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BUSINESS ORGANISATION AND MANAGEMENT

1.1 BUSINESS: MEANING AND CHARACTERISTICS

BUSINESS - INTRODUCTION

« Business is an organization comprising people who strive together to achieve
common objectives and goals. It is important for a business organization to have a
vision that implies what it intends to achieve in the future and values that represent
the organization’s integrity.

7

+ Organizations need to create an environment where people want to work and
concurrently develop themselves through coaching, feedback, and information
sharing. A business house should work in partnership with its employees, customer,
suppliers, community, and the media. In order to enhance the image, it should
communicate the key messages, both internally and externally, and gain
commitment to its principal goals.

1.1.1 BUSINESS — MEANING

* A business can be described as an organization or enterprising entity that engages in
professional, commercial or industrial activities. There can be different types of
businesses depending on various factors.

s Some are for-profit, while some are non-profit. Similarly, their ownership also makes
them different from each other.

O

« For instance, there are sole proprietorships, partnerships, corporations, and more.
Business is also the efforts and activities of a person who is producing goods or offering
services with the intent to sell them for profit.
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A Business may be defined as; an activity organised and operated to make available

goods and services to the society under the profit motive.

Prof. Owen defines, “A Business is an enterprise engaged in the production and

distribution of goods for sale in the market or rendering of services for a price”

R. L. Dicksee has rightly defined business as, “A form of activity pursued, primarily,
with the object of earning profit for the benefit of those on whose behalf, the activity

is conducted.”

According to F. C. Hooper, “The whole complex field of commerce and industry, the
basic industries, processing and manufacturing industries, the network of ancillary
services, distribution, banking, insurance, transport and so on, which serve and

interpenetrate the work of business as a whole, are business activities.”

Prof. Hancy efficiently summed up the meaning of business activities in the following
words — “On one hand business rests on the technical processes of trade and
manufacture. On the other, it looks to the market. At the junction stands the
businessman, either directing the technical process of production or gauging the
market or doing both but always engaged in buying and selling for the purpose of
gain.”

According to Melvin Anshen, it is the way, men make their living, in short, the term,
and “Business refers to the activity which is pursued by a human being of the
acquisition of wealth”. Literally, “Business” means the state of being busy. It is

associated with any activity that one can be busy about.

So, an individual remains busy in some work he is said to be doing some business
in the broadest sense all activities which a man performs since morning till evening
for the better living may be described as business activities and subject matter of

economics.

1.1.2 CHARACTERISTICS OF BUSINESS

The essential characteristics of business are as follows:

i. Production or Procurement of Goods

O
L X4

Goods must be produced or procured in order to satisfy human wants.

ii. Sale, Transfer or Exchange

O
L X4

There must be sale or exchange of goods or services. When a person weaves cloth for

his personal consumption, it is not business because there is no transfer or sale.
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Dealing in Goods and Services

Goods produced or procured may be consumer goods like cloth, pen, brush, bag etc.,
or producer-goods like plant and machinery. Services refer to activities like supply of
electricity, gas or water, transportation, banking, insurance etc.

. Regularity of Dealings

An isolated dealing in buying and selling does not constitute business. The transactions
must be regular. For example, if a person buys a scooter for his use and later on
disposes it of at a profit, he cannot be said to have been engaged in business. The
buying and selling must be recurrent to constitute business.

Profit Motive
An important feature of business is profit motive. Business is an economic activity by

which human beings make their living. It is, in fact, the attraction of profit which spurs
people to do business.

Element of Risk

The profit that is expected in a business is always uncertain because it depends upon a
number of factors beyond the control of the businessman. For example, change in
consumer preference, shortage of raw materials, transport bottlenecks, power-crisis etc.,
may upset business calculations and result in loss. That is why profit is said to be reward
for risk-taking. Thus any business activity includes an element of risk too.

MULTIPLE CHOICE QUESTIONS -1

Ram wants to start a business of his own; he thinks that starting a business would
ve him profits for sure. Which characteristic do you think Ram is lacking to

understand in order to start a business:

A) Uncertainty of returns

B) Profit earning

C) Production and procurement of goods and services
D) Element of risk

2.

Which of the following situations could arise arisk for the business:

A) Change in taste and preferences B) Change in production method

3.

C) Increased competition D) All of these

Can business activity be carried on without occurring risks:

A) True B) False C) Partially true D) Partially false

4.

Vipin is working in a company as an assistant manager. What reward/return will

he receive for his services?

A) Profit B) Salary C) Fees D) Interest



5. Subhash’s son is not well educated and hence cannot find a good job. Subhash
is now thinking of starting a business for his son so that he can earn his living. Is
Subash’s son eligible to carry on a business activity?

A) Yes B) No
C) Yes, but after having certain qualifications D) None of these
6. Capital investment is required in & and not in
A) Business & employment; profession B) Business & profession; employment
C) Employment & profession; business D) Business & trade; employment

7. Business activities can be classified into:

A) Trade and commerce B) Auxiliary to trade and trade
C) Business and manufacturing D) Industry and commerce

8. Conversion of resources into useful goods comes under:
A) Industry B) Commerce C) Trade D) None

9. Those industries which are concerned with the extraction and production of
natural resources and reproduction and development of living organisms and
plants are:

A) Primary B) Secondary C) Tertiary D) Productive
10. The industry which supplies raw materials out of the natural resources is:

A) Extractive industry B) Manufacturing industry
C) Raw material industry D) Tertiary industry

1.2 DIVISIONS OF BUSINESS: INDUSTRY, COMMERCE AND TRADE

INTRODUCTION

+» The manufacturer produces the goods for the consumers at one point of location. They
distribute the goods to final consumer through intermediaries like wholesaler, retailers,
distributors and the like. All this process taking place from the point of production to the
points of consumption are collectively called as business activities. All business activities
can be classified into two broad categories i.e., Industry and Commerce.

1.2.1 INDUSTRY

+ Industry refers to economic activities, which are connected with conversion of resources
into useful goods. The production side of business activity is referred as industry.

+ Generally, the term industry is used for activities in which mechanical appliances and
technical skills are involved. These include activities relating to producing or processing
of goods as well as breeding and rising of animals.
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« The term industry is also used to mean group of firms producing similar or related goods.
For example, cotton textile industry refers to all manufacturing units producing textile
goods from cotton.

+« Similarly, electronic industry would include all firms producing electronic goods, and so
on. Further, in common parlance, certain services like banking and insurance are also
referred to as industry, say banking industry, insurance industry etc.

KINDS OF INDUSTRIES
Industries may be classified into two broad categories,
A) On the Basis of Activities and B) On the Basis of Size
A) On the Basis of Activities
Industries may be divided into three wide categories namely
1. Primary industries, 3.tertiary industries.
2. Secondary industries and
1. Primary Industries

«» Primary industry is concerned with production of goods with the help of nature. It is a
nature-oriented industry, which requires very little human effort, for example Agriculture,
farming, forestry, fishing, horticulture, etc. These industries may be further sub divided
as follows:

(i) Extractive Industries

These industries extract or draw out products from natural sources. Extractive industries
supply some basic raw materials that are mostly products of geographical or natural
environment. Products of these industries are usually transformed into many other useful
goods by manufacturing industries. Important extractive industries include farming, mining,
oil drilling, hunting and fishing operations.

(ii) Genetic Industries

These industries remain engaged in breeding plants and animals for their use in further
reproduction. The seeds, nursery companies, poultry, diary, piggery, hatcheries, nursery,
fisheries, apiary etc. are classic examples of genetic industries.

2. Secondary Industries

* These are concerned with using the materials which have already been extracted at the
primary stage. These industries process such materials to produce goods for final
consumption or for further processing by other industrial units.

+ For example mining of an iron ore is a primary industry, but manufacturing of steel by
way of further processing of raw irons is a secondary industry. Secondary industries may
be further divided as follows:



(i) Manufacturing Industries

* These industries are engaged in producing goods through processing of raw materials
and thus creating form utilities. They bring out diverse finished products, which we
consume or use, through the conversion of raw materials or partly finished materials in
their manufacturing operations. Manufacturing industries may be further divided into four
categories on the basis of method of operation for production.

a. Analytical Industry which analyses and separates different elements from the same
materials, as in the case of oil refinery.

b. Synthetic Industry which combines various ingredients into a new product, as in the
case of cement.

c. Processing Industry which involves successive stages for manufacturing finished
products, as in the case of sugar and paper.

d. Assembling Industry which assembles different component parts to make a new
product, as in the case of television, car, computer, etc.

(ii) Construction Industries

These industries are involved in the construction of building, dams,
bridges, roads, as well as tunnels and canals.

3. Tertiary industries or Service industries

* They do not produce goods. These industries produce utility services and sell them at a
profit. They help trade, industry and commerce. This term also includes auxiliaries to
trade like banking, insurance, warehouse, advertisement etc.

CLASSIFICATION OF TERTIARY INDUSTRIES

i. Personalised service: Individuals and private institutions selling their services to others.
E.g. plumber, servant maid, etc.

ii. Public Service: Government hospitals, schools, police, Government offices, etc. provide
services to the people on behalf of the Government without profit motive.

iii. Distributive Service: Transportation, warehousing, logistics, salesmanship, etc. come
under this type of service.

iv. Financial Service: Banking, factoring, accounting, and insurance, etc. are grouped
under this type of service.

v. Quaternary Service: Professional or specialised skills and high technology are used to
provide this type of service.

E.g. Software development, Auditing, Research and Development, etc.

vi. Quinary Service: New ideas are generated, new technologies are evolved, new policies
are implemented by selected individual experts. Their decisions influence nations,
international institutions, etc. i.e., Inventors.



B) On the basis of Size
On the basis of size or scale of operations industries may be classified as follows
1. Micro Industries 3. Medium Industries and

2. Small Industries 4. Large Industries

1.2.2 COMMERCE

72

« Commerce refers to all those activities which are necessary for bringing goods from the
place of production to the place of their consumption. According to Evelyn Thomas,
“‘Commercial operations deal with the buying and selling of goods, the exchange of
commodities and the contribution of finished products”.

«» Commerce includes not only trade but also services such as transport, warehousing,
packaging, insurance, banking and sales promotion which are incidental or auxiliaries to
trade. Refer to chapter 2. Commerce includes the following activities as briefly explained
below

1.2.3 TRADE
i) Trade

« Trade is an essential part of commerce. The term ‘trade’ is used to denote buying and
selling. It helps in making the goods produced available to ultimate consumers or users.
Therefore, one who buys and sells is a trader. A trader is a middleman between the
producer and the consumer. Trade may be classified into internal trade and external
trade, wholesale trade or retail trade.

ii. Transportation

+ Selling all the goods produced at or near the production place is not possible. Hence,
goods are to be sent to different places where they are demanded. The medium which
moves men and materials from one place to another is called transport.

iii. Banking

+» Now-days we cannot think of business without bank. To start the business or to run it
smoothly we require money. Banks supply money. Business activities cannot be
undertaken unless funds are available for acquiring assets, purchasing raw materials
and meeting other expenses. Necessary funds can be obtained from bank. Thus,

banking helps business activities to overcome the problem of finance.

iv. Insurance

O

« Business involves various types of risks. Factory building, machinery, furniture etc., must
be protected against fire, theft and other risks. Materials and goods held in stock or in
transit are subject to the risk of loss or damage. Employees are also required to be



protected against the risks of accident and occupational hazards. Insurance provides
protection in all such cases. On payment of a nominal premium, the amount of loss or
damage and compensation for injury if any, can be recovered from the insurance
company.

v. Warehousing

Y
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Usually, goods are not sold or consumed immediately after production. They are held in
stock to make them available as and when required. Special arrangement must be made
for storage of goods to prevent loss or damage. Warehousing helps business firms to
overcome the problem of storage and facilities the availability of goods when needed.
Prices are thereby maintained at a reasonable level through continuous supply of goods.

Communication

Communication means transmitting or exchange of information from one person to
another. It can be oral or in writing. It is necessary to communicate information from one
to another to finalize and settle the terms of sales such as price of goods, discount
allowed, the facility of credit and so on Internet, telephone, teleconference, email play
on important role in establishing contact between businessman producers and
consumers.

. Advertising and salesmanship

Advertising frisbee knowledge cap and it solves the difficulty of information Advertising
helps consumers to know about the various brand manufactured by several
manufacturers The media used to advertise products for Radio, Newspapers,
Magazines, Television, Internet, Billboard and so on Salesmanship is a skilful art of
selling commercial goods. It facilitates personal selling. Many times the sales force is
required to book orders directly from dealer or customers. It is very much required in the
sales of services and industrial goods

1.2.4 COMPARISON BETWEEN INDUSTRY, COMMERCE AND TRADE

INDUSTRY COMMERCE TRADE

processing and construction and services

1. Meaning: Extraction,
reproduction, conversion, Purchase and sale of goods

Activities involving
distribution of goods and

services
of useful products

conversion of materials and
semi-finished products into

2. Scope: Consists of all

activities involving ) o _
Comprises trade auxiliaries Comprises exchange of

to trade goods and services

finished goods.




3. Capital: Generally large o Small capital is needed to
Need for capital is

amount of capital is . maintain stock and to grant
) comparatively less )
required credit
4. Risk: Risk involved is Relatively less risk is Relatively less risk is
usually high involved involved
5. Side: It represents _
, It represents demand side It represents both supply
supply side of goods and )
) of goods and services and demand
services

6. Utility creation: It .
- It creates place utility by . .
creates form utility by _ It creates possession utility
_ moving goods from
changing the form or shape through exchange
_ producers to consumers
of materials

MULTIPLE CHOICE QUESTIONS -2

1. Manufacturing of steel is an example of:
A) Primary industry B) Tertiary industry
C) Secondary Industry D) Extractive industry
2. Industries which produce goods through processing of raw material is:

A) Extractive industry B) Genetic industry
C) Manufacturing industry D) Tertiary industry

3. Industries engaged in breeding of plants and animals:

A) Genetic B) Extractive C) Manufacturing D) Tertiary
4. Industry where various ingredients are combined to form a new product is called
industry:
A) Analytical B) Synthetical C) Processing D) Assembling
5. Industry which assembles different components parts to make a new product is
called:
A) Synthetical B) Analytical C) Assembling D) Processing
6. Sugar and paper are manufactured in a industry:
A) Processing B) Analytical C) Synthetical D) Assembling

7. Industries involved in construction of bridges, dam, roads etc are:
A) Analytical industry B) Tertiary industry

C) Construction industry D) None
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8. Tertiary industries are also called as:

A) Primary industry B) Trade C) Auxiliaries to trade D) Business
9. An example of tertiary industry is:

A) Sugar industry B) Steel industry  C) Banking industry D) Mineral industry
10. Trade and auxiliaries to trade are a part of:

A) Business B) Commerce C) Both D) None

1.3 OBJECTIVES OF BUSINESS

INTRODUCTION
Human Activities

« Human activity is an activity performed by a human being to meet his/her needs and
wants or may be for personal satisfaction. Human activities can be categorised into
economic and non-economic activities. The chart below gives a snapshot of human
activities.

|. Economic Activities

+» Activities undertaken with the object of earning money are called economic activities.

Examples:

i. Production of goods by manufacturers iv. Medical advice rendered by physicians
ii. Distribution of goods by wholesalers v. Accounting practice by chartered
iii. Selling by retailers accountants

[I. Non-Economic Activities

+» Activities undertaken to satisfy social and psychological needs are called hon-economic

activities.
Examples:
i. Cooking food for family iii. Watching movies in a theatre
ii. Celebrating festivals iv. Doing meditation

ECONOMIC ACTIVITY vs. NON-ECONOMIC ACTIVITY

ECONOMIC ACTIVITIES NON-ECONOMIC ACTIVITIES

o ) o Non-economic activities are those activities
1. Definition: Economic activities are )
o ) which are undertaken for the sake of
those activities which are undertaken to
_ _ _ o pleasure, performed out of love, sympathy,
earn money or financial gain for livelihood. ]
sentiments etc.
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e.g., Fruit seller selling fruits

e.g., Mother cooks for her family

2. Motive: Sole motive is to earn money or
financial gain.

e.g., Working as a lawyer.

Undertaken for satisfaction of social,
psychological or emotional needs.

e.g., Visit to a temple

3. Money Measurement: All economic
activities can be valued in monetary terms.

e.g., Doctor charges ¥500 as consultation
fee.

Non-economic activities cannot be valued
in monetary terms. These are an
expression of a thought, feeling or a
gesture.

e.g., An NGO distributes free clothes to
poor children

4. Relationship: Economic activities are
related to creation of wealth.

e.g., Ram saved part of his salary to
purchase a house of his own.

Non-economic activities do not create
wealth.

e.g., Money received as donation is spent
on charity work.

5. Outcome: All economic activities result
in production, procurement, distribution
and consumption of goods and services.

e.g., Nokia produces cell phones and sells
across India through its distributors.

The end result of a non-economic activity
is the mental, emotional or psychological
satisfaction of the person doing the activity.

e.g., Sona enjoys teaching orphans in an
orphanage.

6. Duration: Economic activities are
repetitive. They are done on a regular
basis to earn a living.

e.g., Kulfi ice cream seller sells ice creams
every evening.

Non-economic activities may not be
undertaken regularly. Usually they are
done during free time.

e.g., Sankar visits orphanage in his free
time.

7. Source of Initiation: Economic
activities are initiated to satisfy human

Non-economic activities are initiated to
satisfy emotional or sentimental pleasures.

needs and wants.

1.3.1 TYPES OF ECONOMIC ACTIVITIES

L X4

% Economic activities are undertaken to earn money. Generally, people engage
themselves in such activities on a regular basis and are said to be engaged in their

occupation. Occupations may be classified into three categories based on the following:

A. Employment
A. EMPLOYMENT

B. Profession

C. Business

+ It refers to the occupation in which people work for others and get remuneration in the
form of wages or salaries. The one who is employed by others are called employees and

the one who employs others is called employer.
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2.1. MARKETING = INTRODUCTION

K/
0’0

The success of any business depends not only on the quality of goods produced by it,
but also on the policies pursued by it pertaining to the sale of commodities.

In other words, marketing policy also forms the basis of business success along with its
production policy.

Most of the experts in business line consider "Marketing" as the lifeline of a business.
They feel that "Sale" is the ultimate objective of any enterprise. If the sale is not
appropriate, the objective of enterprise is hard to achieve.

Many expenditures are incurred to run a business and these expenses are recovered
only when sale-process is working in right direction.

The sale of any commodity becomes a source of income because the enterprise is able
to cover its varied expenses viz. production expenses, administrative costs and
expenditure associated with "Sale" itself.

When the sale is of right amount, the enterprise gets enough profit to enlarge and expand
its business to great heights.

Right, fast and regular sales of goods of any enterprise helps the enterprise in meeting
all the business challenges and problems.

Marketing is a social process and economic process — (PGTRB-2005 to 2006).
Marketing efforts of a business enterprise enhance its sale to a great extent. It is rightly
remarked that consumption is not possible without marketing.



>

L)

That is why marketing becomes more important in comparison to production. This is a
great challenge of modern era because all the producers are trying their best to make
marketing management more scientific, just to capture consumers and markets
effectively.

Marketing efforts enhance the goodwill of the business apart from
increasing the income of the business. Marketing activities create an
understanding among consumers regarding the business enterprise.

When the marketing personnel are enlightened enough about the nature of markets and
behaviour of their customers and they present goods and services as per their wishes
and requirements, at prices which suit them well, "Sale" is sure to touch new heights
because more and more buyers will flock the markets to buy those goods.

Mass marketing offering the same products and marketing mix to all consumers
— (UGC NET - 2012.) This will encourage the business enterprise to march ahead with
confidence. Marketing management is thus the planning, organisation and control of al!
such marketing efforts initiated by the enterprise.

Marketing is important from the management point of view. The main objective of
marketing management is to increase the sale of the commaodities.

In order to enhance "Sales" many steps are taken such as adopting varied methods to
advertise, offering gifts, presenting goods in attractive packings and providing after sale
facilities to the consumers. This shows that today's marketer is trying to reach consumer
in every possible way.

Marketing also contributes in economic development of the country.

According to Peter F. Drucker, "Marketing can bring a great change in whole economic
structure of the present ongoing system without bringing any change in production
systems and even in distribution patterns of population and income in the country.”

Therefore, marketing system must develop along with changes in production systems
so that no problem or obstacle is created in the works pertaining to production and
marketing in future.

Marketing plays a prominent role in raising the standard of living of people in any country.

Marketing has remained the basis of employment. Large scale production can be
resorted to by any enterprise so as to meet the rising demand for goods.

The pace of development gets a boost as production starts increasing and, in this
process, more specialized personnel in the fields of production and marketing are
needed by the enterprise. Functional approach starts and ends with consumer —
(PG TRB- 2015)
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More and more people get employment to perform different marketing activities such as
purchase- sale, transportation, storing the goods, advertisement and research.
Financial and expert marketing institutions are also involved in this process. The success
of any product depends not only on its inherent qualities, but also on marketing efforts
associated with increasing its sale.

It is a wrong assumption in today's world that any commodity will find a ready market for
itself without any difficulty.

In broader sense, marketing communication includes product,
price, place — UGC NET - 2012, 2020, 2022. At present, Marketing
Research is undertaken before doing any production.

Goods are produced keeping in mind the tastes, fashion trends and behaviour patterns
of the consumers. Marketing is developing as an art as well as science in the present
age.

Human wants are satisfied through the medium of marketing activities. More and more
persons get employment in marketing-oriented activities.

New commodities and ever-changing quality products and different utility services come

within easy reach of the consumers. These help in raising their standard of living and
the country also benefits, as a whole, due to these changes.
In the olden times, human wants were limited and so were the means. Man used to fulfil
his needs with the help of limited means at his disposal. With the passage of time, human
needs started increasing along with more means to fulfil them.
Initially barter exchange worked well, but with the introduction of monetary system
started the production of goods on mass-scale and this helped in the creation of markets,
where goods were purchased and sold by the people. Marketing is a social process —
(PGTRB 2006 to 2007)
At present, these markets have become wide because consumers' number has
increased a lot. Commercial enterprises try to capture big chunks of markets so as to
have more customers for their products because this is the basis of success of their
business.

More and more goods are produced to cater to the requirements of more and more
consumers. The function of making goods available to consumers from producers is
called marketing. Purchase and sale of goods and services is known as business.
Marketing includes all those activities, which are related to purchase and sale of goods
and services. Business activities are not complete without marketing.

Many functions are associated with management and marketing is the most important
amongst them. Which terms are often used interchangeably in marketing literature
orientation, concept, philosophy — (UCG NET - 2012)
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Type Description Examples _
function
Conversion of raw materials .
) o Pizza made from several ]
Form and components into finished ) _ Production
) ingredients
goods and services
Avalilability of goods and ) ) _
) ) Dial — a - Pizza; Delivery .
Time services when consumers want _ _ Marketing
guaranteed in 30 min.
them
Availability of goods and
Place services where consumers Delivery at your doorstep Marketing
want them
) Ability to transfer title to goods | Pizza sales (in exchange
Ownership _ _ _
or services from marketer to for rupees or credit card Marketing

(possession)

buyer.

payment)

2.1.1. MEANING OF MARKET

% The word market is derived from the Latin word ‘Marcatus’ which means trade,

commerce, merchandise, a place where business is transacted. The common usage of

market means a place where goods are bought or sold. It is a medium or place to interact

and exchange goods and services. In simple words, the meeting place of buyers and

sellers in an area is called Market.

o,

* Functional approach to the study of marketing was designed by A.H. Shaw and

L.D.H. Weld. — PGTRB- 2015 AND UGC NET - 2023. The term market defined by
different authors in different ways among them the most important are given below.

¢ The term ‘Market’ originates from the Latin noun ‘Marcatus’ which means ‘a place where

business is conducted’. It is not merely a place of exchange but an arrangement that

provide an opportunity of exchanging goods and services for money.

¢ In this context, Philip Kotler has defined the term market as “an arena for potential

exchange.”- UGC NET - 2022. The common usage of market means a place where

goods are bought or sold. A market need not necessarily mean a place of exchange.

The word market is commonly used and may even mean or aim in any of the

following:

» Market may mean a Place; where buying and selling take place.

» Buyers and sellers come together for transactions.

» An organisation through which exchange of goods takes place.




» The act of buying and selling of goods (to satisfy human wants).
» An area of operation of commercial demand for commodities
DEFINITION OF MARKET

The definition of the term 'marketing' is classified in two categories for convenience of study.

These are:
1) Definition in old, narrow sense or Product oriented definition.

2) Definition in new broad sense or Customer oriented definition.

% 0OlId, narrow or product-oriented definitions include production and physical distribution
of goods, while new concept of marketing lays more emphasis upon customers than
production. This new concept is known as customer-oriented concept. This concept
emphasizes upon the demand and choice of customer.

Old, Narrow or Product-oriented Definitions:

1) According to Tousley, Clark and Clark, "Marketing consists of those efforts which
effect transfers in the ownership of goods and services and which provide for physical
distribution.” This definition includes all the physical and mental activities. This definition
makes it clear that ownership of goods and services is changed in the course of marketing.
The physical distribution work also comes under the purview of marketing. Physical
distribution means collection and transferring goods from one place to another. “A market
is a centre about which or an area in which the forces leading to exchange of title to a
particular product operate and towards which the actual goods tend to travel”.

2) According to Pyle, "Marketing comprises both buying and selling activities." This
definition of marketing consists only of the purchase and sale. It ignores the functions of
physical distribution and other auxiliary functions of marketing. “Market includes both place

and region in which buyers and sellers are in free competition with one another”



3) According to American Marketing Association's Definitions Committee, "Marketing
is the performance of business activities that direct the flow of goods and services from
producer to consumer or users." This definition is an improvement over the earlier
definitions. It includes all the business activities relating to the production and distribution of
goods and services to the consumer.

4) According to Converse, Huegy and Mitchell, "Marketing includes activities involved in
the flow of goods and services from production to consumption.” This definition of marketing
consists of the flow of goods and services from production to consumption only. It also
ignores other functions of marketing.

5) According to Edward and David, "Marketing is the economic process by means of
which goods and services are exchanged and their values determined in terms of money
price." According to this definition, marketing is a method by which goods and services are
transformed and later on prices are determined for these new goods and services.

Characteristics of Old Concept of Marketing:

1. Purchase and Sale of Product: The old concept of marketing is concerned with the
production, purchase and sale of product.

2. Product-oriented: Old concept of marketing lays emphasis on production and,
therefore, these definitions are product-oriented.

3. After Sale Services: In the old concept of marketing there is no place for after sale
services.

4. Social Responsibility: In the old concept of marketing social responsibility is
neglected.

New Broad or Customer-oriented Concept of Marketing:

1. According to William J. Stanton, "Marketing is a total system of interacting business
activities designed to plan, promote and distribute want-satisfying products and services
to present and potential customers." This definition of marketing includes all the activities
performed by the producers to satisfy the needs of their customers in the field of
marketing. Thus, marketing functions start well before production and continue till the
wants of customers are satisfied.

2. According to Peter F. Drucker, "Marketing is a process which converts a resource,
distinct knowledge into a contribution of economic value in the market place." This
definition recognizes marketing as a process in which the goods and services having
economic value are manufactured and distributed. This presents the social approach of
marketing.

3. According to Prof. Malcolm McNair, "Marketing is the creation and delivery of

standard of living." According to this definition, the function of marketing is to produce



new and improved goods and services so that the standard of living of the society may
be improved.

. According to Paul Mazur, ""Marketing is the delivery of standard of living." This
definition of marketing is quite simple and social. This definition recognizes function of

marketing. This is consumer oriented.

. According to H. L. Hansen, "Marketing is the process of discovering and translating
consumer needs and wants into product and service specifications, creating demand for
these products and services and then in turn expanding this demand.” According to
this definition, the process of marketing starts even before the actual production of the
goods. Here research regarding consumers' desires and wants is undertaken. This
research makes it clear as to what type of goods and services consumers want and
goods and services are produced accordingly.

. According to Cundiff and Still, "Marketing is the managerial process by which
products are matched with markets and through which transfers of ownership are
affected."” This definition clears that production is made according to the market and

ownership of goods and services are transferred in marketing.

. According to Institute of Marketing of U.K., "Marketing is the creative management
which promotes direct employment by assessing consumer needs and initiating
research to develop them. It co-ordinates the resources of production and distribution of
goods and services. It determines and directs the nature and scale of the total efforts
required to sell at maximum point of availability the production to the ultimate users."
This definition explains activities of marketing in detail and stresses upon the satisfaction

of consumers.

. According to Philip Kotler, "Marketing is the analyzing, organizing, planning and
controlling of the firm's customer impinging resources, policies and activities with a view
to satisfying the needs and wants of chosen customer groups at a profit." This definition

lays more emphasis on customer satisfaction.

. According to Hapner, "The term marketing includes every activity that has to do with
movement of goods from the point where they are produced to the point where they are
consumed. It includes the study of advertising, sales policies, pricing, product planning
and analysis of the market in terms of its present and potential customers. It seeks to
discover where and how do the customers live, their habits and motivations and their
responsiveness to varying forms of marketing stimuli." This definition of marketing is
concerned with marketing policy, sale policy, price policy and market analysis. It also
includes the study of consumer behaviour.



10.

11.

12.

>

7
0.0

According to D.M. Philips and J.H.W. Richard, "The new image or modern concept
of marketing is the one which starts with an interpretation of consumer needs and
desires, both qualitative and quantitatively, follows through with all the business activities
involved in the flow of goods and services from producer to consumer, and ends with
those services necessary to aid the consumer, in getting the expected utility from the
products he has purchased." This definition lays emphasis on consumers' wants along
with improvement in the quality of the product. This makes it clear that marketing is
important in the process of transferring the goods and services to the consumer.

According to E.F.L. Brech, "Marketing is the process of determining consumers
demand for a product or service, motivating for increasing its sale and distributing it to
ultimate consumers for profit." This definition pinpoints all the marketing activities which
are undertaken while transferring the goods from producer to the consumer.

According to St. Thomas, "Marketing is a way of managing a business so that each
critical business decision is made with full knowledge of the impact of the decision on
the customer." This definition is consumer-oriented.The above definitions of
marketing conclude that: These definitions are consumer-oriented because production
is done according to the wants of the consumer. Dividing ma market into distinct
groups of buyers is known as market segmentation — (PGTRB- 2006 to 2007) and
UGC NET - 2018

Marketing is a business activity.

The programme of marketing starts from the time when the concept of any product
takes its birth and it does not finish till consumers' wants are satisfied.

Creation of standard of living for society and promoting it, is considered a part of
marketing.

These definitions are not statutory.
These definitions are based on consumer satisfaction.

These definitions make it clear that marketing is not an activity in itself
but is the result of interaction of different activities.

These definitions point out that profit is the result of consumers' satisfaction.

These definitions lay emphasis on the point that profitable sale should be undertaken
for the long period through marketing.

It is practical in present era of competition.

Thus, it is clear that the main and final objectives of all marketing activities is the
satisfaction of the consumer. The recent innovation which combines the features of
a supermarket and a general merchandise store is Hyper market — (PGTRB — 2011
to 2012). Therefore, it is essential that consumers' satisfaction should be kept in mind



by the producers to achieve the objectives of marketing. Although profit is the main
source of inspiration for all commercial activities yet the profit emerges itself if all the
activities are undertaken with a view to satisfy the consumers' wants.

NEED FOR MARKET:

1. To exchange (barter) goods and services.

To adjust demand and supply by price mechanism.
To improve the quality of life of the society

To introduce new modes of life.

a kDN

To develop product by enhancing market segment.

2.1.2. TYPES OF MARKETS

Types of markets

Basis of area Basis of article Basis of nature of  Basis of nature OL Basis of pe]Yod
asis of nature
Exchange and dealing goods sold

Magnitude of selling l l l l

1. Local market 1. Cotton market 1. Spot market 1. Consumer goods 1. Shortterm 1. Wholesale

2. International (Cash market) market market market
market 2. Future Market 2. Industrial goods 2.Longterm 2. Retail market
3. National market (Forward market) market market

» On the basis of selling area, we have local, national and international market.

» On the basis of article of trade, we have product markets e.g., cotton market.

» On the basis of nature of exchange dealings, we have spot or cash market and future or
forward market.

» On the basis of nature of goods sold, we have consumer goods market and industrial
goods market and industrial goods market.

» On the basis of period, we have short-term and long-term market e.g., money market for
short-term funds and capital market for long-term funds.

» On the basis nature and magnitude of selling, we have wholesale and retail market.

CLASSIFICATION OF MARKET:

+ Markets can be classified in many ways. Generally, the classification made on:
On the basis of different approaches markets have been classified on the basis of Area,
Nature of Goods, and Economic view, Transaction, Regulation, Time, Volume and
importance. The global marketing concept refers to universal market — (PGTRB -
2006 to 2007). The detailed classification is presented in the following chart
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I. On the Basis of Geographical Area:

a)

b)

d)

a.

Family Market: When exchange of goods or services are confined within a family or

close member of the family, such a market can be called as family market.

Local Market: Participation of both the buyers and sellers belonging to a local area or
areas, may be a town or village, is called as local market. The demands are limited in
this type of market. For example, perishable goods like fruits, fish, vegetables etc. But
strictly speaking such markets are disappearing because of the efficient system of
transportation and communication. Even, then, in many villages such markets exist even
today.

National Market: Certain type of commodities has demand throughout the country.
Hence it is called as a national market. Today the goods from one corner can reach
another corner with ease as the communication and transportation facilities are
developed well in India. This creates national markets for almost all the products.

International Market or World Market: World or international market is one where the
buyers and sellers of goods are from different countries i.e., involvement of buyers and

sellers beyond the boundaries of a nation

On the Basis of Commodities/Goods:

Commodity Market: A commodity market is a place where produced goods or

consumption goods are bought and sold. Commodity markets are sub divided into:



b.
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. Produce Exchange Market: It is an organised market where commodities or

agricultural produce are bought and sold on wholesale basis. Generally, it deals with a
single commodity. It is regulated and controlled by certain rules. e.g. Wheat Exchange
Market of Hapur, the Cotton Exchange Market of Bombay etc.

Manufactured Goods Market: This market deals with manufactured goods. e.g.,
Leather goods, Manufactured machinery etc. The Leather Exchange Market at Kanpur
is an example of the same.

Bullion Market: This type of market deals with the purchase or sale of gold and silver.
Bullion markets of Mumbai, Kolkata, Kanpur etc., are examples of such markets.

Capital Markets: New or going concerns need finance at every stage. Their financial

needs are met by capital markets. They are of three types:

1. Money Market: It is a type of market where short-term securities are exchanged —
UGC NET - 2019. It provides short term and very short-term finance to industries, banks,
governments agencies and financial intermediates.

2. Foreign Exchange Market: It is an international market. This type of markets helps
exporters and importers, in converting their currencies into foreign currencies and vice
versa.

3. The Stock Market: This is a market where sales and purchases of shares, debentures,
bonds etc., of companies are dealt with. It is also known as Securities market. Stock
Exchanges of Mumbai, Kolkata, Chennai etc., are examples for this type of market,

[ll. On the Basis of Economics

a. Perfect Market: A market is said to be a perfect market, if it satisfies the following

conditions:

1. Large number of buyers and sellers are there.

2. Prices should be uniform throughout the market.

3. Buyers and sellers have a perfect knowledge of market.

4. Goods can be moved from one place to another without restrictions.

5. The goods are identical or homogenous. It should be remembered that such types of
markets are rarely found.

b. Imperfect Market: A market is said to be imperfect when

1. Products are similar but not identical.
2. Prices are not uniform.

3. There is lack of communication.

4

. There are restrictions on the movement of goods.
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MARKETING & HUMAN RESOURCE MANAGEMEN

2.6. AGENT MIDDLEMEN, WHOLESALER, RETAILER

INTRODUCTION:
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A middleman acts as an intermediary in a supply or transaction chain, promoting
communication between the parties concerned. Breaking the bulk is possible when
there is middle man — (PGTRB — 2005 to 2006).

Middlemen are experts in carrying out critical tasks related to purchasing and selling
goods as they move from producers to final consumers.

Typically, they don't produce anything but have considerable market expertise;
therefore, they charge a commission or a fee for their services.

The marketing tasks that middlemen perform allow them to play a part in the distribution
of commodities. Because they are specialist individuals with the necessary knowledge
and skills, they carry out numerous marketing functions effectively and at a lesser cost.

As a result, they are regarded as the key players in the distribution system. Elimination
of middlemen is practically possible -(PGTRB- 2015).

If they are not involved in the distribution process, it would be expensive and take more
time to deliver the items to the consumers. If several middlemen are engaged, the
distribution channel lengthens.

In finance, a middleman is often a broker who keeps shares for their customers. For
instance, a broker serving as a middleman typically holds the unit shares of a widely
held fixed investment trust. The broker or middleman may charge a fee to maintain the
account and receive a commission when the shares are sold as payment for this service.

2.6.1. MEANING AND DEFINITION OF AGENT MIDDLEMEN, WHOLESALER,
RETAILER

AGENT MIDDLEMEN — MEANING

7
0.0

O
L %4

All agent middlemen of marketing don’t own what they handle i.e. not take title to the
goods. Are agents/representatives of owners of goods? Are basically hired by their
principals or clients e.g. Kenya Planters Cooperative Union does not own the coffee it
handles.

They derive their income from the fees they are paid by their clients or commissions
given. Agent middlemen in reality sell services to their principals, not physical goods to
customers.
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There are three categories of agent middlemen:

¥
¥

X/
%

Brokers Y Auctioneers
Commission agents

Their main stock in trade is their knowledge of market in which they participate. They
use the knowledge in bringing together potential sellers and buyers. Their services will
be retained either by buyers or the seller who feels that he / she does not have
knowledge or opportunity to bargain effectively for him / herself.

MERCHANT MIDDLEMEN - WHOLESALER AND RETAILER

Y
L %4

Y
L X4

Y
L X4

O
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Merchant middlemen normally take title to, and therefore own, the product they handle.
The buy and sell for their own gain and derive their income from the margins arising from
the sales (i.e. difference between buying price and selling price). Unlike other classes of
middlemen, they hold uncertainty to a minimum i.e. know what the buying and selling
price in going to be. They are not risk takers.

Wholesalers: Any merchant who does not sell to ultimate consumer in any significant
amount. He therefore can sell to other wholesalers or to industrial users or retailers.
Wholesalers make a highly heterogeneous group of varying sizes and characteristics.

One of the more numerous groups of wholesalers are the local buyers or country
assemblers who buy goods in producing areas directly from farmers and ship the
products to the larger cities where they are sold to other wholesalers and processors.

In this group are grain elevators, poultry and egg buyers, and local livestock buyers.
Another group of wholesalers is located in the large urban centres. This may be full-line
wholesalers who handle many different products or those who specialise in handling a
limited number of products.

They may be cash-and-carry wholesalers or service wholesalers who will extend credit
and offer delivery and other services.

Retailers: Any merchant middlemen who buys goods / services for resale directly to
ultimate consumers. Represent the most numerous types of agencies involved in the
marketing process.

In terms of undertaking marketing functions their role in no easier compared to
wholesalers. In fact, a retailer may have to do all the functions of marketing i.e. his job
is complex. Retailer is the producers’ representative to the consumer.

DEFINITION

1)

Middlemen: According to American Marketing Association, “A middlemen is one who
specializes in performing operations or rendering services that are directly involved in
the purchase and sale of goods in the process of their flow from the producer to the final
consumer.”
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Wholesaler: Wholesale trader is one who sales to other middlemen, institutions and
individuals a fairly large quantity. According to American Management Association,
wholesalers sells to retailers or other merchants and/or individual, institutional
and casual users but they do not sell in significant amounts to ultimate consumers
— UGC NET 2012. Wholesale trade is to do with marketing and selling merchandise to
retailers, wholesalers or to individuals commercial and professional or other institutional
contrast to household consumers, to individuals for personal use.

Retailer: Retailer is one whose business is to sell to consumers a wide variety of goods
that are assembled at his premises as per the needs of final users. The term retail
signifies sale for final consumption rather than for resale or for further processing. A
retailer is the last link between the final user and the wholesaler or the manufacturers.

In the words of Professor William Staton, "Retailing includes all activities directly
related to the sale of goods and services to the ultimate consumers for personal or non-
business use". Thus, retailer is that merchant intermediary who buys goods from
preceding channel members in small assorted lots and sells them in the lot requirements
of final users.

2.6.2. FUNCTION OF MIDDLEMAN, WHOLESALER, RETAILER
MIDDLEMAN AND ITS FUNCTION

Y
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A middleman plays the role of an intermediary in a distribution or transaction chain who
facilitates interaction between the involved parties. Middlemen can be classified into two
categories, namely, merchants and agents.

The market that enables traders involved in foreign trade to get their currencies
converted into foreign currencies is foreign exchange market — (PGTRB- 2011 to
2012). While merchants buy and re-sell their goods, agents specialize in negotiations of
selling or buying transactions.

The approaches that considered all the middlemen and institutions in distribution
channel is institutional approach- (PGTRB - 2011 to 2012.) They provide
manufacturers with valuable market feedback and let them concentrate on production
by providing the ancillary services of warehousing, distribution, advertising, insurance,
finance, etc.

They make goods and services easily available to consumers in the desired quantity.
They provide valuable information and feedback to producers about consumer behavior,
changing tastes and fashions, upcoming rival businesses, etc.

They enable manufacturers to concentrate on the primary function of production by
handling the ancillary functions of warehousing, distribution, advertising, insurance, etc.
They promote the goods to the consumers on behalf of the producers.
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Middlemen like banks and other financial institutions render financial services to
manufacturers. They make the goods and services available to consumers at the right
place, at the right time, and in the right quantity.

Buyers and sellers are often unwilling to assume the market risk for fear of a possible
loss. Itis the middlemen in the process chain who assume the risks of theft, perishability,
and other potential hazards.

FUNCTIONS OF WHOLESALERS

Wholesale traders perform a number of functions in the process of selling

the goods. Of them the most important ones are:

1)

2)

3)

4)

5)

6)

7)

Assembling and Buying: Assembling implies the collection of small lot of agricultural
production for economic bulk buying; it also means bringing together different
manufacturers producing same line of goods. Buying comprises of selection of
manufacturers and placing orders on them and making purchases in cases of seasonal
products.

Warehousing: Warehousing or storing is closely related to the function of storing. As
there is always a gap between the time periods of production and consumption, the
goods are to be held and preserved. This involves capital lock-up. This ware housing by
wholesalers relieves both the producers and the retailer's problems of storage.

Transporting: In the processes of assembling and warehousing and resale, do
undertake transportation of goods from producers to their warehouses to the retailers.
What is important is that this transportation is done on economic lines, either through
their own fleet or through hired common carriers.

Financing: Wholesalers undertake marketing financing. They grant credit terms to
retailers on one hand and reduce the financial burden of the by taking early delivery of
stocks from them. The very fact that the creditors grant credit is as good as reducing the
credit quota of manufacturers to wholesalers.

Risk Bearing: Risks are inherent in business which are to be borne and wholesalers
bear the risks of loss of change in prices, of damage, deterioration, pilferage, theft, fire
and the like of the goods held in storage. They also of non or under payment by the
retailers. Risk shouldering is the part done.

Grading, packing and packaging: Grading is another function of wholesalers they sort-
out the stocks in terms of differing sizes, qualities, moisture contents bulk-breaking is
done with a view to meet the small lot requirements of manufacturers. In fact, they repack
for the consumers as per the orders of the retailers.

Dispersing and selling: The goods assembled and held in stock are meant pricing and
selling. It is the retailers who buy from the wholesalers. Similarly, do have their own
sales-army moving to retailers for collection order.
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Providing market information: Wholesalers are the vital link between producers and
manufacturers. They provide relevant and up-to-date information to retailers affecting
their trade interests; so also, they reciprocate the same to manufacturers as to whatever
retailers feed them on changing market conditions useful wholesalers.

SERVICES OF WHOLESALER
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The wholesaler renders a number of services to trade, industries and commerce. The
services rendered by the wholesaler may be classified as

Producers:

The wholesaler provides valuable information to the producers regarding
the needs and the requirement of the consumer.

As the wholesaler takes the responsibility of collecting order from retailers, he relieves
the producers from this task and thereby encourage producers to concentrate on
production.

The wholesaler provides finance to the producers at the time of need.

The wholesaler helps the producers in determining the quality and quantity of goods to
be produced as he is in direct contact with the retailers. The producers are helped to
maintain steady prices for the product because wholesaler buys when prices are low
and sell when prices are high.

Consumer:

He enables the consumer to purchase required quantities of goods at the desired time
because he supplies goods regularly to the retailers.

He provides goods at a cheaper rate because he facilitates in large scale production.

The wholesaler is in a better position to stabilize prices of the products by adjusting
demand and supply. The consumers are benefited a lot on account of stabilization of
prices.

There is no shortage of goods as the wholesaler goes on large purchasing.

The wholesalers are wealth of information and as such this information are shared by
the consumers.

FUNCTIONS OF RETAILERS:

O
L X4

1)

Retailers as the last link in the chain of distribution, performs good many functions of
marketing. Of all these following are the most significant ones.

Buying and assembling: Retailer has to assemble products from different
manufacturers and wholesalers as he has to keep wide variety of stock of products
market the varied and small requirements of large number of customers. This
assembling possible through the prices of buying. Buying is a continuous process
involving selection and the most economical and dependable sources of supply.
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Warehousing: Retailer is a safety value releasing the goods in quantities different
varieties and price ranges according to the consumer needs. Warehousing has possible
holding the stocks to match between the consumer demand and the wholesalers or
manufacturer supply conditions. It is possible to have adequate and interrupted supply
of goods.

Selling: The final aim is to sell products so bought and held by him. Retailer is rightly
called as the buying agent of consumers. He is the means to dispose the goods to the
consumers for producers and wholesalers and collect the sales revenue for them.
Successful retailing needs good deal of salesmanship tactics.

Risk-Shouldering: Risk shouldering is the basic responsibility of a retailer arising out of
physical deteriorations and changes in prices. These are unavoidable as he holds
sufficient and variety of inventories from the time they are bought till they are sold to the
consumers. The risk of loss is seen in the number of forms such as natural calamities -
fire, food, cyclone, earthquake, spoilage and Deterioration due to changes in the weather
and fashion and so on.

Grading and Packing: Retailers undertake secondary or second round grading and
packing activities left by the manufacturers and wholesalers. Classification of goods into
different graders and lots is common. As he sells in loose packs and very odd lots,
packing assumes a particular importance. Such packing can be highly standardised or
can be as per the individual requirements.

Financing: In the whole scheme of marketing, the contribution of retailers is really worth
emphasizing in so far as consumer financing is concerned. His financing consists of
credit granted on liberal terms to the consumers, investment made in large variety of
stocks, the expenses of holding stock, salaries and wages of watch and ward staff and
other trade expenses.

Advertising: Retailers are the best agents to advertise the products, services and ideas.
In collaboration with wholesalers and manufacturers retailers do undertake shop display,
distribution of sales literature, introduction of new products in a convincing way as he
recommends what is _right' or wrong' to a particular customer.

Supply of market information: Retailers really enjoy enviable position so far collecting
information from the horse's mouth. As being in closed and constant touch with
consumers, he clearly keenly observes, studies the consumer's behaviour, changes in
the tastes and fashions and therefore, demands. This collected information was passed
on to the wholesalers and the manufacturers for their perusal and necessary prediction
for future adjustment and success.

SERVICES OF RETAILER

Services to Wholesalers and Manufacturers: Retailers give manufacturers or producers

access to markets by offering them the opportunity to present their products to consumers.
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O

« The manufacturer and the wholesaler are relieved of making individual sales to
consumers in small quantities. Retailers supply valuable and reliable information to
wholesalers and manufacturers about the consumers' demands and the changes
occurring in their likes and dislikes.

2

+ Information about the consumers' likes and dislikes received from the retailers through
the wholesalers enable the manufactures to make suitable adjustments in the design,
size and contents of their products. Thus, they can manufacture right types of goods at
right time.

SERVICES TO CONSUMERS

+» As retailer holds stocks of goods ready for immediate use and he is prepared to sell in
small quantities, the individual or household consumer is relieved of the burden of storing
large quantities of every article of daily use.

+ Retailer provides consumers with a wide variety of choice. Retailers, by assembling
products of different variety from different manufactures, enable consumers to make
choice from a large variety of goods displayed in their stores.

+» Retailers buy and stock goods suitable to the consumers.

+ Retail shops are situated in convenient localities, usually very near to the consumers'
residence. Retailers stock fresh goods to meet daily demands of their customers.

+ They sell to consumers in quantities, which suit the pockets of different individuals.
Retailers make available to their customers goods of the sizes, styles, types, qualities
and prices they prefer.

2.6.3. TYPES OF MIDDLEMEN

% The term ‘Middlemen’ refers to all those who are in the link between the primary producer
and the ultimate consumer in the exchange of goods or service. The various
intermediaries can be broadly classified into two main categories.
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1) Mercantile Agents: Mercantile Agents are also called functional middlemen. A
businessman appoints a person to buy and sell goods on his behalf and gives him the right
to borrow money on the security of goods. He is known as mercantile agent. He is not given
ownership title of the goods. He is paid commission on his turnover.

2) Merchant Middlemen: Merchant middlemen are those who take title to the goods and
channelize the goods from previous step to the next step with a view to making profit. They
buy and sell goods in their own risk and the price for their effort is profit. They act as an
intermediary between producers and consumers. These merchant middlemen are broadly
classified into wholesalers and retailers.

Kinds of Mercantile Agents or Agent Middlemen:

> Brokers » Del-credere Agents
» Factors > Auctioneers

» Commission Agents » Warehouse keepers
Brokers:

«» A Broker is one who bargains for another and receives commission for his service. He
is paid ‘brokerage’ for his services.

« He brings buyer and the seller to the negotiating process and arranges for finalising
contracts between them.

+» The principal businessman does not pass on either possession of goods or the
ownership of goods to the broker.

« The broker is not personally liable for the contracts concluded clothing, furniture, food,
and commodities such as timber and steel are often sold by brokers.

+ They are assigned to different geographical territories by the producers with whom they
work as they have excellent industry contacts.

+ The most common form of agent and broker encountered by the consumers are
functioning in real estate sector. A real estate agent acts for both the buyer and the
seller.

Factors:

+» A factor is a mercantile agent to whom goods are entrusted for sale by a principal. He
takes physical possession of the goods, though he does not obtain ownership of the
goods. A factor sells goods in his own name without revealing the name of his principal.

+ He may even sell them on credit and other usual terms. He is entitled to receive payment
for the goods sold and he gives valid receipts.

+ He is liable for his action. He can sue or be sued for his contracts. He has a right of lien
on goods in his possession for his unpaid charges.
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Commission Agent or Consignees:
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A commission agent buys and sells goods on behalf of the principal for a
fixed rate of commission for all his transactions.

All risks connected with his transactions are borne by the principal.

His functions are more varied than a broker and he takes decision over the prices and
terms of the sale. He has expert knowledge of the goods and trends in the market.

He takes possession of the goods without title over them and sells in his own name.

Del-credere Agents: The agent who guarantees to the principal the collection of cash
from credit sales is called del-credere agent’. If they do not pay, the agent would bear
the loss himself. He is given an additional commission known as del-credere commission
for bearing the risk. He carefully selects the buyers to whom credit can be extended
based on their honesty and reliability.

Auctioneers: Auctioneers are agents who sell goods by auction on behalf of their
principals. Auction sale is made through a notification to the public. The notice clearly
mentions the date, time, place and details of goods which will be widely published
through newspapers, posters, leaflets and announcements etc., Auction sale may be
“WITH RESERVE” and “WTIHOUT RESERVE”.

In case of auction “WITH RESERVE” no sale can take place below the minimum price
fixed by the seller, which is known as “Reserve Price”. In case of auction “WITHOUT
RESERVE” the auctioneer is bound to sell the product to the highest bidder. The price
for which the bid is accepted is called “knocked down price”.

Striking a hammer on the desk indicates the acceptance of a bid by auctioneer. After the
highest bid is accepted, the auctioneer becomes the agent for both the seller and the
buyer. For his services, the auctioneer is entitled to receive a commission, which is a
certain percentage of the sale proceeds.

Warehouse—keeper: A Warehouse keeper accepts goods for the purpose of storage in
his warehouse. He should exercise reasonable care and diligence in the storage of
goods. He is entitled to payment for his services.

He will have lien on the goods in case the payments for his services remain unpaid. The
warehouse keeper delivers to the owner of the goods a receipt known as warehouse
keeper’s receipt or certificate.

It is an acknowledgement issued by warehouse keeper for the receipt of goods by him
for the purpose of storage. It is not a document of title to goods. He may issue a
‘Warehouse warrant’, which is a document of title to goods.

(2) Merchant Middlemen: Merchant Middlemen are the intermediaries who buy and sell

the goods in their own name, and in return earn a profit out of it. They take ownership as
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well as possession of the goods they sell. They operate in their own name and bear all the
risks.

Merchant middleman can be further sub- divided into:

7

< Wholesaler, % Retailer

1. Merchant Wholesalers: Merchant wholesalers are wholesalers who take title to the
goods. They are also sometimes referred to as distributors, dealers, and jobbers. This
category includes both full service wholesalers and limited-service wholesalers. Full-service
wholesalers perform a broad range of services for their customers, such as stocking
inventories, operating warehouses, supplying credit to buyers, employing salespeople to
assist customers, and delivering goods to customers.

a) Limited- Service Wholesalers: Offer fewer services to their customers but lower prices.
They might not offer delivery services, extend their customers’ credit, or have sales
forces that actively call sellers. Small retailers often buy from cash-and-carry
wholesalers to keep their prices as low as big retailers that get large discounts because
of the huge volumes of goods they buy.

b) Drop Shippers: Are another type of limited-service wholesaler. Although drop shippers
take title to the goods, they don’t actually take possession of them or handle them. They
deal with goods that are large or bulky. Instead, they earn a commission by finding
sellers and passing their orders over to the producers, who then ship them directly to the
sellers. Mail-order wholesalers sell their products using catalogues instead of sales
forces and then ship the products over to buyers.

« Truck jobbers (or truck wholesalers): Actually, store products, which are often highly
perishable (e.qg., fresh fish), on their trucks.

+» The trucks make the rounds to customers, who inspect and select the products they
want straight off the trucks. Rack Jobbers sell specialty products, such as books, hosiery,
and magazines that they display on their own racks in stores.

+ Rack jobbers retain the title to the goods while the merchandise remain physically in
the stores for sale. Periodically, they take count of what’s been sold off their racks and
then bill the stores for those items.

WHOLESALER:

+ Wholesale Trade means buying and selling goods in relatively large quantities or in bulk.
The traders who are engaged in wholesale trade are called wholesalers.

+» A wholesaler buys goods in bulk directly from manufacturers and sells them in small lots
to customers or industrial users. A wholesaler is the first intermediary and serves as a
link between producers and retailers. Wholesalers place large orders with producers and
supply in small quantities to retailers. In this way wholesaler serve both manufacturers
and retailers.
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Definition:

1)

2)

According to Cundiff and still “wholesaler buys from the producer and sell
merchandise to the retailers and other merchants and not to the consumers”.

According to Evelyn Thomas “A true wholesaler is himself neither a manufacturer nor
a retailer but act as a link between the two”.

WHOLESALER - EVOLUTION OF WHOLESALING

Y
L %4

7/
L <4

7/
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7/
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Wholesaling is one of the basic business functions and hence it originated in ancient
times. It was a natural extension of commerce. As trade expanded between regions,
ships bearing cargo brought goods to different shores.

Wholesaling was generally international, since goods arrived in ships in large quantities
and were sold and offloaded at ports. Consequently, wholesaling was largely associated
with importing and exporting. The shipping companies and owners of stock needed a
trader who could take delivery of the entire load at the docks. It is here that wholesalers
helped. They would take the ship’s cargo and then sell in smaller lots to local traders.

Sometimes the ship owners took over this task themselves. We find a reference to
wholesale in the Middle Ages (500-1500 AD), when markets and fairs in Europe made
a distinction between wholesale and retail trade.

Dealers Sold both en gros (at wholesale) and en detail (at retail) as per
the opportunity available. Later, wholesalers made a powerful guild and
determined who could enter the trade.

Such a system was portrayed in the movie Guru, where the protagonist finds it difficult
to enter the trade initially. Trade was conducted in markets or mandis, or transacted at
fairs. The wholesaler was a large-scale dealer who sold goods to retailers, and
sometimes directly to consumers.

Mercantilism followed the Commercial Era (1500-1800 AD). The importance of
wholesalers grew, as it suited the then existing system of trade. The wholesaler
organized and controlled the selling functions.

Wholesaling institutions evolved, including brokers, who made bargains between
merchants and traders. Financing evolved too, as trade was financed through bills of
exchange. Auctions were held when the goods arrived and became an important method
of wholesale trade.

The Industrial Revolution ushered in mass production of goods, and with it, changes in
the wholesaling business.

Modern wholesale trade emerged as factories were setup, along with other changes
such as the faster modes of transport, improvements in communication technology, and
development of organized banking. Wholesalers linked manufacturers to retailers and
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then on to customers. The marketing concept encouraged the fulfilment of consumer
needs.

+ Wholesaling is the back end of marketing, but it is also its backbone—since without
wholesaling, factories would find it difficult to move goods. However, even as the trade
evolved into building of supply chains, the basic functions of wholesale remained the

same.
NEED OF WHOLESALER:

+ Position of the Retailer in the Absence of the Wholesaler- We may realise the
indispensability of a person much more when he is absent rather than when he is present
and serving us in different ways. This is true in the case of the wholesaler, who is acting
as a connecting link between the manufacturer and the retailer.

In the absence of wholesaler, the retailer will suffer from the following

inconveniences:

1. He will have to hold large stocks of varied articles, and for this he must have adequate
space and ample capital. Very few retailers can command both space and capital.

2. He will have to assemble stocks from different manufacturers.
3. He will have to arrange for their carriage, packing, warehousing, etc.

4. He will have to bear the risk of fluctuations in prices, changes in public taste and
demand. Very few retailers are capable of bearing such risk of loss.

Goods are supplied for distribution within the country by manufacturers, producers and
importers.

These suppliers of goods may employ any one of the following channels distribution:
1. Sale to wholesalers.

2. Sale to wholesale selling agents who may be appointed as sole agents or who may
work simply as commission agents.

3. Direct sale to the retailers employing travelling salesmen or establishing contact with
department stores.

4. Direct sale to consumers through — (a) house-to-house canvassing, (b) mail order
selling, (c) multiple shop system.

5. Sale to cooperative wholesale society.

+ Recently consumers’ wholesale co-operative societies in many countries have
established direct relations with the manufactures and producers. Growth of
departmental stores, multiple shop system and co-operative stores have brought about
tendencies towards the elimination of the wholesaler from the normal channel of
distribution.
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* The multiple shop system and co-operative organisations are trying to eliminate all
middlemen between the producer and the consumer. Any party, desiring to eliminate
middlemen in the machinery of distribution, can secure independence and saving of
middleman’s profit. The shorter the chain of middlemen, the smaller will be the gap
between the producer’s price and consumer’s price.

« However, elimination of middleman does not mean elimination of his functions and
service. There is an old and popular concept in marketing that “you can eliminate the
middlemen but you cannot eliminate their functions or activities”. We may eliminate the
wholesaler but not his functions.

« The manufacturer or the retailer will have to perform his functions and services. In the
absence of the wholesaler neither the manufacturer nor the retailer can exclusively
concentrate his attention on the manufacturing or retailing side respectively. The party
trying to avoid the wholesaler will have to devote sometime and energy in looking after
specialised functions of the wholesaler.

There are two important disadvantages of the elimination of wholesaler:

1) The wholesaler specialises in wholesale trade. There will be a loss of his expert services
which he renders to the manufacturers or retailers.

2) Risk-bearing due to change in the prices or change in the demand is
impossible for small retailers. Majority of the retailers are small traders.

IMPORTANT OF WHOLESALERS

A wholesaler occupies a very important place in the chain of distribution and also performs
several important functions as follows:

1) Linking: Large scale manufacturers on the one hand and retailers on the other cannot
deal with each other directly. Therefore, the wholesaler acts in between them by
purchasing the goods from the manufacturer and selling them to the retailers.

2) Communication: A wholesaler acts as a two-way communication channel-from the
manufacturer to retailer and from the retailer to the manufacturer. He communicates
information about new products, production trends etc. from wholesaler to the retailer.
He also communicates information about the market, the market trends, consumer
preferences and tastes etc. from the retailer to the manufacturer.

3) Assembling: Certain types of goods (agricultural goods, goods manufactured by small
and cottage industries etc.) are available only in small lots over widely scattered sources.
A wholesaler buys goods in small quantities from all these sources, assembles them into
large quantity and offers them to the retailers.

4) Warehousing: A wholesaler buys the goods from the manufacturers at the time of their
availability, warehouses them and sells them to the retailers as and when the retailers
want the goods.
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UNIT- IV

BUSINESS LAW AND COMPANY LAW

SYLLABUS

Business Law and Company Law the Indian Contract Act, 1872:
Introduction - Elements of a valid contract - Offer and Acceptance -
Consideration - Capacity to contract - Free consent - Legality of
object - Void agreements - Contingent contract - Performance of
contract - Quasi contract - Discharge of contracts - Remedies for
breach of contract. The Sale of Goods Act, 1930: Sale of goods -
Conditions and warranties - Transfer of property - Performance of
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4.1 THE INDIAN CONTRACT ACT, 1872 - INTRODUCTION

4.1.1 Introduction To Law

>

Law and society are very closely related .Law aims at bringing about and maintaining
peace and order in the society. Law is the body of precepts in accordance with justice is
administered by the authority of the state. Justice is one of the noblest of ideals and is

never fully realized. The primary purpose of the law is to keep peace in society.

Law- Meaning

>

Law means a ‘set of rules’ which governs our behaviour and relating in a civilized society.
So there is no need of Law in an uncivilized society. One to should know the law to which

he is subjected to because ignorance of law is no excuse.

Generally life in a civilized society is regulated by a welfare state. The existence and
growth of civilized society requires peace, harmony, justice, social security and order

which is possible only through laws.

Every country has a regulatory framework comprised by a plethora of laws such as
constitutional law, civil law, criminal law, tax law, labour law, business law etc. Every law

has a particular field of activity to regulate and govern.

Definition of law

According to Blackstone defines, “Law is a rule of civil conduct, prescribed by the

supreme power of a state, commanding what is right and prohibiting what is wrong”.

According to Holland defines, “Law is rule of external human action enforced by

the sovereign political authority”.



4.1.2 Objectives Of Law

1.

Keeping peace in society:
This necessary for maintaining of peace and order in the society.
In the absence of law, no person will recognize the rights of others.

Shaping moral standards:
Enacting law that discourages the social evils and encourage every
individual in the society to promote social value.

Promoting social Justice:
Enacting statutes that prohibit discrimination in society. In the eyes of
law every individual is equal and mutually respect.

Maintaining the status quo:
Passing law preventing the forceful overthrow of the government, to
protect their property and their rights.

Ignorance of law is no excuse:

There is well-known maxim known as “Ignoranita juris non excusat” which
means that “ignorance of law is no excuse”. So, knowledge of law is necessary for
every individual and business people.

4.1.3 Commercial Law / Mercantile Law - Introduction

» Mercantile law governs and regulates the trade and commerce in the country. The first
efforts to pass an Act constituting mercantile law in India were made in 1872 by the
passing of the Indian contract act.

» From that time a large number of statute have been enacted concerning matters coming
within the purview of mercantile law. For example, the sale of goods Act1930, the
partnership Act 1932, the companies Act 1956.

Meaning of Commercial law/ mercantile law

» Mercantile law is not a separate branch of law. It is a part of civil law, which deals with
the rights and obligations of mercantile persons arising out of mercantile transactions in
respect of mercantile property.

Scope of Commercial law

» With the increasing complexities of modern business, the scope of mercantile law has
enormously widened.

» lItincludes the law relating to

Contracts, Negotiable instruments,
Sale of goods, Insurance,
Partnership, Insolvency,

Companies, Carriage of goods, Arbitration etc.



Branches of Law:

In the civilized societies, there are several branches of law exits in India such as,

1. Civil law 5. Industrial law
2. Criminal law 6. Mercantile law
3. Constitutional law 7. Company law.
4. International law

4.1.4 Sources of Commercial law:

» Indian mercantile law is largely based on English mercantile laws. In the absence of any
specific law, usage or customs on a particular point, the rules of English common law
are applied by the courts in IndiA) The important sources of Indian mercantile law are

as follows:

Sources of Commercial law

| v y v

English Indian Statue Precedents / Customs
Mercantile Law Law Judicial and usage

1. English mercantile law:

It is the primary sources of Indian mercantile law. English laws are based on customs

and usages of merchants in England
2. Indian statute law:

The various acts passed by the Indian legislature are the main sources of mercantile
law in IndiA) Example: Indian contract act 1872, the sale of Goods act 1930, the Negotiable
Instruments act 1881, and the company’s act 1956 (New Companies Act 2013) are some
of the Acts passed by the Indian legislature.

3. Judicial decisions:

The past judicial decisions of England courts and Indian courts are also one of the
sources of law. Whenever the law is silent on a point, the judge has to decide the case
according to the principle of equity, justice and good conscience. The past judicial decisions
are followed by the courts while deciding similar cases before them.

4. Customs and Usages:

The customs and usages of a trade are also one of the sources of mercantile law in
IndiA) These customs and usages govern the merchants of a trade in their dealings with
each other. Some Acts passed by the Indian legislature recognizes the importance of such

customs and usages.



4.1.5 Indian Contract Act, 1872- Introduction

>

The Indian Contract Act occupies the most important place in the Commercial Law.
Without Contract Act, it would have been difficult to carry on trade or any other business
activity. It is not only the business community which is concerned with the Contract Act,
but it also influences the entire society. The main object of contract act is to assure that
the rights and obligations which arise out of the contract are carried out and in case of
failure to do so, the remedies are made available to the affected party

The law relating to contracts is contained in the Indian contract Act, 1872. The act deals
with the general principles of the law of contract and some special contracts only. It came
into force on 15t September 1872. There are separate act which deals with contract only.
There are separate act which deals with contract relating to negotiable instruments.

The Indian Contract Act is so much infused in the daily lives that it affects all. For every
purchase that one does, or a loan taken from a banker, or a ride one takes in a bus and
many other transactions of daily life has its impact by Contract Act.

The English common law is the base for the development of Indian Contract Act 1872.
The Act came into force on 1st September 1872, and applies to the whole of India except
the state of Jammu and Kashmir. This Act applies to the usage of trade and lays down
the general principles.

There are two parts of Indian Contract Act namely

A) General Contracts

b. Special Contracts

Nature of Indian Contract Act, 1872:

The basic features of the Indian Contracts Act 1872 may be discussed, in brief, under the

following heads:

1.

>

Enforcement of the Act:

The Act came into force on 15t September 1872. The act is not retrospective in operation
and does not apply to contracts entered into before it came into force. The Act applies
to the whole of India except the state of Jammu and Kashmir.



4.

. It lays down the principles , not the rights and duties of the parties:

The sections 1 to 75 of the contract Act lay down general principles relating to the
formation, novation, alteration, performance, performance and discharge of contracts. It
does not lay down the rights and duties of the parties to a contract.

The Act is not complete and exhaustive:

The contract Act does not profess to be a complete and exhaustive code dealing with
the law of contracts. It does not incorporate law relating to all kids of contracts. For
example, the laws relating to sale of goods, Partnerships, negotiable instruments,
insurance etc. have not been incorporated in it.

It creates right in personam:

There are two types of rights available to a person:

i. Right in personam or jus in personam; It means a right against a particular person

or persons.

ii. Right in rem or jus in rem: It means a right available to a person against the whole
world

Meaning of Contract

>

As per the Indian Contract Act, 1872, a “contract” is an agreement enforceable by law.
The agreements not enforceable by law are not contracts. An “agreement” means ‘a
promise or a set of promises’ forming consideration for each other. A promise arises
when a proposal is accepted. By implication, an agreement is an accepted proposal. In
other words, an agreement consists of an ‘offer’ and its ‘acceptance’.

AGREEMENT = OFFER / PROPOSAL + ACCEPTANCE
CONTRACT = AGREEMENT + ENFORCEABILITY BY LAW

Definition

>

Offer (i.e. Proposal) [section 2(A)] When one person signifies to another his
willingness to do or to abstain from doing anything, with a view to obtaining the assent
of that other person either to such act or abstinence, he is said to make a proposal.

Acceptance 2(b) When the person to whom the proposal is made, signifies his assent
thereto, the proposal is said to be accepted.

Agreement 2(e) Every promise and set of promises forming consideration for each
other is an agreement. (June 2023 NET) In short, Agreement = Offer + Acceptance.

Consideration 2(d) When at the desire of the promisor, the promisee or any other
person has done or abstained from doing something or does or abstains from doing



something or promises to do or abstain from doing something, such act or abstinence or
promise is called a consideration for the promise.

» Contract 2(h) An agreement enforceable by Law is a Contract

Meaning of Contract:

» The word contract derived from the Latin word “contractum” which mean drawn together.
An agreement which creates legal obligations is a contract. It is legally binding both the
persons to fulfill their obligations.

Definition of Contract:

» Section 2 (h) of the Indian Contract Act 1872 defines contract as “an agreement
enforceable by law is a contract”.

» Salmond defines a contract as “an agreement creating and defining obligations between
the parties”.

Agreement:

» The term agreement is defined in Section 2 (e) of the Indian Contract Act which reads
as “every promise and every set of promises, forming consideration for each other, is an
agreement”.

Meaning of Consensus ad idem:

Consensus ad idem means identity of mind (i,e) understanding the subject
matter of the contract in the same sense. (June 2023 NET)

Promise:

Section 2 (b) of Indian Contract Act 1872 defines promise as “a proposal when
accepted, becomes a promise”.

Obligation:
» A contract gives rise to a certain obligations that the parties to it are expected to fulfill.

» Ex. X agrees to sell his two-wheeler for Rs. 20,000. The agreement gives rises to an
obligation on the part of X to deliver the two-wheeler and on the part of Y to pay X the
agreed sum.



4.1.6 Distinction between agreement and contract

Basis of An agreement Contract
distinction
1. constitute Offer and its acceptance | Agreement and it's
constitute an agreement enforceable  constitute a

contract.

2. creation of legal
obligation

An agreement may or may not
create legal obligation

A contract necessarily creates
a legal obligation.

3. one in other

need not
necessarily be a contract

Every agreement

All contracts are necessarily
agreements.

4. binding Agreement is not concluded or | Contract is concluded and
a binding contract binding on the concerned
parties.

Nature of contract:

» The law of contract does not lay down a number of rights and duties which the law will
enforce. It consists rather of a number of limiting principles, subject to which the parties

may create rights and duties for themselves which the law will uphold.

The parties to a contract make the law for themselves. So may can enjoy freedom of
contract and enforce the rights and liabilities created by them.

4.1.7 Types/Classification of contract

The contracts may be classified into the following three categories

Types/Classification of contract

A 4 A 4 A 4

On the basis of validity / On the basis of On the basis of
enforceability formation performance
A 4 A 4 A 4
1. Valid contract 1. Express 1. Executed contract
2. Void contract 2. Implied 2. Executory contract

3. Voidable contract 3. Unilateral contract

4. Void agreement

On the basis of Validity / Enforceability:

1. Valid contract:

» A contract which satisfies all the legal requirements laid down in Sec.10 of the Act
is known as a valid contract. A valid contract is an agreement which is binding
and enforceable at law. (June 2023 NET)



2. Void contract:

» A void contract is that which is not enforceable by law. Sec. 2 (j) of the Act lays down
that “a contract which ceases to be enforceable by law becomes void when it ceases to
be enforceable”. A contract which is enforceable by law at the time it was made.
But later on if it becomes legally unenforceable due to some reasons it is called
void contract. (Dec 2019 NET)

3. Voidable contract:

» According to Sec 2 (i) of the Indian Contract Act 1872, “an agreement which is
enforceable by law at the option of one or more of the parties thereon, but not at the
option of the other or others, is a voidable contract”.

4. Void agreement:

> “An agreement not enforceable by law is said to be void” [Sec. 2 (g)]. A void agreement
has no legal effect. It confers no rights on any person and creates no obligations. Such
an agreement is without any legal effect abinitio (from the very beginning)

5. Unenforceable contract:

» The unenforceable contracts are those which cannot the enforced in a court of law
because of some technical defect. In certain cases, there are special provisions of law
which require some formalities to be fulfilled. If such formalities are not properly
observed, the contract cannot be enforced in the court of law.

» Such contracts can be enforced if the technical defect is removed.
6. lllegal contract:
An agreement is illegal and void if its object or consideration is
a) Forbidden by law; or
b) Is of such a nature that, if permitted, it would defeat the provisions of any law; or
c) Is fraudulent; or
d) Involves or implies injury to the person or property of another; or
e) The court regards it as immoral, or opposed to public polity (sec.23).
On the basis of formation:
1. Express contract:

» Sec. 9 provides that “in so far as the proposal or acceptance of any promise is made in
words the promise is said to be express”. An express promise will result in an express
contract. When such contract is formed, there is no difficulty in understanding the rights
and obligations of the parties.



2. Implied contract:

» Sec.9 states that “in so far as such proposal or acceptance is made otherwise than in
words, the promise is said to be implied”. It is inferred from the conduct of person or the
circumstances of a particular case.

3. Quasi contract:

» There are certain dealings which are not contracts strictly, though the parties act as if
there is a contract. In fact, it is an obligation which the law creates in the absence of any
agreement. It rests on the ground of equity that “a person shall not be allowed to enrich
himself unjustly at the expenses of another”.

On the basis of performance:

1. Executed contract:

When both the parties have completely performed their respective obligations, under
the contract, the contract is said to be executed. That is, it is a contract where under the
terms of a contract nothing remains to be done by either the party. For instance, in case of
cash sales, the contract is executed at once.

2. Executory contract:

In this contract the obligations of the parties are to be performed at
a later time. When both the parties have not performed their respective
obligations under the contract, the contract is said to be executory.

3. Unilateral contract: In certain contract one party has to fulfill his obligations, whereas
the other party has already performed his obligations. Such a contract is called “unilateral”
or “one sided contract”. Thus in case of unilateral contract the obligation is outstanding only
against one of the parties at the time of formation of contract.

4. Bilateral contract: It is on in which the obligation on the part of both the parties to the
contract are outstanding at the time of formation of the contract.

1. MULTIPLE CHOICE QUESTIONS

1. An agreement enforceable by law is a
(A) Enforceable acceptance (B) Accepted offer
(C) Approved promise (D) Contract
2. Every promise and every set of promises, forming the consideration for each other,
is an
(A) Agreement (B) Contract (C) Offer (D) Acceptance

3. Void agreement signifies



(A) Agreement illegal in nature
(C) Agreement violating legal procedure
4. Acceptance to be valid must
(A) Be absolute
(C) Both are absolute & unqualified
5. A contract with or by a minoris a
(A) Valid contract

(C) Voidable contract

(B) Agreement not enforceable by law

(D) Agreement against public policy.

(B) Be unqualified

(D) Be conditional.

(B) Void contract

(D) Voidable at the option of either party.

6. Law of contract in India is contained in

(A) The Indian Contract Act 1872 (B) The Indian Contract Act 1972
(C) The Indian Contract Act 1930 (D) the Indian Contract Act 1932
7. The Indian Contract Act applies to:

(A) Whole of Indian expect the State of Jammu and Kashmir

(B) Whole of India including the State of Jammu and Kashmir.

(C) Whole of India except Goa, Daman, Diu

(D) Whole of India including Goa, Daman, Diu

8. The Indian Contract Act came into force on

(A) 15t September 1972

(C) 15t September 1872

9. A jus in personam means a right against

(A) A specific person

(C) A specific thing

(B) 15t July 1932

(D) 15t July 1930

(B) The public at large

(D) none of these

10. An offer is
(A) A suggestion by one person to another
(B) Expression of willingness by a person to another to do something in
Order to obtain assent of the other person
(C) Communication of willingness of a person to another person

(D) An intention of a person to do or to abstain from doing an act

10
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4.2 ELEMENTS OF A VALID CONTRACT

Essentials of a Valid Contract

> “All agreements are contracts, if they are made among parties — by free consent of the
parties, competent to contract, for a lawful consideration and with a lawful object, and
not hereby expressly declared to be void.” Sec.10

1. Offer and Acceptance

» There must be two parties to an agreement namely one party making the offer and the
other party accepting it.

2. Legal Relationship

» The parties must have the intention to create legal relationship between them. An
agreement of Social or domestic nature is not at all a contract.

3. Lawful Consideration (quid pro quo)

» As per Contract Act under Sec.2 (d) Consideration means something in return. A
contract without consideration becomes invalid. It may be in cash or kind or in any form
as specified in the act. Consideration must not be unlawful, immoral or opposed to the
public policy.

4. Lawful Object (Section 23)

» The object of agreement should be lawful and legal. It must not be
immoral, illegal or opposed to public policy. Two persons cannot
enter into an agreement to do a criminal act.

5. Free Consent (Section 13 & 14)

» Consent of the parties must be free and genuine. Consent means agreeing upon same
thing in the same sense at the same time i.e. there should be consensus — ad — idem.
Consent is said to be free when it is not caused by coercion, undue influence, fraud,
misrepresentation or mistake.

6. Capacity of Parties (Section 11)

» The parties to a contract must have capacity (legal ability) to make valid contract. The
Indian contract Act specifies that every person is competent to contract provided he

(i) Is of the age of majority according to the Law which he is subject to, and
(i) Who is of sound mind and

(i) Is not disqualified from contracting by any law to which he is subject to, an alien
enemy, foreign sovereigns and accredited representative of a foreign state, insolvents
and convicts are not competent to contract.

7. Certainty of Terms (Section 29)

» The agreement should be clear to the parities of the agreement. The agreement must
be precise. For example X informs Y “l agree to sell my car’. X has four cars. Here
nothing is stated about which car he is going to sell. There is no clarity of terms.
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8. Possibility of Performance (Section 56)

» The terms of the agreement should be capable of performance. An agreement to do an
act, impossible in itself cannot be enforced. For example A agrees to B to discover a
new planet. The agreement is void because the act in itself is impossible to be performed
from the very beginning

9. Not declared Void

» The agreement should be such that it should be capable of being enforced by law.
Certain agreements have been expressly declared illegal or void by the law.

10. Necessary Legal Formalities

> A contract may be oral or in writing. Where a particular type of contract is required by
law to be in writing and registered, it must comply with necessary formalities as to writing,
registration and attestation. If legal formalities are not carried out then the contract is not
enforceable by law.

For example: A promise to pay a time barred debt must be in writing.
All Contracts are Agreements, but all Agreements are not Contracts
The agreements may be classified into two categories:

Agreement not enforceable by law - Any essential of a valid contract is not

available.

Agreement enforceable by law - All essentials of a valid contract are available

4.2.1 Stages in formation of contract:

The formation of contract consist of
1. Offer (or) Proposal:

» According to Section 2 (A), “when one person signifies to another his willingness to
do or abstain from doing anything with a view to obtaining the assent of that other to
such act or abstinence, he is said to make a proposal”.

Offer is nothing but conveyance of an idea by one person to another for obtaining the
consent of the latter in respect of doing or not doing an act or acts.

E.g.: E wants to sell his scooter to F for Rs.20, 000. The willingness of E to sell
becomes an offer.

2. Acceptance:

> An offer without acceptance will not give room for formation of a contract. An offer has
to be communicated and the acceptance must also be communicated. Acceptance is a

vital requirement for a valid contract. It represents the mental concurrence of the offeree,
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5.1. ENTREPRENEURIAL DEVELOPMENT = INTRODUCTION

Entrepreneurship development is a process that helps people develop the skills and
knowledge they need to start and manage a business. It includes training programs,
coaching sessions, and other educational initiatives. The goal of entrepreneurship
development is to help people become successful entrepreneurs and to strengthen the

economy.
Here are some key aspects of entrepreneurship development:

& Learning: Entrepreneurship development
programs help people learn how to think like
entrepreneurs, analyze problems, and find
solutions. They also teach people how to
manage a business and deal with problems

that may arise.

& Building networks: Entrepreneurship
development programs can help people build
networks and find support to launch their

businesses.

& Encouraging innovation: Entrepreneurship
development programs encourage innovation and help people evaluate the growth

potential of their businesses.




Improving the economy: Entrepreneurship development can help improve the
economy by increasing the number of entrepreneurs, which can create more jobs and

increase competition in the market

5.1.1. Entrepreneurship — Introduction

g

The term entrepreneurship denotes the process of setting up one’s own business
venture as distinct from pursuing any other economic activity or any employment or
practicing some profession. The person who establishes business is termed as
entrepreneur. The output of an entrepreneurial process ends up in establishing an
enterprise. A entrepreneur who is conceptualizing and persevering is called
Nascent — (PGTRB-2019)

The term ‘entrepreneurship’ (derived from the verb ‘entreprende’ meaning ‘to
undertake’). In early 16th century it was applied to those who were engaged in military
expeditions.

In 17th century the word ‘entrepreneur’ was used for civil engineering activities such as
construction and fortification. It was applied to business for the first time in 18th century,
to designate a dealer who buys and sells goods at uncertain prices. Entrepreneurship
refers to all those activities which are to be carried out by a person to establish and to
run the business enterprises in accordance with the changing social, political and
economic environments.

Entrepreneurship includes activities relating to the anticipation of the consumers likes
and dislikes, feelings and behaviors, tastes and fashions and the introduction of
business ventures to meet out all these expectations of the consumers.
Entrepreneurship is the ability of entrepreneurs to assess the risks and establish
businesses which are risky but at the same time suits perfectly to the changing scenarios
of the economy.

Entrepreneurship is an economic activity done to create, develop

and maintain a profit-oriented business.

It begins with identifying an opportunity as a potential to sell and
make profit in the market.

Entrepreneurship is the best utilization of available resources.

Entrepreneurship is the dynamic process of creating incremental wealth. This wealth is
created by individuals who assume the major risks in terms of equity, time, and/or career
commitment to providing value for some product or service.

The product or service itself may or may not be new or unique but value must somehow
be infused by the entrepreneur by securing and allocating the necessary skills and
resources. Also, it was generally recognized that entrepreneurs serve as agents of



change, provide creative, innovative ideas for business enterprises, and help businesses
grow and become profitable. Whatever the specific activity they engage in,
entrepreneurs in the twenty-first century are considered the heroes of free enterprise.
Many of them have used innovation and creativity to build huge enterprises.

Entrepreneurship is now regarded as the “Pioneer ship” of business. The history of the
early industrial development and trade and subsequent innovation in any country is
largely the history of its entrepreneurs.

It describes people with the pioneering spirit, intuition inspiration, and a willingness to
work hard and take risks. They are energetic self-starters who make it their mission to
meet business challenges, independently and are restless in working for someone else,
for a salary.

In a nutshell, the concept of entrepreneurship can be understood as follows:

g
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Entrepreneurship involves decision-making, innovation, implementation, forecasting of
the future, independency, and success.

Entrepreneurship is a discipline with a knowledge base theory and is an outcome of
complex socio-economic, psychological, technological, legal, and other factors.

It is a dynamic and risky process. It involves a fusion of capital, technology, and human
talent.

Entrepreneurship is equally applicable to big and small businesses and to economic and
non-economic activities.

Different entrepreneurs might have some common traits but all of them will have some
different and unique qualities. It is the purposeful and organized search for change,
conducted after a systematic analysis of opportunities in the business environment.

Entrepreneurship is a philosophy and is the way one thinks, one acts, and therefore it
can exist in any situation, be it business or government or in the field of education,
science, and technology.

Entrepreneurship is a creative activity.
It is the ability to create and build something from practically nothing.
It is a knack of sensing opportunity where others see chaos and confusion.

Entrepreneurship is the attitude of the mind to seek opportunities, take calculated risks,
and derive benefits by setting up a venture.

It is made up of activities to conceive, create, and run an enterprise.

To sum up, “Entrepreneurship is a dynamic process of vision, change and creation. It
requires an application of energy and passion towards the creation and implementation
of new ideas and creative solutions.
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Essential ingredients include the willingness to take calculated risks in terms of time,
equity, or career, the ability to formulate an effective venture team, the creative skill to
organize needed resources, the fundamental skill of building a solid business plan, and,
above all, the vision to recognize opportunity where others see chaos, contradiction, and

confusion.”

Entrepreneurship is the exciting journey of turning dreams into reality, fuelled by passion,
innovation, and unwavering determination. It is the art of transforming challenges into
opportunities, creating something from nothing, and fearlessly navigating the dynamic
seas of business. In this daring realm, visionaries craft their destinies, pushing
boundaries, and sculpting a legacy that echoes in the corridors of success.

History Of Entrepreneurship

g

The term “entrepreneurship” can be traced back to as early as the Middle Ages, when
the “entrepreneur” was simply someone who carried out tasks, such as buildings and
construction projects by applying all the resources at his disposal. However, it was during
the 16th century when “business” was used as a common term, and the “entrepreneur”
came into focus, as a person, who is responsible for undertaking a business venture.

Entrepreneurship as a term can be traced back to the economists of the 18th century,
and it continued to attract the interest of economists in the 19th century. In the twentieth
century, the word became synonymous with free enterprise and capitalism.

During the 20th century, within the last two decades, the concept of entrepreneurship
has evolved from being a single individual to an entire organization or a corporation.

5.1.2. Entrepreneurship — Meaning And Definition

Meaning

g

In political economics, entrepreneurship is the quality of being a businessman, i.e. one
who "undertakes an enterprise”. The term puts emphasis on the risk and effort taken by
individuals who both own and manage a business, and on the innovations resulting from
their pursuit of economic success.

Entrepreneurship: It refers to a process of action an

entrepreneur undertakes to establish his enterprise.

Entrepreneurship is the process of creating something new of value of devoting the
necessary time & effort. By accepting and acknowledging the necessary financial,
psychological & social risks. Finally receiving the resulting rewards be it monetary and
personal satisfaction and freedom to do what you want. Entrepreneurship is the process



of identifying opportunities in the market place, arranging the resources required to
pursue (hunt) these opportunities and investing the resources to exploit the opportunities
for long term gains. It involves creating wealth by bringing together resources in new
ways to start and operate an enterprise.

Entrepreneurship generates employment opportunities to many people besides
providing self-employment to the entrepreneur. Any business venture started triggers a
variety of economic activities like purchasing raw material, creating employment
opportunities and so on. Thus, entrepreneurship become crucial for overall economic
development of a nation.

Entrepreneurship can be regarded as one of the four major factors of production
besides the other three namely land, labour and capital UGC NET 2013. It is
generally believed that entrepreneurs are born. But no country or society can afford to
wait for the birth of entrepreneurs to pursue its development agendas.

The pace of economic development of any country cannot be accelerated without
creating a sense of awareness about entrepreneurship among the people. The latter
should be made to take a pride in claiming to be a job provider rather than a job seeker.
The Government and various other agencies involved in promoting entrepreneurship
should carry on the noble task of engendering a spirit of entrepreneurship among the
people who otherwise seek job.

Definition

1.

According to Peter F. Drucker “Entrepreneurship is defined as a systematic
innovation, which consists in the purposeful and organized search for changes, and it
is the systematic analysis of the opportunities such changes might offer for economic
and social innovation”.

According to Ricardo Cantillon “Entrepreneurship entails bearing
the risk of buying at a certain price and selling at uncertain prices.”

According to Robert K. Lamb “Entrepreneurship is that form of
social decision making performed by economic innovators.”

As per A.H. Cole “Entrepreneurship is the purposeful activity of an individual or a group
of associated individuals, undertaken to initiate, maintain or aggrandize profit by
production or distribution of economic goods and services.”

. According to Heggins, “Entrepreneurship is meant the function of seeking investment

and production opportunity, organising an enterprise to undertake a new production
process, raising capital, hiring labour, arranging the supply of raw materials and
selecting top managers of day-to-day operations”.

Rebrt Ronstand — as a dynamic process of creating incremental wealth.



7. “Entrepreneurship is essentially a creative activity or it is an innovation function. The

process of innovation may be in the form of
(a) Introduction of a new product
(b) Use of a new method of production
(c) Opening of a new market
(d) The conquest of new source of supplying raw material
(e) A new form of organisation” — Joseph A. Schumpeter

9. “Entrepreneurship connotes innovativeness, an urge to take risk in face of uncertainties,
and an intuition, i.e. a capacity of seeing things in a way which afterwards proves to be
true”. - V.R. Gaikwad

10. “Entrepreneurship is the investing and risking of time, money and effort to start a

business and make it successful’. - Musscleman and Jakson.

5.1.3. Entrepreneurship — Concept

& The word ‘entrepreneurship’ typically means to undertake. It owes its origin to the
western societies. But even in the west, it has undergone changes from time to time. In
the early 16th century, the term was used to denote army leaders. In the 18th century, it
was used to denote a dealer who buys and sells goods at uncertain prices. Towards

1961, Schumpeter, used the term innovator, for an entrepreneur.

& Two centuries before, the concept of entrepreneurship was shady. It is only in the recent
years that entrepreneurship has been recognized widely all over the world like in USA,
Germany, Japan and in the developing countries like ours. Gunnar Myrdal rightly pointed
out that Asian societies lack entrepreneurship not because they lack money or raw
materials but because of their attitudes. Till recently, in the west, the entrepreneurship

is mainly an attribute of an efficient manager.

& In India the definition of an entrepreneur being the one who undertakes to organize, own
and run a business has been accepted in a National Seminar on entrepreneurship
organized in Delhi in 1975. Still there has been no consensus on the definition of

entrepreneurship and qualities of entrepreneurship.

& Incidentally, entrepreneurship has engaged the attention of sociologists, psychologists
and economists. Sociologists analyse the characteristics of an entrepreneur in terms of
caste, family, social status etc. Psychologists analyse their attributes on the basis of their
personality traits such as need for achievement, affiliation and power, risk taking,



decision making, creativity, leadership etc. The economists analyze them on the basis
of occupational background, access to capital, business and technical experiences.

& The term “entrepreneurship” is often used synonymously with the “entrepreneur”.
Though they are two sides of the same coin, conceptually they are different. The
entrepreneur is essentially a business leader and the functions performed by him are
entrepreneurship.

& Arthur H. Cole has stated that entrepreneurship is the purposeful activity of an individual
or a group of associated individuals undertaken to initiate, maintain or organize a profit-
oriented business unit for the production or distribution of economic goods and services.
Entrepreneurship is a concept that has undergone several revisions through history.

g Inthe modern context, Entrepreneurship is seen differently by different entities. For e.g.
sociologists and psychologists see the term differently from economists, since these two
entities focus on different aspects of entrepreneurship.

It has assumed importance for accelerating economic growth both in developed
& developing countries.

It is the hope and dreams of millions of individuals around the world
It promotes capital formation and creates wealth in country

It reduces unemployment and poverty. It is the process of exploring the
opportunities.

& The term entrepreneur has been treated differently by various authors. While some calls
entrepreneurship as “risk-bearing’, others view it “innovative” and yet others consider it
“thrill-seeking”. However, there was consensus among them as to the skills and abilities
which a person should possess in order to become an entrepreneur, and how the
entrepreneurs can be developed or how the supply of entrepreneurship can be
increased in particular society.

Uncertainty bearing.
Co-ordination of productive resources.
Introduction innovation and the provision of capital

Conceptual model of entrepreneurship:

Person Organization Environment Task

A 4

Entrepreneurship
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The entrepreneurial personality: - [personality, skills, experience and motives]: The
entrepreneurial personality is a composite of the person, his skills, styles and motive.
The ultimate success of a new venture depends largely upon the psychological makeup

and determination of the entrepreneur.

The entrepreneurial task: - [Opportunity, resources, providing leadership]: The second
leg of entrepreneurship is the role or task of an entrepreneur. The central task of the
entrepreneur is to recognize and exploit opportunities. Opportunity may come from many
sources. But entrepreneur must have the ability to perceive opportunities where others
do not.

The environment: - [Availability of resources, infrastructure, rules and regulations]:
Entrepreneurship is to a great extent controlled by the environment. The world
surrounding organization influences facilitates or hinders the growth of entrepreneurship
and the viability of the enterprise. Entrepreneurial environment is made up of several
elements like economic, sociocultural, politico legal and others. Availability of capital and
human resources is very important. Without necessary capital and people with the
required skills and experience the opportunity cannot be pursued.

The Organizational Context: - [structure, rules, policies]: The organizational is the
immediate setting in which creative and entrepreneurial works takes place. It includes

the organization structure and systems, the definitions of work roles, group culture etc.

Evolution Of The Concept Of Entrepreneur

g

The word —Entrepreneurll is a French word, literally meaning —go-between. Thus, the
term implies an agent or intermediary who establishes himself between seekers and

providers with the intension of making profit.

However, the term has progressed far beyond its literal meaning and today
encompasses concepts like risk-taking, innovation, management of resources
organization of the tools of trade, etc. The following table traces the development of the
term Entrepreneur and Entrepreneurship through history.

Development of the Concept of Entrepreneurship:

Time Definition of Entrepreneur *

Middle Ages | Person in charge of large-scale projects




17th Century

Person bearing the risk of loss in large, fixed-price contracts

with the government

1725

Person bearing risks, as opposed to person supplying capital
(Richard Cantillon)

1803

Person enjoying the profits of entrepreneurship, as opposed to
person enjoying the profits of supplying capital (Jean Baptiste
Say)

1876

Person who receives profits from managerial capabilities as
opposed to person who receives interest from capital supplied
(Francis Walker)

1934

Innovator who develops untried technology (Joseph
Schumpeter)

1961

Energetic, moderate risk taker (David McClelland)

1964

Person who maximizes opportunities (Peter Drucker)

1975

Person who takes initiative organizes some social and
economic mechanisms and accepts risks of failure (Albert
Shapero)

1985

Person who creates something different with value by devoting
the necessary time and effort, assuming the accompanying
financial, psychological and social risks and receiving the
resulting rewards of monetary and personal satisfaction
(Robert Hesrich)

Some facts about entrepreneurs and entrepreneurship:

E: Examine needs, wants, and problems to see how they can improve the way needs and

wants are met and problems overcome.

N
T
R
E
P
R
E

: Narrow the possible opportunities to one specific "best" opportunity.

: think of innovative ideas and narrow them to the "best" idea.

: research the opportunity and idea thoroughly.

. enlist the best sources of advice and assistance that they can find.

. Plan their ventures and look for possible problems that might arise.

: Rank the risks and the possible rewards.

: Evaluate the risks and possible rewards and make their decision to act or not to act.
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N: Never hang on to an idea, no matter how much they may love it, if research shows it

won't work.

E: Employ the resources necessary for the venture to succeed.

U: Understand that they will have to work long and hard to make their venture succeed.

R: Realize a sense of accomplishment from their successful ventures and learn from their

failures to help them achieve success in the future.

5.1.4. Importance Of Entrepreneurship

z

Entrepreneurship holds immense significance in fostering economic development,
acting as a driving force for industrialisation and growth. According to Joseph
Schumpeter, a nation’s economic progress is intrinsically tied to its capacity for
innovation, which, in turn, hinges on the distribution of entrepreneurial talent within its

population.

While technical advancements are essential, their transformation into economic
development relies on the entrepreneurial acumen of individuals who effectively

organize and utilize capital, labour, and technology.

Experts emphasize that economic development doesn’t occur spontaneously based
solely on favourable economic conditions; it necessitates entrepreneurial activity as a
catalyst. The abundance of activities seen in prosperous countries can be attributed to

the presence of enterprising individuals.

Entrepreneurship being an intangible factor is the moving force and development is the
consequence. It has an important role in the context of a developing nation like India
which is confronted with major socio-economic problems. Entrepreneurship can play an
important role not only in the industrial sector of a country but in the farm and service

sectors also.

An American magazine. “The Economist’ (1999) recently put it, “Innovation has
become the industrial religion of the late 20th Century”. It is being increasingly realized
that today’s managers and businessmen need not only managerial skills but
entrepreneurial skills as well. Entrepreneurship needs to be demystified and transformed
into a skill by teaching and practicing. Skill of entrepreneurship knows how to turn an

ordinary corporation, managed in a routine manner, into an entrepreneurial organisation.

People within the organisation can be trained to:

Defect the opportunities;
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Peruse the opportunities and rewarded;
To lessen the consequences of failing;

Entrepreneurs play a pivotal role in creating new enterprises that invigorate the economy
and revitalizing established businesses, which collectively form the economic
framework. Their impact on economic development manifests in several ways, as they
initiate and sustain growth by bringing innovative ideas to life, creating job opportunities,

and fostering competition, all of which contribute to a thriving economy.

Entrepreneurs initiate and sustain the process of economic development in the

following ways:

1.

Capital Formation: Entrepreneurs effectively mobilize idle savings from the public by
issuing industrial securities. This results in the productive utilization of national
resources, increasing the rate of capital formation, which is essential for rapid economic

progress. They are instrumental in wealth creation.

Improvement in Per Capita Income: Entrepreneurs identify and
capitalize on opportunities, converting latent and idle resources like
land, labour, and capital into national income and wealth through the
production of goods and services. This boosts the Net National Product
and per capita income, important indicators of economic growth.

Generation of Employment: Entrepreneurs contribute to employment both directly
and indirectly. Through self-employment and the establishment of various business

units, they offer job opportunities to millions, helping to alleviate unemployment issues.

Balanced Regional Development: Entrepreneurs, both in the public and private
sectors, play a crucial role in reducing regional disparities in economic development.
They establish industries in underdeveloped areas, taking advantage of
concessions and subsidies offered by the government — UGC NET 2013. This has

put lesser-known regions on the map of economic development.

Improvement in Living Standards: Industries set up by entrepreneurs alleviate the
scarcity of essential commodities and introduce new products, ultimately improving the
standard of living for the common people. Mass production and the growth of small-

scale industries contribute to increased variety and lower costs of goods.

Economic Independence: Entrepreneurship is vital for national self-reliance. By
manufacturing indigenous substitutes for previously imported products and promoting
exports, entrepreneurs reduce dependence on foreign countries. This ensures

economic independence, which is crucial alongside political independence.
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UNIT- VI
COST AND MANAGEMENT ACCOUNTING
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UNIT -8

COST AND MANAGEMENT ACCOUNTING

8.1. COST ACCOUNTING

Introduction to Cost Accounting — Methods and Techniques of Costing — Classification of
cost — Materials — Labour — Overheads — Cost sheet — Job Costing — Process Costing —
Joint Products and By-Products — Operating Costing — Contract Costing — Standard
costing and Variance Analysis (Material and Labour only) — Activity Based Costing.

8.2. MANAGEMENT ACCOUNTING

Introduction to Management Accounting — Functions and Benefits of Management
accounting — Analysis and Interpretation of Financial statements: Comparative
statements, Common size statements and Trend analysis — Ratios — Funds flow
statement — Cash Flow Statement as per AS 3 — Budgets and Budgetary control —
Marginal Costing and Break — Even analysis.

8.1. 1. Introduction To Cost Accounting

8.1.1.1. Introduction

A The primary purpose of accounting is to provide financial information relating to an
economic/business activity. It is concerned with measuring, recording, and reporting
financial information by the management to plan and control the activities of a business
as well as by others who provide funds or who have various interests in the operations
of an entity.

& The accounting system that provides the information to measure product costs and
performance, and control the operations of a firm is called cost accounting.



a Cost Accounting is one of the important disciplines of accountancy to give proper
information required to the management for effectively discharging its functions such as
planning, organizing, controlling, directing, co-ordinating and decision making. In this
regard Financial Accounting is concerned with record keeping directed towards the
preparation of Profit and Loss Account and Balance Sheet. It provides information about
the enterprise in a general way.

& Accordingly, Financial Accounts are prepared as per the requirement of the Companies
Act and Income Tax Act. The main purpose of financial accounting is to ascertain profit
or loss of a concern as a whole for a particular period.

& Thus, financial accounting does not serve as the needs of management for effective
control, determination of prices, making effective plan for future operations and
formulating various policy decisions. To overcome the limitations of the financial
accounting, the cost accounting is a recent development born in response to the needs
of management for detailed information about cost of a product or a unit of services.

& Every business firm is expected to make profit in the long run and, keep costs within
control. Recently the Companies Act has made obligatory the keeping of cost records in
some manufacturing companies.

& In essence, therefore Cost Accounting is now widely used
by large manufacturing and nonmanufacturing operations.

8.1.1.2. Evolution Of Cost Accounting

For examples: salary, materials, other expenses etc. In the case of service industry,
they are interested in the cost of ascertaining the cost of the services it renders. The cost
per unit is arrived by dividing the total expenditure incurred to the total number of production
or the service rendered. This method can be used when there is only one product. If the
manufacturing company manufactures more than one product, it becomes imperative to
split the total cost among the number of products.

8.1.1.3. Development Of Cost Accounting

& The fundamental objective of any accounting system is to provide necessary information
relating to business to all parties who are interested in the welfare of the organisation
owners, management, investors, creditors, government, stock exchange, banks
and financial institutions.

& The information needs of the majority of them can be satisfied by means of financial
statements such as profit and loss account and balance sheet. The needs of the
management, however, cannot be fulfilled with the help of information given in the
financial statements.



What the management requires is not business information that enables it to exercise
control over the entire business in a general way, but day-to-day information for

planning, control and decision-making.

In order to provide relevant information to the management for taking the right decision
to avoid all possible wastages and losses and to increase the efficiency of the business,

a new branch of accounting known as 'cost accounting' has been developed.

Cost accounting is a recent development born in response to the needs of managers for
detailed information about the cost of product or unit of service. The emergence of

cost accounting is a major event of human renaissance.

The progress of human civilisation and cost accounting have almost run parallel. There
is evidence that costing was practised by the Sumerians in Mesopotamia in 5000 B.C.
and it was certainly well-developed in Florence in the Middle Ages.

It is reasonable to assume that people at different periods employed some measures of
cost accounting, at least, to ascertain prices to be charged to customers, - extensive
mechanisation of production system resulting in large scale production.

However, the Industrial Revolution in the eighteenth century brought about, some
sporadic efforts were made in the U.K. and the U.S.A. to install factory cost system
as far back as 1805. But the concept of '‘prime cost' was used around 1875 by some
industrialists. The growth of cost accounting during the First World War was rapid

chiefly owing to price controls imposed by the government and the cost-plus contracts.

The system of cost-plus contracts necessitated maintenance of cost
records and ascertainment of cost of a job or service. The great
depression 1929 challenged the survival of many industries and
threw them on cost reduction measures. Further, conditions prevailing

during and after the Second World War made reduction a key note.

The development of cost accounting in India is of recent origin and it was given
importance after independence, when the Government of India introduced selective
cost audit under Section 233B of the Indian Companies Act, 1956 and framed Cost
Accounting Record Rules, 1968 for this purpose.

At present, 42 products are under the fold of cost audit and the companies
manufacturing these products are required to maintain cost accounting records and
subject the same to cost audit. Over the passage of time, several contributions to the
subject have made cost accounting an independent system by itself. It has developed

into a systematised body of knowledge.



8.1.1.4. Meaning Of Cost

o

The cost of a good or service is essentially the valuation or the resources given in
exchange for that good or service. In industrial terms, the cost is the value in the money
of a commodity, the materials involved, the efforts, risks, and opportunities created

altogether.

Cost is also the investment made for producing a product. It is noteworthy that while the
value of a commodity is a measure of its usefulness, the cost is strictly calculated in
terms of money. Cost is often an umbrella term for several classifications that it holds.
These classifications are as follows: Prime cost; Sunk cost; Factory cost; Direct cost &
Indirect cost. It is important to mention the type of cost in the balance sheet for better
interpretation.

Example: Cost is commonly defined as a ‘sacrificed resource’ for a particular thing. If we

buy a watch for ¥ 30, a number of dollars is considered to be the cost of that watch. Here,

¥ 300 are sacrificed to obtain a watch. It is the simplest example, but the cost can be of

anything which is measurable in terms of money.

For example, the cost of preparing one pizza itself includes various other costs like the cost

of flour, other ingredients, labour, electricity, and other overheads. Similarly, the cost of

production of any product or service can be determined.

8.1.1.5. Meaning of costing:

)

‘Cost’ is a term, whereas ‘Costing’ is a process for determining the cost. It may be called
a technique for ascertaining the cost of production of any product or service in the
business organization.

The actual scope of this term can best be understood in the context of big manufacturing
concerns who produce hundreds of products and spend a lot of money on material,

labour, and other overheads.

The cost of each product in those organizations requires recording expenses with to
each product or process, classifying expenses like direct material, labour, overheads,
etc., allocating direct expenses, and suitable apportionment of overheads to each
product for the correct determination of per-unit cost of production of each product.

Some Important Points to Remember

o

Direct costing is the assignment of cost according

to the increasing and decreasing level of activity.

On the contrary, the assignment of costs irrespective of the activity levels is known as

absorption costing.



8.1.1.6. Meaning Of Cost Accounting

o

Cost accounting is a method of recording, concisely constructing, analysing, and
understanding a company's expenses due to some investment, capital requirements,
process, etc.

It is a business strategy meant to give insight into the company's expenditures, leading
to greater cost efficiency, pre-planning, and finance decisions. Another advantage of
cost accounting is that it provides transparency to the company regarding its financial
activities.

This practice makes it possible for the management to look into which areas require
cost-cutting and which ones need greater investment. This technique leads to a better
vision for the organization

Meaning of cost accountancy:

o

This term is over and above costing and cost accounting. It envisages the application of
costing and cost accounting in a business setup. Cost Accountancy facilitates
management with cost control initiatives, ascertainment of profitability, and informed
decision-making.

It also includes determining the selling price for the products, division, and unit-wise
profitability. Forecasting expenses and probable future incomes are also a part of the
practice of Cost Accountancy.

8.1.1.7. Definition

o

The Institute of Costs and Management Accountants (ICMA), now known as the
Chartered Institute of Management Accountants (CIMA), London has defined the terms
cost, costing, cost accounting and cost accountancy as under:

The definitions of the following important concepts of Cost Accountancy are given below:

& Cost 4 Cost Allocation

& Costing & Cost Absorption

& Cost Accounting & Cost Ascertainment
& Cost Accountancy & Cost Audit

& Cost Control 4 Cost Unit

& Cost Reduction 4 Cost Centre

(a) Cost: The word 'Cost' is used in a variety of ways. Cost may be defined as a total of all

expenses incurred in a given thing. AICPA defines cost as "the amount measured in money

or cash expended or other property transferred, capital stock issued, services performed or

a liability incurred in considerations of goods or services received or to be received.” 'Cost'

is defined by W.M. Harper in the following words "Cost is the value of economic

resources used as aresult of producing or doing the thing cost.”



(b) Costing: ICMA London has defined costing as "the technique and process of

ascertaining costs." As a technique, it refers to Material 3 100
costing as the body of principles and rules concerned

. . . . Labour g 40
with appropriate allocation of expenditure for the
determination of cost of products and services. The | Expenses | 60
technique in costing consists of the body of principles | Total Ed 200

and rules for ascertaining the costs of products and
services. The technique is dynamic and changes with the change of time. The process of
costing is the day to day routine of ascertaining costs. It is popularly known as an arithmetic
process.

For example, If the cost of producing a product say % 200/-, then we have to refer material,
labour and expenses accounting and arrive the above cost as follows:

Finding out the breakup of the total cost from the recorded data is a daily process. That is
why it is called arithmetic process/daily routine. In this process we are classifying the
recorded costs and summarizing at each element and total is called technique.

(c) Cost Accounting: Cost accounting is the method of accounting for
cost. The | C M A defines Cost Accounting as the technique and process
of ascertainment of costs. Cost accounting begins with the recording of all
income and expenditure, and ends with the presentation of statistical data.

Cost Accounting may be defined as “Accounting for costs classification and analysis
of expenditure as will enable the total cost of any particular unit of production to be
ascertained with reasonable degree of accuracy and at the same time to disclose
exactly how such total cost is constituted”.

Thus, Cost Accounting is classifying, recording an appropriate allocation of expenditure for
the determination of the costs of products or services, and for the presentation of suitably
arranged data for the purpose of control and guidance of management. Job costing is
suitable for specific order concerns. — (PGTRB - 2003-2004)

Cost Accounting can be explained as follows: -

& Cost Accounting is the process of accounting for cost which begins with recording of
income and expenditure and ends with the preparation of statistical data.

a It is the formal mechanism by means of which cost of products or services are
ascertained and controlled. Cost Accounting provides analysis and classification of
expenditure as will enable the total cost of any particular unit of product / service to be
ascertained with reasonable degree of accuracy and at the same time to disclose exactly
how such total cost is constituted.

& Differential costs do not find place in Accounting Records — (PGTRB- 2005-2006)




a For example, it is not sufficient to know that the cost of one pen is ¥ 25/- but the
management is also interested to know the cost of material used, the amount of labour
and other expenses incurred so as to control and reduce its cost.

A& |t establishes budgets and standard costs and actual cost of operations, processes,
departments or products and the analysis of variances, profitability and social use of
funds. Thus, Cost Accounting is a quantitative method that collects, classifies,
summarises and interprets information for product costing, operation planning and
control and decision making.

4 (d) Cost Accountancy: According to the Chartered Institute of Management
Accountants London, cost accountancy means "the application of costing and cost
accounting principles, methods and techniques to the science, art and practice of
cost control and the ascertainment of profitability. It includes the presentation of
information derived therefore for the purpose of managerial decision making. Thus, cost
accountancy is the science, art and practice of a cost accountant.”

& ltis a science because it is a systematic body of knowledge having certain principles
which a cost accountant should possess for proper discharge of his responsibilities.

4 Itis an art as it requires the ability and skill with which a Cost Accountant is able to apply
the principles of Cost Accountancy to various managerial problems.

& Practice includes the continuous efforts of a Cost Accountant in
the field of Cost Accountancy. Such efforts of a Cost Accountant
also include the presentation of information for the purpose of
managerial decision making and keeping statistical records.

(e) Cost Control: Cost control is the guidance and regulation by executive action of cost of
operating an undertaking. It involves pre-determination of targeted costs, measuring the
actual costs, investigating into the causes of variations and instituting the corrective action.

(f) Cost Reduction: The term 'cost reduction' refers to the achievement of real and
permanent reduction in the unit of cost of goods manufactured or services rendered without
impairing their suitability or diminution in the quality of product. Cost reduction involves
saving in unit cost; such saving is of permanent nature and the utility and quality of the
goods and service Remain unaffected.

(g) Cost Allocation: Cost allocation is the allotment of whole item of cost to cost centres.
The technique of charging the entire overhead expenses to a cost centre is known as Cost
Allocation.

(h) Cost Absorption: The term 'Cost Absorption' refers to the process of absorption of all
overhead costs allocated to or apportioned over particular cost centre or production
department by the units produced.



(i) Cost Ascertainment: The term 'Cost Ascertainment' means to ascertain the cost of each
product, process or operation and ensure that all the expenses have been absorbed in the
cost of products. Cost Ascertainment is one of the important objectives of Cost Accounting.

() Cost Audit: | C M A defines 'Cost Audit’ as a detailed examination or verification of cost
accounts and check on the adherence to the cost accounting plan. The purpose of cost
audit is to examine whether the methods laid down for ascertaining costs and other
decisions are being properly implemented and whether the cost accounting plan is being
adhered to or not.

The purpose can be: Protective and Constructive.

& Protective purpose aims to examine that there is no undue wastage or losses and that
the cost accounting system reflects the correct and realistic cost of production.

& Constructive purpose aims at providing the management with information useful in
regulating production, choosing economic methods of operations, reducing the
operational costs, etc. based on the findings during the course of cost audit.

(k) Cost Unit: The term 'Cost Unit' refers to a unit of product, service or time in relation to
which costs may be ascertained. It is a unit of quantity in terms of which costs can be
measured. Cost Unit may be selected on the basis of (a) Single and (b) Composite (or)
Commonly used. The following are some examples of Cost Units used in different industries:

NAME OF INDUSTRY COST UNITS USED
Paper Per Tonne (or) Per Kg
Steel Per Tonne
Sugar Per Quintal
Cement Per Tonne
Textile (cloth) Per Metre
Transport Passenger Kilometre
Electricity Per Kilo Watt-hour
Bricks Per 1000 bricks

I) Cost Centre:

According to the Chartered Institute of Management Accountants, London, Cost Centre
is defined as a location, person or items of equipment (or group of these) for which costs
may be ascertained and used for purposes of cost control. In other words, cost centre is a
part of an organization which includes location, processes, equipment, (or) machine
centres, various departments, persons etc. in relation to which costs can be charged or
ascertained.



Cost Centres can be classified into the following types:

o

Personal Cost Centre: It consists of a person or group of persons, e.g., salesmen,
Marketing Manager, etc.

Impersonal Cost Centre: It is a Cost Centre which consists of a location or items of
equipment.
Operation Cost Centre: It consists of machines and/or persons carrying out similar

operations.

Process Cost Centre: It is a Cost Centre which consists of a specific process or a
continuous sequence of operations.

8.1.1.8. Objectives Of Cost Accounting

The following are the important objectives of Cost Accounting:

Ascertainment of cost. & Assisting Management in decision

Determination of selling price. making.

& Formulating business policy.

A
A
& Cost control and cost reduction.
A

Ascertainment of profit of each 4 Matching costs with revenue
activity.

The following are the major objectives/functions of cost accounting:

o

Ascertainment of cost: The basic objective of cost accounting is to ascertain the cost
of a product, job or service. Expenses relating to a product are collected from diverse
sources. In addition to direct expenses relating to a product, joint expenses pertaining
to several products are also taken into consideration (apportioned on some equitable
basis) while ascertaining the cost of a product.

Control of cost: The second objective of cost accounting is to control the cost so that
the maximum and better production at minimum cost may be made possible. To achieve
this objective, the techniques of budgetary control and standard costing are adopted.

Reduction in cost: Costs are not only to be controlled but constant efforts are to be
made for reducing them. Cost reduction implies real and permanent reduction in the unit
cost of goods manufactured or service rendered without impairing their (products or
goods) suitability for the use intended. Value analysis, time and motion study,
standardisation, simplification, etc. are the major techniques of cost reduction.

Determination of selling price: Cost accounting provides cost information on the basis
of which selling prices of products or services can be determined. In the event of
depression or recession, cost accounting guides in deciding the extent to which the
selling price may be reduced to meet special situations.
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Matching cost with revenue: The profit of any activity can be ascertained by matching
cost with the revenue of that activity. The purpose of this step is to determine profit or
loss of any activity on an objective basis.

Providing basis for operating policy: Cost accounting is an
essential tool for the management to formulate operating policies
and to take business decisions like determination of cost-volume-
profit relationship; whether to buy or to make an article, etc.

8.1.1.9. Fundamentals Principles Of Cost Accounting

o

Cost accounting has been developed into a system and so is governed by certain
fundamental principles. These principles serve to achieve the objectives of cost
accounting in a systematic manner.

Double entry principle: Like financial accounting, the cost ledgers and other cost
control accounts are maintained on the basis of double entry principle. Cost accounting,
however, requires a greater use of cost sheets and cost statements for the purpose of
cost ascertainment, cost control and guidance to the management.

No conservatism principle: In financial accounting, the closing stock is valued at cost
price or market price whichever is lower, but in cost accounting, the closing stock is
always valued at cost price. There is a value attached to the concept of conservatism in
financial accounting but it is not so in cost accounting. There is a tendency to show
reduced profits in financial accounting and to create secret reserve but this is not so in
cost accounting. The reason is quite clear. If cost accounting adopts the concept of
conservatism, the costs would become incomparable. Cost statements are required to
be prepared so as to state facts with no known bias. However, providing for emergency
is a normal practice which is allowed in costing.

Absorption rate principle: In cost accounting, the expenses are determined on the
basis of predetermined rate. This estimation process is known as "absorption of
overheads'. This is for the purpose of comparison with actual as a control purpose.

Cause relationship principle: The costs are collected and analysed according to their
nature and are allocated or apportioned on the basis of cause relationship. For example,
canteen expenses are apportioned among the various departments according to the
number of employees in each department.

Exclusion principle: Purely financial expenses, abnormal cost, financial incomes,
appropriation of profit and capital expenses are completely ignored in cost accounting
while determining the cost of product or service. These items are in no way connected
with cost of product or service. They are considered only in financial accounting.

For example, discount on issue of shares has nothing to do with the cost of production.
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& Inclusion principle: For cost accounting purposes, certain expenses not
actually incurred are included while determining the cost, as they are
deemed to have been incurred. Interest on own capital, for example, is a
part of cost in cost accounting but is ignored in financial accounting.

8.1.1.10. Importance of cost accounting:

Cost accounting has many importance. Specially, the following parties are benefitted from
it.

1. Importance to management: Management is highly benefitted with the introduction of
cost accounting. It helps to ascertain the cost and selling price of the product. Cost data
help management to formulate the business policies. The introduction of budgetary control
and standard cost would be an aid to analyse cost. It also helps to find out reasons for profit
or loss. It provides data to submit tender as well. Thus, cost accounting is an aid to

management.

2. Importance to investors: Investors can obtain benefit form the cost accounting.
Investors want to know the financial conditions and earning capacity of the business. An
investor must gather information about organization before making investment decision and
investor can gather such information from cost accounting.

3. Importance of consumers: The aim of costing is to reduce the cost of production to
minimize the profit of business. Reduction in the cost is usually passed on the consumers
in the form of lower price. Consumers get quality goods at a lower price.

4. Importance to Employees: Cost accounting helps to fix the wages of the workers.
Efficient workers are rewarded for their efficiency. It helps to induce incentive wage plan in
business.

5. Importance to Government: Cost accounting is one of the prime sources to provide
reliable data to internal as well as external parties. It helps government agencies to
determine excise duty and income tax. Government formulates tax policy, industrial policy,
export and import policy based on the information provided by the cost accounting.

8.1.1.11. Advantages And Disadvantages Of Cost Accounting

Advantages of Cost Accounting:

& Cost accounting system has been fully successful in achieving its objectives. Its
importance is, therefore, continuously increasing. It is advantageous not only to the
management but to others also. In brief, the advantages of cost accounting may be
summarised under the following heads.
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Advantages to Cost Accounting:

1.

A good cost accounting system helps in identifying unprofitable activities, losses and
inefficiencies in any form. The management is able to concentrate on profitable jobs and
consider change or closure of the unprofitable jobs.

It helps in controlling costs with specific techniques like standard costing and budgetary
control.

It provides information to the management to serve as a guide in making decisions
involving financial considerations. Guidance may also be given by the cost accountant
on a host of issues such as whether to buy or manufacture a given component, whether
to accept orders below cost, etc.

It provides such information that enables the management to formulate production and
pricing policies and to prepare estimates of contracts and tenders.

It assists the management in the control of stock of raw materials, consumable stores,
work-in-progress and finished goods so that the capital locked up in these stocks can be
kept to the minimum.

It guides the management in the fixation of selling price particularly during depression
period when prices may have to be fixed below cost.

It provides a reliable check on the accuracy of financial accounts with the help of
reconciliation between the two at the end of the accounting period.

It enables the management to make cost comparison of various jobs, products,
departments, etc. so as to improve performance.

It helps in the introduction of a cost reduction programme and ascertaining new and

improved ways to reduce costs.

10.1t advises management on future expansion and proposed capital outlays.

Advantages to workers:

1.

2.

Cost accounting introduces incentive wage schemes, bonus plans, etc. which bring

better reward to sincere and efficient workers.

A good costing system is helpful to the management in increasing
productivity and profitability of the organisation. This leads to
prosperity of industries, better wages for workers and security of jobs.

Advantages to creditors: Bankers, debenture holders and other creditors study the
information provided by cost accountants to ascertain the solvency, profitability and
future prosperity of the business concern before they sanction loans. The reports of the
cost accountants help them immensely to take the right decisions.
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