 Summing Up
16.7 Check Your progress: Model Answers
16.8 Model Examination Questions
16.9 Recommeded Books

15.10 Glossary

16�BO AIMS AND O�YEF�UVES

This unit gives an analysis of public utilities and it covers the features of public utilities, the'
problems flceA Uy publications and examines the management of public utilities once you go

throrrgh this unit. you will be ableto :

.r uhderstand the meaning of public utlities
- list out the characteristic features of public utlities
- indentify the special problems faced by the publicc utlities,
- explain the nature of social control, over public utlities.

16�BlINTRODUCTION

The previous unit was devoted to the analysis of public enterprises-and their different forms of
*uoig"rrr"ot. This unit gives us the discription of public utilities..Which are more essential for

the common man. Depeiding on the natuie of services rendered the corporation is named after

public utilities and thly enjoy the monopoly power to the exteut possible.

114

16.2 Meaning of Public Utities

The institutions which undertake certain essential services like the supply of gas,

water, electricity, Urban transport, etc, are called public utilities. The development of
urban areas and rise in the standard of people's living have necessitated such basic

services. The undertakings which are engaged in these indispensable services are to
serve the public. The public utility undertakings are organisations established basically
to arrange the eflicient and uninterrupted supply of the goods that are absolutely
indispensable for a civilised community.

pu-Utic utilities are allotted a definite market area within which they enjoy monopoly.
This type of monopoly is permitted legally because this will avioid duplication of
expendiiure on equiphents, materials, and- payments to staff. As these organisations deal

wi-th necessities bf- life, Government imposes several restrictions on quality, price,

quantities supplied and the method of supply. This will regulate the supply o_f ad-equate

and better qriitity goods and services at a lower price. In order to compensate -for the loss

of revenue 
-due - to the regulations imposed certain privileges are extended to public
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utilities. They are the powr of Franchise, authority to fix reasonablb prie an{ assured
market without another competitor in their area of operition. In order to prevetrt the
public utilities from exploiling consumers through monopoly' several restrictions are
imposed. The public utility companies have the obligations to serve all the people fully,
withoul any discrimination and charge a reasonable price for their goods and
servtges.

Check youe progress : I
What is public utility concern?

16.3 Characterstic Features of Pubic Utilies

Public utilities have some specials features. They are
16.3.1. Supply of essential commodities aod services

The public utilities supply the baisc needs of the general public. Such goods and
services are very much essential for the day-to day life of people. Hence uninterrupted
supply of these must be made by the public utility cotr@rtrs; Generally quch commodities
will be required by the urban population. Electricity, gas and water are a few
examples.

16.3.2 Inelastic demand

The products supplied by public utitities are essentials of daily life. Hence the demand
for such commodities is inelastic. Even if the prices of the commodities or services of
public utilities increase, the demand for them will not decline. The goods and services of
public utilities may be used :

a) for immediate consumption and (b) for further production
The degree of inelasticity of demand varies according to the nature of demand. Goods

or services with direct demand have high degree of in elasticity while those with indirect
demand have low degree of inelasticity. The reason for t66 low degree in the latter case isIthat any increase in the price of goods with indirect demand may prompt the
consummers t ' go for substitutes.

16.3.3 Non-transferability of demand

The demand for the product or service of the public utility concerns cannot be
tra-nsferred to anybody else. This is because such product or service is required by
individual consumers. The demand is individuplistic. For example, gas, and ilectricity
are- ne'ded by every consumer. He cannot tranifer the demand to i"|Uoty else nor wiil
he be able to postpone thb use of these iteins.

f63.4 Monopoly Power
The public utilities enjoy monopoly. In public utility concerns, the direct competition isnot desirable in the interest of the ecbnomy in production and distribuiion. The

monopoly is attained Qy puUtic utilities because 
-of 

some natural limitation. For example,a particular source of water in d municipal arca may be under the control of O6
mu-nicipality as it involves expenditure in installing the plant and 'distribution 

channel
and the area for consumption is limited. Duplication-of such plants is a waste. In order toavoid such uneconomic and wasteful expenditure mon-opoly is given to public
utilities.

lhgugh there is no direct competition for public utitities, indirectly there may be
substitutes. For instanoe a generator owned by an individual is i substitute for
electricity, but the supply of the substitutes is meagre and spare.

16.3.5 Huge Investment in Fixed Capitat
Most of the public utilites distribute the commodities to the consumers ,it their houses. ll!
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maintained throughout the day�V through the

the number of buses to be operatcd is based c
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16�B3.6 Powr of Francuse

��

16.3�B 7 Plbuc cOntrol and Regulation                                         ��
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Municipalities.

16.3.8 Low RIsk

p�L l:�� l�Ì �R�É�£
d�F

:�ç �d1:W�í �[ �D �Æ�U�x �l1�¡ �h�T�S��
risk.

Spedal Problems of Public Utiudes

dt�{ �Ł���y�Û 1�b :�ø �I
�Qp�å � �̊¶problCms regadng tte d�g Of tte buttn�¡ �Achd�å Of

16.4�B l Sizo

ved�B

16.4:2 Sito

m�Ù ��Œa�Ú �ì �Ý �Ø çp
bodies.

16.4.3 Sales
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�Q�æ�÷���T�‘à �Ò�Ù�W�I�h�Ûå£�W���Ü�ìà �̨J�[�ì�o�W�ä���ü
Hcnce tley haVC nO problem ofbad debtso Most oFsum�� ncerns sdl their goods directly to the

consumcrs avoding midd�Æmcn and thCre by keep tO thO reasOnable pHce.

16�B��4P�Ü d�d

�Õ �R�“li�ô :�� i�| �E�| �ò �Ø �Ł ª� �Q
"��
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diftrcnt ratc,for difrcrlnt Catcg9rics orc6nsumptioh"ph as dOmestic consumptton,ittdustrial
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ia45 SOcial cOnsider�“ 10�¡

The ll�\ �� ut�U des supply cssend�E als of life which ere needed alike both by the rich and the

�Ł�fl:.�R �ì �� �K:�ß :�l �� �� �§�ì
a�g�xer pdCe br tte rich,lm alow p�v �åd

lse or the ser�� �¿�§ Of DubliC utuities.

Check your prO�˜ �¥5�] 2
What is social condu�µ rØ[ �BEl in pubuc utiä¿ �ebs?

16.5 Social Control, Owership and Management

�í æE Øò �ØII�Ü
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ter quality and pure produCtS,so that hedth
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Goverment Deparfinent

A public utility, may be run by a separate department of government, for'example, Post and

Telegraphs Oepiitmeit, and Railwayi. It *ay 
-be 

a central Government department or a State

Corlr"--""i O-epart-ent. It will come undir the control of a separate Mi'Ister..Though
Government oflicials take up the responsibility of running the department, the Minister is
answerable to the Pafliament or Assembly.

The merits of this type oI organisation are :

1. There is public accountability. ,
2. There is oo f-aotial probiem as the Government sanctions funds through budget

allocation. The revenue will also go to the exchequer'
3. Th;;;;111iil ilbti. *n easily g[t their grievancis redressed through their representatives

in the Assembly or Parliament.
The demerits of this system are :

l. The administratio'n suffers from bureaucracy, redtapism and corruption'
2. The local conditions are not given due importance'
3. The courumers have to accepi the serviceJ whatever be their quality and nature'

2. Municipal Committee

The public utilities operating in towns can be managed-by the concerned municipalilV

or--tr'poi"iioo. Th;-minicilality. .or cn'noration 
-will 

appoint ..a .committee or

sirb-committ€e to fool anei ttie aitivities oi ,he concern. A municipality.is managed by

il; ;;p;;;fui"", oi-tt-;;L;6;d in the area and understandi local pfoblems and

aims at satisfying tne neids of the Pe9fle. . 
People's. representatives' being local' have

direct control over tt"- rig""ir"iio".'irrir i" an advantage gvgr the .other types of

organisation. The locJ-pro6-t"rn^t can.b9 understood and settled by local representatives

quickly. If there 
"r" 

ui'y;-r;iitt i;; tnei. opeiation they can be used for public welfare in

the same municipal area. As the permanent offrciali are answerable to the elected

r"pr"ttotuti"cs, th; administration will be comparatively better'

Theshortcuritrgslre as follows :

The local representative-s may not be experts in management' The political wrangles

prevailing in a todi-;tfi 
-;ftr)^ 

uffJ;h; t"gutut aid smooth functioning of the

organisation. rne aJa ;i-d;;6-t ot"a to-i" li-it"a and hence optimum size of the

con@rn cannot be maintained and f*g" ."a"- uar-tug"t will not iccrue' So most of

such units will be uneconomical. )ue !9 the above reasons several of the public utilities

irt ii .rticipalities are functiomng ineffectively'

3. Public CorPoration :

A public corporation will be established by passing a.special Act in the Assembly o'

parliament. It will function as an auton;;;.'u.ai-*ittr'its.owo rules and regulations'

powers and functio;;-;;;i["A:i"- tr,"';;;;il Act' This orglnisation will function

without interference by Government. It *ili u" -"r"ged by a Boaid or committee where

the Government nominates members'

The corporati"" i;^;;;;;i;bil,; q" Parliament or Assemtly as the case mav be The

share capitaf i, .ooti6o-t"a-Ui_qlr" Ao""?orilot,-nil4.inslitutions and corpodtions'

Hence it functions like a public ri.ii"i"JJrip*i- itrir organisation combines the

effeciency and flexibility of private orgu"iiiii'''*A'nnuncial c6ntrol and regulations of

,Government. Hence among 
-all the org*iru,6 public corporation has been considered

the most suitable f";;i;s;il;ti;" fir public utility undertakings'

16.6 SUMMING UP

hrblicEnterpriseandPublicutilities.gotogether-.'1^?f11"u'ogthegoalsofsocial
obrigations.rh"plbll""iilHffi;;dkpij,"lf *n'l*:l*:J'f*l[;ili'Jld:

�� �˙ �S l�[ �I �¨ �Õ

�Æi�„ �Ì��
:�b

PrSp�• �� �Ł
lT�Õ
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'regulation. Inspite of the varied flexibility and advantages of this public utilities, they faoe
lsome Problems like size of the organisation, area of operation. sales, pricing and hnally
the social consideration. The public utilities are managed by Govt. and henoe there is automatic
the Govt., they are established in the from of Govt. diparunent, Municiial comIitee o_r

corporation. Among thesc three types of organisations, the Public corpo_rations are the most
suitable for public utility servioes.

16�B7 CHECK YOUR PROCRESS:MODEL ANSWERS

�P

�@

�@

�Q

The institutions which undertake certain essential services like the supply of gas,
water, electricity, Urban trasport, etc., are called public utilities.
The publiq utilities supply essentials of life which are needed alike both by the rich
and the poor. As service organisations, they have to charge a higher price for the
rich, and a low prie for poor. This enables even the poor to make use of the services
of public utilities.

16.8 MODEL EXAMINATION(�F�US�¡ ONS

A.�� SY QUEST10NS
l.Explain the charactenstic fcatures of Public utilities,

2.Describe thc special proucms Of Pubuc utililes.

3�B Expali,thc fb.1.ls of organisation adopted bi public utilities�B

Bo SHORT QUEST10NS
4�B What is a public utility co,cern?

:�� �@i�� ��   �B1�v iØ[ �b
16�B9 RECOMMENDED B00KS

1.Bhushan Y�x K�B

2.KJshnas�¡ �«�˚ ooR.

�¡ Reddy PIN.and
Culshan SoS
4 Singh BoR and
Gabra ToN. 

�L

'Fundamentals of Business organisation and Management'.
Sultan Chand and Sons, Delhi, 1973.
'Essentials of Commerce'
Eagle Press Publications Division, Madras, 1981.

_frincinlg of Business Organisation and Management'
Errasia Publishing House (p) Lrd., New Dehi;19g1.
'Fundamentals of Business Organisation'
Kitab Mahal, Allahabad, 1981.

16�B 10 CLOSSARY

Eg�x t�˚ an Disttbumm
of N81bnal lnccDme�B

Financial co�ß trol

RIll:�Q lr�l II�] �a1lLnce
lnfrastructural

facilities

Model Emp10yer

Justice in the distribution of national fncome

Control over finances
Freedom in raising and using finance
Freedom in raising and using finance
The basic facilities necessary for the development of industries
such as trasport and electricity.
Employer who is a model to other employers.
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MonopolY Power

Municipal Committee

Price Discrimination

Power of Franchise
Public censure
Public Control
Public control and
Regulation
Public OwnershiP
Public Utility concern
Socialistic Pattern
of society
State OwnershiP
Statutory CorPoration
Term l*nding Institution
Wclfare Statc

Power to fix and change prices at will and to regulate

the supply so as to geithe maximuln possible price'

Co*niiitit appointed by Municipality or Corporation,
as the case may be, to'manage any public utility congErnr

Charging diffeient pries foidifferent buyers or for different
uses of the same Product.
Special privileges to the Public utility coooertrs;

Cliticism by the general Public.
Control by the Government
Control and regulation of public utility concerns by

the Government.
Ownership of public utility concern by the Goverament

Concern undeitaking certan essential serivoe'
p"r.fop*"nt of theiconomy aiming at equitable distribution

of income and wealth.
Government OwnershiP
Corpoiation brought into existenee by a special legislation

Finincial institution making long term loans'-Corito-"ot 
having the objectin- of promoting social welfare'

120

B R
 A

 O
 U



EL(�� 0�y �¿7 BUSINESS �fi NANCE AND MARKETING

LNIF�] 17 FINANCE PLA�\G
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17.lh"oduction
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17.4 Estimation of Capital Rcquirements
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17.6�B 2 Earnings lncOry Or Approa�N

17.7 0ver Capitalisation

17.8 Under Capitalisation
17.9 E�t ivision of the Totol Capital

17�B 9�B l Fixed(Or B10ck)Capital
17.9�B 2 Working Capital

17.10 Summing Up
17.1l Check Your progress:Modd AIIswers
17.12 Modd Examination QuestiOns
17.13 Rccommendcd Books
17.14 Glossary

17.O AIMS AND OBJE�µ�æçWà  S

This unit aims at introducing Finance Planning in Business Finance. At the end of this unit,
you will be abl6 to :

- ugderstand the meaning of finance and finance planning - explain the concepts of capital and
ther effect on the business.

17�B l mODUCr10N

Finance $ a \rcry important component of any economic activity. In the first part of this unit,
the need for finance, finance planning and the estimation of capital requirement are describd.
And in the latter part the concepts relating to capital i.e. Capitalisation, Over Capitalisation,
Under Capitalisation, fixed and working capital are explainedj

17:2 Need for Finance

Finance is the life-blood of business. No busines's can be managed without finance. In a
monetized @onomy, exchanges take place through the medium of money. Therefore, finance
represents purchasing power and it is required in running an enterprise for acquiring all other
inputs like plant, machinery, tools, raw materials and services of human beings, etc.,

Today, division of labour, specialisation and mechanisation are extensively used in industry
and commerce. With a view to deriving economies of large-scale operations through these
devices, business tends to be carried on a large-scale. The need for finance has, thus, increased
enormously. Thanks to economic development, there is vast expansion in business, and hence
the growing demand for finance.

further, modern production and distribution are 'round about' process, involving time gap 121
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between purchase/production and consumption. Finance is required to bridge this time gap

and keap thc busin€ss going on.
Finanqiis lequir€d foivarious purposes. These purposes include I
i. *dtrfih'rua 

"rr.tr 
iG pi"i,t, riachinery, tadO a-na building, tools, furniture, etc', required

'for a busincss.
2. purchase of raw materials and components.
3. heeting production expenses like wages, cost of powe.r etc' --
4. meetinE administrative expenses like salary, rent, carriage, offtce expensest

5. meeting financial charges like interest on loan
d. rneetin! sefling and diJtribution expenses like advertisement, selling exp€nses, etc.

7. mecting mainienance expens€s like repairs and replacements'

8. meeting research and development costs.
9. cxpansion and modernisation'

lllhere from does finance come for business ? Financial (captial) forrtration takes place out of
savings. Savings pr"rrppor" thrift and @onomy. Individuals andjnstitutions may invest their

I"ri"6-irlniiiol*o Uiii"is or in the securities of corporate bodies which run business or in

financial institutions which finance industry and commerce'

17.3 Finance Planning

The management of finance catls fqt prop€r plgryng. Finance plangigs means making

decisions on financiai r"qoit"*"nt. rAsing of required finance, and judicious allocation of

Jinance to various uses.
Finance planning involves the following important aspects :

1. estimating the tJtal amount of capital required initially:
t: ;;A;dd iu" uaaiti*"iLooot of capiial required it various stages of expansion of the

business unit and its modernisation.
3. d;i*.i"i"g Oe aivi-sion of the total capital into block ctPit4 and working capital'

4: d;i;t trt"E trr" sout"rs fio--",ti"t 
""iitot 

is raised and iheir relative proportions, and
j: 6;rhtid capital administration policies/procedures'

17.4 Estimation of capitat requirements

The amount of capitat required is_worked out by estimating-the following cost items : 1'

promotion expens€s ,*t i"t, include incorporatioo iee, layyeri' fees and oaler preliminary

expenses. 2. The u-oroi oi tfoc[ o, frxed capital required ior acquiring fixed assets such as

iiiJ, U"fiAG, -""tii"ry,ioofr ,oA eOuil.merit. 3. Th; amount of workingcapjtal required for

financing curent b*i.;;;;p"r;ti"^. .i. in. 
"ott 

of-getiing the business well established' This

ffiOlt'op"oti"g losses inihe initial stages of production.

Thcsecosts are esti;;;;A;];;6fi'.cae of operation-prcipo-s{, time gap.involved

between production anA marketilg, seasonal-fluctuationiin the dimand for the products and

the frequency of circriadOo of 
-ti,otti"g .upit4- An analysis. of the statistics of similar

undertakings wirr p'o;Je "e.*'"'i 
g.,ia-ai*.' io' estimating the cost on above items. The

estimate should be realistic. An underestit"iitt -afiet"tt inlnadequacy of clpital which will

affect operations and Ga to f-"o"iel dif6cuities" Ovlr-eptimation will result in irnderutilisation

of capitalwith tue co,,}ff;ffi#ili;;i;-;i";"i" of ,.t,rtos' Therefore, estimaiion should

be made very carefullY.

17.5 Concepts relating to total capital

These contppts include :
-capital
rcapitalisation
.+aPitalstructure

B R
 A

 O
 U



Capitat refers io the total wealth or total assets 9r total investments of an undertaking in current
assets, langible assets like-land and building, plant and machinery, etc., and intagible assets like
goodwill.

Net caBital means net worth i.e., excess of total assets over total liabilities.
Capltelhtionm@ns the total accounting value of all tlie capital regularly employed in a
bismcss. It is represented by the face value ofsharesrand debentures and reserves. It includes
owned capital (i.e., share capital and reserves) and long-term borrowed caliial.

While 'capital' refFrs to the totallweelth represented by share capital, reserves, long-terrr
debts and current liabilities, capitalisation includes only share capital, reserves and long-term
debtS.

Capital Structure means the financial structure or make-up or composition of the capitalisation
of an undertaking. It refers to thc kinds of securities constituting the capitalisation. This concept
is discussed in detail in Unit 18.

Check yours progess - I
What is meant by capitalfuation ?

17;6 Capitalisation

There are two bases for capitalising new companies, viz.,
l. Cost theory or approach
2. Earningp theory or approach

17.6.1 Cost Theory or Approrch

.According to this appioach, the value ofan undertaking-or capitalisation is arrived at by
adding up

-the cost of fixed essets

-working capital
+ost of establishing business, and
-other costs

This provides a better basis for capitalisation in the case of a new company. This calculation
enables the promoters to know the amount of capital to be raise<t. rrow"io, [t ir i, oJv-" rt"ti.figure representing the value of investments madi in the undeii"ti"g, but it does reflect;;;;value. of.the enterprise,-jirdged from its earning 

"upu"i!. 
ii,-ior example, some fixed assetsremain idle or become obsolete (out dated) or poirly empioy"a, the eaTjng will decline leadingto a fall in the true value of thL enterpris", 

"ireo 
tfioos,lr iir" raue of investments made in itremain the same. - ---q-

17.6.2 Earning theory or approach
This approach recogqises the earnilgs of an enterprise. An enterprise is a profit-making entityand. its.-valug dependJ upon its earnil-g *p""ity. f,;;;f;, ii" t".;;;'*ii'oiffii 

or *
:l1"j?-the, is equarro the capitarised iarui oriis "*ti;;;;;s earnings. The normar rateol return on capital in other companies in the ramr i"d;;ry;s rs7,.Titrr"-JJ-ipaoy,,
fr:tfi$rfi""rage 

prfit is Rs.60,000'tn" 
"upit"rir"ti""-ri;;;-upoy i, eti,ood.i i6zrs

P" T"ri! of this ap.proach is-that capitalising is directly related to the earning capacity of anenterprise. It reflects iis true value. Bui a new company may find i
gstig,ate oril-".n*iro'";;i1s ,, i" ,h! i"i l4 y*.,it ,;r;r;*iTjl*it##j:mtto the normal rate of return iithe industr). ffi;ik;d;;;;; may not be suitabre to n6wcompanies. E' uvr uE .tul'laurE I

Ac,tual and proper capitel[sation
The total of ttre face value of shares, debenEres and retained earnings of an enterprise nay bc 123
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call€d its actual capitalisation €.g., the balance sheet of a company includes the

long-term liabilities :

paid-up capital : 10,000 equity sha-res of.Rs' l0 each

3,OOO iyo preference shares of Rs.10 each

S,ON lzyo debennres of Rs.100. each

Reserves

follo"ing

Rs.

1",000
50,000

5,00,000

50p��

7,(X),000

The actual capitdisation ofpis.com2any�M Rs.7,wi�¿

�¿ �i �H�� �ª :æo II�V l�¢ �� �V�„ x,lLTTTttli�q �vl�` tFli�e :�_r ne prolrEr or lrorm4r u.aP[4utcuvu vr E vvr..rE 
- 
n thl same line of business.

*oo"fpi6nts at the-nondal rate of t:t'it-:l tl:itlT""flil3',it-t-^,-,, 
rare or retunr in the�_nutt�u �¿s a lnCn�å ���g�� �i�ô ��I�R �O��çq�ø�Œn�å ma n"J dur h ic

Suppose,a company’s average ��ln  Rs_6_50_000.A comparisonbuppow,a comPany S�� V�� �¡�� �¿��

f:�¾ :�� 11111lL�à �v 33�î 5�¡ 106/1o R36,50.000.A compa�Ü son
induttry is 10%,tepr9�˜ r Cap . ___=_=�¡

_�¡ ^"�c ,�¡ ,thar tte cnmannv is DrOpcrly�I ;�� �Õ �f �|
8�£

�º �� I�ç �� lJil�– L�Ô �H�˚
~�Ì

�����phthcr t�¡ e compny�¤ propCny

cttil�fi ��

�g

:�} overcapitdi"d Or under CapitaHSed.

l?.7 Over+aPitalisation

What is Over{aPitalfuation ?

17.7.f'Meaning
If the actual capitalisation of an undertakng :*o*: it's noa{ capitalisation, it is 

'",9 
b"

over+apitalised. In r,#;;;; *.tJitt"tffi is said to be over-caoitalised' when its earnmgs

axe nor adequate t vi"ra'"-ii?;t * "1 
,h5il;ii;T;;1"};, oier-eapitalisation mav'also

arise when the book ";il";i;h;,oooutziliilt"illi$it'uta 
t"tained earnings exceeds the

current value of assetr. Or"r-""pitalisation doesiot mean ex@ss capital' It only m.ans that the

caoital is not effecti*rv-oiilir"o"*ith the *ojiit u,-ine earnings are'sub-normat' ttre main sign

of over-capitalisation il ;?;Tfi ;i;;; ;l #oJr ,i"'-r-r"G period. rt is a chronic condition

and not a condition prevailing ina particulai;;;;. O;y wne! :lunaer*king has consistentlv

been unable to earn the prevailing oor*uf iut" of '"to'o 
oo iA securitiesl it is said to be

over-capitalised.

Check Your Pregress-2

fZfZ C"r.* for over+aPitalfuation

l. over-estimation of earningt f"l -":tlt:ltT:,
Æ�����i�u EL�d�_Ittecanprorltablyuse

�…�Ł�¿T�ì :�í �Ł1�—�Æ�tW�´�Õ���çT�Õ

��  �E�¶
of over�] �¡pitaliSa60m

lttculty in Fai�V g add�¡ Onal fundS

other COncerns.
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t. goiry loto ltquirilation ad the comequent locs to the shareholdars aod credltors.

17.7.4 Remedies

Can over-capitalisation be remedied ? It cat.oc- remedied by adopting the following r{rastic

rffifr ,r*fff H#Jrt,'fil"l'oersand'creditors:
2. Reduction of the number of equity shares
3. Beduction of inrcrcsts on debentures and preference shares
+. Squcczing_ the watcr out of capital by bringing down the book value of assets to the level of

thcir real value' 
rrac inwnrve re-nrcanis,All the above m€asures involve re-organisation

17.t Under+apitalisation

17.8.1 Meening

This is just thc reverse of over-capitalisation. An undertaking is under-capitalised when its
actual capitalisation is lower than its proper capitalisation. In other words, a company is said to
be under-capitalised when its rate of profit otr the total capital is consistently higher than the
normal rate of return ip the industry, or when its real value of assets exceeds their book
value.

17.&2 Causes

The causes for under-capitalisation are :

1. Under-estimation of earnings.
2.- Capitalising earnings at a very low rate
3. Buying assets at a depression period
4. Under-vatuation of assets for which shares are issued.
5. Appreciation in the value of assets
6. Over-provision for depreciation
7. Favourablb market for the products
8. Rise in the general price level.

An under.capitalised financial position is sound; it offers higher rates of divident ; the market
value of its shares will be higher than the par value. Nevertheless, under-capitalisation like
over-capitalisation is undesirable, because 'it gives rise to certain rundesirable
developments.
For bg.,

.-higher dividend rates attract new entrants in the field
{ompetition is encouraged and made acute
-higher dividend rates prompt employees to ask for higher remuneration
+onsumers may feel that they are being exploited by the company
-the management may be tempted to manipulate share values
-it may attract government control and higher taxation.

17.&3 remedies

I! is desirable to reme<ty under-capitalisation. The possible remedies are :
1. Declaration of bonus, if Eurplui ii available
?. E iti"g up the value ofassets to create surplus and declare bonus shares.
3. Splitting-up of shares reiluce the rate of dividend per share
4. Increasing the par value of shares

__ Both over-capitalisation and undercapitalisation are dangerous, and so both are undesirable.
However ov€r-capitalisatiou is more dangerous.than undEr+apitalisation, as it has adverse
consequences on thc company, the shareholders ind the society.

17�B9�� �� b of the total capital

The total capital is divided into fixed capitd and working capital. These require spgqial
considet'ation, as the suooess of any businesslargely depends on the effective managsrnent of the
fixEd and working capital.
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Yt:g.lFixed (or Black) eopitd
Meentry

Fixed capital is the capital invesrcd in fxed assets like land, building, plant, machinery,

furniture 
"nd 

fiot res, *irich are acquired for use and not for sale. They are intended for
p"*;;"t;se in ttrc business. firey wiar out in course of time. They serve forllcertarg p€rr9q

bf tir*. When they become useliss, they must be replace by new atsets. ttgq* frnlncial
orovision must be made for their eventuil replacemenl when they are discarded.-The'frxed
&pitaf of a Coi"g conoern is permanently sunk in the business. It is not available for immediate

conversion into cash.

Detcrminants

The amount of fixed capital required depends on the nature of the ind-ustfy- and the sizc of the

business unit. Heavy industries-like iron and steel industry, aircraft industry, automobile

i"arrtry or machine manufacturing industry need huge amounts of fixed capital. Similarly,
dt;r;.p.rt industries like raihiays tramways need large amounts of fixed gapital. In short,

11ruoof""toring and extracting industries rpquire laige amount -of.fixed 
capital. But the black

capital requidA by mere trading concerns'is comp_aratively ncgligible.
igain, ioaurtriit conoerns wnicn are amenable for gradual expansion may q9t require large

,-oiot" of block capital at the initial stage. They may be started -as 
small co-noerns and

tadually expanded. For instance, textile mills can be set up with a small number of spindle-s or
ioo-r, ri't i"i can be increased as business expi.ndS. But there ale_ oertaian industriqs such as

watei suppty aoa, iir"tiiaty works which must be sgt_up as-full-fledged conoerns a\thg-veq
b"d"nir;iBelf. They are oot amenable to gradation. Hence they require huge amountcof ftrcd
capital initially.

Sources of fixed capital

As a rule, fixed capital must be supptied by -the owners of the aonoe-r1 In a proprietory

sonoern, thesole propri"tor contributes capital-ihagreed proportions; and in corporate bodies

capital ii raised by offering shares for subscription. Additional fixed capitalrcquired when the

business is expanded may-be rasied by borrowing long-tenn loans. Accumulated reserves may
also be utilised for financing expansion prograrnme.

17.9.2 Working (or circulating) cap.ital
Meeniry

lVorking or circulating capital is the capital required fo-r 
th9 day-to-day^working of the

business. II it r"quiiea foithe purchase of rdw materials and for the pay-men! of manufacturing,

"J.i"irtotir", 
ir"ioi""*e and distribution.expenses.-It consists of cash and other liquid

assets such as stocl:in-trade, book debts and bills receivable. In the course ofbusiness, workin-

*pii"i"fr""i"s from one form of asset to another. It changes from cash into raw materials, fror'

raw materialr to i-ir-t 
"O 

tooO., from finished goods- to book debts, and from book debts to

cash. Thus it goes-o" iofiti"g ;t circulating, Jtranging its. form from stage 1o stage' In the

balanoe sheet, it -"*, exoess if curro"t asseti'over cirrEry fiabilites. Generally, a lar,ge portion

of current ass€ts l;T; ior*t ott 
"r 

than caih but cash alone can be invariably used to meet

crrrent, liabilities. Moreover, if too greaq a proportioll of current assets have to be converted

into cash for the ;;rp;r" of meeti-og pt"tSiog claims of creditors, the business cannot be

smoothly carried Jo--ititfot", a 'saie''murgi U"tt 
-"en 

current assets andcurrent laibilities

should ue maintaiiJi. wdiil; 'safe' margii depends 9" l\" circumstane-.olfqh business'

Broadly sp"utiog,lir!'"",1""! *t"tt shouldle at least.dgu$e the current liabilities'

working capital has gained irnpottuo"e *ui"ry u""1r9E of the modern productive methods'

Now-adays, proao"tioiis carrid r" i" uoii"ipaiion ofdemand and it is round about' So there:

is a fairly rorg tili-ilg 6.-t**" i"iii"it"" ;ip;oduction and the ultimate realisation of the

sale-proceeds ef finished products. H*;ttg" ol,,,'oot' of capital is required to keep the wheels

of production on the moYe'

Proportion of Working Capitel and Bloc} Capital
' 

The amount of Working capital required'and its proportion to the fixed 
-capital 

depends on a

"or"&i 
oi a"t-r,'r""t it tirt 

"atoie-of 
the undertaking,-the degree of mechanization an6

automatisatioo, iii"-tio o1 uoit, the-lengh of the-man-ufacturing PI-o€s* the rapidity of

tooioor"r, trade teims and the niture of tlie market. In public utilities like railways, tramways,

Itr il;;ff;;*.*. *"iu"g 
""pita 

bears only a small proportion to the total.capital' Thc iron
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soap require a lower proportion of rlxed capital.In trading COncerns,the amount of working

capltal required is great�µ r than that of thc rlxed capltal.

DeteÆíØ[na�ß

�g

of Working Ca�� tal

h amount of working capital required dcpends upon the pattcrn or cash inflo�¡ s and cash

out�¡ ows and the.nature and the cxtent of gap between iinows and outnows.These,in turn,

depend upon the following factors:

1.ne nature of the business:Public utilities such as railways,olectricity undcrtakings ctc:,sdl

SeFViCeS and do not lnaintain big inventories.Thercfbre they requirc a sman amount ofworking

capital. But tradingt manuLcturing and Financial undCrtakings maintain large amounts of
currcnt assctso Hcnce thcy ttquirc a larger amount of working capitJ.

The prbportion ofcurrcnt assets to total assets measures thc relative rcquiremcnts ofworking

capital of vanous industrics�B

2.Production cycle:This reFers to the timc�] span bctwcen thc procuremcnt ofraw materials and

thc completion of the production process.Funds are ticd up during the proccss of prOduction.

Thrcforc longer the process of production,the largcr will bc the amount of working capital
rcqulred.

3.Scasonauty Of pFOduCtion or sale:Industries which produce scasonaHy(c.g.,Sugar industry)

and industrics which sell scasonally�' .B�E ,manu�¸ cturers of elcctrical goods,fans,air coolcrs,

and wooHen goods)require largcr working cpaital than industries with rcgular production and

salcs.

4 Rapidity of turncDVer:Undcrtaking which sell their products quickly such as ncwspaper

companies and bakeries require lcsser amount of working capital.On the other hand,industrics

�� th slow turnover cewellery, capital goods industrics, ctc.,)requirc larger working
captial.

5. Terlns of Purchases and Sales : Undcrtaking which procurc matcrials on crcdit and scll

çW �i
�w

�fl �Ł �Ì �F �v ::if�Ł
W�åhng�\ �� ��

ln undmahn�“
wHch buy mat�˚ Js br

l�˛ � �̌��r �l :1æx ���ƒi�„ �º�ô I�d �h�Ô �c :�æ�V 1:L�w �ˆ �ç�…�¸ ll�x T
in inventories. Hence a smaller working capital may be rcquircd.(�^ n thc othcr hand, if
imp9rtant rnaterials are not available,largcr working capital is rcquired to procure and stock

them when availablc.

7.Requirements of cash:Companics which requirc heavy amounts of cash fOr pattcnt oftaxes

and dividends naturally nced morc working capital.

8. Prontability : Undcrtaking with rCgular and increasing prOducts rcquirc lcss amount of

working capital.

I�˚ tial and regular workirg capital

m�Ł
h�¿ �� �� nsists J�g 0�˚ n�r äŁ �� �˚ �� �_ �˚ ��

�c

J�Eand r�d J�c �˚ ��

�£�r�E���a�� i�Ł �‰�Õ �� å¢1�e�| jæS �O�¾
l�ü �¡ ��IifttI�M �z�ü �ì�»�ß�ß ii�µ �\ t�� çW�í

�D�\ j�� å¶�å �î �ò �N�‰�T�� �N�' �¿�E II
antt�v �¤:itiillil:|110�í

ll10f�� ::�� iarlxed partand ava�Ü
a�\ c part�E ThC fbrmer�M

king capital rcquircd tO carry On the nOrm�» �u�L
operations,c.g.,the amount of ofrlcc rent and establishment chargcs.The variablc part refers t6 127
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'the additional amount required during busy seasons or emergencies. For instance, electricity

concerns dealing busy seasons or emergenties. For instance, electricity concerns dealingin
refrigerators aod faoi are busy during summer. Emergency may arise due to sudenrise in the

price of ra* marerials, strikes or ltre accidents'

Source of Working capital

lnitial working capital and the lixed part of the regular working capital must b9 provided by
the business itsetf. it is not wise to depend on outsiders for them. The additional amount

required during the busy seasons may be raised by means of loans from commercial banks'
Emergency requiremenis must be met out o[ own reserves, advances during diffrcult
circumstance. There should be adequate working capital. Shortage of workiirg capital is a great
handieap to business. It would make it diffrcult to met current expenses. It would also prevent
the concern from taking advantage of cash discounts. If delay is caused in meeting bills
consequent on the shortage of funds, the concern's credit and reputation would be impaired.
Thus shortage of working capital would eventually lead to disaster.

17.10 SUMMING UP

Finance is the essential requirement for acquiring all the inputs for running a business. The
modern orltlook and improvement in technical know-how has increased the need for finance.
The finance planning is-also a very important tool in the management of finance. A careful
attention is paid towards the estimation and classification of capital requirerfients. The over
capitalisation and under-capitalisation are also viewed and their relative merits and demerits are

diicussed. Finally the capital that is to be invested in hxed and working capital is also

discussed.

l7.ll Check Your Progress : Model Answers.

l. It is rcpresentcd by the f** valt$ffshares, debcntures and reserves

2.Thebook value of shares, bonds/long term debts and retained earnings exceeds the

current value of assets.

17.12 MODEL EXAMTNATION QUESTIONS

a) EssAY QUESTIONS :

l. Explain the Cost Theory Approach to Capitalis-ation'
2.WhatarethecausesandeffectsofOver-Capitalisation?
3. Bothover-capitalisationandunder-cap-italisation dangerous.Discuss'

4. What are the determinants of working Capital?

B) SHORT QUESTIONS :

5. What is finance Planning?
6. What is meant bY block caPital?

7. What'is meant by capitalisation?
8. Define over-caPitalisation'
9. Wahat is meant by capital strupture?

10. What is meant by working capital?
11. What is the difference between initial working capital and regular wor[ing

caPital?

17 .12 RECOMMENDED BOOKS

: Organisation and Management Tata Mc Graw-Hill Publish-

ing Co.Ltd., New Delhi: 1982
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7. Reddy P.N. and Gulshan:
s.s.
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Fundamentals of Business Organisation and Management.
Sultan Chand & Sons, New Delhi : 1978

Financial Manageriient and Control, Macmillan India Ltd.,
Delhi: 1981.

Financial Management, Tata Mc Graw-Hill Publishing Co.
Ltd., New Delhi : 1981.

Essentials of Commerce Eagle Press Publications Division,
Madras {978.
Financial Management, Vikas Publishing (P) Ltd., New
Dclhi :1931.

I
Prinbiples of Business orgernisation and Management
Eurasia Publishing House (P) Ltd.,Ncw Delhi 1981.
Mgdern Business Organisation and Management
Himalaya Publishing I{ouse, I}ombay :198).

17.14 CLOSSARY

Block Capital
Cash Flow
Control

Finance planning

Ploughing back of profits

Prolitability

Capital invested in lixed assets

Cash receipt and cash payment
The_ right to make policy decisions and to measure the
performance of the enterprise.and assess the.pErformance of
top excutives.

Making dccisionson financial requirements, raising required
finance and allocation offinance to various uses
Retaining part of the earnings as a source of finance; a
method of self-financing
The rate of earnings on the capital employed

rt'
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�¡INIT�] 18�B METHODS OF RAISING FINANCE

Contents

18.0 Aims and Objectives
18.1 Introduction
18.2 Types of CaPital
18.3 Sources and Methods of Finance
18.4 Long Term and Short Term Finance
18.5 Issue of Shares
18.6 Issue of Debentures
18,7 Methods of Selling Securities
18.8 Offerto Existing Share holders
18.9 Offer to other share holders
18.10 Controller of Cpaital Issues

18. 1 I Institutional Finance
18.12 Ploughing back of porfits or self financing

18.13 Public DePosits
18.14 Source ofshort term financing

at Trade Credit (b) Bank Creait (c) Instalment Credit

18.15 Summing uP
18.16 Check your progress-Model Answers

18.17 Model Examination Questions
18. 18 Recommended Books
18.19 GlossarY

18.0 Aims Ard Objectives

This unit aims at explainig the methods of raising finance for a business ooncern'

18.l-Introduction

Capitaloccupiesapivatalrolein.anybusinessconcern.Capitalisneededforinitial
oromotional expenses, fixed capital aod- w-Jt[iil capital' The finaniial manager has to choose

ih" ,o,r."". of funds. He may advise the comfany to is'u" different types of securities and

debentures so as to atrain an oprimal 
""pir"iJri"Jture. 

The company L-otrows funds from a

;;b;; "i 
financial institutions and th9 public'

- 
At tne end of this unit,you will be able to'^- ;;plrt various methods of raising finance'

- understand it",n"*oAr of sale oicorporate securities,-_

- understand ;il; ;;;ilb operertions of iaising'fi naLnce throueh

public deposistis, financial inrtitotiorri^ u"tt"ii"gt 
-iio- 

sa;'k' rtaae credit and finally

self-financing.

18.2 TYPes of CaPitaI

onerequiresmoneytomakemonlY.Moneymakesthe.wheelsofbusinessrunsmoothly.
Efficient proao"tiJn-Jyr,"q, auf SarlJii;;;;i;; 3'e 

al-Jirnculties in the absence of an

adequate and timely supply .gf -q"^1"ft 
i' iu'in"" firm requires hn-ance to commence lts

operations, to continue opeiations urrO io, "*p*io" 
o' g'o*&i-ihus finance is considered to

be an impor,r., ioJ*ii;-il;ig1;i-uusineis. The success of a business enterprise is largerly

determined by ttre way its capital rlryl-tt tJittA' 
"iriJ ""d 

disbursed' In the modern money

using ricono*y, it" importance of nJ;;i;rtl*i""t"a f"t;h;; a;" to increasing scale of

ooerations ""0 "ipi "'i'i""i""lit:" 
,""t i"iq""t oi ptoaoction and distributio.'

Every tu.irr"rJ""oi"rprise needs ,*"lip"r-"f"ufi'ut-nn*"i'lo"g"i- or fixed capital and

short term or workingiapitar. Fi."d "#ii;i;'fi;il 
ror uJquiG various fixed assets like

land, building, machi=nery .ani rurnillJ;;;.;;t;;pitur t'iiii"d"from the capital market'

working 
"apitui^ir-o""a"a 

ro, ,on.,ii"gHifil:it;t" "i'a-*"Lti,,gJav-to-dav-expenses 
of

enterpriseslikewagesandsalariese-tc'Short-termcapitalisraisedfromthemoney
13) market.
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18.3 Source and Methods of Financd

The chief source of finance for an individual entrepreneurship is the enterpresneur himself
who supplies the required capital. In the case of par_tnership_.firmrthe main sources are the

various'partners. Similarly, thl main source in case of joint Hindu family is the family which
supplies capital out of the family funds. A joint stock company requires huge amount of capital.
Thii needsihree types of funds namely, (i) long term linance (ii) medium term finance, and (iii)
shot term finance. 

-Long 
term finance is needed for .fixed capital while short term finance is

required for working capital. Medium term finance is used for modernisation, for minimum
workirrg capital for launihing advertising campaign etc. The sources and methods of finance

depend-upon the time period for which funds are required in business. The term source of
finance refers to the agencies from which funds are procured while the term'fnethod' implies the

mode of raising finance and securities issued to tap the vari6us souroes. .

18.4 - tong Term and Short Term Finance:

A company may raise long lerm capital from the following sources: Issue of shares and

debenrurei; pubti" d"porits; cJmmerciafbanks; special financial institutions; ploughing back of
prolits or self-financing and the State.

It may raise short ierm capital from the following sources: Commercial banls, private

deposits; public deposits, pioughing back profits and issue of additional shares and

debentures.
Ir may appear from the above that most of the agencies which supply the fixod as well as

working capital are the same.
Lon{term findnce is required for a period of more than ten years. Medium term fltnance is

raised lor a period ofmore than one year but less than ten years. Short term finance is required
for less than one year.

lt.5ISSUE OF SHARLS:

Issue of shares is the most popular method of raising frxed capital. The share capital of
company is divided into units of equal values. Each uriit respresents a part in the total capital. It
is known as share and the values mentioned against it is called face value or par values. A share
may thus be defined as a part of the share capital representing a shareholder's interest in the
company. Under section 86 of the Companies Act, 1956 a public company limited by shares can
issue two types of shares viz., Equity and Preflerence shares. The later enjoy preference for
dividend aia frxed sale. The formLr rank after prefrence shares' for dividerid. While preference
shares are preferred by cautious investors, ordinary or Equity Shares attract adventurous
investors.

CTIART-7 CTIART SHOWING KINDS OF SHARF^S

Preference
Shares

Equity Shares

Convertible Non-Convertible Redeemable irred&mable

Non-Participating Cumulative Non-Cumulative
Participating

rt.6 ISSTUE OF DEBENTURES:
Debentures or bonds are creditorship securities representing long term indebtedness of a

company. A debenture is an acknowledgement of debt by a company. A debenture has been
delined as "A document under the-company's seal, which providesior ihe pay*eot of aprincipal
sum and interest there on at regular intervals, which is usually secured bv-a lixea or hoatifig r3l
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charge on the company’s property or und"aking and whcih acknowLdges a 10an tO the
company".

DebcntuFeh01ders are creditors of the�� mpany.They have no voting rights but their claims

rank prior to cquity sharesholders and prefercncc�] shareholders.Their oxact rights dcpend upon

Che naturc of d�v bentures they hold.

18�B7�� THODS OF SELLINC SECURITIES
Thcre arc thrcc important methods of sclling securities.Thcy arc(1)Dircct salc(il)Sale

through intermcditties and(iil)UndCrwriting Of Securities.

�Ý�—TF�ˆ �a�hli�P �@ª� i�fi �˘ �º�⁄ s�Æ�b�Ú
ä¿:�� �Bl�V �PJ�Ý �¡�‰ŁIåæ�dhr�Ł a�� �]�B�ôL�ì �ôThFi�D

and othcr conllnissions.

Thc limitati6ns Of direct sale arc unccrtainty of markct, lack of cxpcrience of the new

company in markcting thc securities which bcar thc approval of some spccialiscd body.

18�B7.2 Sale ThrOugh lntermediaries:U,der this lnethod,the sccuritics arc sold through brokers,

the company’s salcsman ctc.Commcrcial Banks,Investment Trusts and others may also be

�� :�¿ :�ç � :̆�[ �ºY�QXt�§ ���í �R�í :�˜ �e�í ���æ:�§ �w�fl�Ú�Di::�æ �Ł��
from the same lirnitations as incntioned in conncction with dircct sale.

18.7.3 Underwriting: Undcr this mcthod, thc underwritcrs agrec to sell the sccuritics to thc

invsctors within a certain period oftime and in thc casc some ofthcm rcmain unsubscribcd,thcy

�yi�� �N�P��i:�‡ :�î �üT�Ø �' �ß���‰F:�W�ß�M�X�º�–
debentures.

The underwriters rcndcr a varicty of services to the invcstors and thc company.Thcy are

TttLTttl�· �a!I:::�L Œ⁄�…�Ì:�É �¾ ::l�« :�í �flli�v �ˇ �Õ�dlmW�Ôy�r �\
subscrlbe to thc securltlcs OfICrcd.Thus undcrwrltcrs contrlbutc to thc Success of thc lssue by

attaching the savings of individuals into corporate invcstmcnt.

18�B7.4 Underwriting ln lndia:Proper undcrwriting facilities,as found in othcr cOuntrics of thc

world, wcrc not availablc in lndia till recently. In lndia, at present; underwriting has bccn

undertaken by stock�] brokers, banks, Insuracnc Companics, Invcstment Trusts and solnc
lndividual flnanciers.Butlack ofissuc houscs was a�Ü �´ or laCuna in thc struCturc of the capital

market in lndia.

Thc Shrofr Committee on Financc for thc pr�s �] e scctor in their report(1954)cmphaSiSCd the

�x��:�t �ŁFlFi�p �Ł�Ì�d�Łtttlli�y �d�í �P:�Ì ttfilttIIIttittII�‚

��recomlncndation was IIot madc,altcrnative arl

�í �ò �£r�ƒ �Q�Õ �ç�ˆ �Q��
Iw�ò �í àY�d�° �— �÷�I

I�D å� �� �º�O i�‘

��
�ô

i�æ

�˜ �R i�Y �R �¥
�a�î   �N�Õ �Ù� �̄ß�‹�˙�a�Õ 11:�a :ll�Ł �Û�Õ �à

support of investors.
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Cteck Your Progress -I :

Deline underwriting.

18.8 Offer to existing shareholders: This method is available to an existing company only, and
not to a new company. The patronage of existing sharesholders may be counted rupon to a
certain extent. When a company makes a furthur issue of capital, it must offer sec'urities to
existinghotders on a pre-rate basis with a view to,enlisting their co-operation to make the new
issues success. The response to such an offer depends on the reputation of the company.

18.9 Offer to other shareholders:Uompanies can also offers sheLres for subscirption to othei
interested groups such as (a) employees, (b) customers, and (c) creditors. Employee
shareholdership promotes co-partnership. Shareholding by customers promotes owner-user
identity. Financial institutions include a convertibility clause in their long term loan- 1gtreement.
They are entiiled to later convert a part of their loan into equity shares. There is justification for
such conversion. At the same time, this is considered as a backdoor method of nationalisation of
private sector industries.

18.10 CONTROL OF CAPITAL ISSLIES'While raising capital through issues of shares, it has
to be seen whether the provisions of the Capital Issues (control) Act, 1947 have been duly
fulfiled or not and consent ofthe Controller ofCapital Issues has been obtained, ifnecessary.
Those iesponsible for issue of shares should be aware of the provisions of the saitl Act.

The control over the capital issues was introduced for the first time in India on May L7, 194'5
under Defence of India Rule 94-A: This was done to canalise the scarce resouroes of the capital
market in Government loans. This control lapses at the end of September 1946rbut it was
continued under a Speic:rl Ordinance. In April 1967,Capital Issues (Continuance of Control)
Act was passed. It was designed "to s'ecure a balanced investment of the country's lesources in
industry, agriculture and the social services, and to ensure that the available cipitat resources
are utilised on a balanced plan of agricultural, indogtrial and other develpments, and to keep a
balance between the manufacture of capital and consumer goods".

^Finallyl in 1956, the Act was made a permanent one. It is now known as the 'Capital Issues
(Control) Act'. It is administered by the controller of Capital Issues in the Department of
Economic Affairs, Ministry of Finance. The Act provides that no economy whether
incorporated in India or abroad, shall make an issue of captial or prospectus in Indra without
the consent of the Central Government. Companies incorporateO in India cannot also make an
issue of capital outsided I"dia without the consent of the Central Government. Government is
erupowered to quality its consent with such conditions as it may think lit to impose. It may atso
revoke.the consent given by it or change the conditions qulaifying the consent. The Act also
prohibite persons from circulating anyoffer for Subscription or-purchase of any securtities
unless corsent has been given by the Central Governmetn to the islue oitiie.: securities. The
Central Government is empowered to grant exemption from the provision of tt 

" 
e",. 

-S*uff

capital issues of less than Rs. 5 lakhs which have frogressively bin increased to Rs. l0 lakhs
and Rs. 25 lakhs have been exemp_ted from contiol. Furiher, under the Capital Issues
(exemption) Orders, Noverrber 4,lli66 and-February l,l96D, ihe issues of secur^ities by thefollowing categories of companies are completely eximpted from control irrespective of the
values.
(i) a private comapny
(ii) a Government company not issuing securities to the general public
(iii) a banking company or an insuraoce company or Jprovidint society incorported as a
c.ompan.v-. lrowever, these companies erre requiied io send-to the Contollei of Caiitaf-Irru".,
{"-!iilt tf ther: 

capital issue eacli quarter, if any 365 days, theii 
"upitur 

issues were id eio"o nr.
3j-,*ljll:I:ry. 1969, the capitar rsiu-es (Exemption) order was passed *r,i"i proriaeatbr major relaxation in the 

":,ql.9l 
of capital issueS.^undlr it, the prbt" ri-iiJcJ-pu"ie,

issuing capit-al excedding,Rs. 25 lakhs duri-n! a period of t2 mcinths would be required to file asta^tement of thcir capital issue proposals with ihe contoller oi capital lsru"s ui ieuri io o"y.
FP: 1991! "l,fl,nroposed 

offer of capital. such p.opo."r *oJa u 
"*"-ft"a iro- 

"""tr"rrI they conlbrm to follo-wing financial criteria; (i) the debi-equity ratio does nbt 
"*.""d 

,.i;;;equity-preference ratio is kept blow 3:l (ii) shares are to be issued at par: (iii)the rate of dividend
�Œ�Q
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doeS not exceed 9.5o/o and the rate of interest on debentures does not exceed 7.75oA and (iv)all

calls are to be got fully paid-up over a maximum period of five years.

But all bonus Shares, irrespective of the amount and without taking into account the sratus of
,;;;;"t b" it, ptirot" or Government or Banking can be issued only after getting a consent

from the Controller.
As provided in the Act,.the Central Government has constituted on Advisory Committee o(

five non-offltcials. The Committee is consulted on policies related to corpor?lte investmellts' It
meets two or three times iita year. Issues of capitai is sanctioned by taking into consideration

the following facotrs til if," "rpit"l 
needs of the Lompany applyiirg for license (ii) the amount ol

funds already possessed by it (iiiXhe terms of capitaf issue (i,)in" tr'"ount of under-writing and

t;;k;."g" 
"ir'rg", 

(vxne Lujects of the 
"o*funy. 

e.rmissiori is refused to unsouud cornpanies

and speculative enterprises. Bonus issue application is refused if the courpany does not hilve

sufftcient genuine reserve.

When a company is granted persmission to issue capital, a period of 24 months is allowed for

the raising of tire arnoint. The^company is required tb subm-it a statement to the Controller of
Capital Iisues at the end of the hrit 6-months, and thereafter at the end of every 3 months,

showing the amount actually raised by it.
The Governmenr amended the Capiial Issues (Exemption) Order, 1969 effective qo{ October

l,lgTl and stipulated that all issuei of securities byio-mpanies registered under.Section26 of
the Monoplies and Resirictive Trade Practices Act, i9O9 *"re removed from perview of Capitaf

Issues (Eiemption) Order, 1969. Its effect would be that these comp-anies would require the

prior consent of the Controller of Capital Issues for issuing capital of any type'

Thus Controf of Capituf lssues hasiecome n@essary to iegulate the flew of investment and

to direct the availabiJ 
"upiiui 

i"t. desired channels. In a flanned economyr this control is

indispensable.

Check your progress.. 2

What is the main object of Control of Capital Issues?

�Ø   �Q�Ô   J�ï �Ø�� |

Œ⁄�÷ I�O �O�Õ lWIçW

18�B 1l INSTIT�¡ rrIONAL FINANCING

18.12 RETAINED EARNINCS OR PLOUGHING BACK OF PROFITS

b�s hil::�º � :̂�æ Tt�£ �u�§A�Ì �U�L�ß|�a

cOncern.Frorn thc ViCw point ofthe nation als(134
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-so necessary for economic prosperity of society. It is a prudent polciy that at least a portion.of
the prolits of an undertaking should be set asidp every year to buitd up a reserve. Theleserve so
created be set aside every yearto build up areserve.The reserve so created serves two purposes at
u !ip:. First, it may be utilised for meeting undxpeated losses. Secondly, it may be utiliGd as an
additional capital. The amount so ploughod back may be permanently retainid in the business
by issuing bonus shares. It has emerged in recent yeari as one of the major sources of funds for
companies.

. Public deposit implies any money received by a non-banking company by way of deposit or
loan from the public including the 

-employees, customers and-sharistr6taers oi the 
"o-puoyother than in the form of shares and debentures. Publicconcernshave been a receiving public

deposits for a long time in order to meer their medium term and long-ter; r;toii"-E"ts fo,
finance. People preferred to deposit their savings with the reputed busiiess 

"o.r""ro, 
due to the

higher rate of interest offered by these concerns-and the lack of fuitt in banks. o"porits iro* tfr"public have been a peculiar source of finance to Bombay and Ahmedabad teitile milis, tea
gardens of Eengal and Assam and in a few other industriei. This system had developJmainty
because of the.imperfect banking org:rnisarion prevaitn! i, i.aiu ea.tiei.-iti.-iiu"ii"" oraccepting deposits from the public for financing purposes rias continu"a irirfr .*ioi-up ,o ,t"first.quarter of the present century. According-tr. q,i c n n"qriry co.*ittee du-rifig ;hirtieslpublic deposits constituted 39 per tent of the total trnance in eimloau"d 

";; ;d;ilii i".;;;;in Bombay textile mills The 
-period of the public deposits ur"J io be short. It varied from 6months to 12 months. Sometimes they used to be accepted for 5 to 7 years also. The ratio ofinterest payable on them.varied frgm place to place. tJnder section 5g-A of the companies(Amendment) Act 1974, the Central Government may prescribe the manner and conditions inwhich public deposit unless an advertisement, inchidld ;;;;;ent showing the financialposition of the company' has been issued in tt 

" 
p."scii6J io.rn. uno"r new rules, depositscannot be invited initialy for a period of more tha; tt;;;;. H;;;;r, a6;.il; il'.Jr,*=a.The rate of interest payible on oeposits must not exceed 15 ferlcent per annum. In order torepay the deposits maturing in a pirticular year, tfre compani.u-rt Oeporit l0 per cent of thedeposits with a scheduledlank br i, ,pe"ih.A'.""oiiii-.i-iirr".lprif l, 1980, public sectorcompanies have also been permitted to inrit" pouii"i;ffidco-panie* accepting publicdeposits must regularly file ietuns giving a-"iuilr'oi,u"h J[ffi; "

18.13 PUBLIC DEPOSITS

18�B 14 SOuRCES OF SHoRT-lERM FINANCE

,J1"#11":?;ff i:F,:'*:iilTfr 
tl'#ffi"i1?];$:0",commerciarbanks,instarmenr-*t

l8.I4.I Trade Credit
Trade credit is the credit 611sn!ed by onetusin"* !.p to another as incidental to sare orpurchase of goods and services. rraJ"-Jr"ait Br il;;?ffi iJl"r"ait extended by selrers tobuvers at a[ revels of the produ"air;;d ;striuuiior, fio;;; fi*, to the retailer. ft does notinclude consumer credit'or il;r;;; Ir*,r rt ;rl;;, *t--# transfer of, goods and isunsecured". The normar period or ru"t 

"*ait i, ii ;;;;;""ff 
jurq rr," buying lirm receivessupplies without pavi"g i*-eair,"rv. li"i..iiooi""t". tii" ,"iT"*?*h in the buyer. Trade sredits available in the ordinary course bf business and no securiiy i, ilquir"o for getting it. Tradecredit is a simple methoa'or-raisr.,i.i,#i:;;;;-f#;-r.i;?Jirir'"u,,". 

are involved and thecredit is readily available to r"pui"-di;;i;;r; nr-. iiua";jir i.^-rre econo_micar than bankIoans' No interest is oayable.in truol-"r"Jitr 
""oit;"c,-u#J;i"ir,,he ross of cashdiscbuoti.

H1':iflr:lmav.triniseir 
uii.Gr"Ji.i i""r'*";iil J'Jaiiii ii ililJ,, maintain his sales durins

, :,, ;"18.14.2 Bank Credit
commercial banks meet the short-term 

lequireme-nts of the business concerns in two ways; 1i; 
,r.t

By granting advan@s, loans, overdraft and 
"irt, "r"aiiui; A;i;;:irlrounting bills, hundies, and I3s

|
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other commercial papers. The concerns have to establish a'line of credit' with the banks which
means the accommodation available to a particular concern from a bank undbr conditions
agreed upon at the time of its flrxing. Business concerns find it useful to raise short-term finance
fr-om ttre Uanks as banks maintain-utmost secrecy of their clie'nts' affairi.

18.14.3 Instalment Credit

Instalment credit refers to the facility of buying machinery and equipment and other durable
goods on credit. The buyer has to pay a part of the price of the asset at the time of delivery and

ih" buluo"" is payable in a numbei of instalments. The supplier cherges interest on.the balance

due and the interest is included in the amount of instalment itself. Some suppliers provide

instalment credit through banks and finance companies. A business firm may also-buy fixed

"5"t. 
o" hire purchase-basis. Purchase of fixed aisets on instalment and hire purchase basis

enables a business firm to utilise the asset and make payments out of the earnings made from

such use.

�Br�h �v
i�I

�y�£�Q� ÎttT,Œ⁄ �D�“ �B �F�ÌT�í �oçHf�í �J�‰�O l:�º :

ODeratlons.

18.15 SUMMING UP

18.16 - Check your lrogrcss : Model Amwers

It is nothing but the guaranteeing the subscription of thgcompany for a certain percentage

of commission.
If a company retains a portion of the distributable profits in the form of free reserves' It is

called pfougLing back of profits'

18�B17�] MODEL EXAMINA�¡ON QUESTIONS

�P

�D
�@

�Q

�D

A) Essay Quesuons :"'-*-i.E;i"io ut methods emploved lor raislnq lll*-:lni*
t: E6i"t" th;;;ifi; "*itqig 

for raising working capital'

3. What methods would you follo-rv ioi raistg finance for a new enterprise?

l. pG*t the-various methods of sale of securities'-

5. what are ,i,iT"ittit;t oicoottot over the issue of shares?

B) sHoRT QUESTIONS
6. What is meant by plougtring back of profits?

7. Define underwriting'
8. What is trade credit?

l9.T8 RECOMMEI\IDED BOO(S

:0�ˇ
�¿�§�[ªJ�� �� �X�� I�æ�c

GFaW�]Hill

1�ü

1�B A88rWal RD.
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2.�‰ EE YIK�B

4.Khan ttLYo and Jain P�Ô .

�� K�R�˚ anaswam1 0�BR.

6 Reddy’�Ô �Ba�g Gulshan S.S

7.Sherlekar S.A.

�í �à�O �Õ �¿U�˜ :�� �d�� ,�Œ
 I

�å ���Þl�ˆ �º�u:H�Rmtcah�˘ ,

New Delhi,1981.
Essentials of Commerce

�� gle press publications

Division,Madras,1978.

�fl�O� T̨�Ł i�ì �� �¤�‰�°�í 1�F �� 1:�� �‹
Ø[

Modern Business OFganiSation and Management
Himalaya Publishing House,Bombay,1982.

18.19 CLOSSARY

Cepltal Merket

hblic Deposits
Self-financlng
Share

Stake-holders

Trede Credit
Underwriting

Consists of sources of long term finance for
industry and government.
Fixed deposits made by public in an undertaking
Using retained earnings for financing investment
Share in the share capital of a company,
represents the interest of a shareholder
in the company.
Interested groups who have some stake.i'n
an undertaking viz.,
employees, creditors, etc.,
Facility of buying goods on credit basis 

.

Guranteeing subscription to shares or debenture$:

137
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limited company or co-operative society in India whi6h is engaged or propo-ses tg engage itself
(i) in the maoofacture, p'reservation oiprocessing of goods; or (ii) in the shipping, miningor
hotel industry; or (iiij in rhe generation or distribuiion or any other form of. power; (iv)

assembling, r6pairing or packing of any article with the aid of machinery or powe.r; (v) transpoll
of passenfrrr or g*ir (vi) main-tenanie, testing or servicing of machinery, vehicles, vessels (vii)

deielopmint of iny contiguous areaof'land ai an industrial estate; (viii)-fishing- or providing

shore iacilities for-fishingfor maintenance thereof agd (ix) providing technical knowldege or
i"r"ui"t u"O developmeit or other services for promoting industrial growth. Public s@tor

enterprises established as public limited companies can also receive assistance from the

Corporation.- -ffivate 
companies, partnership lirms and proprietor'y concerns and enterprises engagaged in

the foregoing ictivities are eligible for finanCial assistance from the_Corporation. .

fne C-orp&ation usually sarictions linancial assistance in excess of Rs.30 laks (assistance upto

Rs. 30 takh is sanctiond by the State Financial Corporations). The maximum amount of
assistance by the Corporation to one industrial concern iannot exceed Rs. 2 crores except with

the approval of the industrial Development Bank of Inida. The Corporation- may.sanctiorr

*o"" fo*r foiless than Rs. 30 lakh where the same are required in conjulction with other

faiitities such las loans in foreign currency, underwriting of shares and debentures and

guarantees for deferred payments For imports of capital goodi or loans in forcign currency to be

iair"d fro- financial institutions outsi-de India. The maximum period of a loan can be 25

years.

19.6.2 FiNANCIAL RESOURCES

The authorised capital of the Corporation is Rs. l0 crores, divided into 20'000.shares of Rs.

S,OOO eu"tr. Of this tb,OOg shares ofihe face value of Rs. 5 crores where initially issued. Later,

the amount of its capital was increased. With the appproval of Central Government, it made a

further issue of shar^i capital of Rs. 2 crores in tg6j.-with the establishment of the Industrial

Development Bank Of maia in July 1964, its paid-up capital was increased from Rs. 7 crores to

Rs. 8.3'5 crores. fnelaia up capiUil of the coiporation at present stands at Rs- 20 croies out 6f
which the IDBI holds 50 pir cent, Scheduled tanks 20 per cent, Cooperative banks 8 per cent

and Insurance Comlanies and Investrnent Trusts 22 per cent. The Corporation can issue bonds

and debentures to tie public and can invite public deposits repayable within- a period of five

years. The IFCI is also authorised to borrow from the Central Government, the Reserve Bank

Of India and the Industrial Development Bank of India. It can raise flunds through foreign

;dil;rlso Oo Vtar"t 31, 1984 the total linancial resources of the Corporation amounted to

Rs. l l 14.47 crores out of which Rs. 59.07 crores were in the form of reserve fund.

19.6.3 MAMAGEMENT

The Board of Directors consists of 13 members including the Chairman. Out of these

members, the Chairman and two directors are appointed by-the Central Government' four

directors ar" oorliouiJli i[" iogl and two direciors each aie elected by the scheduled banks,

ior.rr"o"" companies uod .o-op"tative banks. The Corp-oration may appoint-one or mote

uAri.ory "o*-itt"6 
f* tt 

" 
porior" of assisting it in-the_ifficient performance of its functions'

The head om." oitir" C;6;Ai;" is i; Ne; Delhi. It has regional and branch orlices in

;iff"r""t-fis of tli" *ontry. Recently it has gqened ofiicei in Guahati, Ahmedabad'

Hyderabad, Mangalore, Bhubaneswar, Kanpur and Patna'

19.6.4 WORKING OF THE CORPOXATION

The IFCI sanctioned a total assistance of Rs. lgg3.5 crores to industrial concerns till June

30thJ984 all over ;;;;;y. Out of the total sanctions, 90'5 per cent was in the form of rupee

loans and Z.S p"r' """;E 
;rt ;f l.;;]" foreign 

"utriocy. 
Direst subscriptions and

underwriting constituted 6.7 per cent of tne tolat assisiance' Industry-wise analysis shows that

more than 65 per ooioftt"'total assibiahce was sanctioned to Cotton Textille, Sugar,,Jute,

Cement, fngineeriifao-d iup"i i"Autri"rlfn" private corporate sector received about 45 per

cent of the tot"t 
"rriituo"" 

o,frit" ZO p". 
""rrt 

was paid to-the joint s€ctor' Public sector units got

30 per ceot whereir tfri 
"o-op"tutii" 

t""t.t ;;',tjT bV iuns 3Oth, 1982 a total sum of Rs'

22f .gg crofes which uc"ourrt"i for 14.03 per cent of the total.sanctions.

The IFCI prouiolr-*ncessional rr.run[i-to onits located in notified backward areas and

export-oriente.d concerns- Atoot tl() per 
""nt 

of the total assistance was given to projects in the

notified Ua"fwarOlreas. 1.t 
" 

Cotpoiation t us set up a Hotel Development Fund out of which

146 concessional loans of.or" than ds, tS erores travu b"* sanctioned to various hotel projects in

B R
 A

 O
 U



�Œ�Ü
�à

��
�¡
�N

�R

the country�E                      �E
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Over the pFS IFCI’s act�s ities have progressivdy incrcascd both in scope and magnitude.

ØÜ�O �_
scrvi�– �vs.I�Ü vay 1972,thc Corporation estab�x
provide training to the personncl ofassisted concerns and development banks indiverse areas of

managcment. The Corporation has also crcated chairs in various universitiesito promo"

�E �Ø �í �˝ �å ff�S �…

FStta�D �˙ �¡ �V �� ªJ �I
Lry.

19.‘6 CRFrICAL REVIEW

The CorporatiOn has bccn functionin3 0n business princiles and there have been also some

lapses now and thOn.Thc following are the charges leve11led against its operatiOns.  _

1.  Generally, a10ng tiine is taken in the processing of applications and disbuFSements oF

sanctions.2�Q
���h �q��s�d �� :�O �p �ô Pank’an�§

ad�gbp:l bank�E�E hT

l�� ���� Łâ�| �| �ß �P�í 1�I �F�B�]çW
:ra,Gttaratb West Bengal,Tam�Ò haduttciin d�g

total assistancc given has been disprOpo�¡ 6inatdy heavy.
4.  Basic and capital goods industnes reccived meag�� assistance and bulk of the assistance

went tO consumer gOods industFieS.

5.Thci ClrpoFad6n has:äF led to exercise efFctive s,peFViSiOn over the udlisad�g ofthe help
glven.                        =

’�å
�@�· �â �Ql�y �æ�[ �Õ �Õ Pª� �R�d �T��

l      l��
�í �ì �R �Ì�¥�•�n�R�� �ß �b�� �Õ

Check your progress.l

Distinguish between capital and money markets.

Check"ur"gress_2

àÛ iatllyO�Ł unge�§
1�] ld by developmentbinksi
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19�B 1l STATE FINANCE CORPORATIONS(SFCS)

and�å hercmcrpnscs On Se�˚  28,�Ł ]�˚ c Pa�Ü
�Ì�Æ�ds�O�• li�´ :�Ù 11:�í �ß�Ô :T�U �í

�D �‰ �� �h �E�V�r ir owll cor�c �� ªY�„ T�� �c
h

19�B 11.l FUNCT10NS

nc SFCs ttc cmpow�°

�g

�_  �Knd�å �una�F
�ô �� �˘ �í �� Rtts Jhd�g �˚ J�� llCcr�Y

1.  Granting loans and advances to or subscI

28:ll�Æ �¿�� �� �º �� by mdu�U�ÜJ concans �Kpaya�\ c�� hn 20 yca�Ł .

3.  UnderWriting thc stOCkS, Sharcs, dCbCntures suttcCt tO thCir bcing disposcd off in thc

4�o 1�ô Wl:�Ł 10rp�˚ dttng h�˚ e"d�Ł J�˚ ewttr"gmm�à J�˚ Cmdmm

’�e i:�Ł 1�} �º :�d :�x :�] �í Ittli�H �a

Cn�å ��my pu�\ �‰h�˚
�g

d COmpa� �̊å b�“ J�_

is and propriCtOry conccrns.

19�B 11.2.RESOURCES

ycars.

19�B11.3 MANAGEMENT
la Board ofDirectors.Thc numbcr on thC BOald

�§�î�æ ��!�� �â�fi��
�lommittCCS.

19�B 11.4CO�\ORDINAT10N

�'  �¿ �Ü �hæE��
19�B 11.5 ARE�{ OF OPERATION

uch industrial units.
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19.8.2 RESOURCF^S

The Corporation strted with a capital of Rs. l0lakhs otrly. Originally it wascon@ived that it
should have a share capital of Rs. 150 crores, but it started with only a modest amount of
capital. The Government may increase its financial resources from time to time' The
Government may provide fundi to it in two ways (i) by annual grant for the purpose of study,
investigation and forrnulationof projects and building up of technical and managerial
staff i:nd (ii) by loans to be made as and when , projects., are ' taken up by the

Corporation

19.8.3 MANAGEMENT

The Corporation is managed by a lloard of Direcotrs, nominated by the Central Government.
The Directors incfude both officials and non-officials.

r9.t.4 woRKrNG

The MDC functioned as an agency of the Government for the grant of special loals to any

industry which the govgrnment desired to assist. It granted loans-to cotton and jute industries

for theii modernisaiion and rehabilitation. It also granted loans for the expansion of machine

tools units. The NIDC set up the Technological Consultancy Bureau with a view to provide

consultancy and engineeringiervices. Since its inception, the corporation has handled a large

number of assignments which have also included preparation_ of ,project _reports, techno
economic feasibility studies, and demand surveyi. Technological Consultancy Btrreau has been
conducting preliminary investigations of a number of projects like precision instruments,
compressors and pumps, aluminium, ball and roller bearing projects, bio-gas and bio-fertiliser
plant.

19.8.5 EVALUATION

The resourccs available with the corporation are quite meagre. It has been able to come up to
the expectations in the area outlined for it. To cope-up with the demand,the Corporation has to
build up further technical service specialities and capacities. The Corporation has
to make efforts in the collection of arrears of principal and interest from the industries assisted
by it. Such arrears are rising and would affect the financial resouroes of the Corporation to a
great dcal.

19�B91NDUSTRIAL DEVELOPMENr BANK OF INDIA cDBI)

The IDBI was set up on July l, 1964 under a separate statute. It has been established to
co-ordinate the acitvities of the other financial institutions including banks and to serve as an
apex institution in the rcalm of long and medium term financing. It is expected to bridge the gap
in the field of financing and promotional activities so as to promote rapid industrialisation in
the country. Its establishment rs, undoubredly "a mile stoue in the country's jouruey to the
institutional provision of industrial finance on a long and medium term basis".

r9.9.I RESOURCES

The IDBI of Inilia is a wholly owned subsidiary of the Reserve Bank of India- Its authorised
capital is Rs. 50 crores. The RBI has the powers to increase it to 100 crores, with the prior
approval of the Central Government. The initial paid-up capital of the IDBI was l0 crores.
Recently it has been increased to Rs. 40 crores following further subscripiton of Rs. l0 crores by
RBI during 1972. lt started with an interest free loan of Rs. l0 crores from the Central
Government which was repayable in 15 equal instalments after a period of 15 years from the
date of the loan. Borrowing$ from the Government as at the end of ltne 1972 stood at Rs.
166.51 crores (excluding Rs. 26.4 crores in thr Developm€nt Assistance Fund) Borrowings from
RBI's Long Term, Operation Fund amounted to Rs. 92.85 crores. There was no borrowing
from Government of India either in General Fund or Development Assistance Fund

''A?ir", holds 50 per cenr of the shares of the Industrial Finance Corporation with effect
from 1964. Thus, the IFC has become its subsidiary. This has been done with two-fold
objectives (a) to effect a purely administrative change by transferring the shares 9f the fg
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Corporation held by the Government and the Reserve Bank and (b) to increase.the resources of
the borporation.

With tffect from Sept. 1964, th€ Refinance. Corporation has also been merged with the

Industrial Development Bank of India.

I9J.2 FUNCTIONS

The main functions are :

l. Subscribing to t}re shares and bonds of frnancial institutions and guaranteeing their
underwriting obligations;

2, Refinancing term loans and export credits extended by other financial,institutions
3. Granting loans and advances directly to indusgi,al 9on99rns
4. Guaranieeing dcferred payments due fron( lird loans raised by industrial con@rns.

5. Subscribing io and underwriting shares and debentures ofindsutrial concerns

6. rcpting discounting and rediscounting bonafied commercial bills or promissory nores ol
inAuritriit concerns including bills arising out of sale of indigenous machinery on deferred
paymcnt basis.

7. Financing turn key projects by Indians outside India and providing credit to foreigners for
buyrng captial goods form India

8. The bank-may undertake promotional activities like marketing and investment, research,

tcchnologicalitudies etc. It provides techniqrl and managerial assistance for the promolion,
modornis-ation and expansion of industrial concerns. Thus the bank performs financial,
promotional and co-ordination functions.

19.9.3 AREA Otr' OPERATION

The IDBI has been given wide powers an{ it enjoys full operational autonomy. Thebank can

provide financial assisiance directly as well as through- otherinstitutions to all types of industrial
ioooeros irrespective of their size or form of ownership. There are no maximum or minimum

units on the imount of assistance or security. The b'ank has the freedom to deal with any

problem relating to industrial development in general and industrial finance in partictrlar.

19.9.4 MANAGEMENT

The IDBI was set up as a subsidrary of the RBI with a corrmon board of directors. But in

1976, the'IDBI was reirganised undeithe Public Financial Instittrtions Laws (Amendment) Act

iglS'. lt was delinked-from the RBI and placed under the Central Government. The

*o"g*"oi oi ttre IDBI is vested in a board of directors consisting of_a chairman, a

Vi.r-6t uir*an and 22 members. All directors are nominated by the Central Government but

representation is given to the RBI, other financial institutions and employees'

19.9.5wonxNc
The IDBI has emerged as a premier financial and developmental agency in the country' It

"*"pt* 
;;ri o, less"G same_nf1ce^rn the field of development banking wtrrch^the Reserve

B;"f ;i lndia occupies in the fretA of commercial banking. DuJing.a- Pjrio-d- of 2l years, the

U-t ftutt"o"tioned^ a iotaf assistance of Rs. 15,456 crores out of which Rs' 1l 
'302 

crores have

ooi OirUrrred. The fdgihoo"tedTheSeed Capital Assistance Scheme with effect from Sept'

igil i; r"iO" usir-t"Ir";;;; Rs.i io tut trJ to those entrepreneurs who are technicallv

oualifred but do not frave capi[]. tne bank has also introducedln Overseas Credit Scheme to

finoucu. turn-key projects abroad.
There has been substatntial increase in the assistance provided to small scale industries and

road transpo* op"r",iri. d;- iffi h;- ,;titt"a 6,783 new entrepreneurs with a sum of Rs' 154

srores. The,bank provides assistance of nt. IJZO crores to i'6t lakh small scale units in

"aaitio" 
to fs. '10 

crores provided to village artisans'*il;;,i;;t 
G;;;ffii has creared uilp"."t"n ing.in the rDBI to provide finance to the

,*f,i;-#/,[i";.1, il;6; rp""ia cett t^o promote-industrial development of 25 out of the

83. .No industry DisUicS, in the country. Under Seed capital assistance scheme,lts' 30 crores

have beenprovided in concessional frnance. fi has introduid 
"o 

Automatic Relinance Scheme

to rclerate the flow oii"Jurtriur credit to ;rll-r*t; and tiny sectors. The bank has launched

new schemes of rediscounting foreigt 
-biii;. 

'i;;t"rtA"a 
"*pott 

credit' both during the

nre-shiornpnt *a p"ri_rtiprriit-stat&. rnis" runictions havehow been taken over by the

i-pott f*port Bank (Exim Bank) of India'

�¡4�R

‘
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19.9.6 APPRAFAL

The IDBI has been established to act as a cestral.Fo:ordinating agency in the realm .of
industrial promotion, development and financing and the country has grat hopes and
expectation from it. This institution is free frorn vario,ss restrictions and handicaps. Its incomes,
profit and gains are also exempt from various taxes- It has not yet felt any problem with regard
to availability of resources. But in the near future as its area of operation is increasing day by
day, it may need more financial resources to cope up with the increased dernand for it.

It has initiated a move to bring together several financial insititutions'Inter-Institutional
Groups' have; been formed in the- Staies of Kerala, Andhra Pradesh, Assam and Jammu &
Kashmir. These groups are expected to sct up jointly sponsored and financed Technical
Consultancy Service Centres CICSC) for the respective States.

Thus under IDBI, s leadership, the specialised term financing institutions are poiscd to play a
vital and dynamic role in the process of industrial developmeht.

19.10 UN�u TRUST OF INDIA(UTI)

�Q�Ü ��
�º�ì 1�í �í�xM�A�º�� ªJ

S:f

19�B 10�B l CAPITAL

Æu�‰:�ç �Ü   �' w�ƒ�| �‰�P�Ú ���í�D
19�B 10�B2 DIANGEMENT

19�B 10�B31NvESTMENT PoLICV

L�\ d�V�ç�˚�ˆl�É �R� �̂í ��1�ò å¶
19�B 10.4 TAX EXEMPl�EIoN           .       ‘              �A

19�B 10.5 WoRKING �L�E :�U �� 1�L  i:[�A ,�¡ i]= l  il�¡ 11. �ær�E l,
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lakhs accounts an over the cOuntry.The divid(

mçpŒaŒa�“
Œa�å �| �Ø �b

loan.

19�B12 SUMMING�¡IID

19�B13 CHECK YOUR PR6�–RESS:MODEL ANSWERS

�å�íÆí�� �ôŁc�Q]�a l�� �N�{ �Ñ
�� :,�L ]çW��̂w�Ñ l�� :�¡ :I��

�g�i �˚ �‘ a�g �J�u

"hdustn��

�E

lg.l4MODEL EXAMINATION QUESTIONS

A) ESSAY QUESTIONS -t-:-- ^f tha rf)Rr' 
1. Describe tt"'ilo'Utudon and workins of the IDBI' 

e Coroorations in Ind'
2. Examine 

"riti"utry 
the working "iitt""tia"J;Tqt** 

Corporations in India' 
'

3. Write a note on the objectives 
""a- 

f""Ji""i of State Financial Corporatton tn

fo$,;r* the objectives and functioning of the Industrial credit and Investment

, Sl,:*:trut"",i',llif,; "nit 
rrust or India in the 

'eld 
or industrial rinance'

D sHotl+I:Xtiltcrween mon? X:.k", 
and caPital. market'

?- what o" ,'"" "ti"tti-ta 
6v Development Banks?

8: inil;i u'"in'"tt*"nt trusts?

9. what ur" it " 
main objectives oi :p":':H"d institutions?

10. Explain ttre *"irr tUp"ives of the IFC?

19�B15 RECOMMENDED B00KS

�k

�@

�Q
�D

1�¡  1�B AgarwJ RD�B
: Organisation and Manage. ment
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2' BrushanY'K' ' I3h*"f',llx#tl*::';T'il:ffi' 
New Derhi'

an Management Sultan Chand & Sons,
New Delhi, 1989

3. Redrty P.N. and Gulshan S.S. : .Principles of Business Organisation and Mangement
4. Sherlkar S.A. : Modern Business Organisation and Management

Himalaya Publishing House, Bombay 1982.

19.16 CLOSSARY

Finance Market : Consists of money market and capital market
Investment Trust : A company set up for investing funds in the

shares and bonds of industrial undertakings
Money Market i Refers to the commercial banks and other

orgarusations which deal in short term credit.

‘t.   
�A11           ,

10    �B
��   111:
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UNrr�] 203 MARKEHNG FIN�µ�O10NS

Contents

20.0 Aims and Objectives
20.1 Introduction
X.2 Meaning and importance of Markering
20.3 Marketing and Selling
20.4 Marketing functions
20.5 Collecting Marketing information
20.6 Summing up
20.7 Check your progress : Model Answers
20.8 Model examination questions and answers
)0.9 Recommended Books
20.10 Glossary

20.O AIMS AND ORIECrIVES

This unit aims at explaining the meaning, importance and functions of Marketing. At the end
of this unit, you will be able to understand:

- the meaning of marketing
- the impurtance of marketing
- the functions of marketing besides marketing information.

20�B lINRODU�¶ 1�¡ ON

Marketing includes many activities which are neoessary to transport product from its
production place to the place of its consumption. Marketing is the important component of the
trade. This unit wtluld also illustrate the various marketing functions. It also gives a brief note
on the collection of information for the marketing.

20.2 MEANING AND IMPORTANCE OF MARKETING

Marketing links producers and consumers. It occurs when people decide to satisfy needs and
wants through exchange. Marketing is a set of activities that direct the flow of goods and
services from producers to consumers or users in order to satisfy human needs and wants
throughexchange Prooesses.

Marxeting touches all of us everyday of our lives. Our wants are innumerable. We
ned varioui goods and services to satisly them. But each one ofus cannot produce all that he

needs. Various individuals and organisations produce the goods and services needed by
consumers and users. Marketing directs the flow of those goods and services to the consumers
or users. It has thus delivered to us a standard of living that would have.been inconceivable to
our ancestors. But for marketing, human beings would have remained at thc primitive stage.

Without marketing, production in anticipation of demand is not possible. Marketing is thus
indispensable for ecolomic development and the consequent. improvement of the level of living
of people.

2o.r vra,nxnrrNc AhlD SELLING

150  Most people nustakenly identify marketing ttth sening, No doubt selling is important.
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Markeung includes sdling and several other more impo�¡ ant functions like needs asscssment,
marke�„ ng rescarch,pttuct deve101ment,pricing rand llottption�E As’Pcter Drucker’pttS it,

�P �ø �Ł �º i�í â˜ :�x �� i�� �Q �ó �‚ àô �Ł ’�Ù i�v �� �Þ �i In��
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20.41 1nt�g H�R�P�ßäFo�¡ ,:   :: 1  �]                      �A      ‘   :                  �¡ |

Marketing involv�v s s�v veral act�s ities Or funcdOns starting from need ittmtirlcatiOn and

ending with thc ddivery of th�} g00dS.Thesc arc dassirled in difFerent ways�B            .
J.F.Pyle dassifles marketing funcdons under two mttor he2dS        _=

Concerfradry foncdql
l. Buying or assegrbling

2. Transporting
3. Storing
4. Grading
5. Financing
6. Risk-bearirig

Dispersing Functfure

l. Selling
2. Transporting
3. Storing
4. Grading
5. Financing
6. Risk bearing
7. Dividing

Another Classification is based on the threefold marketing process viz., concentration,
equalisation and dispersion. Concentration means collection of commodities forthe purpose of
distribution. Equalisation consists of the adjustment of supply to demand on the basis of time,
quantity and quality. Dispersion means distribution of goods to the consumers or usenl.

Concentr�œØ[on
l.buylng
2.assembling
3.transporting
4.Flnancing
5�B risk�] bearing
6�B stoFage

F4ualisation
l. storage
2. grading
3. transporting

Dispersion

lo selling

2.transporting
3.grading
4.inanclng
5.risk�] bca�Ü ng

�¿ark and Clark have dassrled markeing functions in the following mttner:

A.Functions of ExhattF

l.selling

2.as�¸ ,mbling or buyin3

LiFuncmns Of PLySICal Su�Epply

l.tFanSpOFtatiOn
2�B stQrage and waFehOuSing

Q FadEtating hncdon

_�¡ .rlnacing   :
2.lsk beaFing
3�B standardisation

4.market info�\ tion
�¡ is is a�M �Rà y accepted dassirlcatiOn.                     .

�¯ �B42 Concentra60�ß  .      :                              .
6nCCntFatim m�gns bringi�° �Q pds�ì ad�•

�U �Q
�E The ned bi�˚ �¤ pFTS�ç

�g
1�¡because of the fo1lowin3 reasOns:

�M�R�] �L�E~�M~�E�E�R �M=�\ �� �\ "�J �R’�R
�u

�g
�]
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Scattered production in small lots : Agficultural products like cereals, oil serds, cotton, tea'
jute etc. and dairy pro<tucts like milk, britter etc. are produced by_ innumerable small producers

scattered over the various parts of a country. They have to be collected from the producers and

brought together to a single point for performing gther marketing services such as grading and.

standardization, and processing for the benefirt of consumers.
Assembly of parts : The componeuts of the manufactured products like watches, transistors,

television iets, 
-bycycles, 

cars, etc., may be manufactured by different undertakings_beca-use of
specialization. ln order to assemble the linished product, the parts have to be collected from
different manufacturers at assembly lines.

Seasonal production and intermiitant procurement: Agricultural products are produced in
specific seasbn, but they are needed continously by consumers. Similarly, products produced in
oiher regions and counlries have to be procured intermittantly for the sake ofconvenience and

econom!. In order to make them available regularly, conentration becomes inevitable.
This irocess of concentration is performed by manufacturers, Wholesalers, dealers and their

agents.

20.4.3 Dispcrsion

Dispersion aims at producers, goods from concentration points to the consumer or users

scatterd all ov, the country. Co-oas assembled at conceniation points should reach the

scattered buyers. Hence, dispersion becomes necessary.
This process is performedby manufacturerr, wholesalers, agents and retailers.

Check your progress - I

What is dispersion?

20.4.4 Equalization

This is the middle process between concentration and dispersion. It is the process by means of
which the supply oi goods is adjusted to the demand for them. Processing o_f agricultural

f."ao"t and 
'pioducti6n of manuiactured goods is done on a large scale at a few places i-or

purposes ofeconomY.' dn the other hand, the consumers of these products are scattred in various places- They prefer

to buy the products at regular intervals in small lots at places where they live'

These diti'erences in ass6rtments desired by producers and consumers gtve 4s9 to the- need for

"d;ii;ti"". 
This fro""., adjusts supply io demand on the basis of time place and

quantity.- 
1-h" rqoalization process consist of (l) sorting out, (2) assembly, (3) allocation and (4)

assorting.-S.*-,8 out : The heterogeneous supply is gralfed. into homogeneous groups' This

.f*.ifr"itio" is done so as to riake sorted ooi gtoo'[. fit the wants of consumefs or users' This

*irny i, p"rfor1;rJ in respect of agricuitural produce, manufactured producti and

services.-- 
.6."-UfV : Assembly is the bringing together of sorted out.groups into larger lots. It is done to

r'acilitate further p;f,g;;il;; -Zif"Uig activities of sorting, handling, transporting, selling

and buying.
-ettiirUiy is done by manufacturers 4nd middlemen as well'

Allocation : fnisis tie third function in the equalization process. This means breaking down

of a homogeneo"t r"ppiv i"t, smaller quantities app-ropriite for various users. A whole-saler

-ui UrV f,roauct.-iliolk frorn manufacturers and distribute them to retailers in smaller

lots.--.lssorting 
: This is the final equalization function. It means bri"grng together of proper

rsz quirntiiies !rairr"t""i td;a qriuriti"r of goods and services that various users want? A retail
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grocery store, for example, assembles assortmGnt$'prefbrred
sources,

by customers fiom numerous

CHECK YOUR PROCRESS�]2

What is equalisation?

20.4.5 Buying or leasing for-use

This is a function of exchange involving a number of related activities. These activities include
planning assortment, selection of sources or supply- negotiations, and transfer of title or righs
of use.

The buying function begins with the detefmination of the kinds, quality and quantity of
products and services which the biryer needs. The next step is to determine the suitability of
available products and services. Suitability is judged by inspection sample or description. After
the buyer has determined the suitable products and servicis and has tocated their sources of
supply, he negotiates the prioe and terms of sale or lease, 'delivery date and other
mAtters.

" The buying .function is perforrned by manufacturers, wholesalers, retailers andconsumers.

20.4.6 Selling or l*asing
Selling and buying compliment each other, since.both activities are needed to transfer rightsof use selli'g involves transfer of title to the 6uyer. S;ffi"g ;;iles finding buyers, stimulatingdemand, providing information, n"gotiatiog prG *d;ti;i;; or sale and delivery.under the competitive conditionJortoaav, personal r"rri"g;dilred#;'J;:'Jii.o,r*

are important.

20.4.7 Transportation

Transportation is the physicpl means to move the goods and people from one place toanother' It moves ttre goodi from the ptace ofproauctlo"lr to""ntration to the plaoes of
!f,l}Il;eJ,',:1.rransportationcreatespiaceutitiiv"'a-iinit"t*l6;;;i'r#I#'""*a
20.4.8 Storage

storage preserves products and creates time utility. production takes place at one time, butconsumption at anothe_r time.Thistime g"p [ ;;Jg"ity;#;;imarketing pi*Lr"li'i. necess'ary to -6iiu" ,"gular oJmand6;i:':ijffii#r:*ffi**:
ffi:'*:*::ffi :ffi'yi;,il,31l*#::i$!;;:;iJ.lri"?;;;;;ffi;ffi;l,o**

5*"*il**tfrffi 'x['#t'k$jp*l'*ffi ;::*.I;::;
20.4.9 Standardization and grading

These are crosely related activities. Standardrzation refers to the a

EH:I,1"{H""J:rur;:ijn-r*rulff .f #ff *?"#,s:il,fjri,*"1i:$f #H
,rHH.:YJ,.8"Ji"fi.,x1,1fi ',#:?T"*,ix'l3fl',#,,,:rarproduceandmanufacturedgoodsThe Agricultural produce.(ddid;;;rui;ti;tffii, 

l93z provides the basic tegislation for ri'
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the grading of agricultural produce. The Directorate of Marketing and Inspection, Government

of l-ndaia!rom6t". gr"iirig of agricultural produce. A Central Agmark laboratory and 16

ii"gi;i {tl[tr, C;'"iioiiuUoritories have been set up to specifv, qualitv standards for

grr?i"g. ftr'e graaea produce is sold under "AGMARK"' .:..r --^,r.r^ro Tha nrn
The Indian ,t*aurir inriiirtio" specifies standards for industrial products. The products

manuLcturcd as pcr the sp�å irlcd standards arc markcd‘‘ISI"

CHECK YOUR PROGRESS�]3

What N grading?

20.410 FinaEICing

20.4�B 1l RIsk�] be�«�¨ng

distributiott-

20.5 COLLECTIttG MARKETINC INFORMLTION

The performance of the various marketing activities requires ad€quate information' Product

Olanning requires information on consumeiy'""tAt u'd.*uot''and preferen-ces' Buying'

itoring,se,ing,nnan"'Hlili"1;?ry:::'m:*fi:l*f ';U',jx:;X"1tr11"iff 5::ffi ffiX:

�Ø �å �L�ŁŒ⁄�ƒ1�Ý �� ��
marketing decisions'

�ß 6 SUMMING UP

Marketingisanimportantcomponento|tireuade.The-marketingisaprocessofmany
activitieswhererhesegiifr :ffi;d":li:ii:{ru[iil j]::*{iJ:f;1*'JitJ.',il:
ii,':,tlT,Il"[JilH:'*',;J,i:Y11? ;.;;iHi'#?;q,iilix,'i:n""p"' In tfre process 

'the

marketing functions ui"-aiuio.o ioto "o.r""n;;;i;;, 
dispersal and equalisation categortes'

Afterwards, ti,e ainereir; ;i;; ,",inJ"luii"iilil-l; also explained' Apirrt fiom

transporting, storage,:;;;"dtilt""'tn" niui"i"g iu""ti6n is also discussed'
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20�B7 CHECK YOUR PROGRESS:MODEL ANSWERS

This is nothing but distributing goods from concentration points to theconsumers'or users

scattered all over the country.
It is the process where the supply of goods is adjusted to the demand for them.
It is the actual classification or sorting out of goods according to established
standards.

m.8 MODEL EXAMINATION QUESTIONS

A) ESSAY QUESTTONS
l. How are markCting functions classified?
2. Explain functions ofexchange.
3. Describe the functions of physical supply.
4. Describe the facilitating functions of marketing.

B) SHoRT QUESTTONS

5. What is marketing?
6. Define assembling.
7. What is dispersion?
8. What is equalisation?
9. Define grading.
10. What is standardisation?

2Cl.9 RECOMMENDED B00KS
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Amarchand, D. and
Yardharajan,8.,
Bhushan, Y.K.

Krishnaswami O.R.

Philip Kotler

Philip and Ducan

Rajan Nair N.

Sherlekar, S.A.

Varshney and Bhat(acharya

An Introduction to marketing. Vikas
Publishing House P. Ltd., New Delhi : 1980
Fundamental of Business Organisation and
Management, Sultan Chand & Sons,
New'Delhi: 1978.
Essentials of Commerce, Eagle Press
Publication Division, Madras: 1978.
Principles of Marketing, Prentice-Hall of India
(P) Ltd., New Delhi: 1983.
Marketing Principles and Methods, Richards
D. Irwin Illinois : 1973.
Marketing, Part I Sultan Chand & Son,
New Delhi, 1979,
M.odern Business Organisation and Management,
Himalaya Publishing House. Bombay : 19g2.
International Marketing Management, Sultan
Chand & Sons. New 1561 : 1980.

20.1Ocr,ossARy

Advertising

Agmark
Dispersion
Entrepot trade
Equalisation
Financing

Any paid form of non-personal presentation and
promotion of ideas, goods and sLrvices
Mark,representing the specified quality of a produce
lrlstnbutron oI goods to users
Im-porting goods for re-exporting to another country. .,.Adjusting supply to demand
Granting credit for performing marketing activities t55
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Grading

Marketing

Marketing Information
Risk Bearing

StandardiSation

Storing

Sorting out goods i�� o speCirlc groups

as per standards

Human activity dircted at satisfying ncca

and wants throu�Ü cXChange processes
lnformation needed for maki�ß g marketing decisions

Bcaring the�Ü sk ofloss arlsing out of

a marketing activlty

Sctting no�j ���j��s fbr clasSifying goods based on their

Characteristics

Prcserving 800dS in a building
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UNIT�] 21 CHANNELS OF DISi�fiRIBI�u II10N

Contents
21.0 Aims and objectives
21.1 Introduction
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21.3 Importanoe of Middlemen

21.3.t Wholesaler
21.3.2 Retailer

21.4 Types of Retail Units
21.5 Summing Up
21.6 Check Your Progress Model Answers
21.7 Model Examination Questions
21.8 Recommended Books
21.9 Glossary

AIMS AND OBJEC�¡�¡VES

This unit aims at explaining the channels of distribution. It also points out the role of
middlemeu in the distribution of goods. After completing this unit, the student will be able to
explain :

- the different channels of distribution
- the importance of middlemen called wholsaler'and retailer.

INTRODU�µ�¡10N

Once the production of the goods is completed, they are to be distributed to tfie needy places or
persons etc. In this connection, the various channels of distribution are usrd here. These
channels fill the gap between the producer and consumer and these are almost the agents both to
the producer and customer. These channels are also called as middlemen. The wholesaler and
Retailer constituted the channels in the distribution of goods. The various merits and demerits
of these channels are also described in this unit.

21�B2 MARKETING CHANNELS

2I.2.I.INTRODUCTION

Producers and consunrers are separted by place and time. To link them, short or long
cha-nnels have emergd. The distribution channels are pipelines or routes through which goodi
and services flow from producers to consumers.

A disEibutiol channel may be defined as a set of middlemen or intermdiaries that like titles
or assist in transferring titles, to specific gqods or services as they move from the produoer to the
consumer.

21.2.2 Fonctiore
A marketing channel performs the work of moving goods from producers to consumers. It

bridges time, place and possession gaps existing between producers and consumers.
Members of a marketing channel perform a number of kcy functions :

1. Reseerch

2. Prmrotion

: gathering of marketing information necessary for planning and
facilitating exchange

: development and dissemination of persuasive conlmunications to
induce demand lgt
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3. Contact

4. Matching

5. Negotiation and tra-
refer of title-

6. Physical
distribution

7. Financing

���Ł�B�Q:dl�¥ �xli�� �� lttt�æ ytti�I
11�h�X�ßÆí

packaging.

11:�D :�ì 1�º �a::�S :T�Ó �� �LTS�M
� C̊�• r�¡

transporting and storing of thc goods.

: raising and dispersal of funds to meet the costs of the channel

work.

8.Risk taking       : aSSumptiOn of risks connected Without the diStribution work.

Thc rclat�s cimportanccOrthCsefunctionsma

21.2.3M�¡ or diStribution Channels

Thc most COmmon channclS uscd fOr dirccting thc f10W Of800dS from produccrs tO Consumcrs

are scCn from the f0110Wing chart:                                           .

CHART SHOWINC CHANNELS OF DISTRIBU�¡
ON

Manufacturer

Manufacturer

Consumer'

'Consumer

Consumer

Rctrai

Manufacturer 

- 

Wholesaler

Manuf�EacturCr_______Agent______�Œ�\�\ Wholcsaler           Rctaller_ConSumer

Manufacture Wholesaler Consumer

1.Manufacturer or producer _ COnsumer

�`�a�¿f::�F �Õ
1��

�_�Ł
mmc� :̀�Ì �I �| �j �”�º�ì �I �˝ I�Ô

�Q ���Ü
�´ l�Ì �…�B�˛ �t

=:ri�I

�Ł�º :1�í æoc�g �¡,d�b �“ ind o�˚ �åCOnsumer g00d�U
:

1581Y�í�r �†�� :::�D �NT�� :1::�„ :�Õ çW lll�† :�Ł :uch as a sales a"nt b
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the iuitial dispersion of goods. For example: matry textile mills have sales agents for
distribution. A large national distribution company like'Voltas' also acts as a sole agent for
many manufactured products.

5. Memfrcturer-!9holesoler{omumer
.The wholesalcr may by pass retailer where the buyars are large institutions, e.g., industrial

buyers, governnrent, hospitals, educational institutions etc.,
There are also many possible variations.

21.2.4 Chenml C}oice

The channel chosen should achieve ideal market exposure and meet the target customers
needs and preferences. It should also achieve marketing efliciency and effectiveness.

The channel choice is influenoed by the following faitors.
l. Distibutiotr policy

There are thrce alter_native policies, viz., (l) intensive distribution, (2) selective distribution,
and (3) exclusive distribution.

Intensivc distribution refer's to selling througn as many outlets as possible. This is usually
needed for goods of frequent consumptibn such as stationiry, note boois, soaps, cigarittes etc.
The aim is to sll where.the-peopl-c buy, The dominent facior is place utility

Sclective distibution is sellingthroogh-" limited number of dealers, grrntiog them exclusiverights to distributc the products in tneir respective _tcrritories. lnva:riaUty ?eaf"rs--ay Uereqqir$ not to carry competing lines. This policy is preferred where large i"rioto.i"s fiave to becarried 
- 
to provide adcquceti scrvicc c.g., industrial machines, automobiles and dressmaterials.

2. Product Cteracteristics

^The.uses 
ofa product, its-frequency ofpurchase, perishability, weight, size, value, frcquencyof fashion chengc, aftersale sirvice required, 

"i.., 
*r.i uJ"oori-a"iJri,t[" iil"sing achannel.

Perishable orfragile produc.ts.requile shortcr channel, but durable and standardised $oodsmay be handletl bi longcr and diversifie.d channels.
3. Suppl"v Characteristics

If the number of producers is small and if they control large resources, a short channel may beuse{. where nroducerl are numerous, disperied and coninand rfiidj;;;;;;"ifog uooindirect channel is used.

4. Customer Characteristics
These characieristics include a number of-customers, 

F"fo g"rflaphical dispersion, frequencyand regularity of Purchase aoa an"raj" quantity p*"t 
".ial-iLse greatly inlluence channelchoice. where customers are few, g"ig.{pni"1ify;;;;;l"a u"a making rarge purchases,

$:::*olt" 
or the shorter crrannei i. p?"ii'uur".'r" th;;;L-Jr" 

"ur", 
the longer channer is

5. Middlemen Characteristics

-lffiH'T$'rl#"ft;'ji"ffends upon the strengths and weaknesses orvarious types of
6. Channel competition

The competition between qnrt am^6^ -

rn[::,,;*11ir:"#ff ,#"i#;1i:*qh$:ffi 'i"*x,?fl t".::d:?,",3*;.#,fi?
7. Company clraracteristics
The choice of channel .is also influenced by. company characteristics such as its financialposition, size, product'.i*, -;;;;;iiLpetence, pa-st ctranner expe_rience and marteting

3fjHT,:Llliffii'l;1,;ff :tr#,,1*i;:ii#;tI;r}'H;tfr t"affordtoadoptasho,i
& Other frctors
The other factors whch influence channel:P:* include.(t) environmental characteristicssuch as economic ern i;'-ons, ieiffir;il;;x.system, etc., (2isocial and ethical considiration,(3) sales votume porciitiar (o c;i;l;ii]"i"r ,irug",'uno''riiri"Jioog-ruo profitabirity . tg,

|
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21.31MPORTANCE OF MIDDLEMEN

Middlemen specialise in carrying out the marketing functions. They 9an perfo-rm them more

effectively at a given cost tha; tlie manufacturer. They also-relieve the manufacturer of the

bother of distribution and enable him to concentrate on production.
- -iu"o 

proaucers with the required capital may find the use of middlemen profitable' A 20

percent return on productioo is more 
-advantageorrs 

t"o ? mere 5 percent return to direct

;;;ift"g. The element of risk also rises. Direct-selling involves.heavy investments-and higher

nxed cos6 and thus, greater risks. But if middlemen are used, risks are borne by them.

The use of middleriio iargefy depends on their superior efEciency in achieving; the. goal of

-"rf"ti"g. 
-They, 

through tieir 
"oota"ts, 

experienf, specialisation, scale of oftration and

."rt"t iitettigence, offei a producer more thin he can achieve on his own'

2T3.I WHOLESALER
Meening

The wholesaler is the first link in the chain of intermediaries between the producer ald the

consumer. fne wfrolesai"i:t"r been delined as a.trader who purchases goods in."large"

quantities fro. *uooiu"t ro, *d t"ttt them to retailers in "smaller" quantities' His business

consists also in rrpply;il;;; *ut"iiuft to G manufacturers. In some cases the wholesaler

functions as an exporter and importer'
The wholesaf"r it 

" 
a.uf.rin a-specifrc corrmodity. His business is of a specialised nature' The

true wholesal", o""rrlifiio hifiaf i" ir-ri""t,iiing or retailing' He altays acts merely as a

liok b"toroo the manufacturer and the retailer'

ftrrctions
The wholesaler is not a mere buyer and seller' He forecasts stimulates and interpretS the

wishes of his custom;. nin" *otL of ttit u*i""st' he renders a variety of services such as

standardising, grading, sorting aod- pacno! iJa-t. g; *ndertakes 
"warehousing"' He buys

when trade is slack and prices ur" lo*, ,to?"i Gm for lean times and sells when prices rise

again. He ttrus createi;te;tiltty ".d 
h"let.i;ilrice steady, Hc also helps to even out pric

movements. He maintains travelling salTmen o'r'agents to contact retaiiers' He owns bi1

warehouses to store ilI;. iit oro"irv *rrt g""at r"i" tt"u margin of profit' He follows tht

prit ipf. ,f small margin and quick and large tutnover'

Sirvices to the Manufacturer

Thewholesalerrenderscertai:rusefulservicestothemanufacturer.Theyare:
1. He places a bulk order with,rr".*u"oi"J"rei. il"i"tt"t it tu"t relieved of the burden of

""i:itinffiTfffiX,:il::,'#1ii'"n,r,r enabres the manuracturer to benerit rrom the

*.r:*f"fl:1fff,:,-ff #Sff 3lL"flcturerwithareadymademarket.
4. The *norriA"I'ilfi";;;;ilffi ilk*p ni. opit"t circulatins bv clearing

stocks.
5.Theordersplacdbytheylotesa!1-withthemanufacturerconveytheinformationrelating

to the trend of tuefrurit'-uoo tte co'resl#aiiilffit" i"-il" lit"Jtio" of demand and thus

""oUf" 
him ti ,"g,rfi;ii; ;roduetign ryffif,*e manufacrurer by.maki,'g his purchases for

,"ff :Xt;Sf f-t"mflffi '$#"i"#;';#it'-"g",iu,"ii'ti'"oo"tio'-
Services to fte Retailer"=ruhnf*:ir,.:';ll;"'t:*th:g:';,h'g1i'tr"';:iT[:;AiJ'iffJ;i

:::Uf'f"tf,llruJtrSif'::;ltl'l:"firil"Joll"'i'i?'ildrG"*?o'reprenishmsnt
of'his stocks'

2.Bvmeansofhisholdinglargestocks,thewholesalerenablestheretailertoobtainsupplies
-::'n:"f I'ff"rt?"J:t'fi'*"Jller:i::::.T.lo:i:*:L:l#lX**"r1,ffl"fl 

it'rhis

, facility enables ffi'#;;;6; ffiil;J *'io to' dii tla" wouia otherwise be

tQ necessary.
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21�B�¡ 2ndbF
MeanI�”

�� �I �§
�÷ �� �' �H �z

çW
�� �d

dinct touch with the ultimate cottmer�B

�gThe buSil�� ss Of retailing consists in the sale to c6nsumers of a widO variety 9f prOdtts

WhiCh aFaWmbled atthe retailer’s premises foF that purpose,sufrlcicnt in vaFiety�j quandty

�Û T   �Æ �º �o �¿ �Ì �Q

=�Q

:�´ �z �� lŒtwholesaler and distribute to the consunler.Thel

factthat he‘�� scIS 800dSin a manner which is co,venimtto tL�� nsumerthanwodd be the�g

�gif the same goods were marketed by the wholesaler."           _     _�¡

Furdong
�¡�¡E�Nnomic functions peFfO�j ���¡led by the retailer are as fbllows:

1.SO�Yhg im man quam�� des 3 ThiS function is the csseitial feature of retaiLng�B �¡ h rctailer
puFChaSes 800d,from the wholeSaler in lots and dist�Ü butes them to cOnsumerS in small
quantities accoFding to theif requlrements.

2 Holding dtoch:�¡ �¡ m�´ o�� ty OfCOnsumeFS are notin a posi�¡ on to store thcir requirements

in large quantities due to lack of funds and spacc.The retailer holds stocks of goods and

thereby relieves cOnsumers of this inconvehience.He maintains stockS i�æ hiS premises,mJ(es
them readuy,vailable for sale to consumers and�E Imo at satishying their needs,

�¡ pttng800�¡ :DifFerent kinds of goods are produccd for the purpose of salsfying

man’s wants.These 300dS have increased in number and divcrsity with the advancemlnt Of
civiusatiOn�B  1�œI, crtence add availab�¡ ity of such goods is brQ�˚ ght to the notice of the

�@ umer bythe ttailer by the�E use ofwindow d�¡ ssing and display.Goods are cxhibited in well

designed atactive Jbtt WindOws oF On burrows.The consumer’s attention is drawn to them
and he isinduod to buy them�B

4 Market Research:By�� rtuo of his dir�å t contact wkh�� nsumersi the retailer studics the

mlnd as resards their preference fbr one or other assortment of800dS�E Hel�g rns their difFerent

�g

SteS and�Œ�å rtains their s�u arlc requirements.Hc inluences the prOduceF tlrOugh the
who�R�� erto p�g �° that assortwnt or goods which is prelerred by�� nSumerso And thus he
caters to their neds�B

�� �� �…ng�¥ �c�¸ �fl of ChOicl:The retailer assettbles in his shop the various p10ducts of

�ø�Q1�Û � �̇Õ �v�º�Ł�[ �[ �M�í h �Kq��
�E

1�{ �c�L�º�xL��
�¶iently.

‘Rttdaing expert addce:The retailer by the very nature of his business is a speci��
st and

�º r�«�Y ��t�x �À �[ �� �D 11�� �| �R�£1�fl �ô �R�ô�u :F�Ô

�œ �D �� à� �˘
�{�r �m

��
�¿�î ��

�V �V �fTcredit.This is orFeat benerlt to consmers hav

a mr�\
�g

�R 8 The retailer Fenders meny other miscellaneous servi"s incidentaI Or

Eh as/repar service,supply of spaFe paJ�É �¤

�� �` �� �ÕTI�� �ß �í �l�w�O
Q of the dirlculties of maFL�� �¶

,i:1.:1
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21�B4�mÆe oF RETAtt UNm

�à ��
1��

ªN�v1:�˜ �vl�O �h�fl��� l̀Ldtted��
�B�qOb�¤d FO�ƒ

"the itinOntof mobile trading orgamsation,77hile the rlxed
units carry on trade frOm derlnite business premses.There are smau�] scale as wcu as large smle
orsanisaions in the nxed�¡ �Brreta�å trade.          :
21.42 1dmera�¡ t Traders                        ,

Thew"des a�_ maiJydeJ�å shh�v ’�g

"�I �ô �¨ �Ô �‹ �� �× �l �‹ �º �fl�ï�˘ �Q �í �¶ l�— �x d�ß�Ü
�����ì tttlÆí �Õ �� �ßstock and their capital outlay is vcry limited.

�| �� �R�Q1�fi �ß
�w

1�o :�� �� �E!�¥ �Ł�c
t�� Ctt�µ tth:�t �dd�� Va

mk Your�ApFO�\ �] 1
Wllo are itinerant traders?

21.43 Sman Retail Shops

Thesc are indepcndent retall units�� th a relat�s lly sman amOunt Ofturnover.The bulk ofthc

distribution unitl ofthe mOdem system consists�� ainly ofSmall retall units:The re�¿ �¡ foF thiS

is obvious.It is easy to establish such a business unito A very sm�Ü 1l capital outlay�¤ enough�B

Even the front room of a residential�¡ ouse can be converted into a shop with a minimum

expenditure on itings and flxtures.Stock can bc had from thc nearest wholesaler on favourable

�œedi tems.The servi�g s ofthe membeFS Ofthe owner’s family can bc used theFeby reducing

�D�¡ �h �À �ç �� �Õ �~
�‡
�Zàp

S�d

:�N WattT�R:�[ :

p�U
�ô �x

�E
�g

tttl udt�¤ commolyaLmlyconcern.It deds h a Hmited ttn"ofa�g d�g whose

�� I�ø �d�o �i 11[läD �Æ
St�b

�ç�ß �I �� :�fl �R�·�w�R�B�u �æW���R
dmes�B

The advantages ofsmall SCab Fetailing are proximit�V ,credit httty9 peFSOnd atte,dOni casy

fornla�� on,sp�¿ �val�¤ adon and h�å pend�g and hdependentmaF�� �� �V��1’  .   :
21.44 Large Retail Units

æx�� �I :�� �{ �RRT�s�fl çW�oÆ˘ �AFi�D �r T�Õ
�] rtic�| �Ünes.       

�í �� �‡ :�D i�‹ ��

�ß �§�Ó�� �Ó tt�§ �� agivities.�z �� �Bri�Ü ��Verdcal Development Occurs when al�� m

�fl �ì �RçW � �̆fl �R �R
�\ .   :  1 ,�A 111 �]  il�V  l�¡ l r11�A 1.�~ ��

�| �R�ö :�� �R�Ó �x�N�ƒ�c�fl .�¸
etha�e �¿�P�Ó �Rå¶�I �I �Q�ì
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TT�e�� �ô Œ⁄�] äz å¶ �â �z�| �� �Ø �ç�� :�P ä¿�� �æw�� :t�� �x
gods. Home delivery service rnay also be rendered. jF

t�R �R �À �O �� �� �x �D �_ I�R �–�R �r
:   T�¥ lc�� �ó åK��

�u Jmsing�¡ d�� �¸ abb,AFtiCles a�c �] �¡lJ�� �í �Ł

�Õ ªà �¿ 1lTl�] �Œ�æ�æ
�›�flmarT�� n�b

�K
�Rl�b �‰

�xTf�� �U
D�¤advantages                                        tt,�¡ :.�E lt’I:

�¡��o�fi �� �����†�AL�\ m�� �cFovidet�� �O�F�Õ �d�� �ç �R�à ��increasc in oveFhe�g Charges may ofFsct thc
demand,it becomes neces�� �| loSpcnd eno�g .lously on advertså¥ �lnt and disphy:�H �r high"nt
prevanling m shopplng ccnt"s iS anOthcr clcmcnt of high cost.              :

2:�¡ �Õ à� t is:no_mtl t�y ªµ tact betwcen owners ind s�� r and ibetween:star and
custOmers.

d�ŁF�P
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efFctive window display.It pays great,attention tO merchandising.It�¡ leCtS goodc whk�‰ arc

mted by customers.                                         ;  .    =

Ø‰

�c

                      1
1.A departmental store buys in bulk wØ[ �˚ means cheapcr,buylng and is,thereFore,able,to

scll at comparatively lo�� er priçq .

2.Fixed pFi�å S Charrd by the sttFe and delivery at one point Cthe ddiVery depa�g �Yttt)make
the shopping plcasing to the customers.

3.Stocks are large and variod,and the cistomer can do all his shopplng under one
00�¡

4 Many�� �Ü���åsa�] orercd.They include s�§

�� �d�å çW �D�� �Q�¥ �� i�íshopping facilitics uke rest F00m telephone’

ctC�B

5�B ()ne dcpartment is an advmsement fbr another.An impressive arrangment ma�¡ es one

dcpartinent aadvcrtise the next�B

6.A dcpartmcnt storc acts as a leadcr in introducing ncw types of 800dS�B

E)isadvantages                                                                   �E

1.Therc is no personal cont�¨ t betw�å n thc owners and the statt and betWeen the starand

the customcrs.

2.Thc extra semces provided tend to incFeaSC Ovcrhead expenses.The ratio of expenses to

�w �£ �‡L"�A n�å
"�å

s�æ bL �Ö  tte peoptt �Kdang h�R e FeSi�g ndJ ttT WhCh a�K �¸ r

away.

21.4.6 Multiple shopes or Chain Stores

u�� ]�fl li�ô �dll�• � �Ł�´ �ß�˜ �l tttl�w 11:�Ì :F�æ�• �Ü �yŒ⁄T�ç ::�ï

�D�v�p���h�r �]���ì äD
�Ø �ü �R

�ü ä��� �å �¿ �¶

�r �E�� �[ �X
considcration ibr multiple shops.Thc article

�N�· �§�w �ƒ�w :�æ �Ì�ì �� �ò l�x

T::1�w :�à I�Ł :�� :�º decentrJ�R dp�Ü nd�� e�T

ª�  æE
�L l�‚ �F�Ó i�� 11�w1�‹ �Ł:�o

�£ i�ö �� �Ù � �̆@�y
branches arc invoiced at thc rctail selling pricc

the valuc of goods scnt to the�fi l as per thOSe involces.

Advaptages

�˘ �a�¨ �÷ �flå¶��l�„ �' �–i�¸ I�ç �a’�Ł
�Ł

3.�Q �µ
�Rash ttd carry sy�g c�Ü "�¤

�g

op"d,bad deb"arc avoi�g d�B

164  4.A spcedy turnover is attaincd and the busincss is run at a loWCr coSt.
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1:�„ �F �D�` �� 1�� �À ���Ó ri�R �Õ �] �E
Jd�c �R�g�A

�¡e�M�i �� i
cqoipment a�� �g �V l�� 10n,ac.

|�� �˙�x   �I Œ⁄�÷ 1==IIi�Û �l �ˆ
�ï S_    �¡   shoi�c hy��

‘�B

g�˚ za�\ a9:Stattlattisation of shop fronts mtts the

�M�Al�} i:11:i::[|:A:‘::�˜ l�É �� isn6tstitableibrg01.:�E wttOSe dtmand is narrou;�E aldwid,ly
nuctating�B                                 :

2. The customer is less likely to receive consideration for his personal likes ahd
dislikes.

3.The vartty of 800dS dealt with in it is vcry limited�B

4.No cFedit�M .albwed to the customerst ,

5�B PersOnal attention is lacking and there is no personal incentive on the part of the st�E afF to

work hard.

�A 6.Ex�å ssive standardisration is tt inherent disad�¸ �¸ ge of the chain store.It leads to

inne�˛ bility the branch inanagcr has llo fredOm to usc his discretion.         
�L

21.4.7 Mmufaefurer's Own slrops

Sometirnes the manufacturer himself starts his own.retail chain stores for distributing his
produce direct to the ultimate consumers. Thcse stores are organised with the following
objects:
l. to'provide an outlet for their goods
2. to divcrt to himself (tlrc manufacturer) the middlemen's profit.
3. to consolidate his hold upon a particular market.

The Bata Shoe Compzrn-y and N_agpal Sewing Machine Company are the best examples. This
system, of coursg, cqnrgot b estlrblished by all manufacturing cbnc-erns. Only financiaily strong
con@rns can start their own stores to serve as additional cli-annels of.distribution.

These shops serve certain useful purposes to the manufacturer. He is able to study the
consumer's preferences.

Ib advantages are

1. Direct control of goods from plant to consumer.2. Ability to shift stocks of goods from one branch to another.3. Direct channel for securing knowledge of demand.4. Elimiaation of middlemen's profit to a certain extent and5. Standardisation of equipment and selling units.
Its Disadvantages are

�Œ�í

�P

�Q

�R

�S

Diversion of attcntion from the concentration of production.
Reflectionof disturbances of prodt'etive organisati,on on the distributive organisation.
Diffrculty of finding eflicient 

-branch 
mana[ers and

Lack of expert knowledge in the distribitive lines and consequent risk of losing themarket.

21.4.8 Co-operative Stores

1�g
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remaining after mceting thc cstttlishiŒ⁄ ØDt OttSesit‘nd after.41WOinBi,,:nen�R �‘ 1:rale of

d�s idcnd on the paid�] up�� �Ù FC mpl141,of th�µ membcFSi iS distFibptcd among thl:membeFS in
pr9portion to thc purchases madc by thcm.Quality,corre�g

"�v

ight and lneasuI�¡ faiF d91i4g

�DäD 1���Ł ��T�ò �¿çW �æt�à �c���¿l�D �uFi?T�R� �̄• I�E
S

The prilnary co�] operative stores organise theselves into wholesale societies ttth a �Yew to

climinating middlemen’s pro�¡ ts to a further extent.The wholesale societies�g lp tO�s L�å

economies in buying.These Societie�˜  engage in manfactuFing adi�� ties also.ThiS makes them

�ß�x Æ�1�a�‰Wi�N�‹ �F�E���·�× �S�ô |

Advantages                        .            =       �A,   .            t

:�` åKŁc���b�å1:Ø}�Mltt�u æ� ||�Ó �V�Vl�] �V
consumers                                                 .

,of rcsponsibility.

afFars.      �E   �R�¡        ’

�òT�¨ lstol�g
�g

rddig�� :"�v pmcnibr

DrawbackS

�P�í �� :g�� �b�� �U�~�� �Ł�[ �[�w
’L�B ��r�˚ ws�n �q �¨ is L�u c,�å

oflered.

21�B4�B9 Mai1 0rder Busines

�î Łc�w�� �� �r �§T�� �´ �I�B ��1�N�ö
lthe seller and therc is nO SCOp(

^  �c  ��    ��    _____^^L^�\ ��L�o �¡ ,�n �� h�] �n,1�A �n �� 1�¡ s,�n mers

�⁄

ctc,

Check youF prOgrttS�] 2

what is mail order bud�c S?

i:"H:a;tomer is abre to make his purchase at his home and is thus saved the troubre of gorng

2. lX,Si.t$i"Jring is reduced to the routine, the work being performed bv unskilled cheap

3. fl;,r\r,t*s can be situated a! any.p?ce' not ne@ssarily in a shopping oentre'

4. Salesmen's rtru,it'Iu"i?*pJ*i'"aiiaowdressing are eliminated'

?*irx;rmer is denied the opportunitv of personarv seeing aqd exa,rmng the

�Q
�D
�@

�R
�D
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�D

�g
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~�Ø
���b�ì�d�I�fl�z�� �æis�� ���bL�� ��1�ˆ 3�˚ �� ti�M �ª and ansli�P �˚ .=5�B  h cistomer�g motr

These were developed in America in the nineteen.thirties. In America,they ar-e known as

'super markets'. The-self service i&a has now spr€ad to various types 9! retail business. In
England even coop€rativ.e stores adopt'this syitem. The self-service idea means that the
cuslomcr serves hiriself. He himself freely selccts his requirements from the goods exhibited for
sale in the shoir, tI€ is hot inlluericed by.auy sahs assistanu There is no bargaining. He has to
pay the prices-marked on the goods.

A supermarket proper is a big diversifrdd store which sells everything ftom cleaniig material
to fish,'meat anO vigeiaUtes" Ali-foodstuffs are neatly cut, packaged, and priced. A full enp.of
goods is displayed dn open shelves or counters. The customer gges rorln{ the various sections.
He can freeiy inspect the stock. He selects goods of his own ehoiqe and places them i1 orrcr, h9
takes the baiket 6r trolley to the "check out" counter at the exit, whero the bill is rnade.out and
the consumer makes the payrnsnt. In U.S.A. super markets handlc more than 50% in vdnrne of

.,

Artvanteges

l. Customers enjoy the freedom of choice and purchase. They are not subject to any outsidc
pressure. 2. Increases sales are obtaind through buying on the impulses. The customer is
reminded of thingp he required when he sees the goods displayed. 3. The cost of maintaining
salesmen is eliminated; Consequently overhead charges arE reduced. 4. Shopping is made every
agreeable and shopping time is reduced.

Disadvanteges

t. Therc is qo perspnal'serdtx and a.dvice. Naturally, in any branch of retailing wtrere the
cbnsumers attadh importance to personal service and guidance, the self service syst€m cannot be
employed. 2. As goods must be packaged before sale, packaging becomes a greatt problem. The
retailet has to rely on the attraetiveness of the packaging for his sales. 3. No credit is granted, 4.
A vast ipace is'i-cquirrid f6r:an.eflicipnt display of goods and for the customers to move about
freely. This means being piepared to pay a high rent.

21.4.f0 Self-cervice Stores ed Super Mrrlets

21.5SUMMINC w

21�B6 CHECK YOUR PROCRESS:MODEL ANSWERS

1�E h tradeFS a�g deabtt in frui",vertables,�¡ sh and�v aSSWa�¡,�¢ Ø[�{�~�‚ �� �� � �̃]3nd
St       itinerant tradeFS�B   �] _     ^

�� �� �P�vª� �k Łk:�� �� :�d �b:�J
n�˚ edØJ�Ùb�˚ onof pd�Ô �Cbh F�g ucer"

d ttiddlemcno Without these middlemen,the
e middicmen are acting as agcnt�E s�Ron behalf 6F
nsunler.These lniddlcmen sOme tilnes resort to

t and deceive the constmer,,to cuFb tllis,the

dlemen,Apart fo�j ���j�� theSC twO mlddlemen i.c,,

�˜ �˜ �ò 1�� �¿�¥�fl�� �� �I �� �[ ::6dl:�í
�����º:F�í �æà� �� ::

Is oF distFibution.            �]
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21�B7 MODEL EXAMINA�¡ON QUST10NS

A) ESSAY QUESTTONS:
l. What are the factors which influence the choice of chanrel?
2. What are the functions of a whole saler?
3. What services are rendered by wholesalers to ttrc retailers?
4. Explain the services of a retailer
5. Explain briefly the different types of retail units.
6. What are the features of departmental stores? What are their merits and demerits?
7. Discuss the features, merits and demerits of chain stores.
8. Discuss the merits and demerits of a self-service store.

B) SHORT QUESTTONS :

9. Deline distribution channel.
10. What is intensive distribution?
11 What is selectivc distribution?
12. Who are itirli'rant traders?
13. Define a departmental store.
14. What is a multiple shop?
15. What is mail-order business?
16. What is a super market?

21.8 RECOMMENDED B00KS

1. ' Amarchend, D unl Vardhrrajan,8.,

L Bhoshen' Y.K.

Clark and Clark
Krishmswami O.R.

Phillp Kotler

Philip and Duman

Rajan Nair N.

Sherlekar, S.A.

9. VarshneY anrl BhattacharYa

An Introduction to marketing.
Publishing HoIse P. Ltd., New
1980.

�í �I �í �¿�Ó �R�| �Õ
New E)elhi,1978

Principles of Marketing

EssentittS of Commerce, Eagle Press
Publication E�t ivision,Madras:1978�B
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21�B9 GLOSSARY

�M  ASSEMBLING
ASSORTING
BUYING

168 CHAIN STORE

b�Ü ,�v ns tOgCt"r ofSO,ed Out gOodS in to laFger�w Oups‘

assembling assortmentd prefereed by customers 
"purchasing goods or services from their titleholder

u .y.,"- of branch shops dealing in a similar line of goodr
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CTIANNEL OF DIS- a set of middlemen who transler gqqdq from the prbducer to thc
TRIBUTION consumer
CONCENTRATION bringing goods to a single point.

CO-OPERATM a retail unit owned and managed by consumers themselves
STORE
DEPARTMENTAL alarge retail unit with several departments. :

STORE

Exclusive Distribution: Selling through a limited number of dealers gtanting them exclusive
rights of distribution
Systematic design, collection analysis and reporting of data and
findings relevant to a specilic marketing, situatlon facing a
marketer.

traders who link the producer and the consumer

oral. presentation in a conversation with prospective buyers for
selling

A trader who distributes goods to the ultimate consumers

Selling through selected eflicient outlets
A big diversif-red store selling consumers goods neatly packed and
priced

A trader who buys goods in large lots and sells them in small lots to
the retailers.

Marketing research

Middlemen

Perso*"! Selling

Retailer

Selective Distribution
Super markets

Wholesaler

0
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UNrr�] 22 0RCANISED MARKErS

Conten"

22.O Aims and otteCttVes
22.l lntroduction

22.2 0rganlsed Markets
22.3 Stock Exchanges

22.4 Produ�å (CommOdityD Exchanges
22.5 Sunllning Up
22.6 Chedk Your Progress:Model AnsweFS
22.7 Modd Examination QucstiOns
22�B8 Recommended Books
22,9 Glossary

22.O AIMS AND OBJECHVES

This unit aims at explaining the meaning of organised markets. It also aims at describing the
nature and funcioning ofstock exchanges and produce exchanges. At the end ofthis unitrthe
student will be able to understand.

- the meaning of organised markets.
- the functioning of stock exchanges
- the working of produce exchanges.

22.l mODUttION

�Õ �M�R�fl�Õ:�Æ�| �RT�Õ   �åOfunOFganised markets.But the organised mar

�Q:�à �� �í �ç�F :�� �†�l :�E �� l�å :�¾
�� ���� �D�Ü�EŁ� �Ô ��

)Inogeneity,durability and gradabi�Ü ty.

22.2 0RCANISED MARKETS

22.2.1Meaning

Specialised organisation have come into existence for the marketing -of certain types of

"o-ioaiti"s. 
fhiy t ave their own functionaries, techniques and rules and regulations' These

;;g";ilti;r u." [oo*" as organised markets. Tirese areipecially constituted markets and the

d;AG in rhem ;;;;;"d-t speciflrc rules and regulations, and by established conventions

as well. fnere are-tio major iyd:s of organised markets :'Stock exchanges' and produce

Exchanges'

*.2.2 Chtrrcteristics of commodities suitable for an organised market

All types of commodities are not suitable for dealings il 11 oJguTiu:9 
-qTI"'' 

Only

"o**odities 
which possess the following characteristics are suitable fdr dealing tn tt :

1. The commodiiy riroti G homogeneou-s, i.e., all units of a lot must be identical in quality and

ln must mean the same thing to different persons'
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�C

�ò �Õ çW ��1�� �R �¥ :�Æ �P �i �i�P �æ1�B

�aenticd units a�� eptable�¡ o Jl.    nt ttStifyingthepaFtiCipatiott ofllarge,dy
Dealings in it must be extensive and be frequc

of buyers a�g S�� Lrs in the market.

It mustlend itselfto organlsed sp�å �¡lative dealings,1�¡ .,ltS prices must ntlctuate when there

is an imbalance between demand and supply�B

d open and�g free from monopoHstic control

"�V
ieSand�g ndS OrGoveFnment satisFyall

the chLf marketing�å ntFeS Ofthe wo�¥
=�E

�M

mk=YOur ProgFn�]1

IYhat rre thc two type pf organised mrrlets?

22�B3 STOCK EXCHANCES

Zl.3.l Meening

. T" tlg"L exchangg is an- organised market for buying and selling securities. The securitiesdcalt with at a stock e*94"ge include the sharei 
"iO 

aeUotoio oi pouri"-.o*proi.s,govcrilIEnt sccurities and the bonds and debentures issued by municipal UoOier o1, pon

The s1ock3::::::::::::::::lchanges in India have been orpnised either as private associations or joint-st5ck
companies. T!9y are governed by the Sercuiities Contracts (negutationl ect oi i-q"56. with aview.tg centralising thc control of stock exchanges a-na regulai"fo""riolii6 3jilG, the ActprovidS oat qqlv recognised stock exchanges-deal in s&oiiti"-r. rn" lor"ro**i-f,ir'ro ra,granted recognition to eight stock exchanses:

l) Stock Exchange, Bombay,' 
2) Thc Ahmedabad share and stock Brokers' Association, Ahmedabad,

. 3) The carcutta Stock jx$ange-Association Lirni-tor. 6a"uttu,
4) The Madrg Stg! Ephangi Limited, M;d;;;;---
5) The Delhi {oc} Exchange-Ar.o"dtiilil;-i;;, Delhi,
I I.h" ltvdg1Ua$ Stock Eichange Limited, Hil;;;:''
7) The Stock Exchange ar Indori and
8) The Srock Exchanle at fangaiol

lpb*q"*uy, a few more siock 
"*;ffig". were grhnted recognition.The general affairs o_f a..yoc{ 
"*"ti"fi" are a-<lministeredTy an elected Committee ofManagement' The committee is assiJfi ;; ;iffi*rfr-Jj--ittees like ArbitrationCommittee, Defaulter Committee,firtirl-do-mittee and so on.

t2.t2 Functions

H.S,f^!*hanges perrorm certain essential economic functions :flntq tnGy prou<le a continuous ready mafket for capital *rri"t lr.already invested. Theyfacilitarc marketing of securities a"a Gip iorotor. to seir their securiti$ at any time withoutmuch loss' Thus this rlciJi_t1imn1ry tiqri,trty to inrest*eot i"lorpootg and public socurities,
3nd encoyrlees-people to-invist tneir'saviigs il-;;:fl;-;;fmarketabitity of securitiesinc_rease tleir value as the collateral secu'ty 6;ir;;;:"' 

r r'v -.o,
second, the stock exchanges d"id";;;ropriate conditions leading to a ,erpbtable open lzl

�u �q
’1�M |  �]�¡ �m:�¡ �¡ �¡ |.
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Hlarket appraisal of securitiest The regular bargans and dealings facilitate mçü �R�� t quotations

which reacct the current v�v ale or securities.

Third,thc stock exchanges protect the intcrestof investors throu�Ü the Strict enforcement of

their rules and regulations.In the absencc of organlsod stock cxchangcs,thc innooo4t invcstors

�ß �¿ �¨ �Õ �†�Æ �P �� �v�� �£ IiVl�ì �T �| .ThouLh soctt c�g ban"Opcm�¡o�Q,

capital�¡ ows into the rnost prorltable channels.

��

çW Łc �Õ �� Łc

�Ü �C �å ���\ �� �ò �I �I �r �g
atlnospheFe Of buSiness.9’

22.�¡ 3 FunctionaJes

,s On thcir own�N count.They can also act as

ŁcI�� �£ ØflÆ„�X

Ø}�f �' �‰ŁÓ �å

22.3.4 Listing Of SecuJties

Of AssoCia�¡ on,ProspCCtus,Dircctors’ReportS,

�d�e�äLcttc�¿ Ltters Of allotment,aceptancc,

itti*r*, regarding its capital s{u"tule:, 
----i-J;;;;;;i;;d lne distriuution or slrares'

particulars of dividejt-aii;;#;;. dry.lared during the last 10 vears'

particulars of shares 
ji #;ffi;;i.ia"al"glo .ut i"tip.tmission is applid for'

I.�] �¡ �¡ it
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(?)'A bdof ilictory of the.oompany'$ activitics sine:its incorporation.- 
While scrutinisiig the application, the stock exehange,examines (a) whether the Articles of the

, Coryany eontain ihe following provisions : (1) A common form of trasfer shall be used (2)

Futlyerid bp shares will"be fre-fiom lien. (3) Calls paid in advanct may carry interest, but shall
uot sonfcr a right to dividend. (4) Unclaimed dividends shall not be forfeited befort.the claim
becornes time-barred (5) The option to call on shares shall be given only after a sanction by the
general meeting. (b) Whether at least 49Yo of each class of securities issued was offered to the
public for subscription through newspapers for not less than three days. (c) Whether -the

iomapoy is of a fiir size, has i broad-based capital structure and there is a suflicient public
interest in its securities.--- 

Aft;i til rc".ti;t of the application, if the stock exchange authorities are satisfied, they call
upon the company to execute a listing agreement.
-it 

" 
rto.t;ild"g" it 

"o 
i"sirs thaYt at-l applicants for'shares arc treated with equal fairness

regardingallottment.I't tries t6 ensuFthat applicants for large'blocks of sharcs are not given
undue pietercoce over others.

The bompany whose securities are listed with a stock exchange must.
1) notify ihe'stock'exchahge of the date of the meeting at which dividbnd will:be

declared.
2) Forward immediately to the stock exchange copies of its arrnual audited accounts after they

are issued.
3) Notify the exchange of any material change in the general nature or character of the

company's business,
4) notify the stock exehange of any change in the company's capital, and
5) notiry the stock exchange of the issue of any new shares to the members,
Advantages of Listing : This listing of securities is advantageous to both themanagement and the
shareholders and investors

The advantages derived by the management are maRy. First it confers a distinct advertising
value. Second, it enables the management to broaden and diversify shareholdigs and provide
existing strareholders with a better market for the securities they hold last, the listing facilitates
the widespread distribution of the company's securities and thus eirables it to raise all the
flrnance it wants.

The shareholders and investors also derive manifold benefits. First, the listing affords
liquidity to their holdings. Second, it affords them to obtain the best prices for the securities
which they want to sell. Third, it helps them to avoid canvassing from door to door to sell the
securities. A mere telephonic oral order to a stockbroker will help him to buy or sell a listed

. security. Fourth, thestockexchange quotations help the investors '.o know the current prices of
their securities. Last, the listing gives an added collateral value to the securities held by ivestors,
for banks in advancing loans, prefer listed securities.

22.3.5 Speculation

Besides genuine investors, there are dealers who buy or sell securities for the sake oftrading.
They are called speculators. They indulge in speculation. the term'speiulation' is derived from
the Latin word speculate meaning'look ahead';Speculation means buying or selling securities in
the hope of a profit from anticipated changes in price. Speculators buy some securities with a
hope to sell them in the future at a profit, or sell them with the hope to sell them in the future at
a profit, or sell them with the hope of buying them at a lower price later. Thus they seek to earn
profits through price differences. They are different from investors. They do not care for the
safety of rnvestment and rate of returns. Nor do they actually buy for cash or sell fqr cash and
9+9 ot grve delivery of the securities. They buy securitiei without the intention of taking
delivery. They try to sell them to others at a higher price before the date of settlement. Similarly
they sell securities which_they do possess iu the anticipation of a future fall in prices, but they
do not intend to give delivery.

tpeculation rnay be a gunine venture or many degenerate into gambling.
Thc genuine speculation is based on a reasoned forecast on the frobability of a rise or fall in

the price of commodity. It performs a very vital function. It provides the rlquisite vofume or
continuity of business which alone would enable a large numbei of buyers and sellers to trade at
all times in the exchange. Pure investment buying and selling cannot provide such a continuous
businenE.

_ By -drqcgunting f,uture price movement, sp€culation renders price changes gradually.
Speculators buynow.in anticipation of a future rise in pri6 and so they raisecurient frices. On
the other hand, by selling now in anticipation of future low prices, they cause currentprices to l?3
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fall. Thus the movement in prices is rendered rmre gradual and this reduces the risk that
investcirs run in carrying large holdings:

On the other hand illegtrmate speculation or gambling corsists mainly ,of operations
undertaken blindly and ignbrantly by ignorant or amateur g-amblers with the ideaoi reaping
large p-rofits. It may also be a deliberate mainpulation of the martet by highly skilled operators
Speculation of this kind is harmful to the community in general for inl€stors suffer losses due
to the violent price fluctuations so caused.

Types of Speculators .

The speculators in a stoik exchange are called by different names according to the nanue of
their operation. Each type is named after a beast, probably on the basis of their resemblance
with the behaviour of animals.
l. Bull : A bull is a speculator who expects a rise in the price of a certain security. With this
expectation, he now buys the security (without taking delivery) to sell it in future at the expected
higherprice. A bull is also known as a tejiwala. Just as a bull throws his victim upward, the bull,
by his operations raises the price ofa securiti in the stock exchange.
2. Bear: A bear (also known as mandiwala in the Bombay Stqck Exchange) is a speculator who
expects a fall in the price of a security. With this expectation he sells for future delivery securities . '

which he may or may not possess. At the time of settlement, he buys securities at a lower piice
and fulfills his original agreement to sell. In this way he earns a profit out of a fall in price. If,
however the price riies, he will suffer a loss.

Just as a bear presses its victim down to the ground, the bear speculator, by his operations,
pulls down the prioe. Henoe the name 'bear'. His operation of selling a security which he does
not possess is called 'short selling'. When the price falls as expected, he is said to cover his short
sales by making a corresponding puichase.
3. Lame Duck : When a bear finds it diflicult to meet his committnrent on ths date of settlement,
he is said to be struggling like a lame duck. A bear may agree to a certain security on a Iixed
date. But on that date, he may not be able to deliver the security, as it may not be available in the
market.
4 Stag : A stag is one who applies for the shares of a new company in the hope of selling them
later to the public at a 'premium'. A stag is more cautious, yet he is bullish, because he expects a
rise in the price of the security.

The stock market is said to be'bullish'when the bulls dominate with an exp€ctation 6f rise in
prices. The optimism prevails in the market. On thc other hand, the market becbmes bearish.
When the bears dominate and there is an expectation of a fall in prices. Pessimism prevails in
such a market.

Sometimes when the purchases made by the speculators exceed the sales made by them, i.e.,
when there is an'over bought'condition in the market, the bulls begin to spread rumours about
a rise in the prices, This is known as a bull campaign'. Similarly when the'over sold' condition
prevails, the speculators may spread rumours to bring the price down. This is known as a
'bear-raid'.

Check your progress - 2

What is meant by speculadon ?

X2.3.6 Trading in Stoch Exchange

Anyone who wants to buy or sell ata stock exchange must approaclr.a lroker;lenrber of the

"*"G'og". 
He is required to furnish bank or other refCrence regarding his financial position and

integrity.' - 6i-p roo"iriog the order, the broker takes it down in a rough memo book from which it is
transferred to the order book.- fergain : The broker or his autJrorised clerk goes to that particular parj 9f the hall of

"*"t 
uig" uoa bargains with the dealers of the particular security. lVhen a bargai! is closed, both

itie aejer and the-authorised clerk make a briefnotgof the transaction in a small note-book. At
174 the close of day, the authorised clerk enters the detlils of the transaction in the "Pucca" merno
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Geck your pggs�] 3

What is meant by forward trading ?
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)buy or sdl certain securities at a certain price

,an option to buy sccurities,or a put option,
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broker may sell them and credit the client's account with the sale procee{s. Nowtlre.client has a
bigger margin for further purchases. If the price falls, the margin gets reduced.. If it ges blow
the minimum margin agreed upon, the broker calls upon the clierrt to make it up by au
additional deposit.

Margin ,yit"rn : The term 'margin' .is also applied to the deposits which the members.are
required to maintain with the Clearing House of the stock exchange. This deposit is related to
the amounts of dealings of the members. The purpose of this margin system is to resuain
overtrading in speculative securities,

Cover System : The cover is a deposit made by a client at a certain ratelpercent to a broker
with instructions to buy or sell on his behalf. The deposit is made witi the implied condition
that in case the market moves against the dealer the loss is covered out of the deposil If, on thc
other hand, the transaction proves profitable, the client receives the profit plus the cover money.
Thus cover mony is different from the option money..While cover money is returnable alo',g
with the profits, option.mon€y is not returnable and retained as a premium for granting the
option.

Arbitrage : This is trading in securities to make profits out of differences in their pries in two
markets. The speculator simultaneously buys in the cheaper market and sells inthe other market
and earns a profit. This dealing is highly technical and is undertaken only by skillcd
speculators.

Wash sales : This is'a kind of fictitious transactions in which a speculator sells a security and
then buys it at a higher price through another broker with a view to creating a misleading
opinion about its.price in the market. As a result of such opinion, the price records a further rise
and the speculator earns profits by selling his holding to ' public. This is an undersirable
dealing and so the rules of stock exchanges provide for severe penalty for such a dealing.

Cornering : A corner is the condition of the market in which almost the entire supply of a
security is held by an individual or group ofindividuals. In such situation, the bears, who
have contracted to sell the security without actually possessing it, ly'ould be unable to deliver it
to the buyers who have cornered the market. The buyers will, therefore, be in a position to
dictate terms to bears. Thus the bears are squeezed. This is an undersirable activity.

Rigging the market : This means the artificial forcing up of the parket value o! a particular
securiiy 5y a strong bullish movement. Speculators holding large blocks of securities buy and

sell to imake a market, and gradually 'unload' thier holdings
Blank transfer : When shars are sold by a shareholder to another pirson a transfer 'deed is

prepared and filed with the compai . In the compaxy, the shares ar_e registered 
-on 

the name of
iheiransfe.ee. When, however, t-he :ransfer?r meiely signs 

-the 
transfer for-n5 and-does not fill in

the name of the transferee, it is known aIa blank transfer. This transfer facilitates forward
trading. A person who buys shares temporarilv as part of a carryover op9ry1io1 need not take

the tr|uble of getting the shares rc,risGred , Tl r r;:,t€rl of blank transfers has

encouraged uni'ealth! speculation. Hence this is disctiuragud by the strict provisions in the

Companies Act regarding transfer of shares'

22�B4 PRODUCE(OR COMMODFD EXCHANGES

Zl.4.l Meering
' A produce or commodity exc_h1ngg is aspecialised orgalised market for the purchase and sale

of certain commoaiiies. ei exptainfr in thi previous seition, only certain types of commodities

which possess certain characteristics like homogeneity, durabitity; gradability, etc., are suitable

for a commoditY exchange '
It is usually "tg;;t;;; a profit sharing or.non profit sharingsompany.reFstered under tho

Companies e"t ; f-uri i"iii Cotton AJsociatiol l.Bogbay, East India Jute andJlessan

Exchange, Cuf"ual';-l"J ilt"Uu, Oilseeds and oit Exchange may be cited as typical

examples.
The membership of produce exchange is acquired by purchasing a share and paying the

prescribed membeiship fees- r -r---i-- ^ - e,..-- ^- i*aarrr
A member -t 6 a broker, a jobber, a wholesaler, a retailer, an importeJ or an

exporter.

Zl.d2 Funcfior
176 The main functions of commodity exchanges are :
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l. -Thcy,psodab c:@orcniGnt',plac for the membcrs to meet for trading and exchange
vicws.

2. fhcy colhct and disscminate market information.
3. Thcy establish and enforce rules and regulations for conductihg business on sound

lines.
4. Ttrey establish and maintain grades
5. They provide machinery for the arbitration and settlement of trade disuptes.
6. They help for crystallise market values by bringing about an interplay of the foroes of '

dernand and supply, and thus serve as barometers of the market conditions.

t2.43 Serriccs or Benefits

The produce exchanges provide p ready and continuous market for the purchaso and sale of
:ommoditiEs. They impart the quality of liquidity to the commodities, which facilitates raising
cf fuuds from banters on the security of commodities. The exchangcs provide and opportunily
lo trader to shift or transfer their risks to professional risk bearers, i.e., speculators. They offcr a
useful nrathod of insurance or protection against price fluctuationJ by means of hedgiilg
transactions. They also provide faeilites for transferring hedps from one mdrket to another
market for arbitrage and thus equalise the price levels of commodities at various centres.
Forward Tradrrng : Besrdes cash or spot trasactions t'uture transactions are also carried on. A
spot trasaction is a contrad of sale and it involves paymcnt of a price on the spot or within a
week.

A'future' Eansaction is an agreetnent to sell or buy a particular commodity at a specified
future date. This tradingis done in units of rorind lots, say 50 quintals or 100 b'aies, as specified
,n the rules of the exchange. The agreement is ahrays made with reference to a certainirading
month as adopted by the exchange such as December, March. The seller is free ts deliver or
settle on any day of the trading month for which the delivery was fixed. The terms of future
contracts other than the price are laid down by the exchange.

Futures are entered i1t-o {or th9 purpose of either speculation or hedging. They are usually
restiicted to one or two ideal grades- of a commodity. Ii is rare for actualier'iveryi'o iale praci
and the settlement is usually made by payment of differenc6s.

- S-peculative trasactions, as in a stock exchangg pay be foreward or option or arbitrage orbudla. These terms have already been exptaineit in the previous section on stock
exchange.

The pringnal advantage of forward trading are : Firstly, it enables large purchases and sales
gf goods to be made in advance of delivery aid even in advance of prodrictioo uoA it r, *ia.os
*|fgf,: t:oodJv,. it promotes smooih adjustments of the demand *a ruppiitd thus
elrmrrates rapid and violent fluctuations in prices and provides a certtain -"uruii 6r,tuUitity.Thirdly itenables traders to cover losses arising out of changes in prices uv ilAni;;;iy, ,t"future commodity ples-, being based on forecists, also se.ie as a'valuable guide to producers
and manufacturers.Tladgrs can adjust their stock accoroin!.il1tr-i"oiLil"* dr["lv ,n,future markets. Thus the futu-1e matlet brings about the 

"o-or?i*tion 
of the current and futurerequirements of the commodity $Iougt afpropriate adjustmeni or stocks r" ,r" iigt, of theexpectcd supply and demand pbsitions.

t2.44 H@ing

-This 
is a kind of onelltign prTti*.g]{ tr,adqs to protect themselves against a loss arising outoj unforesee-u changes in price. Heiging invotves m"ttt-lr trr" ,pp"rit -"ootr*t,

simultaneously : one genuine trade cont-rait in the rp.t ;r &h market, and the other thegpf-":*J:"-:f.try:ding one in the future ma_rket. rnus, ira traae-T luro " ""rtuio "o^-ooityrn the.spot market, he enters iCo a corresponding agreement to sell i" it 
" 

iut"i.--urt"i. t 
"latter.-serves as a hedge or proiectio, agaiost th;6;ri;iir;l; 

".i.tfi il;f il;?lr-rr.He{gnQ helps growers,. traders,-im_porte;, exporteil;;d;;.};urers to protecr themselves
:fl::l::::..IT:l_Trsht result giom price.ir.,i-*g9r" li6il; a nou.i,u"oi""ir* uuy.wbpat at the current prioe as raw-material for his mill. If the pri& of grain raus uelore iris noo, i.sold he may hqvg to sell $e flour at a lqweg price, sincat-he ft;;ifr"r. uss;"ltidl, *tlo tn"price of grain falls. In order to cover this risi, the manuract-uiir'r,"ag.s' his purcha.e ,f .;;i:grain by making another gg1trac! to sell grain in 'the rutuie;.1itrc plce orgililiar. u"ror" r,"is ready for the sale, he will lose in his piodu.t,'uoi i" iui"r o" tii.r*or"'-"oot *t uy-luyirg'spot'grain at a lower price to settle the future contractlrhus he is;il;-;;-;;rlii"on tisflorrr transaction by the profrt on his .future;contr""t: --"- - "

Th-e effect--of a ]hedge' is to ensure the trader of his normal trading profit and eliminate any lT7
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speculative profit or loss dus to price changes. Unlite speculatioq'hodging isahrays,preceded
by a genuine trade contract.

C-heek your progress4

Whatis meant by Hedgi�Ú

22.4.5 Regulation of produce exchanges
', During the Socond World Warrthe Government of India, banned forward trading rygssential'commodlties 

like oilseeds, vegeta'ble oils, foodgrains, sugar, cotton etc. At the end of the \Mar.

the ban was continued by.eiacting'the Esseotiial Supplies Act'in 1946. In 1952 the Forward
Crotr*tr (Regulation) eci was passcd to introduce a comptehensirrc control of future-trading
in commod-ities. In order to exceicise a stricter control over the working of forward trading; the

A"t ** amended in 1960. Under the Act, a Forward Markets Commission has been set-up to

maintain control over and regulate trading in poroduce exchalges.-- 
atiixctra"gei for forward c-ontracts are iequired to bo recognifd fV rtt" lentryl Government

on the rec'oimendation of Forward Mar[ets Commission. Recognised exchanges cannot

conductbusiness without the approval of the commission.

The Central Government is empowered to approve and amend the bylaws of the recognised

"*"t 
u.i". Call for periodical ,"irr*, ruspeod their business in certain emergencies.- The

governirent may ban future trading in a-eommodity' 
-- 

Option dealings in commodities have been declared illegal'
if," porpor" 6f tn" regulation of fgtgre markets is to prwent unhealthy speculation and

manipuiati-on of prices, and to avoid risks of defaults'

22�B5 SUMMING UP

necessaFy.

22.6 CHECK YOUR PROCRESS:MODEL ANSWERS

l. Stock Exchanges and produce exchanges ' e- * ^-ci^i^atJ arrar
Z. It means buying or seiling securties in-ine hope of a profit from anticipated changes in

price. t__L--_ ,^+^
' 3. it is an agreement to give delivery-at a future date'

i4. It ispractisedU, truA.r!-ir prot""titr"-."f"". "g"i^t 
a loss arising out of unforseen changes

rn pnce.

22.7 MODEL EXAMINA�¡ON Q���¡ ONS

- A) ESSAY QUESTTONS:
in 1. Discuss the functions of a stock exchange'
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4.Describe�– hedging’and state�¡ s advantatts.

�� SHORT QRT10NS:
5.What is an organised Fnarket?
6:Who are remises?
7�B What is meant by the listing of s�å uFitiCS?

8�B Who is a bull?

9�B Who iS a lame duck?
10.Who is a stag?
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22�B9 CLOSSARY

Exchange Rate

�c

�� �V

�g

,I LiftS crll

W�g�ˆ J �\

the rate at which one country's currency is exchanged for
another country's currency

purchase of a'certain quantity in the spot or-future m3rket a3d

ihe simultaneous sale of a sirnilarquantity in the opposite market
for protection against a price change risk-

the stages in the life of a product from intioduction to
decline

an- organiiation whieh provides storage for a iharge.
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BLOCK"V BUSINESS MANAGEMN

UNIT 238 MRODUCTION TO MANACEMENT
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23.6 Functions of Management
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23.9 Model Ex'amination Questions
23.10 Recommended Books
23.11 Glossary

23�BO AIMS AND OBJECIIVES

This unit gives a description of management and explains the importance and f,unctions of
management. Aftff going through this unit, you will be able to :

- Understand the Concept of Management
- Explain Meaning of Management and Administration
- Mentior about the Managernent,
- Identify the functions of Management.

23�B lINTRODU�µ�¡�¡ON

Management is the most fundamental and at the same timerthe most neglected activity in all
societies. It can probably be traced to the beginning of the human history, since the themg is
made up of two words'Man and Age'. As it is a universal characteristic of all organised hurfran
living, It is found in all spheres of human aclivity. The management process may be said to have

. begun with the family and later extended to the tribe before encompassing formalised
organisations like churches, clubs, games, expeditions, armies, hospitals, Universities,
Government, business and such other collective or group activities.

Management fulfils the need of the human society to organise its resources-Physical,
financia[, technological and human for its betterment. But management in the present time is
unlike that of the earlier time when it centred on persoanl leadership, since it is a specific
collective organised effort calculated to eliminate conflicts and tenstions. It may be seen-that the
management process has evolved as man first as an individual (sole proprietor) and later as

collective group (Corporation) attempted to organise to achieve the best possible results
(division of labour and specialisation). Further, management has also helped man even to
control the environment although in fact, he has had no control even on himself in the early
days. The management is, thus, a dynamic factor of organisation for fulfilling the common

I80 purpose through the most effective use of the available resources.

,):

\

\

\

\
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MANAGEMENT

INPUTs

RESOURCES
Physical

Financial

�Ù �í
1�� giCal

OUTPUTS
or

GOALS OR END RESULTS
Goods

Servies
Profits

Satisfaction

.Fu1$er, in a competitive business world, management has assumed a distinct and dorninant
rorc. -fhe survival of thc business, indeed, is determined by the effectiveness of its managpment.

J3:::;T33tj.".* has surpassd the capital in importane *ittrtt i rcrrrt ,n.t ""* p"""pl" tAt
of"Managemenl and Labour" instead bf ..Capitat 

uoO l.uUour';l'
It is indisputable that the knowledge of management has been highly useful and that the

lglT,_gf^.l"o4gpm€nt has been re-roatkably froeqd in harnesiing hurrruo e".1gy ana
converting ttie p_otential.provided by nature into useful fonns for the socie-ty. However iiltre are
a numbcr of dilliculties in adoptingit to changes.in technology and enviroimeot. t" tn" jr"r"ot
time managemegt has to ask iiselfseveral_quistions like the-iollowing: ---- r'

Can we do better than whar we have &n doing aipr*;ii
Can we develop better relations with thi employes?
can we mect the challenge of changes predic'tuf or unpredicted?
Can we make better use of oo-, ,"i.o"" as well u, aU,ioOurrt resources than atpreseDt?

lTllti�´ :Tt�í 3��
�R
�F�� T�„

nanagement can derlnitely need this kind Of

�¯ .2 MEANINC AND DEFINrrION OF MANAGEMENr

23.2.l Meanlng

The word, 'Management', has been viewed in several ways both by theoriticians andpractitioners, as it jr " comptetc- and ;;; ;;"i,Aitsifferences arise because ofoontemporary ooEditions and experienoes but not u""uur" ii'"t unges in the subject matter orthe philosophy of managemsnl. i.nspite oi its varied -"uoio!, uno connotations, managementffi"tHffiHlfr-- a practicai 
""a-t"ir,ririiffiffi?;&:as a process consisiing or

"ft 
i,-il;;;Er,'{;rj*iTir::}H$;Ii3tri1"i*l*;;*3xll;t,:*ru""**r*

explained as "Maneqemeni ir rrdi;-;u;menr does,, iit":..on"y is what money does,,. Asthe con€ept of management cannot be deFmed 
"rrrp*t ""'r-ir"^rv"eact 

auttro, has given his,/trerown view of it and the concept its"it--.u;';Ij;r";";'h";l;J"",i:::::,:T.f:r:l]

6rn:",r*n"m'*r"r*fi "rr"?,ilq,5i;trx;rij,':gffl*l'i;.3ti:6".#'ig
rnanagers' Management is al-so or"a ii-r"r"; ;-;;;iliia.' ,"tiuity such as scientificmanagpment or a specialised function like orodu"d.;,;rilft;; Ir is also considered a specialclass or an elite group standing upuii ioiil- otrr", groups-i-i?;i;ilr, and owners, it has beenolten recognised as a .procesi, function, system, stiit, aiscipiine, 

.technique, science, art,occupation and professii,o. uair"ge."o;1, ilrr-a;;il;tiecision making pro@ss orcontrolling activiiy ana a rcaaerffiil;;il". ectsion making proo
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23.2.2 Definition

Management is defined in many ways. It is "a technique by means of which the purposes and
objectives of a particular human group are determined, classified and effectuated" (E. Peterson
and E.G. Plowman). It is "getting things done through and with people" (Harold D. Koontz). It
is "a multi-purpose organ that manages a business and managers, rnanages workers and work"
(P.F. Drucker). It is "the art of securing maximum results with a minimum of effort so as to
secure maximum prosperity and happiness for both employer and employee and give the public
the best possible service" (John F. Mee), it is "principally a task of planning coordinating,
motivating and controlling the efforts of others towards a specific objective" (J Lundy). it is
"the development of people and not the direction of things" (L. Appley). It is "the function of
executive leadership anywhere" (R.C. Davis). It is "a distinct prooess consisting of,planning,
organising, actuating and controlling performed to determine and accom_plish the objectives by
thJ use oi people aid resouroes" (Gebrge R. Terry). It is "a prooess of setting and aciieving
objectives by influencin! the human behaviour with a suitable environmgnt o-n lhe working
basis according to their needs and circ$mstances" (Claude S. George Jr.): Thorgl themeanings
and definitionJof 'management'vary in the writings of management speoialists, the philosophy

is one and the same and the differences exist only in their approaches to it. This is but to be

expected because of its complexity elusiveness and abstractness and because of its being

interpreted and defined in differeqt dimensions'

Check your progress-l

Define Management

23.3 MANACEMENT Vs.ADMINISmATION

The term, 'managemet', is often used interchageably with the term, 'administration and

organisation'. Some-efforts have been made to distinguish threse terms from each other.- f"*iAi"S to the American school of thougt.Administration is considered to be a top level182
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Accordingly lnanagement is cl�E assifled into two

l�£ �� �à �Ñ �V�� T�i �Ł
=�Ł

l�Ò ��
Howcver,it has been rcsolved by Drucker on the basis of their practical utt The term9
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23.4 NEED FOR MANACEMENT

�N
�ü �æ�� I�u Œt�� �â1�W
the cnlironl�g �Ü t suited tO the attainment Of 80

anaging is the same in all kinds Of institutions
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23.5 NAWRE AND THE ROLE OF MANACEMENT

23.�¡ l Nature

inIVCdimendOns,�� z,(1)Overtt app�_ ach,
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knowle.dge; (ii) compulsory acquisition of that tnowledge. (iii) ethical ralues of the mcmber and
(iv)the sirvice motive rather than personal benefit" Thus a profession is an occupation requiring
extensive oducation and training in a branch of science or liberal arts. Though, in the sfigrcsq
sense, management @nnot be considered a profession like medicine or law gwug to lack of
uniform code of conduct or licensing every manager is expected to acquire the requicite
professional knowledge or taining so as to attain the status of a professional.

23.5.2 The Roh of Mrnagemeil

The role of management tday is much more complicated than in the earlier years because of
seyere competition Ior survival on one hand and scarcity of resources for achieving the goals on
the other. Ii is to be vi6wed from three angles, viz; (l) An economic resource, (2) A system of
authoritv and (3) A class or an elite.

The management which is a coordinating function of all the other activities has to bring all
the resourceitogether in order to produoe goods or services for the satisfaction ofhuman wants.

But for the man--agement, the proiuctive rJsources (materials, machinery, money' methods and

men) remain resources and never become goods and serviccs'

23.6 FUNCTIONS OF MANACEMENT

Z}.6.T INTRODUCTION

Recognising the need-for 4 unifying philosOphy-of managgment in a growing competitive

business world, .-u!Jri"*;-p"t6 [;n! devei,ipia ageneral.theory of management consisting

of various prio"ipfer,liooctiooi ura techniques oJ.ioaS"*3o1''ihis development has been

accelerated speciatty'sinoe the beginning of ihe Wrodl Wir II. In this process,the knowledge'

experience and skifkli;h qd;tIo.n are passed. o.n tq the neit, thereby developing

management into a ;;;t;i!;, i-t. titrrt "i 
trri* ixercises has been the coinage of several

functions of manage'-"ni.-fni. happens because most writers begin from 9i.ff".t*t vantage

poinrs use different ;;;;;. ;;d ""i up *iit t"s"tts that do !9! rtt together with those of other

writers. Thus, the gl;Affpt*ers i, prereotii attigt 
"O 

by different authors so as to embody a

number of managernent functions' - , --^ a---- r---^+r^-o .,io. Dl,
For instance, H"";-F;t;i has divided the managemen{ into five functions viz; Planning,

organising, coorainaffi:ffifid;;,il e;;;1il"r Lundv in his famous workiEffective

industrial f"f*ug"*"ofl't u, oUr"rn"a-fout f"""ti*t, ni'', Planning,Coordinnating,' Motivating

and controlling. George R. Terry t u, a"r"iit1iffi;;i planning-, organising, abtuating and

controlling. Luther Criii"t, tf," drrt O^i*iiot Lf Nat.,nal^Instituie of Public Administration'

OSA and also pr"siJeit oi noor"n"tt Co--ittet on Administrative Management has coined a 
'

;#il-ii}J';iospConB', to explain its executive functions :

P-Planning
O-Organising
$Stafftng
D-Directing
Co-Coordination
R-RePorting

"G;?9i""'11t",,*",eg 
itsitn:tio:: u: nrryni-nqgry::"i#fllhl;X$il"'n"ll5it;

m#1.;r:l*t:iilttf:'.yl"T'd'#:'&t"#,3'."q1,[,fi 
uiiunctions^piuooios,

iJ#ilif 'dl:TJ"r*f '"'"i#'-i::m*'dru'*:ll'*i[tff:::?Hl:'[T'li*i"si
by various mettrod"s;il;d;;;;-bu q" ouirir" of importance E*o to eertain functions' all

these can ue groupet into three uasic activiiiil;;d d;i;;;; wniln a manager must aeomplish:

A manager must PLAN -A manager must EXECIITE

o"o.i*nruf ',*'J"*:J":Xronshavebeenattacheul""figffn"i:iff ;:t??"1X
rJTfi;#; fir.-;rd;t";oiguniiioe, 't"Tysn::T;y?1i"3,;;oirr,-or course, th,'oth",

lt4;'eciili in a standard text book writt
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complcm€ntaf,y and rcsultart functions wiH bc pq1t,of:ttc,abovc mentioned functions. For
examplc; Forecasting and dccision-making arc part of planning. Further, direction includos
leadership, motivation aud communication- Ofcourre there cannot be any obirtion to treating
control as thc last function

�¯ .62 Pla�R

plannilg is the lirst function of managoment process. Planning looks ahead into thc futurc. It
prodicts the future environment. It is a proce$r of setting as objectives and deciding the future
actions, it-establishes guidelines ior future actions. It suggects rnethods for the attainrrcnt of
objrrctives. It formulaies the programmes and clarifies the producers. In other words, it
determines what is to be done,Low it is to be done, when it is to be done, by whom it is to be
donc, where is it to be done and why it is to be done. Planning is done by dl the managers at all
levels of the organisation. Planning may cover any duration from the shortest period of time,
say an hour, to'the lonpst period of time, say a oentury

23.5.3 Orgaridry
Human beings group themselves into several organisations that will enable thcm to carry out

&e plaqs suoccssfully in order to achieve the individual and organisation objectives. A formal
organisation is an association of human beings workingtogether for achieving the desired goals.
Which cannd,t bc achieved individually. Organisation draws the resources (inpus)-.physical,
:Iinancial, tcchnotogical and human forms the environment and releases the goods.dild services
(outputs) for the satisfaction of human necds. Every organisation involves. Etructural and
functional activities. However, organising is the process of establishing realtionships both
horizontally and vertically in a formally organid enterprise.

Ut.6.4 Strmng

Staffrng has come to be recognised as a separate function only in the 20th.century, thoug it is .

a part of organisation.It attempts to fill in the organisational roles with suitable people in ordcr
to achieve thc organisational goals It is the responsibility of every manag€r at every lcvcl to
involve himself in the prooess of stafling. The process of stafling includes activities like
uranpower planning, recnuitment, selection, training, compensation, promotion, etc. A change
p tlrq organisational roles and its functioning will also bring about a change in the staffrng
function.

23.5.5 Dlrccdoo

-Functions 
like planni',g,organising and staffrng undeftake only some preparatory work, but

'Dircetingl is a morrcment fornprd to achieve thcind results.ItiJnot a sileeifrc function. Iiis a
gompEl activity involving the leadership by which a'mirirapr guidbs and influcnccs his
subordinatcc; heciscly, it covers :

G) communication of'orders, instructions, comrnands, ideas and praisc (iom the
zupreior to the subordinates, suggestions, feclings sentiments and gri&anoes from the
subordinatcs to the superior.
Q) motivating the employecs so as to enable them to do the work to the best of thcir
lbilrE and-building up of morale and maintenace of discipline,
(iii) Coordinating all the divided activities of the individrials and groups in order to
produce a harmonious effort.,

23.&6 Contnotling
'It is the last function which involves the manager to €nsur€ that theobj'ectivesare achievod in

conformity with the plans formulated, policies liid down and standardJ itrtnst"O. iils Utus
*at -controlling- loots back. It reviews the performance and compares it with the obective
SDndards in order to.Iin{ out tle gaps an- { -delations if any. This is neoessary in order (i) to
f?l: ty: that $e opjectivry aod plai! which have been rct i" tt. p"st are achieved and (ii) to
*t.th: future objrrtives a-nd plang with necessary modifications bised on the past er6ri}ice.
'This rs how Planning and control arc wedded togcther through the m".age--int pr6cess. By
complctrng thc control function.the rnanager completcs the cycle of manalment.' 

. #l
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�¨ ACEtt CYCLE:

CONTROLLING

Check your progress-2

List out the various functions of Management.

Management is an executive function of any son@rn. It is both art and science. Thc need for

effective managemsrt is essential in order to put the whole cyle gperalgn in a fitting Panner.
lvlanagrment functions are divided into planning, orgahising, sta{hng, directing, co-o-rdination,
Reporiing and Budgeting. These functions operate in the- organisation as a cyclical sequenoe

and prod-uce tne resuts. The mangement cycle is completed when the Control function is
completed.

23,7SUMMING UP

23�B8 CHECK YOUR PROCRESS�]MODEL ANSWERS

Percr F. Drucker defines Managernent, a multipUrpose orgaD that manages a business and

mrnagFrs, managps workers and work' :

pf"o"irg;'org"niiing, rt"ff.g, directing coordination, reporting aod budgeti-ng

a3.9 MODEL EXAMINATION QLTESTIONS

�P

�@

�@

�Q

A) ESSAY Qt ESTTONS 2

1. comment on the true nature of mangement, Is it a scfe-nce or an Art?

i:. Oi."ot. the importance of Managemcnt in'the present day world'

3. E:rplain the process of Managerncnt.
4, Exilain briehy thc various firnctions of Management'
5. State the basii principlcs of Management'

B) SHORT QITESTTONS

6. What is meant bY management?
7. What is meant bY Admiuistration?
8. List out thc functiops of manage'ment?

9. List out various schools of-thought.
1t5
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23�B1l CLOSSARY

ADMI�l �[ �ØrRAT10N
ADMINISTRAT�YE
MANGEMENT
AUTHQ�Z�ô
BuDGEttG

CE�\ ALISAT10N

COM�\ ICAT10N

CONTROL

�c
�c

:�E

DECENTRALISAT10N

DIRECHNe l�]
=�¡

High-level body dealirs with and formulating poticies' 
i - :

Representing toP(evel Management involving thinking.

, , :,,

,Rlght to issue orders and,power to exact obedience ,, ;. ,

A technique involving anticipated revenues and anticipated

Concentration of decision making authority in a single
individual or a few individuals
The process by which management functions are performed
through exchange of intbrmation and the enabling of

The prooess through which mangers assure that actual
activities conform'to planned activities.
An 'infonhation processing task where by actiiities of
different uuits get harmonised'and friction reduged.

The process of disperring deision making authority
throughout the length and breadth of the organisation or
decision-makiirg provided at various action points.
Gdting things done through others by leadership and
comrnunication process and motivating the employees.

11,
]11�~
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UNIT�] 248 PRINCIPLES OF MANACEMENT

C-ontenE

24.0 Aims and Objectives
24.1 Introduction
24.2 Activities of Business
24.3 Fourteen Principless of Minagerrent.
24.4 Evaluation of Principles
24.5 Summing UP
24.6 Check Y-our'progress - Gaer&o'l q'^ ir\rc\S
24.7 Model Examination Questions
24.8 Recommended Books
24.9 Glossary.

24.O AIIT{S AI{D OB.'ECTIVES
The aims of this unit is to familarize the principles of management as grven by Henery &

Fayol.
Ot completion of this unit, You should be able to:

- explain the principles of manapment as grwn by & Fayol
- judge whether the principles of Fayol arc pnnciples of generalisation.

Z�B l MODU�µ �¡�¡ON

In Unit No 25,it is starcd that scientific management is mainly concerned with the increasing
of the productivity of the worker, partiqularlV ai the shopfloor level. But the needfor managrng

compEx undertakings as a whole has beeh felt. It was Fayolwho was the first to systematise this
and provide guidelines for managing complex undertakings. He believe that sound r-nan3Serial

pratices fall into bertain identifible patterns, which he feels can be analysed. Fayol joined. a coal
and iron combine as a junor manager and reached the top. He felt that 'with scientific
forecasting and proper methods of management, satisfactory rysglts were inevitable'.

Fayol lilt thafmanagembnt was more alkill th4n a talent. He felt that management could be

tautht, and accordingl-y. spent much of his time -t9 ngve'i1. Many of the managerial concepts

taught today were first articulated and discussed by Fayol.

lA.zTHE ACTIVITES OF BUSINESS

Fayol divided the varioqs business operations into six activitips. These activities are closely

inter-related They are:
l) Technical activities (production, manufacture and adaptation)
2i Commercial activities Ouyrng, selling.and exchange)

3i Financial activities (acqurirnE capital'and rts optimum use)

4f Security activities (proiection of employees and property)
5i Accounting activitiis (stocking, Balance Sh9e1, Costs, statistics, etc.)

6i Managerial activities (or administrative activities' )
nayof(pri*aii io"u. *", on tire managerial activities. He felt that managerial skills were the

post nedeited aspect of business operations.
'-;i"-'Jffi;-'*I""i'irg'-io i"r-. irfi"" functions, vix., Planning. organissin-g, Commanding,

CooiOinatiog *O io"irolling Here, planning implies designing a course of action that will

";;[ t5g r-rganisation io -uihi"u" its goals,:orginisng' means mobilising-the-material and

human resources of tt 
" 

otg*it*tio" foi imptemirting the plpns' 'Commanding' refers to the

aii""iio" given ro ttre emptiyees and getting the work done by them' 'Coordinating'is ensuring

fr*ooy In the various activities whiih contribute to theachievemenf of the desired goals, and
-ootrotiiog means ;o.ii.tid the plans so as to ensure that' they are implemented

properly.1�c
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th$ they.aq dcpendcnt 9n thiir positions in the manapriat, trierarchy. I\dinageriat hierarchy
lefers 1o the level or position whicha manager holds and'is usually in an ascendiig order. A,t the.
lower level, managersmay require spocific technical skills but vcry little managerial abiLity,. As'
rnanagers go up iothe hicrarchy, they require more marqgerial abilities but lesstechinicatsm*
as-compared with lower level managers. Hc also has felt that the need for managerigl atiilities is
'.elated to the.size of the organisation. In otherwords, managers in a large busiiess 

""aiita[iqg.teqlite a-grater measutp ofmanager@l skills than thosc in a small on". H.n"" as the number of
busincss houses increases the neeii'foi more an!-bettei ma*g.o *oriifi;!i[, iii,'tiiur.ror.,

Conimanding' - :e ---:-------e
Fayol has,furthur observed that abilities neded by managsrs in,a given organisation vary and

�P�� �å�fi ª� l�† �ò �í �R�¿�u �ºi�Æ11:Æ�âï �ø �fi�í 11�¿ ,Ja,�a ly:�¶
6Jd be u�v ���c1�µ �–pH�g lI~�i �u�¡�˚�æ�æL�� �æI�˚ �ˇ �v�´ �¥:��

industry.

FAYOL’S14 PRINCPLES OF MANACEMENT:

�ò � ª̃� �`

�� �ï �| �â   �í�M� F́�ð �Ø i�Ł �ü �]are:
1�¡ y

24�B3 FOURTEEN PRINCIPLES

l. Division of labour
2. Authority
3. Discipline
4. Unity of command
5. Unity of Direction

6. Subordination of individ-
ual Interest to the com-
mon goal

7. Remuneration
8. Centralisation

ib�¡ �F
erarchy

H.Equity
12.Stability Or st�» �âF
13.Initiative

14.Esp�Ü t d�v  cOrps

2.3.1 Divisioos of Labour
This principlc leads to- specialisation.The advanrage of division of labour cannot beoveremphasised' wher.ever large.scale productioa ir 

"tt"irptJ, iorr. is assigned to the workersas per their aptitudc and speci-atisatioi.-rtris.erincigie is 
-iipnt"ii" 

to {[,types of work and isnot exclusiverlv confined to technicil *ort aboc, ii; *#ffi ;ftivision of labourare knoivnto evcryone; but ttreir limitations shoutd noi U" ig""reOl
2.3.2 Authorlty

Management is tlie art of getting things d9p thrggsh and with others. This means that otherbare to be dire$ed'ro.carry-out i p*i[rrE-"Ji;,i'fi';i"iiY"irr", way. For thispurpose,

ffi ff i:,1n'#:13'#d*;1l}"x';.:ffi 
;n*+t*1it*,t******Ili{ffi:,,onlv when it has the requisirc^autho'iit;; ffi; ffi #;ffifi'd#':" oocomes erlr
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According to Fayol authority has two dimesioni^viz., thc p6itiot'al;md thG'?qsonalrTb:
manager derives his positional authority from thc position he occupies in the organiSation.
Experience, moral values and the capacity.to direot peeple sffectively en_able a manager to
acquire personal authority makes a manager allthe more effective and reinforces his positional

U.3.3. Authority and resporeilf fity .

They should.go hand in hand. Resoonsibility implies obligatiop to perform the work in the
pranner dcsired= and dirwted by superior authorities. Authority.-.and respo-nsibility a.re

cocxtcnsive in othcr *ord$ thge ic,parity between them. Responsibility is thereforc both the
person who exercises thc autkity and the persoa over whom tl-rc authority is exercirtd. Further,
ihere should be suffiai€nt safegUards ana r€sfictions in the exercise of authority, If such

restrictions arc not provi&d; there is a possibility of aufhority b_eing mi$serd. However, it is
suggestod &at it is &fiiantt to implermbt rpstrictiom in large-sized undertakings.

,:
'j#['r1'.T"les andrespecting the authority is ghgesence of discipline.In order to securg

dir;iiil;; rp llna"frE"iit ii itti"gr aie reqiirea; first"there should be g,ood man4gers at all

levels and in all positiorllrsecondly,-thc oeoosaty restricitions and penaltigs to beimp.o.sed

.i,"ria-6&r"r" t'a-tq"i66rtimptemented without iny discrimination; fhi'd-ly'-thtre shoulil be

;i;';;T;;irbl;;;il;;trEtween the employees and $e.e1lerP.lises.lt 
rurther observed

ffiffi;'#;ii*-ir-i" gr"w agd function smoothly, diyupline is essential dnd over and

ffi;;6"i .oir"iri1io" ir *rrut?t 
" 

r"uarrs Eake it. Moreover, discipiine would be better if it is self

imposed than if it is imposed from above'

24.3.5Unity of Conrend

This prlhciple states that employeos-should'receive orders-from one superior oroly for any

actirityi; ;ttfu tnorOq 
"glpfoyi'"" 

shoutdnot wolk 1nde5 two boSse's or superiors' If thev do so'

their sfandards of performance may be uff."t"A Further,any-ryt""i"Utiaegr1 of di:siipline

*i."iU" g,r-"rt*a. pn"f 
"o,,-und 

is notdesirable, As pointetloutby Fayot,'as soon's two

superiors exercise tt"ir"otil.titit""i th:;tegtson ordepartment,-uneisiness makes itself

felt the disorder ir"#;;: Til'poroi-"r g"t 
"o'ofot"d, 

if they.are to report to more than one

boss. Further ropoori[ifi,y ;'b" pr"poii:iiO oofy when a subordinate works under a single

superior. observand';i'rhilP,iHpfi- "*uro 
ihe executives tci exercise their authority

effectively, enables the organisatiol to-.fo *tpt"tiUitity precisely and provides orderliness in

work, and discipline among the subordinates'

Check your Progress - l.

What do You mean bY UnitY of Command?

2A.3.6 UnitY of Direction

Veryoftenthisprincipleis.confusedldthunity.ofcommand.Unityofcommandprincipleis
concerned with the pen'onnel' Whereas.;;;iti*ction is 

"oo""to"d 
with body corporate' rt

implies that each erdup of activiti", t u"iog-;{.iu;"-o;'i;ti"e mutt tta'e one head and one plan'

In other words, rhereihould be onc pr-u""#I"til" i"il"q"atesorv 11y11k 
which should be

executed ooo", tt"'Jr"iii';;Jdd supervisibn of one head or:up€nor'

24.3.7 Subonliiration of Indtviriluol Interest to Gemrat Intercst

In any business enterprise, maragement should pake every effort'to protect the-commm

interesr and iron #ffiffi;;fftffffi#"iiie1ht -L-btis' This enaLles the enprprise to

achieve unity and H;'il;;;,i;".,.ro c"fr-r",i"qt1 over individual intcicst can be

secured by (1) ensuring $at soqd examqjln:-rr-t, supervisors. (2) havins fair and legitimate

ili"ii'#t'u'"otllhivingcontinuoussuperviston'
U.3.t Rcmomrrtion -L- ^^--'-

f90 It is the price paid to the oersonncl for the scndce rendered by them to the conoern' It should
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�g
Ø[rand pFOVide mttmu�� possible s�˚

�å �o%�c�Ef�i �J�Ú:�� �� �� �Ø��that�� ontented stafF is a substaintial assct to tl

emplo�� �\àYshOuld be fair and sadsfactory,other�� sc,the emplo�� �åàY�ß�j ynot dOjustic to their

jobs.Fair remuneration to the emplol"es motivates them.

�R�L 9 Centrahdon

‘Eveyhing which gOes tO increase the impomnce of the subordinate’s �_ le is

deentalisation,cvOhing which 80esto redu"�º is centralisation�B ’In other"oFdS,the issuc

of�å ntrralisation is conceFned Wi�v h the concentration of decisiOn�¡ making authonty ln a singlc

individual or a�¡ few individuals depending on the natuFe Of Circulnstances, si8o of the

undertaking,the types ofdifFerent ttti�� ties,ctc.Theissuc ofdrision mJ�R �° authority m3_y be

i   �`
�å �ü

�‰�Æ�å �� ��
�g �¯ �—�V�æn�S�D �Æ�Ì�ô �[ �R �º �� �P�í

�fi
çW �[

�w
�� �æ�í �o�‘ �…�| I�÷

the gang plink,it becomes possible�� do things

ifFerent acnvltieso This can be better,undesood

!$;6t-ai"grlp,-{M is to send orders to P, they have td go through the scalal chain; i.e., to N,
p; afa.tncg t9.8. If e is to respond to the order$, thpy have aga.in io go throuih o ario t i. rnis
rs, oDvlously, trme con8utrung.
Similarly, if P is to secur-e any inforation frorh.'s', ithas to go through R, OA{ and then to N,
O atrd P. Thisis tiric consuming. In order to avoid the delay Fayol has suggeste<t ttre use of gang
phnk; It implies that P should directly establish connection with 6 instead of going througfi thihierarchy. - .-','-l

Thuc-utrd€r soalar prineple the authority of manapr gets graded ani the,scalar phain
establi-shLs*_tFe' superior-subordinarc relationships aia oommunication channcls in .the
organisatiodj . ' :

�p

�E�X
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Cteck your progrcss -2

Stete the scelar Principles

4�¡ 10 0Fder

�fl�‡Œ⁄ i�º
�æ�¥ �µ �à�E�l �º

çW �î �à�� :�ò  �òhe organisation shOuld�E �¡Ot be rllled up �� th

24�B�¡ 1l Equity

çç�R å� �Q�˙�ô �I �çl�� :�ˇ W�£�D Wi�D�Õ��ØJof�c �åh�å .�‹ �v�Ł�Øn be�c ��dS�K
"�] �¥ �I�Õ�BF�[ �ßWi�ä �¿��̂÷nature and expenence�B �«�A udi�å o,personal

mmttal treament ofthe subâK h""�I
�{ 1�� �R �PWttSP�d�Û

�Õ l�˘ l�¿ �Ir�fi �ö�xå¥�� i�R �V�fl ��Ority tO�i
"��

��

Check your progrsss�] 3

Stare the equity principle.

A.3.12 Stability' of Tenure of Persorel
It is the responsibility of management ro assure security of job to the personnel in the

enterprise. When employees feel insecure about their jobs they may not be properly motivated in
doing their jobs. Stabitity of tenure of job removes the sense of insecurity from the minds of
employees. It enables them to develop attachment to the firm and their loyalty will be steadfast-
Heice, it is necessary that the personnel should iontinue in their jobs for long periods. If there is

a hlgh turnover in persounel in an organisation, it is a poor reflection ou the management itself.
Hence, Fayol has felt that it is better to have average ability people to be in the organisation for
a long time than those who are ellicient, but who are not likely to continue in the service in the
organisation for long time.

A.S.l2Initietive
This impliq thc capacity to think out original plans pnd exesutod them with complete

discretion. It further suggests that emplopes should be grvgn suffrcient opportunity to Chow
their initiative. Fayol describes initiative as one of the keenest satisfactions for an intelligent
man to experience. Employees should be encouraged to.make suggestions and management
should give due weight and consideration to such suggestions while formulating objectives and

l9l plans.
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U.3.14 Espirt de Corps

It rreans thbt'union is strengt[ Management should strive for harmony and understanding
among the pcrsonnel. Unity among the members of the saffis the greatest souroe of strength for
the undertaking. Henoe management should not indulge iu divide and rulc'polby but should
create team, rpirit amon$t the employees. A good communicational system is a must in order to
promote thls in any orlanisation.

24�µ 2 EVALUA�¡ON OF PRINCIPLES

Fayol carefully chose the term, 'Frinciples of Management;' rather than Rules or Laws of
Managsmenf. [n order to avoid rigdity, in administrative matters there is nothing rigid or
absolute. Principles are flexible and can be adapted to moet any need; it is.only a question of
knowing how to use thcm and hence it is a matter of proportion depending on different and
charging cirsumstances.

ftls-p-ointJ ooi by ro-" that callingthem principles is unfair. A principle when applied must
produce the same result every where. Thus a principle acquires universality. But such
universality is difEeult to achieve_i'l managemeirt. Hence it is felt that calling them principles is
inappropriate and it.is therefore iuggested that it is more appropnate to caii them 'guidelines'
generalisationsor proverbs than principles'.

24�B5 SIIMMING UP

h�{ �D�Õ �Ł�V�I �¾ l�] �E�k �H:�B �d:ll�ð �I�o �� :�� �ô �ô
ofthe manattment’        |

Further,it is 1lso pointed out thttt thcse So Oalled prinCiplcs ttc lnore appropriate for the past

�í �˝ �o �� I�c �| �v t�Ý �I �ò�w�í �„ :��
t�r

�Ý�R�Ł�Õ �Õ
boome a pemanent Feature.Organisations have b�å ome more complex than what they were
CaFlior.Hc�� cc these prlnciples Could be approp�Ü ately applied to the past rather than to the
pFeSent.

24.6 CHECK YOUR PROGRESS:MODEL ANSWERS

�¡

�@

�Q
�D

�E
�¡

T!i9 princip[e s_avs that employees should receive orders from one superior only for any
activity.Thrcshould not be two bosses or superiors
Scalar prinqiple is a so-rtof graded authority running front top to bottom in tle organisation
in the form of straigtit line. : '

Equity prigciple is nothing but the combination of justice and kindncss. It means the
managprs should be klnd, impartial and objective while dealing with employees.

:24.7 MODEL EXMNATION Q���¡ ONS

A) ESSAY QIIESTTONS:

!. $eftf {escribe the various principles of management as given by Fayol.
2. Critically evaluate the different principles of Fiyol.
3. How far are the principles of Fayol relevant today?
4. How are the vmious activities of business as classified by Fayol interrelated?

193
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B) SHORT QUESTTONS:
4. Hoiv did Fayol deline'managing'?
5. Define authority.
6 State the principle of unity of command.
7. What is meant by 'r,lnity of direction'?
8. State the scalar Principle.
9. State the principle of specilisation.
10. What is gang plank? Why is it used?
11. Explain the equity principle.

24.8 RECOMMENDED BOOKS
1. Drucker P.F; Practice of Management, Allied Publishers, New Delhi, 1970.

,2. KOONTZ H., O'DONNEL, C and WEIHRICH, H; Management, YII Ed., Mc Graw Hill
Internatibnal Book Company, New Delhi, 1980.

3. Sharlekar, S.A. and Sharlekar, V.S; Principles of Business Management, Himalaya
Publishing Housq. Bombay, 1983.
Srinivasan, R. and Chunewallai S.A; Management-Principles and Pracrics. Himalaya
Publishing House, Bombay, 1983.
TRIPATHI, P.C. and REDDY, P.N; Principles of Management, Tata Mc Graw-Hill
Publishing Co. Ltd., New Delhi, 1983.

24�B9 GLOSSARY

�S

�@

�T

Rccpomibility

Scalar Primiple

Unity of Command

Udty of directisn
Udverulity

Obligation to perfonn the work in tho manner
desired and diiected by the superior ailthorities
Authority running from top to bottom through
chaiu of Command and in the form of a straight line
One employee and one boss where the subordioate
gets orders or instructions from one superior only
One head and one plan for the samc objective
Applicability throughout the world
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UNFF�]251SCIENrHC MANACEMENr

Conten$

25.0 Aims and Objectives
25.1 Introdcution
25.2 Meaning and definitiou of Scientific Managment
25.3 Evolution of Scientilic Management
25.4 Taylor's Philosophy
25.5 Concepts of Scientific Management
25.6 Elements of Scientific Management
25.7. Criticism of Scientific Management
25.8 Summing Up
25.9 Che$k Your Progress-Model Answers
25.10 Model examination guestions
25.11 Recommended Books
25.12 Glossary

25.0 AIIUS AhTD OB.IECTIYES

)anlng and evaluation ofscicntirlc managemeht,

ment
endrlc Manattment
ananent.

25.l mODU�µ �¡�¡oN

Œt �� ä¿
�Ł �Ö �§ �I �V

d�í the reV�R �¤ nJ
n�g rn h�� .�Õ __�Œ�\ �H ��Id�¡ On,�¡ l management Of

25.2 MEAhIING AIYD DEFINI'IION OT SCIENTIFICM
25.2.l Meanfng

As the very name indicates scientilic manag-ement means the application of ssienoe to themanagement. At rheoutset,one shoutd kn;w ;fiil6;;;i ffiui i, -"o"grment? science is asysrcmatised body of t oid"a; p;r#; to an area oi-riro-]'"od-contains some generar 11.r
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truths. Thus, knowledge comes from experience. Experience comes from observation.
Manapment is a process of utilising the rcsourcqr for the ac,hievpmdnt of dffii€d results. So
scientific managcment involves the careful study and investigation ofall the problerns affecting
the management of the enterpripe. This implies the following factors :

(a) finding out the best method of doing particular piece of work.
@) finding minimum time required to complete the standard work.
(c) Selection of proper worker and giving them the required tiaining.
(d) gtving an incentive to the workers to work by gling bonus and reward.

25.2.3 Definition

Fedrick W. Taylor delines Scientific Management as the art of knowing exactly what you

want the workers to do and seeing that they do it in the best and cheapest way.

According to Diemer it means'the ottaining, digesting aryl arranging all obtained knowledge
relating to t[e conditions, methods, pr\ssesln tle field of management and developing these

into an organised body of principles'. \.
Accordiig to P.F. Druckir "iti care is thi organised study 

-of 
work, the aqalysis of wort into

iS simplest-elements and the systematic improvement of the workers performance cjf each

element".-- 
fnJaUove definitions explain the objective of scientific management. In simplest terms its

p*po." is to secuie the maximum prosperity for both the employer and the employees in an

i"tirprise. Scientific Management aiserts that the interests of labour and management are not

i.6i."irii.ioinii. r"aiiioifr"unce, but are complemg*tary as lell as supplementary to each

other. Therefore, the scieniific management is applicable not only to industrial concerns but

"f*o 
tr all economic and social aciivities.

Check your Progress-l

Define Scientific Management as per F'W' Taylor'

25,3 Evdution of Scientirlc Manageinent

Undcr the traditional svstem of-manageme.ntl 1li"H13:siT:?1 ffit:;::*,5t;Tl1�M�| çW�H�˝ �Ü�Ô nl�V �V�Ì�˚ �«�� 10rkP�…�RP�´ �P�Õ �E�xI�ß�i �� �ì �øtª� _ŁV_�@�Ü�v,ÆO:�u

L�v

�g
�qstem waS�˚ �âd as

.r Oalantirlc management acqu

���÷ �R�H1�s �RlWHi�� �º�W�Œl�] �˚�ß �j �í :�I
àp 1�v �Ò �� �o�T�wt�I �] �z 1�] �Ý åKh�÷ L�y �˚ �Œt�g Shdttd of�¡ o��

25.4 TaYlor's PhilosoPhY

"''ri:"i#'*"i*t", or a scientiric.manageme::,*1,.:",t:::i1";?il];Hlifffiil it 
*

,iJ;;h;r",v d,ffi,.in.:il"JJl*1,Hffi:;3i:ii5."i1':flig *,U',:;JS
f };',"TrEiTf ii3;ilffi ips;'al*f #o*"""rx[,[,ff ff:lnJ;fl i"*
BtrJJ,'ffi lJBTffi ;Jl'J",iti'l;*,r"HTiI':l_:i:-:iF*s:l"i:l*t:rg.ff 1s'ls,h"
course, became known-as scientirrimanadffi:6;i+;h" t;"r*tiod from 1903 to 19'

#Tif; ,ffi"#*#,rf, i#f *Fi{tfJ#ry*,f"'lrr,f*Trfi:f ffmffi m
been much divergence in thetr pracuoes'

������
������
�R

scientific managcrnent as he was ttre first person

� 
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to introdnce scientirrc riethods at the workshop l"wl. T.ho:, scientific management is atso'

known as Taylorism. 1.a,io, started t is car"Ji as'" **i66 bufrose by staggs to-the position of

chief Engincer of a J,fi] x; "#ffi;;';1fi#;;,;6;rvjt': attiiuaeJbr workers towards

work, wastage of time, the wastagp ,o,"*or"I',;;J;h;; hiffrcienrcies and leakages' His efforts

to remove these ,rastiil ii*i-[rrr"a in ttr il"i;;;;i of scientific manas€men' Tavlor'

identifred the mancauil of loss of time ?" (iid;]";;ifiil; glberatelv slackin performing

their work, (2) the #;;;;; f;;p"tft#fr-trt" i*t-"'oe.crude and unpcientific-that even

willing workers could lot produce to ttre- 
-m&imum of their capacity' For removing these

ca.l}s€s, Taylo*oged.d tli introduction-tr-ff'fr"J"r-rtt"*"*nip aia aiviO"a foremanship

into two functions viz., plairning *d d;;;;.-r" itr" plgmng section, ev-ery task is

thorouglly planned 
"oa'io'rt 

o"tioirs are irJfii; th" workeii for implementing them'

Functional Foremen

æÛ 1�� 1�� �� å¶ i�“ �Ł�¤�L:�` �ß�D�˘�w8::�d �B
C�‡

�| �‚ �b
�R�F�| �í �P�æ bllowhgiremen�B

"rat h��
��an�v ng d"artme�— .

�@ bu�_ ���ì :�� �Õ:�� �ß :�� M.�í :�ç �× :l�Q �Ô Æí�o�Q�Ł
dfFerent

�A�| �� �B�k�˙ �ƒ�º�º �� 1�� �� �˙�í�d�À �⁄ l�o R�a�⁄ l:�x �' æo�°
���E

0�Ô �Õ
andfl�W

�� �D:�Õ �ô �¥i�í 1ær �Ó �ç�í :�[ �v�d�� i�å �Æ�utl�Ł �`
�CÆí�‹d�ô �R �[ �æ�� Œa

��
�� � �̊‰the�¡ lation betwen thermanttment and

��
kttTl�ƒ

Œ⁄�¾ �_�÷ �› Wa�R�o
S�Q

�I
att�µ

�T�I�Õ
EXtt�] PARTMENT:�÷ �É blb�� �° bremen operate m th ex�å ud�g department

6)Gang boss:It is the duty of this foFeman to makc all thc preliminary preparation of the
WOFk up tO the time the materialis sct in on the machine�B

�¾
)æx

�Qr�fl �e I�º �i �” �Q �� �� �� �` ªà �‹
W��rk"tuany beJns Hc has tO s�å �˚ ØJ

�Ì �E�c%���� I�• 1�Ł �� �¤�£�ì �� :�� �ß �ß�d�� �b :�  T�Õ ªà
OM�@�› �í �o �o �“ 11=�P

�˙
�í �› �I �îto take cttc�v �Rm"hines

and gtt that they aFe in gOod working�� nditions.

FWo Taylor has devdoped a new philo80phy Ofmanarment.HiS maior publiCations aFe(1)
A piece nte systm o)Shop Management(�� �n�ˇ OfCuttilng metals and o�¡ �n principles Of

scientirlc manrment�B 1"

�N �V �R rk
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25,5 Concepts of Scientilic ltrtanagement

For the sake of convenience and clear understandisg of the elements underlyingfie scientific .
mapagemenqa few important concepts are discussed belowl
25.5.1 Mentsl Revolutioo

^ 
TTt" idea. of co-operation betwen workers and employer for maximising the output was

foreign at that time. Hence Taylor advocatod mental re'iohition. This is in fait, i[e iouiaatio"
on which the scientific management rests. It signifies a thorough change in the-mental outlook
oj b9$ the management and workers. The workers should iake intErest in the work. They
should aoc€pt the methods of work suggested by the managgment. The employer'stroutd nol
ryerely look at the workers as wage earioenl but as.gqual partners. Both the piarties must realise
that one -can- n9t prosper without the cooperation oi.the othei. Taylor says that close
co-operation is the essence of scientific management.

25.5.2 Motion Study

Common sense dictates that there can be several methods of doing a taik of performing an
operation. But the determination of the best way of performing in-operation'is possiblf by
motion-study. According to Frank Gilbreth, 'Motion study is the study of itiminating
wastefulness resulting from unnecessary, ill-directed andineffrciint motiOns. TLe aim of motion
study is to find and perpetuate the least waste methods of labour.
. |hi. study- is a prerequisite for establishing a standard rask for the workers. Motion study
lelps tg elilninate the fatiguc which is caused due to unnocessary motions. Motion sudy aims ai
improving job. In trying to improvejobs, motion study analyseieveryjob to do three things: (l)
t9 complercly- get 1d of as many human movements as possible (2) fo shorten the movement
that can not be eliminated 1nd (3) to make the movement less tiringthore are five importanr
tools of motion study and they are as follows:
(1) Process charts : There are many number of charts that the analyst can make use of while

designing a job and to s€e the ways to improve it.
(2) Principles of motion study : Motion study is the technigue of improving jobs. So thc

9ttg*ifg prilaciples ary gfry?ry : (a) Rules for lazincss (b) Rubifor r&iins busy (,;1
Rules for reduction and (d) Rules for placing them.

(3) Motion sturly quesffoos :-suggestive q'iestiois are important among the tools of motion

(0 iff:J;tion shdy: Micromotion study meaur taking moving picrure of jobs and then
running them slowly through a projector.

(5) Therbtig Analysis: Therblig is a small part of a job which is too short to m@sure time with a
stopwatch. A time study analysis involves the measupement of a job part by part.

25.5.3 Tiime Study

Time study may be defined as the art of observing and recording the time required to do each
detailed element of an industrial operation. The work is the result of the effort of inan and
machine and by a careful analysis of every element that could b€ divided into so many
fundamental operations. ttrith thp help of a stop watchrthe time taken to perfolm each of the
fundamental operations are added and the standaid titne is ascertaincd after ailowing for the
rest and certain unavoidable delays. Providing incentive to the workem to do their best after
determining the standard task of time, is the next aspect of time study. The next proble{ is to
see that each worker works to the best of his ability. In order to achieve this, Tayibr intr&uoed
the differential piece rate system.

mECK YOUR PROC�R�� �ª �]2

What is Time study-?
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25.5.4 Frtigue Study

Ogden dcfines it as diininution of the capacity for work which follows excess of work or laok
of rest and which is recognised on the subjective side by a characteristic sensation of malaise. It
may h noted that fatigue is not over work; it is a safety device which prevents over-work. Under
this study, it will be found out how long a period of rest should be, and what intervals of rest
should bdgiven. Fatigrre study is meant to prevent any sweating of labour and at the same timc
to increase the workman's productivity.

2i.5.5 Monotony

CloseJy connected with fatigue this has been defined as a 'Wearisome Uniformity'. Here,
however, the psychological factor counts more. The tending of machines working with
bewildering rapidity must be monotonus. With a repetition of certain tasks one becomes
'bored' uninterested and in other ways manifests a lessening desire to continue the performance
or one may feel tiredncss acccompanied by a desire to do something else for a change. Period of
change of tasks has been adopted in some cases with good results.

25.5.6 Tool Study

No worker can perform his task elliciently unless the tools and equipment which he uses are
good. Uniformity and standardisation of units produced cannot be ensured unless the tools
themselves are standardised. For every job, there is a proper tool and it is'the dirty of
managemen! to make investigations in order to find out which tools will do the job well. Taylor
advocated the setting up ofa tool room under the charge ofan expert who knows how the tools
work. Thus, he will issue from the room the well conditioned tools which are marked as the best
for a partcularjob under the expert supervision.

25.6 Elemenb of Scienffic Managernent.

- 
Havinglgnsidered the means of scientific management, now we proceed to discuss its

elements. They include:
i) Determination of thgtask.
ii) Scientific Iarcstigation
iii) Standardisation of tools and materials
iv) Improvements in the method of work
v) Proper selection and training of workers
vi) Modifrcation of organisation

25.6.1 Detemlnadoo of tasft

Under scientific ma.nagem€ntrthe task or days work for an average workcr under certain
defujite conditions is determined by the maoagehent. Care has to be t-aken to r"" tl"itt 

" 
t rtset should not be higher than the capacity ofin average workeior below nir 

"ap-aciiv.'This increases the e{Iisiency of worker and helps him to earn more.
25.6.2 Sdentific Iuvectigadon

rt is necessary to undcrtate a systemati-cally organised en_quiry of all factors relating to workand then ffiorm thc workaccording to tbc risulti inaicateo.'it ir a -*o, fql ailaining a highcrdegree of excellence in all branches-of management.
25.6.3 Stendrdsltbr ef tools end l4ilerhb

Standardisation is to brilg or' to make of an established standard size, weight, quality,strength or the litc of any-thing..As a result rrt"of *iooi *a rt rly or.-tiiiuir-ft.iifu, tnplanning department will dercriine the treit tools and Edt*i"L-i"L used for a particular r)?eof wqk. so standardisation of tools ano narcrihi.;il;lh;;tage, improves the quality ofthe product, naximises the output anO reau,cct thc cost.
25.6".4lnprcrc*tr fo lhe acfied of rett

The 
-output of riran and machinc can be incrcased greatly by improving the conditions and

ry:1t',f"listll*i,yf f ,?;"ffit"111",m:m:* j#h*f trin"*Hik*t*xfi Iof work and materials.
1"
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25.6.5 Proper selecdon and Trdring of Worken '

hoper selection of workers would lead to increasc in the efliciency. If the ma"igpment wants
to improve the method of work, it must select proper workmen and training should giwn to the
selected Workmen. This incteases the effrciency of the workers and helps them to earn
more.

8.6.6 Functionlization of Organisation

As pointed out earlier, Taylor suggested the introduction of functional foremanship.
According to this, the two functions of planning and execution are developed. The planning
room issues neoessary directions to the workers. Shortening of the working-hours, inotasing
the prolit of management and reducing prices to consumsrs are the rsultant effects oi
functinalisation of organisation.

25�B7 CRIICISM

25.7.1 Introduction:

Under modern conditions, scientific maoagement in its origrnal form has been put in to cold

storage. Thus Taylorism is a dead cult now.The use of the term scientific management is very

ioapp--priat" aod has been subjected to &rve criticism at the hauds of opponents. Crenerally,

tUe'iritiiism came from (1) Employers (2) Workers and (3) Others.

8.7.2 EmpldYers Objectiom

These are: (a) Scientilic management requires a huge capital investiment. (b) It invo-lves heavy-

.*pr"aiiori b"c"rr" it has to ionduct nescarch in tlme itudy, ryotion study etc; (c) In times of
;6,9gsi;; tn" *uiot*ance or the entire paraphernalia of.scientific management is a heavy

U"ialr- ta) A sudden change is necessitated -Uf t* introduction of scientifrc management'

i;;rlt;J tir; 
"*irii"i-".""-6min1 

of work. (e) ifarticularly on account of the emplovment of

ffi;r"ducers' wt oie *r"rl"r add to the overLead charges. Hence, it is less practicable'

25,.7 .3 lYorkers' obiections

There are: (a) The increase in their earning is notin -porportion,to 
the ratc Of ircrease in their

;ffiil; i;') 
-$ilii" **"j"-"n1 thr6ugh sub division and standardization of processes

ffi;;t;ilr(rrt ioliiuti"". i"j it t""a"r, *ori"r, une-mpl6yed as a oonsequenae of the adoption
'of labour saving d-wG. 'both in uru"tio"ty aoO-io -anfgemenl-of 

work'.(d) Scientific

management speed;il;; r-g;k*: and.ttris wo'uld affect their-helth. This fear rs due to the lack

,f piip"i ,rAirstanding of the principles of scientific management.

EJ.4lrbour learilers Criticimr to scientilic management

Itlowe,rsthepositionofuadeunionsasthewagesandworkingconditionsaredecidedbythe
management o" t#;iir;;;;iiri"-"rirvrii"""a the trade-unions have'no role in this

.matter.

25.7.5 Others' Criticim
scientific ma^nagpment has been critised by some others from theoretical point of view:

(a) rt foc.s*, itrT,tltJr'.rr.-r-;;fr*'* ripiJr"iion managem€nt without touching the

'--' problems relating to marketing' finance etc;

(b) Too much emphasis is laid oPo:j:l"oalysis and situa$on in a manufacturing unit without

making 
""v "[t -pt at intefratiig them into a full job'

(c) Scientifrc management is foUnded on certain pessimi#c assumptions about human

oatnrG' 
Frc managEm€nt should aim at attaining maxirnum

(d) Psychologists. susscst- that. scientiFtc,19$tr3Tiflffi t:TH'. ;.;fft
effrciency u, -ofir"A not in rcr*" ofiodMlualworkersbut in terms or gloups'

(e)Scientifrcmanagemenlforytsmechanicalapproacht"y"*'thelabouf..work€fsWorklike
cog' in a maffine without "", o#fr"-T,l';;;ti;k;b"tt their jobs and methods of

work.

E.7.|Corctoslon
N we have examined the above criticism raised against scientific management' In recent years
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much of the critism has been overcome by the wiser application of-the non-rigid methods of
Taylorisq by the inculsion of the principies and methods of industrial Psychology, and by a
b€ttcr underuanding of their functi,ons and interrelations by labour and rnanagement.

On both.&s,there is a cravingfior harmony and mutual ggderstanding. And it has also been

r€aliscd thar collective bargaining, participative management qqd oth€rscUemes as' a part of
Scientific Management will assure the improvement in,j'ry!_ustrial relations. A better
understanding oi human factor in organisation-will makg sciEhtific management really
scientific. Productivity and satisfaction must go together in a realfyseieatifically managcd unit.
Scieotific management as a principle is good. The spirit behind it is to manage things
rationally.

:!rEr

22.8SUMMING UP

Scientific management solvei many of the business problems especialty managerial problems.
This is nothing but application of science to the management scientific management combines
thc interests of management and employees. F.W. Taylor has very well described the philosophy-
of scientific maqagement. Taylor has sponsored a functional foremen approach for 

-the

completion of the work. In course of the study of scienti{ic manr3cmcntnvarious concerns like
mental revolution, motion $tudy, line study; fatigue shrdy etc arc demribed. This unit also
extends-jts.scopg to the other areas likedetermitrationofwork,scientific investigation,
standardisation of tools and materials selectio:r and training of workers, funcgi,onalisation of
organisation etc.

25�B9 CHECK YOUR PROGRESS:MODEL ANSWERS

1. F.W.'Taylor defines the.Scientific Management as an art of knowing exactly what you want
the workers to do and Tping th4t they do'it i" the best ano ctreapest way.
?. It ie an an of obsorving and recording the time required to ao-"a"u oitalea ebment of anindustrial operation.

25. 10 MODEL EXATItr{ATION QUESTIOTTS- --
��

�¡
�Q
�D
�R
�D�S

�T
�D
�U
�D
�V
�D
��

�X
�D

f,ASSY QLTESTTONSI
Give a brief account of the evolution of scientific management thought.
_Ept"r, me main elements of scientific;;.gild
What is scientific mana-ge-m€nt? Why was iioppose.d?
Describe the merits and defects of ;icntif; oiaoagement.

B) SHORT QUESTIONS.
What is funotional foremanship?
Deline motion studv.
What is scientific man
what is standardisatilXft"ot 

or Taylotism?

What is F_atigue Study?

25.11 R.ECOMMEI\IDED BOOKS

L Bns&an y.f,;

2. Drucler

: Fundamentals of Business Organisations andMa.nagement. Sultan Chand,iO S"iJ, pJfni.
1.73 pp 4,ll to 4.32.

: The Practice of Management, Allied
�h

�E
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�¡

�S

�¡

�U

�V
�D

Reddy P.N. and
Gulshan s.s

Saksena S.C.

Shukla M.C.

Singh B.P. antl
Chobra T.N.
Taylor F.W.

Publishers (P) Lfunited, Bombay.
Principles of Business Organisation and Management.
Eurasia Publishing House (P) Ltd.New Delhi 1981.
Busin6ss Administration and Managemenr,
Sahitya Bhavan. Agra 19E1.

Business Organisation and Management.
S.Ctrand & Co., (P) Ltd., New Delhi
Fundamentals of Business Orga4isation,
Kitab Mahal, Allahabad 1981.
The Principlesof Scientific.Managenient.

27�B12 GLOSSARY

Ecommic Stlbility

Fatigue shdy

Micromotion Study

Momtony

Motion Study

Obcoletc
Prodrctivity
Scientific managcment

Scienffic Investigation

Simplilication
Strndanlisation

Therblig analYsis

Time studY

Tool StudY

Economy being in equilibruim.
free from fluctuations.
Study of the diminution of the
capacity for work which follows
excess ofwork or lack ofrest.
Taking moving pictures of jobs
and then running them slowlY
through a projector
Closely connected with fatigue
but defined os wearisomeuniformity
Study of eliminaung wasteful-
ness resulting from lnnecessarY,
illdirected and insuflicient motions.
Out of date
Production per unit of factor input
The application of science to managernent'

tt imptfus that the methods of
scieniific eqguiry, analysis and summary
can be applied to the activites of managers'

A systeniitically organised enquiry of
all factors relating to work.
Making production prooess less complex

To briig to or make of an established

standard size, weight, quality, strength

of the like of anY thing.
A time study anilysis involving the

.""toit-trit of alob part by a stop watch'

Ari of observing and recording the

time required to do each detailgd

iiement of an industrial operation'
An investigation into the appropriateness

,Tn" t*t-. to be used for doing a job'
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LjNIT - 25: RATIONALISATION
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26.0 Aims and Objectives
26.1 Introduction
26.2 Meaning,definition and scope of Rationalisation
26.3 Factors leading ro Rationalisation
26.4 Steps in Rationalisation
26.5 Automation
26.6 Distinction between Rationalisation and scientific Manapment.
26.7 Distinction between Rationalisation and Combination'
26.8 Benefits of Rationalisation
26.9 Objections to Rationalisation
26.10 Rationalisation in India
26.11 Summing Up
26.12 Ch*k Your Progress - Model Answers.
26.13 Modet Examination Questions
26.14 Recommended Books
26.15 Glossary.

26‘O AIMS AND OBJE�µ�¡�¡VES

This unit aims at describing the concept and scope of Rationalisation. On completion of this
unit, you should be able to:

- explain the meaning of Rationalisation
- diitinguish between Rationalisation, Scientific Management and Combination.
- Mention the objections to Rationalisation.

26�B lINrRODU�µ �¡�¡ON

Immediately after the First World war,the economy of Germany was a shambles. The revival
of her economy needed drastic measures. Such drastic measures taken by Germany to
reorganise her industries came to be known as Rationalisation. The rationalisation movement
was a complete success in Germany and the result achieved there was notliing short of a miracle.
It attracted the attention and admirationof several other nations. Many other countries such as
Great Britain followed suit Japan owes its industrial strength to the rationalisation
movement.

26.2 Meaning, Definition and Scope of.Rationalisation

The term 'Rationalisation' was derived from 'Rationalisierung, a German word.
Rationalisation is a conscious attempt to elimmate waste and ineffeciencyl Scientificatly by some
sort ofjoint action taken by all the firms operating within one industry. The-scope of
ratioralisation is very wide. It is not possible to cbmprcsi all the implications of tne tenn *ittrio
thlbo-un9ariq olao:{ rigid definition. Various outhors have defined it in various ways.

Prof. E.A.G. Robin'con defined Rationalisation as "the reorganisation of relitionship
between the firms and an industry". Robinson stresses the industrywrse application oi
rationalisation. According to Sargant Florence, "Rationalisation is a ,rr,rr"meni 

-to 
eliminate

yaste and inefficiency scientifically and logically by some sort of Joint Action between all the
firms within one industry". This aennition reveals the following features of
rationalisation.

..i._It-is designed primarily to eliminate waste and inefficiency in industry.
..ii' It involves application of scientific techniques andlogicartir'rnking.
iii. It requires some kind ofjoint and cooperative actidn.

^McGregor 
defin- es rationalisation as "the right organisation of industry considered as a t)4re

ol Governmenl, thc producers being so related as to enable such policies to be applied as woik 2p3
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specialisation, non-destructive elimination of the weak and control over the entrar€e of new
establishments". This definition implies the formation of combination in the'industry and
confining production only to existing efficient units.

The world Economic Conference defined rationalisation as the "methods and techniques of
organisation designed to secure the minimum waste of either effort or materials. It includes thc
scientific organisation of labour, sihplification of-proeesses and improvetnents in the system of
transport and marketing" Thus,
t. rationalisation, in general is a reform tending to reFlace habitual antiquated practices by

means or methods based on systmatic reasoning.
b. In a wider senso, it is a reform which takes a group of business undertakings as a unit and

tends to reduce waste and loss due tounbrideldcompetition by concerned action based on
systematic reasoning.

c. In tlre widest senserit is a reform tending to use means and methods based on systematic
reasoning to the collective activities of the large economic and seial groups.

Check your Progress - I

Define Rationalisation as given by E.A.G. Robinson.

25.3 Factorc Leading to Rationalisation

Thc nced for joint action on thc part of all the n�j ���j��s in an industry arose becausc of thc

fOnOwing Causcs pf wastage,inemcicncy and low productivity.

26.�¡ l Scramble for Scarce Resources

en�å any resou�K tt a�K  H��

�g
�æ Duc O�ØkFf��

:�R �ì 1:�¶ �� �É I:�Ł �b :àp �] �o :
the lilnited and scarce resourccs.Thc solution tc

and planned utuisation of the available resourccs.

26.�¡ 2 1dle Plant Capacity

industry.

26.�¡ 3 UmeceSSary Vaddes

�í 1:�` �F:�‚ �í l�Ł �� å� :=�ò

�í�í:�� itl�× litil�J �Ó �µ �p�� ���fl
�µ tem�Ì

:�Ó

�·�� ,t&j�Æ �Ł�� �º��
lan be carried out.

26.3.4 0bsolete Machnery

w�ì �ìMc�Ł �£ L�í �£ �Õ �| l�• �í �[ t�í �I �Õ
204
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elliciency and prodlctivity of labour also declines. Thus the need for rationalisation arises in
order to'rrplace obsolete machinery by upto date machinery so that higher productivity at lower
cost is achieved.

26.4 Steps in Rationalisation

RationalisatiOn involves a number of steps which can be discussed under the following
head8:

1.Tcchnological

2.Organisational

3.Financial
4.Social    �E

26.4.l TCHNOLOGICAL

Rationalisation is concerned with industrial cngineering involving various proccsses like

s�� ndardisation,silnpliflcation,mechanisation,intensiacation,specialisation and functionalisat�]

lon.

_ Standardisation:This involves axing Ofcertain standatds ofsizc,process,quality ofproductin

:�â �í �F �Ì �y :ª� �¡ �b�w �ð �Ù ihtthazard ttd�E
ards ttc �K���EaCCd by ttand�z

�gs.It eliminates waste of clbrts and nlatcrials,It

leads to�E reducedCOStOfproductiOnanddistributionIStandardisationcallsforcontinuOussc�] Ch

for ne�\ dardS�B

ShlPlincadon:simplinca,9n ittV01veS ttaking production programlnc and process tss
complex.It aims to produce only limited types of products and to eliminate redundancy.It

T�@ �Ó �D �Q �ô �I �§ �� �Ú �Ù �ô T�Ù :�â �Ô �ß �R �Ô �� �ò �B i:�w �R �F
and casier efFect Of scasonal variationi Rctailcr is rclievod of thc trouble of ha�Y ng mo�¡ c

stock�B                                 �A

MechanisaØ[oEl:This inv01ves introduction rcliance on i machincs helps the manuf/ctuier tO

�í ;çü �Ó �‚ �vL�Ø�‚ �ß���Õ �`
Jp�¤ du�˚ �Bi�F �¡ndO�| �˚ On d�å sn�å

)�E efncicncy Of the unit can also bc increased by
cmploying mOrc labour. Especi�Ü 1ly in an underdeveloped economy with largescalc
unemploymcnt,ratiOnalisation should be based on labour absorbing machines not on lab6ur

saving machines.
Intengttad�V :ThiS inv01ves making the best usc of the existing indust�Ü al mcchinery as a

greater speed.This Fesults in the increasc in the productivity of the workers.

Speda�� �cØ[Om: This fonows from standardisation of productiono When production is
concentratcd oveF a lilnitod numbcr of varieties and if carricd on by a snlali nu�� ber Ofemcicnt

�ï �|
�ß �Õ �F itti�Œ �z �ð intç� �fi�ß�x�ßT�I �À

hl�� I�l �í �R� :̋1�w �E�VmR�i�� �¿11�F�º1:T�§ Œ⁄�Ł�É Fe�‰
�E

Indus�� d81 Remrch:Ratiollalisation rclies hcavily on programlnes of industrial rcscarch fOr

:tiln�I 1::.1��
St SE�� noniical prOcess ofproduction.Rcsearch enables the quality ofgoods lo

Check Your Progress�N 2

What is meant by functionalisation?

26.42 0rga�‡ æ¢ dOnal

RationalisatiOn implies taking of thc f0110wing organisatiOnal stcps.
�I
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a. Amalgamation is a merger of small or weak units with big and effrcient units. It also
involves modernisation through self-linancing implying a conservative dividend policy and a
liberal provision for maintenance and renewal of reserves.

b. Elimination of cut-throat competition in industry.
c. Setting up of joint authority for taking united action on various matters such as removal of

exoess capacity, planned utilisation of scarce resources, etc.,
tl. Adjusting the total volume of production to probable total volume of consumption in order

to reduce the economic disequilibrium and to regulate prices.
e. Radical change in the method of management in various lirms of an industry. This implies

application of the principle of scientific management. The systematic attempt at raising the
effrciency of management will naturally lead to higher productivity which is the goal of
rationalisation.

26.4.3 Financial

Rationalisation implies linancial reorganisation for carrying out schemes connected with the
technical aspects of rationalisation. Various units of the industry should be neither over
capitalised nor under+apitalised. Rationalisation also implies allocation of finance for
expansion or reorganisation of old units and the establishment of new plants.

26.4.4 Social

Rationalisation is concerned not merely with the rise in productivity; it is equally concerned
with the prosperity of all sections of society. The benefits of rationlisation should be enjoyed by
all the parties. The producers should be able to reduce cost and increase profits. The workers
should be benefitted by the increased earnings, smaller work load and better amenities. The
consumer should get goods of better quality at cheaper prices.

?6.5 AUTOMATION

The tefm'Automation' has been defined differently by different people. Automation can be

described as an advanced technology characterised by specific devices of communication and

control in self regulation without human intervention. Some people consider it synonymous

with rationalisation. But it can be considered as a part of rationalisation only if it is introduced
in an entire industry.Automation has a great impact on the productivity of industrial units and

standard of living-of the people. It helps in creating new products and dveloping a new

industrial culture, Automltion is the next stage after mechnaisation. The eoncept of
self-regulation of machines is the distinguishing &3tur.e between mechanisation and

automition. In case of automatic machinery, the machine is able to sense, feel, detect and

correct errors and faults while they occur.
Automation involves the following three steps :

Ioiugratioo : This means linking togetherconventionillyseparate manufacturing opertations

into liies of continuous producti-on.-Mechanicaltransferdevices are used for linking various

production pro"".r"r.-tf-"i"riut. -. fed !y machincs at one end and are processed and

iransformedinto finished products at the other end."-F;;;"firGoiiffrir" is automatic control which receives information from the various

machines automadcally. It corrects deviations or errors at the appropriate time'
___ 

Computer : In an arttomated plant, .-com-puters are used to process the increasing range of

technical and commercial informltion for decision making'

Check your progress - 3
lThst is meant bY Automation ?
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%.6  DISHN�µ �æ�¡ON  B�c
SO�V�t n�¡ �~C MANAC�RM� NT

RA�¡ONALISA�¡ON AND

Rationalisation and Scientific Management are similar in certain resp€cts. Both aim at
increasing elliciency and productivity and bringing about maximum utilisation of resources of
all .kinds. Both seek to introduce scientific methods of organisation and work replacing
outdated and unsystematic methods.

However there ire the points of distinction as follows :

26.61 Scope : Rationalisation has wider scope than scientific management. Scientific
management can be introduced by individual firm to increase its efliciency. Rationalisation, on
the other hand, conerns itself with the problems of industry as a whole and not of individual
units. Rationalisation cannot be introduced in individual units. Rationalisation cannot be
introduced in individual units alone.
21t.6.2 Steps : the steps taken under rationalisation are different from those follwed under
Scientific Management. They are as follows :

a) Combinations : Rationalisation aims to end rivalries among conoerns and to settle the
problem of inefliciency through amalgamations and mergeri. The weak and ineflicient
units merge with strong ones in the interest of efliciency of th6 industry as a whole. Scientific
management is in no $ray coserned with combination. Its only aim is to improve the effrciency
of a particular unit. It triesto-achieveits objective by developing a spirit of cooperation between
the employers and employees within a paiticular unit.

b) Avoidrnce of Scremble for Resources : It is not a measure of scientilic management to
$ra.n89.for.the Proper distribution of resource among various concerns in any' industry, while
Rationlisation aims to allocated the scarce resources imong thc units of the i"u"rtry t-rriough ajoint authority s€t-up by the units-or-by thc Golernm"oi. noy concern followini icientifrc
Management does not ensure the fair allocation of scarce r"rour."r. At best it cuo *"ake proper
use of its own share of resouroes.

c) Removal of rrlle Capacity jAsscientific management is confined to a particular unit of plant,it does not seek to tackle- the- problem of aijusting tt e pia.t capicity to demand. Butrationalisation aims to remove-the idle capacity dV.los]"iao'*o tt" iri"ffr"i"oipf-ir ttroogUth"Jortt authority set up for the porpor".
O Stanaeraisation of varieties i one important measure of rationalisation is thestandardisation ofvarieties and the elimination orrorri*.ory n*i"iio. iii;t;ffi;d;of eachvariety retained will rise and the cost of its productio" i,iiiu" brought down. ScientificManagement con@rns itself with the eflicient production or*hai"ue, varieties are already beingproduced without eliminating the unnecessary ones.

26s'3' coYerlge : rationalisation has a wider ogverage and a broader approach. It is concerned,with regulation of P^roduction, marketing, financi, advertising, transport on wide scale.scientific manasement is concerned with on"ty;iffi;;;;##i,t of production. It organisesIabour and prod,ctiveprocesses on scienti{c 
"rra,iri",nutil'iil; f;Ifi-r"ilr*"r,ti, "r,concerned with the problems of marketing, finunc ini-i;;;;;;;i.

26'6'4 Mechanisr : There is no fixed and predetermined rrgchanisms for Rationalisation. Thereis no particular order in which iil;"';;r.s are taken under rationalisation, on the otherhand,scientific Managpment has u rrcii-a"dora ana w"ii$"t .""ii"oirm of operation.26'6's s .Lal objecdves : Rationalisation is.associated with certain social objective such asraising the remuneratioa of *"rt"ir, i"a;;rg id;.i";';i il,products for the benefit ofconsumers' improving the.quality riit"-pi"ai"rc; il-*,ild-the standard of living of themembets of the societv- sciintinc maou!"f,.ot is not concern"a *iin ,llti^;od;;::rr aimsonly at more ellicient management of th;;isting firms through the use of scientific methods ofrcsearch and experimentati6n.
tcientific managemer-rt cannot control the relations of the firm with the outside world as6ti6nali5afion does. This does oot *- tiril-[;;;;; ffi#lt exctusive. Rarionatisationincludes scicntific -"o"g"."oi qibr.ar"i"n and goes a step further to deal with the otherproblems arising in the Jourse of d;;t6:an industry and its component units.

�N
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��
�VDIST�µ �¡�¡ON ttT"�d EN RA�¡ONALISAT10N ANDiCOMBINAT�c

As rationalisation implies some kind ofjoint action by the lirms of an industry under a joint
authority, it is treated by some as a form of combination. BuI there-are differences between ihem
as under:
26.7.1 Scope : Rationdisation covers all the units of a particular industry while combination
need notnecessarilycoverthe entire industry and it can be forrred by a few firms in an industry.
While rationalisation includes combination besides standardisation, specialisatioq and scientific
management,, combination does not embrace the other measures.

21i.7.2 Objective: Rationalisation is associated with economic hurnan and social objectives. Its
general purpose is formation of human welfare. Combination aims to form monopolies
checking unnecessary competition which is anti-social.
26.7.3 Origin : Awareness of the need for removing the maladjustments improving the efficiency
of any industry led to rationalisation. But the combination movement originated from the
attempts of industrial units at eliminating acute competition and establishment of monopolies
for their gains.

26.8 BENEFITS OF RATIONALISA�¡ON

Rationalisation brings definite economies and advantages and is considered as the key to

high;; p;d;ctivity ani social welfare. The chief merits of rationalisation are as follows :

'25.8.1 To 0re Producers

a) Increased prolit : Rationalisation reduces the cost of production' Under rationalisatiou

riluff *a weak firms disappe:u and strong ones become stronger' It aims to cover some

uneconomic units into profitable ones'

b) Economy in production: Rationlisation results in economy in production and decline-!9 cost

orlroauctioir.
c) Influstrial Cooperation : Ration-alisation achieves a degree of cooperation amon€ the

various rivals in ;ilil;tit in doin! away with cut-tliroat competition and replacing

competition with combintion.
il) Economic Stabiltity : As rationalisation aims to enable the industry ready is equilibrium

u"i,i*" a..u"a a"o pioduction, stability is achieved in the industry.

e) promotion of Inrlustrial Research i Rationalisation leads to pooling of research and

scientific tooo,bjgJ. 
-So"t p.oring promotes further research to the advantage of all

producers.

f) Economies of specialisation and mechanisation: Rationalisation involves specilisation' Each

unit wilr und*"dffiilffiIi'#fih" ;;i""l"iuuri"tv for which it is best suited. This will

enlarge the scale or prJao"tion and hence economies of scale will accrue.

This will 
"oturgl 

ff""]"!Iffi itoOr"iio. and hence economies of scale will accrue'

26.8.2Tothe workers

a) Higher Remuneration : Rationalisation results in higher productivity by eliminating

wastage and ineffiiency aoa h"n"" "orii;;;;;e. Tne [eo"f't of such reduction in cost

must be passed ";;tt" 
;t["it i" the form of higher remuneration'

b) Improving Efii"i"*y : Rationalisation iricrease labour productivity' while seeking to

eliminati wastE of human effort' 
ralisation may result in some

c) Greater Security : Though in. the short run' ratrot

,nemployment, in the long run it may rncieat" it 
" "*pioyment 

opportunity due to the incrrease

in demand fot tt 
" 

ptJ"itt of the rationalised industry'

26.8.3 To the courmers
a) cheaper Goorls : one of the basic objectives of rationalisation is to provide cheaper goods

to the consumers. This is possible U""uo-J"ii-Utit'gs do*o the cost of production'

*;iliJ3x:#H;Iili3fl ,,;'#,t5;;l3n'm;'";olTlil:l#,11fl ,J:"promo'[ionor
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c) Convenierce of droice: As rafionalis.ation igvglyes standardisation of-productl it results in
fewerprbducts. Hence the consumer is relieved of the botheration of making choice anlong a

large nurhber of varieties.

d) Bettdr standards of living : By making available cheap, attractive and durable products

rationalisation helps in raisin! the standardof living of consumers. The consumers are enabled

to bqy alarger number of standardised products with the same income.

26.8.4 To the Nation
a) Higher Nedqnal Income : By setting right the maladjustements.in the economy, it makes the

economy progressive and helps it in enjoying higher levels of national income.

b) proper allocation ofresources : Rationalisation seeks to allocate tha available resources ofa
nation over dilferent uses in such a way that there is neither Wastagp of resources nor
scarcity.

c) Better Export Potential : When cost of production is reduced in rationlisation, the products

become more iompetitive in the international market. Hence the rationalised industry gains in
the export market.

O National prosperity : All the above advantages like cheap goods ot high quality, higher
wages to worklrs, ieputation in interational markets, etc., will result in the piosperity of the
nation as a whole.

26�B9 0BIEC�¡ �¡ONS TO RA�¡ONAHSATION

Though rationalisation has all the above advantagps, it is not free from criticism. The
following criticism emanates from the employers and the employees.

25.9.1 Employdreil Criticism
a) Heevy Cepitel Investment :Employers hesitate to make huge invesiment in machines and

other schemes of rationalisation. They fear they may not be able to make such investment
regularly and such investment may not fetch adequate returns. During depression such
investments lave fust to be written off.

b) Shortrge of flnance : Shortage of hnance is one stumbling block for the introduction of
rationalisation.

c) Fear of Nationillisation : Employep' fear of nationalisation of the rationalised industry by
the Government also discourages them in making investment in schemes of rationalisation.

d) Ferr of obsolescence : As there islno limit for investments and discoveries resullting from
continuous reseatch, any scheme of rationalisation introduced at a huge cost may soon become
obsolete. In that caserthe huge invgstmenr made becomes a waste.

e) Fear of deurand for higtrer wsges : As workers may demand a higher share in the inciease of
productivity, the employers may not actually reap the benefit of any scheme of
rationalisation.

- However these apprehensions 6re based on the thinking of the employers that ratiodahsation
is synonymorrs with mechanisation. But rationalisation Las a wider scope aiming at reducing
waltag€ and minimising cost. If the employers understand this, they -"y oit raise suc[
objections.

25.9.2 Worlers' cridcism
'Workers are vociforous in their criticism against rationalisation. Their sriticism is :
a) Fe.ar of unemplo;ment : The various measures taken under rationalisation suoh asr

mechanisation, glgsurg of less ellicient and unproductive units and curtailing production to the
level of demand involve retre4dhement of workers which is strongly objecl& .by workers.
]Iowgver-yemployment is the diffrcultyonly iri the short run. In thelirng iun, this proble- -aybe solved in due cource as decline in piices will push up the demand of-the produits and more
production implies more employmeni.

b) Fear of lrmerse in workload :Workersare afriad that they may be required to woik more on
the introduction of a scheme of rationalisation.They 

"oori'der 
iationaiisation as a device to

extmct more work. They fear more strain and fltigue due to rationalisation. Howevertstudies in

[:l: "*o"-*,, fatigue studies, etc., by the Engineers andpsychologistswill remove thcir 
-
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c) Fcar of Exploitation : Workers feel that the managements exploit them by offering an
insignificant share of the benetits of rationalisation to them. Rise in wages is not proportionate
to rise in productivity.

d) Fear of losing importance : Rationalisation aims to give more importance to mac.hines and
to reduce the importance of labour. However, rationalisation also increases theimportanceof
man because labour should improve from unskilled to skilled in any seheme of
rationalisation.

26.9.3 General Objections

a) Rise in monopoly : Since joint action on matters affecting unitS constituting an industry is
an important aspect of rationalisation, it results in monopvlistic combination .

b) Evits of Big Business : In rationalisation, units tend to expand. In the.process they may

expand to an unwieldy size. Therefore the drawbacks of such big size and monopolies. may
tt""ioiln*tion 

of cottage and smatl scale industries : Formation of monopolies and lig
business, which is the cor-ollary of rationalisation destroys cottage and small scale industries

Bving rise to unemployment of large number of poeple. It also destroys the creative and artistic
skill inherent in such industries.

Therc have been vcry little attcmpts to rationalisc lndian lndustrics. Therc have boen a

numbcr of difrlculties in the introduction of rationalisation.They are:

1)COntr01 0flndian industrics by the Managing arnts fOr a long time.They tte not inclincd

�_

�Õ

r�Õ

�Õ :pttl�� �� 1�Q ��

al�P

I�r II�ˆ �Ó

t�ß
�F hnidautomation.Thcrcforc therc has bcen a strong

�¤�C�‹ �i �æ�£ ini�í �H�í �åll�F �fl �î �] �ôT�ø�ß dttonJttbow

�–�� ��̇ò �r ª� �í �–Ii�÷ Œ⁄ir�ü llttII�Ł I
Therc havc bcen sporadic attempts to intro

policy ofthe Govcmmentto encounr ratiOndisation.It has taken the following steps for the

�î �N1�Õ �fl �� �ò �à�¸ �£ �t�E �R
�Ù �§ Pl�Ý �E�ò :�ˆ

ni�ì
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26�B10 RATIONALISATION IN INDIA

lowetprice.
4) Apart from above, the Govemment has established a number of research instlturcs and

laboratories fbr promoting industrial rcsearch.

26.1l SUMMING UP

210
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has a close aflinfty 'with the Scientilic management , ond industrial combinations.
Rationalisation berlefits arc to the producers, workers, consumers and finally to the national
economy.

Despite its meri6, Rationalisaton is subjected to criticism from the employers, workers and

the 'public in general. The (ationalisation has yet to make its impact on Indian
industries.

26�B12 CHECK YOUR PROGRESS8 MODEL ANSWERS

l. It is the reorganisation of relationshipsbetween the firms and industry
2. It means the application of specialisaiion to supervision and m'anagment, it is nothing UUt

iqtroduction of Scientific Management.
3. It is an advanced technology characterised by specific devices of communication and

control in self regulation without human intervention.

26.13 MODEL EXAMINA�¡ON QUESlHONS

�¤ SAY QUEST10NS:
1.Explain �Ve Factors ic�v ng to RatiOnalisation:

2.Explain the steps in Rationalisation.

3�B What are the benerlts of Rationalisation?

4.What is the criticism aFinst Rgit�¤ nlisatioJ
5.How do you ally the fear ofv"mp10ycmcnt du�v  to Rttionalisatior

�A   6,What is the xbpe rOr Rationlising lndian lndustries?
B)SHORT QUEST10NS:

7.What is mcant by Rationalisation?

8�B What is lneant by sunplirlcation?

9�B VJhat is mant by Functional�¤ atior
10.Whatis meant by Automatior        ��
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26�B15 GLOSsARY

Automation : Self-regulation of machines without
human intervention 211
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Combination
Feed-Bac} Contrql

Functionalisation

LIle Plant Capacity
Integration

Intemification

Mechanisation
Mental Revolution

Nationalisation

Rationalisation

Leadership

Management
Management Cycle

Operating Management
0rganising

Reporting

Staffing

Two or more units combining together
Automatic receipt of information from various
machine and correcting deviations
Application of specialisation to supervision
and management
ThqproFrt of the plant capacity remaining uuutilised
Linking together the selrarate manufacturing opera-
tions into line of continuous production
Making the best use of the existing industrial
machinery at a greater speed
Introducing machine
A thorough change in the mental outlook of
both management and workers.
Government take over of private business of
industrial units
Reorganisation of relationship between the firms and
an iniustry so as to eliminate waste aurd inefliciency.
The art of influencing others in the achievement
of group goals.
The art of getting things done through others.
The various managerial activities starting from
planning, organising, coordinating, communicating
and controlling.
Lower level management involving doing activity
The process of delegation, deentralisation and
departmentation and creating a structurs to
achieve predetermined goals.
The process of providing the required information as

demanded by the various controls set up in
the organisation.
Activiiies concerned with the selection of personnel,

placement, training and a Praisal.
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Dn B.R.Ambedkar Open University
FA�Q çW�r OF COMMERCE

BoCom.�U YEAR.�� YDC)EXAMINAHON
MODEL QRT10N PAPER

GROUP�]I:PAPER�] I

BUSINM ORGANISAION&MANAGEMttNT

PART-A : Eseoy Questiore
Marks 4x 15 : 60)

Answer any Four of the followin!
Explain the various stages in the evolution of industries.
!m1.arc-tn9 privilages of a private limited company?
Explain the features of partnership.
State the need for cvoperation and the princrples of cooperation.
What is the need for state- regulation bf uuiiness? exitain in this @nrcxt, the role ofIndustrial Development and Regulation Act?
How do btsincss firms raise,their working capital?
wlat i-s 11 organised market? \Mhat chariteristics should commodities possess if they wreto be dealt in an organised market?
what are the objections to rationalisation from employers and workers?

PART-B : Short Questions

{gsw.e_r lly Five of the rouowinjYarks 
5 x 8 : 40)

Classify the Industry?

Sg1i1_comnanl organisation superior to partnership firm?
what is an extra ordinary general meeting? what type of business is transacts in thatmeeting?
How can a cooperative society be fonned?
What are the devices of trade promotion?
What are thc detcrminants of hxed caoital?
Can middle man bc eliminated?
State the need for state Regulation?
Distinguish between automatlon and rationalisation
{ngw.er any.two of the following;- ---*'
a) Scienctific Management
b) Memorandum oFAssociation
c) Whole Saler
d) Promotion

213
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Dro RRAmbedL�cr Ope�V  Univerlslty
UNDER GRADUATE COURSES�]II YEAR

SUBIECT: COMMERCE
ASSIGNMENT.I

N.B.
1'. Do not copy the answer directly from any of the books -

2. As far as possible try to answer the questions independently in your own words

3. If it is necLssary'to quote from any source, give the correct reference

4. -Use your own foolscap pages for writing the assigrrment

5. LeavL sufficient margin for the comments of the evaluator.
O. Co*pf"tion of this assignment normally should not take more than two hours time.

PART. A

1. What steps do you take to prevent future disputes with the partners in a newly started

partnership concern?
2. fuhut ur" it 

" 
nurioor methods used in business enterprises to raise their working capital

,,t needs?

3. What are the features of Joint Stock Companies?

�P

�Q

�R

PART.B

Answer these guestions in about 15 lines each
grolain the Scalar PrinciPle?

Can managemlnt Ue considered as profession?

i;;-i;;;;t"alisation different from scientific management?

�˚

�P

�D

�C
�¡

�Œ

�º

�í
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�¡
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�¡

�u

�e
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�fi =B      Q�ß �Ø:Ud"�T
�A               UNDER GRADUATE COUNES�] II YEARi                   SUBJECT:COMMERCE

.                       ASSICNMENTI
�EN.B.

any ofthe books

�� �´ª� �I 1�d l�ß
���[ W?�¾S

ng thc assignmcnt

,ntS Of the cvaluatbr.
ly shOuld nottake mOre than t,O hOurs tilne.

PART�NA

Pj.!']f-9:,-]:ilr", features of cooperatives and State how its management differes fromtnat oI a Jolnt stock company?
Explain the different ways of ensurilg nublic Accountability of public enterprises?How is both over capitalisation and inder capitalisatio;t-'' 

-- '-
PART.B

|"rygr these questions in about 15 lines ezrch

!_xplain_the importance of capital structure devision?
How is Industrial policy different from Indutrial Liensins nolicv?what are the advantag6s of Departm;;;i-r;;r*?&'wuoruEr vv'vv'

�P

�@

�@

�Q

�R

�P

�Q

�R

�˚

�P

�~
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Dr. B.RAmbedkar OPen' UniversitY
UNDER GRADUATE COURSES�]II Y�ß AR

SUBJECT:COMMERCE
ASSICNMENT�]I

N.B.
L Do n�å �� w ttcttwtt d�K dy tom�y

��

t�…
:�� cttym pW O�[  W�å

�gl�K �P�Ý � �̀c:�i �ä�ç�� �� �O ,�v

"�˚
e�� Htt �Ktt�K rc

4.  Use your own foolscap pages for writing the assignment

5�B   Lcave sunEcicnt margin for thc comttCnts of the cvaluator.

6. Complction of this assigttnt nOrmally should not take morc than two hOurs timC.

PART�] A

�¡
�C

�_
��
�N
�¢

���E���N�Œ�@�Œ�Œ�A�S�h���Œ���R�Œ�Œ�E�A
�¡

�Q
�D

�R
�D

Answer these questions in about 30 lines each'

Distinguish between Marketing and Selling?

Descri'be briefly the elements of scientific management? 
-

State the basic objeciiro .f industrial licerising and describe brieBy the licensing

Procedure? 
PART - B

Answer these questions in about 30 lines each'

What are advantages of Partnership firm?

What is the need 
' 

for starting co-operatives?

Wt ui ut. the special features of handicrafts system?

�D
�P

�D
�Q

�D
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