Class 11 Business Studies

Notes of CHAPTER -1
NATURE AND PURPOSE OFBUSINESS

ECONOMIC AND NON ECONOMIC ACTIVITIES
AllHuman beings have different types of needs. So, in order to fulfill those needs they have to perform

some orthe otheractivity. Human activities are classified into Economic &non- economic activities.

Basic Meaning Economic Non-Economic

Thoseactivitieswhoseaimisnot to

L L earn money, but to satisfy social,
Thoseactivitieswhose Objectiveis to

Purpose/ Notice psychological and emotional
earnmoneyandto create wealth.

needs. For example love,

sympathy, patriotism.

People work in factories A housewife cooking food for her
Examples Cookingfoodinrestaurant. family. A teacher training his
A teacher teaching in a school. daughter athome.

Concept of Business: - Business refers to those economic activities involving the purchase
production and / or sale of goods and services with a motive of earning profit by satisfying human

needs insociety.

Characteristics of Business:

1. Aneconomicactivity: Businessinconsideredasaneconomicactivity becauseitis

undertaken with the objective of earning money.

2. Production or procurement of goods and services: Businessincludes all the activities
concerned with the production or procurement of goods & services for sales. Services include
transportation, banking, Insurance etc. Goods may consistofconsumableitems.

3. Saleorexchangeofgoods & services - There should be sale orexchange ofgoods and service
between the seller & the buyer.

4. Dealingin goods & services at aregular basis: There should be regularity of dealings or
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exchangeofgoods&services.Onesingletransactionofsaleorpurchasedoesnotconstitute business.
5. ProfitEarning: The main purpose of business is to earn profit. Abusiness cannot survive without
making profits.

6. Uncertainty of return: Every businessinvests money with the objective of earning profit butthe
amount of profitearned may vary. Also there is always a possibility of losses.

7. Elementofrisk: Allbusiness activities carry some elements ofriskbecause future is uncertain
andbusinesshasnocontroloverseveralfactorslike, strikes, fire, theft,and change in consumer

taste etc.

Comparison of Business Profession and Employment

Economic Activities

!
' ! !

Business Profession Employment
Fishing Medical {(Doctor) Worker

- Manutaciuring goods - Legal (Lawyer) - Employea

- NMirung - Accountancy (C'A) - Salesman
Producing or selling of
electronic goods
Banking

Business: ReferstoPurchase, productionand/orsaleofgoods &serviceswiththe objective of earning
profit.
Profession: Includesthose activities whichrequire specialknowledge & skillsinthe occupation.

Employment: Referstothe occupationinwhich people work for others and get remuneration in return.

Basis of Destruction Business Profession Employment
Starts after Membership of a
. completing some professional body Start after getting
Mode of establishment _
legal formalities if and certificate of appointment letter.
needed. practice required.
o ) _ Work allotted by
Provisionofgoods Personalized services
. the employer
Nature of work andservicetothe of expert nature. _
) according to the
public.
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contract.

Qualification

No minimum
qualification is

necessary.

Professional
Quialification and

training required.

Quialification and
training as prescribed

by the employer.

Capital investment

Capital needed
accordingtoitssize

and capacity.

Limited capital for
established

No capital required.

Reward/ Returns

Profits

Professional fee

Salary or wages

Risk

High Risk

Low Risk

No Risk

Code of Conduct

No code of conduct

Professional code of
conduct

The terms and
conditions of
services contract

aretobeallowed.

Objectives of Business: The objective ofbusiness meansthe purpose forwhichabusinessis established
and carried on. Proper selection of objectivesis essential for the success ofa business.

Thebusinessmenalwayshave multipleobjectives. Allobjectivemaybeclassifiedintotwo broad

categories. These are (1) Economic objectives and (2) Social Objectives

Business Objedives

|

A 4

Economic Objectives

—»Earming Profit

P | NNOVation

sources

—>Market Standing

h 4

Social objectives

optimum utilisation of re-

— Improving Productivity

v

v

v

Qualitygoods & sernvice at
fair price

Avoldance of antisodal &
unfair frods practices

Generation of employ-
ment

Employee wellare

cCommunity service
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1. Economic Objectives

Businessisaneconomicactivityandtherefore,itspurposeistoshoweconomicresults. The economic

objectives of business are follows:

(i) Earning profit: Profitmeansexcessofincome overthe expenditure. The foremostand prime
objective ofeverybusinessmanistoearnprofit. Abusiness cannotservice without earning profit. Not

only for survival but it is also required for growth and expansion of business.

(i) Market standing/creation of customer: Business can survive for alonger period only if isableto
capture abig share inthe market & has market standing. Itis possible onlywhen businessprovides
goodsandservicestosatisfytheneeds&wantsofcustomers. Therefore, creation and satisfaction of

customers (market) isanimportant objective of business.

(iii) Innovations: Innovation means making new products or adding new features of old products for
making it more useful, improving methods of production & distribution exploringnewmarkets, etc.
Inthesedaysofcompetition,abusinesscanbesuccessfulonly whenitcreates newdesigns, better

machines, improvedtechniques, newvarietiesetc.

(iv) Optimum utilization of resources: Itreferstothe bestuse of men, material, money and machinery
employedinbusiness. Theresources ofbusiness are scarce sothese mustbe utilizedinthe best

possible mannersothatthe business cangetmaximum benefitfromtheir resources.

(v) Improving productivity: Itisused asameasure of efficiency. Every business enterprise mustaim
atgreaterproductivity - to ensure continuous survivaland growth. Thisobjective can be achieved by
reducing wastages and making efficient use of machines and equipments, human resources,

money etc.

2.Social Objectives

Businessisanintegral partofsociety. Itmakesuse ofresources ofsociety. Itearns profitby sellingits
productsorservicestomembersofsociety. Soitbecomesobligatoryonthe partof thebusinessmantodo

somethingforthesociety. Theimportantsocialobjectivesofbusiness are as follows:
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(NQuality goods and services at Fair Price: The first social objective of business is to provide
better quality productatreasonable rice andin proper quantity on continuous basis to consumers

examples.

Example: Consumerslookfor ISImark on electrical goods, FPO mark on food products. Hallmark on

Jewellery.

i B A

() Avoidance of Anti-Social and Unfair trade practices: Anti-Social practices include

hoarding, black marketingand adulteration. Making false claimsinadvertisementsto misleadand
exploitpeopleisanexample of unfairtrade practice. Business should not indulge in such

practices.

(i) Generationof Employment:Nowdays,employmentisthe biggestproblem ofsociety. Business
should provide employment to more and more people living in the country. Handicapped and
disabled people should be given extra care.

(i) Employee Welfare: Employees are a valuable asset and they make significant contributions
towards the success of business. Another social objective of business, therefore, isto ensure
welfare of employees by providing good working conditions, fair wagesandfacilitiessuchashousing,
medicalandentertainmentetc. suchwelfarefacilities help to improve physical and mental health of
employees.

(iv) Community service:Businessshould contribute somethingtothe societywhereitis
establishedand operated Library, dispensary, educationalinstitutionsetc. are certain contributions

which abusiness can make and help inthe development of community.
Role of Profit in Business

Businessis established for the purpose of earning profit. Profit plays avery importantrole in business. The

role of profitin business can be brought out by the following facts :-

(1) For Long Survival: Profitalone help a business to continue to exist for along period. In the
absence of profitthe establishment of a particular business losesits justification.
(2) Forgrowth & Expansion: Allbusinessmen want their business to expand and to grow. For

developmentofbusinessadditional capitalisneeded. Retainedearningsisaverygood
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source of capital.

(3) Forincreasing efficiency: Profitis that power which motivates both the parties - owner and

workersto do their best. As they know that in case of good profits they will get good compensation for
their efforts so it finally helps inincreasing the efficiency of business.

(4) ForBuilding prestigeand Recognition: Forgaining prestige inthe Society, Business had to
satisfy all the parties concerned. It has to supply good quality product/service at reasonable price to

customers, adequate remuneration to employees, to pay sufficient dividend to the shareholdersetc.
and allthese are possible onlyifthe businessis earning good profit.

Classification of Business Activities

Business Activities

| |
| |

Industry Commerce
(Deals with production (Deals with distribution
of goods services) of goods & services)
primary Secondary Tertlary or Trade Alds/Auxillaries
Industries  Indlustries Service : | | to Track
1. Extractive 1 Manufacturing Industry Internal External 1. Transportation
2 Generic 2. Construction Trade & Trade
Communication ji. Wholesale 1. Import 2. Breaking &
Trade 2. Export Finance
2. Reatall 3. Entrepat 3. Insurance
tfrade 4, Warehousing

5. Advertising
Primary Industry: The primary industry includes those activities through which the natural resources

are used to provide raw material for other industries Primary industries are of two types.

Extractive Industryreferstothoseindustries underwhich somethingis extracted outofthe earth, water or
aire.g., coal, iron, gas etc. Farming, mining, lumbering, hunting & fishing
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come under this category of industry

GeneticIndustryreferstothoseindustriesunderwhichthe breed ofanimalsand vegetables areimproved

and made more usefule.g., poultryfarms, dairyfarming, fish hatchery, cattle breeding etc.

Secondary Industry: Under this industry new products are manufactured by using the previously
producedthingse.g., producing cottonisaprimaryindustry and manufacturing cloth out of cotton is a

secondary industry. It is of two types.

Manufacturing: These industries convert raw materials or semi-finished products into finished
productse.g., paperfrombamboo, sugarfromsugarcane. Itisfurtherdividedinto four parts.

() Analytic: Differentthingsare manufactured outofone materiale.g., petrol, diesel, gasoline

out of crude oil.

(i) Processing: Thoseindustrieswhereinusefulthings are manufactured by makingthe raw materialto
pass through different production processe.g., steelfromiron ore, sugarand paper industries.

(i) Synthetic: Manyrawmaterialsare mixedtoproduce moreusefulproducte.g., paints, cosmetics,
cement.

(iv) Assembling: Whereinthe partsmanufacturedbydifferentindustriesareassembledto produce

new and useful product e.g., computers, watches cars, television etc.

2.Constructionindustries: Industriesthatareinvolved inthe construction of buildings, dams, bridges,

roads as well as tunnels and canals.

3Tertiary or Service Industry: Includes those services which help business to move smoothly e.g.

transport, bank, Insurance, storage and Advertising.

COMMERCE:

Meaning: Commercereferstoallthoseactivitieswhichare concernedwiththetransfer of goodsand
servicesfromthe producerstothe consumers. tembracesallthose activities which are necessary for

maintaining a free flow of goods and services.

The functions of commerce are as follows.
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through

hindrance of person . o Trade
through

hindrance of place P Transponation
through

hindrance of time P warehousing

Removal Of cp through

hindrance of risk - 4 INnsurance
through

hindrance of finance - » Banking & tinance

- through )
hindrance of information o Advenising

1. Removingthe hindrance of personbymarkinggoodsavailable toconsumersfromthe producers.
through trade.

2. Transportationremoveshindrance of place by moving goodsfromthe place of production to the
markets for sale.

3. Storage andwarehousingactivitiesremovethe hindrance oftime by facilitating holding of stock of
goods to be sold as and when required.

4. Insuranceremoves hindrance ofriskofloss ordamage ofgoods duetothetft, fire,accidents etc.

5. Bankingremoves hindrance offinance-by providing fundsto abusinessman foracquiring assets,
purchasing raw materials and meeting other expenses.

6. Advertisingremoveshindrance ofinformation-byinformingconsumersaboutthegoods and

services available in the market.
Commerce includes two types of activities:

Trade: Referstobuyingand selling of goods and services withthe objective of earning profit. It is classified

into two categories:

1. Internal Trade: Takes place withina country. Internal Trade is classified into two

categories:

() Wholesale Trade: Referstobuying and selling ofgoodsinlarge quantities. Awholesaler buys
goodsinlarge quantitiesfromthe producersand sellthemtootherdealers. He serves as a connecting
link between the producer and retailer.

(i) Retail Trade: Referstobuying ofgoodsandservicesinrelatively smallquantities & selling

them to the ultimate consumers.
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2. External Trade: Trade between two ormore countries. Externaltrade can be classified into three
categories:

() Importtrade: If goods are purchased from another country, ifis called import trade.

(i) Export Trade: If goods are sold to other countries itis called export trade.

(i) Enterpot: Where goods areimported for exportto other countries e.g. Indianfirms may import
some goods from America and export the service to Nepal .

Auxiliaries to Trade: All those activities which help in removing various hindrances which arise in
connection with the production and distribution of goods are called auxiliaries to trade. An overview of
these activities is given below.

() Transportationand Communication: The production of goods takes place atone place where as
these are demanded in different parts of the country The obstacle of place is removed bythe
transport. Alongwithtransportcommunicationisalsoanimportantservice. It helps in exchange of
information between producers, consumers and traders. The common communication services are

postal service, telephone, fax, internet etc.

(i) Bankingand Finance:Businessneedsfundsforacquiringassets, purchasing raw

materialsandmeetingotherexpenses.Necessaryfundscanbeobtainedfromabank.

(i) Insurance:ltprovidesacoveragainstthelossofgoods,inthe processoftransit, storage, theft, fire

and other natural calamities.

(iv) Warehousing: Thereisgenerallyatimelagbetweenthe productionand consumption of goods.
This problem can be solved by storing the goods in warehouses from the time of production till the

time they are demanded by customers.

(vi)Advertising: Advertising brings goods and services tothe knowledge of prospective buyers. Itis

throughadvertisingthatthe customerscometoknowaboutthe newproducts and their utility.

Business Risk: Businessriskreferstothe possibility ofinadequate profits orevenlossesdue
touncertainities orunexpected events. Forexample: demandforaparticular productmay decline dueto
changeintastespreferencesof consumers, orincrease incompetition etc.

There are two types of business risks:

Nature of Business Risks
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1. Businessrisksarise due to uncertainties: Lack of knowledge of whatis going to happenin future
create uncertainties in business. It may be due to natural calamities, change in demand and prices,

strikes etc.

2. Riskisanessentialpartofeverybusiness: Nobusinesscanavoidriskalthoughtheamount ofrisk may

vary frombusinesstobusiness. Risk canbe minimized butcannotbe eliminated.
3. Degree of risk depends mainly upon the nature and size of business:
Level of risk is lower for small scale business while itis higher for large scale organization.

4. Profitis the reward for risk taking: A business gets profit as return for undertaking risk. Greater the

risk involved in a business, higher is the chance of profit.
Causes of Business Risks

1. Natural Causes: Human beings have little control over natural calamities like flood, earthquake,
famineetc. Theyresultinheavylossesoflife, property &incomeinbusiness.

2. Human Causes:Humancausesinclude suchunexpectedeventslike dishonesty,

carelessness or negligence of employees, strikes, riots, management inefficiency etc.

3. Economic causes: Theyarerelatedtoachance oflossduetochangein marketcondition e.g.,
fluctuations in demand and prices, competition, change in technology etc.

4. Physicalcauses:Mechanicaldefectsorfailuresmayalsoleadtolossese.g., burstingof boiler or

machine may cause death or destruction.

5. Othercauses:Theseincludeunforeseeneventslike politicaldisturbances, fluctuationin exchange

rates etc
Starting a Business: BasicFactors

Selectingtheline ofbusiness: Thefirstthingto be decided by the entrepreneuristhelineand type of

business to be undertaken.

1. Scaleorsizeofbusiness: Afterdecidingtheline ofbusinessthe businessmanmustdecide whether

he wants to set up large scale or small scale business.

10/11




2. Choiceofform of Business organization: The nextdecision must be takenisto finalize theform

ofbusinessi.e.,tosetupsole proprietorship., partnership orjointstock company.

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

power, labour, banking, transportation etc.

4. Financial Requirement: The businessmanmustanalyze the amountofcapitalhe might requireto
buy fixed assets and forworking capital (Day to day expenses) Proper financial planning must be
done to determine the amount of funds needed.

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

6. Plantlayout: Showingthe physicalarrangementofmachinesandequipmentneededto

manufacture a product.

7. Competentand committed Workforce: The entrepreneur must find out the requirement of skilled

and unskilled workers and managerial staff to perform various activities.

8. Taxplanning: Theentrepreneurmusttrytoanalyze thetypesoftaxesbecausethere area number of

tax laws in the country which affect the functioning of business.

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

legal formalities.

11/11




