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CHAPTER 

1 

BUSINESS AND 
COMMERCIAL KNOWLEDGE 
– AN INTRODUCTION 

  
DOMAIN OF BCK [a specified sphere of knowledge.] 

BCK is Vast BCK is Eclectic 
(Multidisciplinary) 

BCK is ever-expanding 

- cover  wide range of 
activities 

- include manufacturing, 
trading and services. 

- e.g. domestic retail include 
street vendors, weekly 
bazars, neighborhood shops, 
malls, company chain stores 
and online retail. 

- adapts the vocabulary from 
various disciplines viz., 
Marketing, Accounting & 
Finance, 

- Military (e.g. Strategy, 
Logistics) 

- Biology (e.g. Bulls, Bears) 

- technology has introduced 
several terms like 24X7, B2B, 
B2C, BPO 

- evolution in the decline of old 
and the emergence of new 
businesses 

- rate of knowledge out-
datedness is high and hence 
need to stay updated. 

 

An OVERVIEW of BCK DOMAIN 
Domain Areas Illustrative List 

1. Activities 
Manufacturing, Trade, Commerce (Aids to Trade or Auxiliaries to Trade), Services, 
etc. 

2. Scale Micro, Small, Medium, Large Enterprises, 
3. Geographic 

Scope 
Local, National, Multinational 

4. Ownership State-owned/ Public Sector, Private Sector 
5. Markets Natural Resources, Equipments, Commodities, Capital, Labour, Product Markets 

6. Stakeholders Entrepreneurs, Customers, Investors, Business Owners, Directors, Shareholders, 
Managers & Employees, Suppliers, Society at large. 

7. Functions Production, Marketing, Accounting Finance & Taxation, Human Resources. 
8. Focus Enterprise wide, Product-specific, Function or Department-specific. 

9. Concerns 
Survival, Profitability, Growth, Sustainability, Social Responsibilities, Governance, 
Values & Ethics 

10. Mode Traditional/ Physical/ Brick & Mortar, In-Store, Digital/ Online 
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11. Academics Economics, Law, Philosophy, Psychology, Sociology 

 

IMPORTANCE OF BCK FOR CHARTERED ACCOUNTANTS 

 CAs are the custodian of nation’s resources 
 Each Business has its own peculiarities, legal / compliance requirements etc. 
 CAs will be able to conduct the audit diligently only when they understand the nuances of the 

business whose accounts they prepare or audit. 

SOURCES OF ENHANCING OF BCK 
The following Methodologies to increase the level of BCK Quotient- 

 slightly more conscious of various activities around us (Observation and Experience) 
 Sources of BCK include - (a) News Papers - both General News and Business News, (b) Business 

Magazines, (c) Business Channels. 

ECONOMIC VS NON-ECONOMIC ACTIVITIES 
Economic Activity Non- Economic Activity 
- Activity related to production and 

consumption of goods and services for 
economic gain. 

- Motive is livelihood  i.e. to earn money,  
- driven by self-interest 
- backed by Pragmatic philosophy 
- Creation of Wealth and Assets 

- Activity performed with the aim of providing 
services to others without any monetary gain. 

- driven by Emotional and sentimental reasons 
- backed by Idealistic philosophy 
- Mental Satisfaction and Happiness. 

Note- non-economic activities  also have an economic dimension 

 
CHARACTERISTICS OF ECONOMIC ACTIVITIES 
1. Economic activities are Income-Generating 

- Economic activities (business, profession or 
service) help in earning money income. 

- A living is possible with money income earned 
from economic activities. 

- Income earned may be in cash or non-cash 

2. Economic Activities are productive 

- Earning of a livelihood implies participation in 
the process of production. 

- Productive Activities includes Farming, textiles, 
Manufacturing, Rendering of Services. 

- Production may be done either for self-
consumption or for market. 

- Market oriented Production represents the 
supply side of economics 
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3. Even consumption is an economic activity 

- Consumption represents the demand side of 
economics 

- Every unit of demand is like a vote in favour 
of a product and a signal to its producer 

4. Savings, Investment and Wealth 

- Income (-) Spending = Savings 
- savings are converted into investment and 

investment by generating returns create 
wealth 

 

BUSINESS - DIFFERENT MEANINGS 
Work View Entity View Area of Activity –

View 
Process View 

Business = state of 
being busy, i.e. one's 
regular occupation or 
profession. 

Business = Any 
Entity, Company or 
Corporation, created 
and managed by 
people. 

Business = a particular 
type of activity or 
industry, e.g. Civil 
Construction Business, 
IT Business, Iron & Steel 
Industry, Transport 
Business, etc. 

Business = any 
economic activity 
consisting of purchase, 
sale, manufacture, 
processing and/ or 
marketing, distribution, 
trading of products and/ 
or services. 

Note:- Agriculture is  not an industry and hence not a Business? 
 In India, much of the agriculture is for self-consumption, it is not a business. 
 Agriculture income is exempt from income tax. So, agriculture does not comprise industry. 
 If agriculture produce is processed then it comprises an industry. e.g. the extraction of 

edible oil from rice bran,  

 

CHARACTERISTICS OF BUSINESS 

1. Business is Job creator, not 
job seeker 

Business creates- 

 job opportunities for job 
seekers and  

 other opportunities for 
suppliers of goods and 
services. 

2. Business provides 
momentum to economic growth 
and economic development 

Business output Comprehensive 
contributes towards- 

 economic growth 
(represented in terms of 
GDP) 

 economic development 
(represented in terms of 
improvement in quality 
of lives of people) 

3. Entrepreneurship Skills 

Entrepreneurs are better 
characterised to business person 
by their problem solving, new 
opportunity, for their creativity 
and innovation. 

4. Investment intensive 5. Gestation and uncertainties 6. Systematic, Organized & 
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MSME based Investment of 
funds in a fixed assets and net 
Working capital are required for- 

 For starting a new 
business and 

 for technological up 
gradation, modernisation 
and expansion 

Gestation Period- Time taken by 
Investment to fructify results. 
Uncertainty- whether it will yield 
the returns as expected. 

Risk can be calculated in 
advance, uncertainty cannot. 

Efficiency oriented activity 

-Business is a unified and 
integrated system 

-All respective functions are well 
and in sync with each other like  
production, sales, marketing. 

-Business is an open system as it 
interacts with the environment 
for customer feedback, product 
modification. 

7. Objective- oriented 

-Profit is the basic motive of a 
business 

-Profit is the residue to the 
business owners after all other 
factors of production have been 
paid off. 

-Profits are essential for the 
survival as well as growth of 
business. 

8. Interdependence 

Business draws its resources of 
production from the society and 
is dependent on it for the sale of 
its goods & services. 

9. Multiple stakeholders 

Business has multiple 
stakeholders viz. owners, 
investors /lenders, employees, 
customers, suppliers, 
competitors, Government the 
community and society at large 
etc. 

10. Primacy of Customer 

For a Business, creation and 
maintenance of customers 
through product quality is the 
price mechanism by which 
Competitive advantage can be 
gained. 
 

BUSINESS VS PROFESSION VS EMPLOYMENT 
Point Business Profession Employment 

1. Meaning 

Economic Activity 
concerned with the 
production or purchase and 
sale of goods and rendering 
of services with the purpose 
of earning profit. 

Special skills, knowledge 
and expertise is required 
to be applied by the 
person, in his occupation, 
as an Independent Service. 

Rendering of Services 
under a contract of 
employment, to a specified 
Employer. 

2. Source of 
Livelihood 

Profit Professional Fees Wages & Salaries 

3. Prescribed 
Qualification 

No minimum qualification. 
Prescribed as per 
Professional Body's 

As prescribed by Employer 
for each type of job. 
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Requirements. 

4. Capital 
Investment 
Required 

As per the size and nature 
of business. 

Limited Capital is required 
- Furniture, Office 
Chamber, etc. 

No Capital Requirement as 
such. 

5. Reward Profit Professional Fees Wages and Salaries 

6. Code of 
Conduct 

No prescribed Code of 
Conduct. Only the 
Founders' Values are 
relevant. 

Code of Conduct as given 
by the Professional Body 

Employers' Code of 
Conduct is relevant. 

7. Advertisement 
Products and Services are 
advertised to increase sales. 

Advertisement is 
prohibited as per 
Professional Code of 
Conduct. 

Resumes/Profiles are sent 
to prospective Employers. 

8. Risk Factor High Risk 
Less risky than Business, 
but more risky than 
Employment. 

Least Risk, due to certainty 
of Incomes/ Cash Flows. 

9. Transfer of 
Interest/ 
succession 

Permissible, subject to legal 
compliance. 

There is no concept of 
transfer of interest as 
such. 

There is no concept of 
transfer of interest as 
such. 

10. Freedom 
Highest levels of Freedom / 
Autonomy. 

Reasonably high levels of 
independence. 

Not much independence 
or personal autonomy. 

 
CLASSIFICATION OF BUSINESS OBJECTIVES 
Type Examples 

Economic 
Objectives 

(a) Turnover (i.e. Sales), 
(b) Profits, both as Amount and as Percentage, e.g. Return on Capital Employed, 
(c) Efficiency (e.g. Energy / Resource Conservation, Cost Efficiency / Savings, etc.), 
(d) Economic Value Added (EVA), Shareholder Value Added (SVA), Market Value 

Added (MVA), etc. 

Organic 
Objectives 

(a) Survival, 
(b) Growth, 
(c) Diversification of Capabilities, 
(d) Health, e.g. Age of Assets, Fitness of Human Resources, Generation of various 

Profit Reserves, etc. 

Social 
Objectives 

(a) Specific Responsibilities towards Employees (fair remuneration), Customers 
(quality goods at a fair price), Suppliers, Competitors, Investors (Fair returns), etc. 

(b) General Social Responsibilities, e.g. contribution to Community Service, Education, 
Health, Sanitation, Heritage Conservation, Community Support during calamities, 
etc. 
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Legal 
Objectives 

(a) Respect for Law in letter and spirit, 
(b) Compliance with legal procedures and requirements, 
(c) Good Corporate Citizenship 

Ethical 
Objectives 

(a) Transparency and Truthfulness, 
(b) Honesty and Integrity, 
(c) Fairness and Equity 

Environmental 
Objectives 

(a) Use of Green Technologies, Products, and Methods 
(b) Lower Emissions and Carbon Prints, 
(c) Effective Waste Handling and Disposal, 
(d) Preservation of Air, Water and Soil Quality 

 

NOTABLE POINTS ABOUT BUSINESS 
1. On the basis of nature of activity, a business may be engaged in industry, trade or other Services 

2. On the basis of size and scale of the activity undertaken, business may be classified as micro, small, 
medium and large. 

3. Business may be owned singly (Sole Proprietorship) or jointly (Hindu Undivided Family, or Partnership, 
Limited Liability Partnership or Company, or Co-Operative Society) 

4. Business may be organised as Corporate (Includes Public Companies, Private Companies, LLPs etc) or 
Non-Corporate Entity (Sole Proprietorship, HUF, Partnership, etc.) 

5. Business Ownership is a bundle of rights (right to derive profit, right to run the business, right to 
dispose off business) 

FORMS OF BUSINESS ORGANISATION BASED ON OWNERSHIP 

1. A Sole Proprietorship is a type of enterprise that is owned and run by one natural person and in 
which there is no legal distinction between the Owner and the Business Entity. 

Features, Merits and Limitations of Sole Proprietorship 
Features Merits Limitations 
1. Individual Ownership 
2. Individual Management 
3. Individual Financing 
4. Individual Autonomy & 

Accountability 
5. Unlimited Liability 
6. Minimum Govt. Regulations 

1. Easy Formation and Easy 
Dissolution 

2. Full Control & Flexible 
Management 

3. Quick Decisions and Full 
Secrecy 

4. Sole Beneficiary of Profits 
5. Suitable for Small Scale 

Operations 

1. Lack of Continuity/ Stability 
2. Limited Managerial Skills 
3. Limited Financial Resources 
4. Unlimited Liability 
5. Not Suitable for large scale 

operations 
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2. HUF is a Family that consists of all persons lineally descended from a common ancestor (Purvaj), 
Includes-  

(i)Wives and Unmarried Daughters also 

(ii) only 3 successive generations.  

(iii)Jain or Sikh or Buddhist or Parsi Families also but not include muslims 

Features, Merits and Limitations of Hindu Undivided Family 
Features Merits Limitations 

1. Arises by status or 
Operation of Law 

2. Membership merely by 
birth 

3. Separate Entity Status 
under the Income Tax Act 

4. Day to day affairs and 
decisions handled by 
"Karta". 

5. Fluctuating body with birth 
or Death 

1. Membership without any 
contract 

2. Leads to instant trust 
among Members 

3. Common Pool of Financial 
Resources Capital 

4. Quick Decision Making 
5. Members work hard  to 

build family business 
 

1. Unlimited Liability of Karta 
in case of Insolvency. 

2. Going Concern of HUF is 
uncertain 

3. New Member may 
frustrate outsider (e.g. 
hired managers ) 

 

 

3. Partnership is a relationship between two or more persons who agree to share the profits of a 
business. The Parties individually called "Partners", and collectively as "Firm". In India, the Partnership 
Act, 1932 provides the legal framework relating to Partnership Firms. 

Features, Merits and Limitations of Partnership 

Features Merits Limitations 
1. Valid Agreement 

(whether written or 
oral) 

2. Partners- Min. 2 and 
Max. 100  

3. Must be exist for 
Business purpose only 

4. Operates on "Mutual 
Agency" Principle 

1. Artificial Person can also 
become partner 

2. More Funds compare to 
Proprietorship 

3. Risks are shared by many 
persons 

4. All Partners work in 
common interest 

1. Unlimited Liability of Partners 
2. One Partner's misdeeds can 

impact going concern of Firm 
3. Firm is treated as unorganized/ 

unregulated sector 
4. Notice of severance of a partner 

may impact continuity of 
Business. 

 

 

4. LLP is a form of Partnership where the liability of partners is limited formed under LLP Act, 2008. Thus, it 
combines the advantages of Partnerships and Corporate Entities. 

Features, Merits and Limitations of LLP 
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Features Merits Limitations 
1. Separate legal entity 

(Name) and identity 
(LLPIN). 

2. LLP has perpetual 
succession i.e. has a life of 
its own 

3. Partners- Min. 2 and Max. 
No Limit 

4. Partner may be Natural 
Person or Artificial Person 

 

1. Better pooling of Capital compare to 
sole proprietorship firm 

2. Risk shared amongst many persons 
3. No Personal Liability of Partner, except 

in case of fraud 
4. considered as part of the organized / 

regulated sector since registration is 
compulsory 

5. Every Partner is only Agent hence 
Absence of Mutual Agency 

6. Death or insolvency of member does 
not affect its existence 

1. More regulatory compliance 
like annual filings, etc. 

2. Cost of ensuring Compliance, 
e.g. in terms of Annual Filing 
Fees, heavy late filing fees, 
etc. 

 

 

 

5. Under the Companies Act, 2013 a company may be is defined as “a company incorporated under companies 
Act, 2013 or under previous company law”. A company has to file a Memorandum of Association (MoA- spells 
out the objectives of the company) and Article of Association (AoA- focuses on its internal regulation) along 
with application for incorporation. 

Features, Merits and Limitations of Company 
Features Merits Limitations 
1. Separate legal existence as a 

distinct name, address 
(Registered Office) & 
identification number  

2. Perpetual succession since 
end to its existence only by 
law  

3. Liability of a Member is 
Limited to nominal value of 
shares  

4. Free Transferability of 
shares  

5. Capacity to own & hold 
Property 

6. Capacity to sue & to be sue  
7. Government exercises 

control through company 
law or SEBI   

8. Law provides for the 
incorporation OPC, a Small 
Company and a Dormant 
Company 

1. Large capital resources 
2. Limited liability 
3. Stability 
4. Efficient management 
5. Transferability of shares 
6. Economies of scale 
7. Democratic management 
8. Public goodwill 
9. Social utility 

1. Legal formalities- to meet 
stringent criteria of both the 
Companies Act and the SEBI. 

2. Lack of motivation 
3. Delay in decisions 
4. Economic oligarchy 
5. Corrupt management 
6. Excessive Government control 
7. Unhealthy speculation 
8. Conflict of interests 
9. Social evils 
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6. Distinction Between Private and Public Companies 

 Point of Distinction Private Company Public Company 

1. Number of Members Minimum-2, Maximum-200 Minimum-7, Maximum- No limit 

2. 
Name The name must include the 

words “Private Limited”. 
The name must include the word “Limited”. 

3. Prospectus Need not issue and file 
prospectus 

Must issue and file a prospectus or a 
statement in lieu of prospectus. 

4. Allotment of shares No restrictions on allotment 
of shares. No binding on 
further issue of shares 

Cannot allot shares without raising minimum 
subscription and without complying with 
other legal formalities. Further issues of 
shares must in the first instance, be offered 
to the existing members. 

5. Share Warrants Cannot issue share warrants Can issue share warrants per bearer 

6. Minimum Capita One lakh Five lakh 

7. Listing on stock 
exchange 

Cannot be listed Can be listed 

8. Managerial 

Remuneration 

No restrictions on director’s 
remuneration 

Total annual remuneration must not exceed 
11 per cent of the net profits. In case of 
insufficiency of profits the maximum limit is 
� 50,000 per annum 

9. Filing Need not send the list of 
Directors and their consent to 
the Registrar 

Must sent list of directors, their consent to 
the Registrar 

10. Quorum at annual 
general meeting 

Two members personally 
present 

At least five members personally present 
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CHAPTER 

2 

BUSINESS 
ENVIROMENT 

 

MEANING OF BUSINESS ENVIRONMENT 

Definition of Business Environment Environmental Influences on Business 

General Definition:- Business environment 
represents all the forces (whether Internal or 
External), factors or conditions that exert some 
degree of impact on the business decisions, 
strategies and actions taken by the firm. 
 
Gluek and Jauch:- "Business Environment includes 
factors outside the Firm which can lead to 
opportunities for, or threats to the Firm. Although, 
there are many factors, the most important of the 
factors are socio-economic, Technological, 
Suppliers, Competitors, and Government". 

- Each business organization operates in its 
unique environment. Environment influence 
businesses and also gets influenced by it. 

- To be successful, a business has to identify, 
appraise, and respond to the various 
opportunities and threats in its environment. 

- To survive, grow and prosper, the business 
must continuously monitor and adapt to the 
environment. 

 
 
 

 

CHARACTERISTICS OF BUSINESS ENVIRONMENT 

1. The Environment is Complex 

- An environment consists of many interrelated 
factors, events and understanding these 
factors are difficult tasks.  

- It is somewhat easier to understand 
environment in parts but difficult to 
understand in totality. 

2 . The Environment is Dynamic 

- Business environment changes continuously 
due to changing needs of customers and 
competitions  

- E.g. The film industry generates revenue from 
ring tones / caller tunes rather than sale of 
music CD 

3. The Environment is Multi-faceted in nature 

- Environment developments are taken 
differently by different people the same 
development is welcomed as an opportunity 
by one company while other company 
perceives it as a threat. 

4. The Environment has a far-reaching impact 

- The growth and profitability of a Firm depends 
critically on the environment 

- Any environmental change has an impact on 
the organization in several different ways. 
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IMPORTANCE OF BUSINESS ENVIRONMENT 

1. Determining 
Opportunities  
and Threats 

Environment brings out opportunities for and threats to the business. 
 

2. Giving Direction 
for Growth 

It enables the business to identify the areas for growth and expansion of their 
activities. 

3. Continuous 
Learning 

It motivates the managers to continuously update their knowledge, understanding 
and skills to meet the predicted changes in the area of business. 

4. Image Building 

Environmental understanding helps the business organizations in improving their 
image by showing their sensitivity to the environment in which they operate. For 
example, in view of the shortage of power, many companies have set up Captive 
Power Plants (CPPs) in their factories to meet their own requirement of power. 

5. Meeting 
Competition 

It helps the firms to analyze the competitors' strategies and formulate their own 
strategies accordingly. 

EXCHANGES BETWEEN THE ORGANISATION AND ITS 
ENVIRONMENT 

1. Exchange of Information; 

Inflow 

 The organization analyses variables in the external environment and generates important 
information, for planning, decision-making and control purposes. 

 Information may relate to economic activity, market conditions, technological developments, 
social and demographic factors, political-governmental policies, the activities of other 
organizations, etc. 

Outflow  The organization itself transmits information to several external agencies either voluntarily, 
inadvertently or legally 

2. Exchange of Resources: 

Inflow  The organization receives inputs like men, money, materials, methods, machinery from the 
external environment. 

Outflow  The organization supplies necessary the goods and services to the external environment by 
satisfying the expectations and demands of the Stakeholders. 

3. Exchange of Influence and Power: 
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Inflow 
 Environment (Government, Competitor, Consumers, Suppliers, investors etc.) holds 

considerable power over the planning and decision-making process of the organization by 
virtue of its command over resources, information and other inputs. 

Outflow  In some aspects, business can influence the environment in their favour. e.g. the resources 
which are consumed by an organization should be utilized gainfully. 

 

ORGANISATION’S RESPONSE TO ITS ENVIRONMENT 

1. Administrative Responses 

- Most Common 
- Formation or Clarification 

of Org’s mission, policies, 
budgets, creation of 
scanning units 

- Proactive or reactive 

2 . Competitive Response 

- Responses associated with 
for profit Firms + NPO  

- For Competitive Advantage, 
Entities must perform 
internally in ways that are 
unique, valuable, and 
difficult to imitate. 

3 . Collective Response 

- Coordination with other Entities 
- Include methods like 

bargaining, contracting, co-
opting, and creating 
Partnerships, LLPs, Joint 
Ventures, Federations, Strategic 
Alliances, and Consortia. 

 

FRAMEWORK TO UNDERSTAND THE ENVIRONMENTAL 
INFLUENCES 
Here framework means the steps required to understand the environmental  

1. First organization should take 
initial view on environment in 
terms of; how uncertain it is? 
how                         complex it is? 

2. Second audit the impact of 
these environment factors such 
as demand and supply etc on  
organization, in terms of 
continuity, growth and profit, 
etc and accordingly should deal 
with factors first which may 
impact maximum the 
organization  

3. Final step is to focus on 
competition factor of environment 
because this is the factor for which 
organization should have a special 
strategy and focus to deal with. 

ENVIRONMENTAL ANALYSIS 

1. Why Environmental 
Analysis? 

- When the company does 
not react to environment 

2. Utility of Environmental 
Analysis 

Environmental analysis help 
strategists get time -  

3. Three Basic Goal of 
Environmental Analysis  

1. To provide an understanding of 
current and potential changes 
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changes, the result is 
declining performance of 
the company in the market  

- to anticipate opportunities 
and  

- to plan to take optimum 
responses to these 
opportunities.  

- to develop an early warning 
system to prevent threats 

-  to develop strategies which 
can turn a threat to the 
firm's advantage. 

taking place in the 
environment. 

2. To provide inputs for strategic 
decision making. 

3. To Facilitate strategic thinking, 
i.e. a rich source of ideas and 
understanding of the context 
within which a Firm operates 
for growth of firm. 

 

ENVIRONMENTAL SCANNING OR MONITORING 

1. Meaning of 
Environmental Scanning 

- It is the process of 
gathering information 
regarding company’s 
environment, analyzing 
it and forecasting the 
impact of all 
predictable 
environmental changes. 

2. Need / Importance of 
Environmental Scanning 

- to determine development 
and forecasts of factors that 
will influence organizational 
success. 

- helps the Firm to decide its 
future path, by identifying 
the threats and 
opportunities existing in the 
environment 

 

3. Factors to be considered: 
 

- Events are specific occurrences taking 
place in different environmental 
sectors. (e.g. amendment in taxation 
law, opening of FDI in specified 
sectors) 

- Trends are grouping of similar or 
related events that usually suggest a 
pattern of change (increasing or 
decreasing) in a particular area. (For 
example, changes in the consumer 
behavior, technology, etc.) 

- Issues are the current concerns or 
problems that arise in response to 
events and trends. 

- Expectations are the demands made 
by interested groups in the light of 
their concern for issues. 

 

COMPONENTS OF BUSINESS ENVIRONMENT  

Internal Environment  External Environment 



2.5 | P a g e   C A .  V I P I N  G A R G  # 9 9 5 3 0 0 0 3 0 5  
 

Internal Environment is the environment that has 
a direct impact on the business and is within the 
control of the Entity / Management / 
Entrepreneurs. These are internal management, 
machinery, methods of production, behaviour of 
employees  etc. 

External Environmental Factors are largely beyond 
the control of individual Enterprise, and are 
dynamic, i.e. they keep on changing. These may be 
further sub-classified into – (i) Micro Environment 
(ii) Macro Environment 

 

SWOT ANALYSIS 

The relationship between SWOT and Environment is as under - 

(a) External Environment provides the Opportunities and Threats for a Firm, and 

(b) Internal Environment contains the Strengths and Opportunities to handle the External 
Environment. 

Item Description Example 

1. Strength 
Strength is an inherent capacity which a 
Firm can use to gain strategic advantage 
over its competitors. ' 

Superior R&D skills which can be used for 
new product development so that the 
Company gains competitive advantage, 
Huge production infrastructure leading to 
mass production & economies of scale. 

2. Weakness 
Weakness is an inherent limitation or 
constraint which creates a strategic 
disadvantage. 

Over dependence on a single product line 
or single Customer or Supplier which is 
potentially risky for a Firm in times of 
crisis. 

3. Opportunity 
Opportunity is a favourable condition in 
the Firm's environment which enables it 
to consolidate and strengthen its position. 

Increase in consumer income, and 
growing demand for the products or 
services that a Company provides. 

4. Threat 
Threat is an unfavourable condition in the 
Firm's environment which creates a risk 
for, or causes damage to, the Firm. 

Emergence of strong new competitors 
who are likely to offer stiff competition to 
the existing Companies. 

Note: Business Firms strive to manage as under - 

 Strengths Weaknesses 

Opportunities Capitalise on the Opportunities using Minimise the effect of opportunities lost 
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the Strengths available. due to weaknesses. 

Threats Neutralise the Threats, using the 
Strengths and Capabilities. 

Take adequate protective action to avoid 
the extreme of effects of threats and 
weaknesses. 

 

 
 
 
MICRO AND MACRO ENVIRONMENT 

Micro Environment  Macro Environment 

Micro Environment is related to small area or 
immediate periphery of an organization and 
include the factors which regularly and directly 
affect the day to day functioning of the 
organisation. 

Macro Environment is that part of external 
environment which is largely external to the 
enterprise and thus beyond the direct influence 
and control of the organisation, but which exerts 
powerful influence over its functioning. 

 
ELEMENT OF MICRO ENVIORNMENT (Note: Memory Rule = COSMIC) 

1. Competitors: 

(a) Competitors refer to the other business entities that compete for resources as well as 
markets. 

(b) Competition may be direct or indirect. 

 Direct Competition is between Firms, which are in same business activity. 

 Indirect Competition is between Firms in different areas of activity, For example, a Big 
restaurant, faces indirect competition from small Dhabas and Dominos, KFC who sale 
ready food. 

(c) The major aspects to be considered for analysing competitions are – 

 Number of Competitors. 

 Nature of products/ product versions. 

 Long-term objectives of competition. 

 Present strategies adopted. 

2. Organization Itself: 
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(a) The objectives, goals, strengths and resource availabilities of a Firm occupy a critical position 
in the microenvironment. So, internal analysis or self-analysis is an important aspect of micro 
environment analysis. 

(b) The following organisations or groups affect the organisation's environment - 

 Owners: Individuals, Shareholders, Groups, or Organizations, who have a major stake in 
the organization, have a vested interest in the well-being of the Company. 

 Governing Body: Board of Directors or Governing Body is charged with overseeing the 
general management of the organization, to ensure that it is being run in a way that best 
serves the Shareholders' interests. 

 Employees: Employees are a major force who actually execute and perform work in the 
Firm. There should be synchronization between the values and goals of the employees 
with that of the Firm, irrespective of the difference in beliefs, education, attitudes, and 
capabilities. 

3. Suppliers: 

(a) Suppliers provide inputs like Raw Materials, Components, Equipments, Services, etc. 

(b) Firms have to take decisions on "make or buy", i.e. own production vs. outsourcing, 
depending on theSupplier Environment. 

(c) Aspects of Supplier Environment that have an impact on the business are – 

 Availability of Materials & Services. 

 Extent of competition/ availability of more 
Suppliers, 

 Cost structure of materials & services 

 Quality. 

 Bargaining Power.  

 Timeliness of Supply. 

 

4. Market: Market is a wider term than customers. The Manager should study the trends and 
development and the key success factors of the market in which the business is operating. 
Important issues relating to the market are – 

(a) Actual and Potential Size, 

(b) Growth prospects and attractiveness, 

(c) Cost Structure of the market, 

(d) Price Sensitivity of the market, 

(e) Technological Structure of the market, 

(f) Existing distribution system of the market, 

(g) Maturity Level of the market, 

(h) Possibility of Market Segmentation & 
Differentiation. 

5. Intermediaries: 

(a) Intermediaries in the marketing channel, i.e. Wholesalers, Retailers and Dealers, establish an 
important link between the organisation and its customers. 



2.8 | P a g e   C A .  V I P I N  G A R G  # 9 9 5 3 0 0 0 3 0 5  
 

(b) Aspects of this environment that have an impact on the business are - 

 Availability of intermediaries, 

 Cost-push effect of intermediaries, 

 Effect of direct dealings with customers on the business operations. 

E.g. Countrywide retail distribution network has contributed significantly to the success of 
companies like Hindustan Unilever and Dabur India. 

6. Consumers/Customers: 

(a) Consumer is the one who ultimately consumes or uses the product or service produced by an 
enterprise. A Consumer occupies the central position in the marketing environment. 

(b) Aspects to be considered in respect of Consumers are - 

 Potential Consumers/ Customer Groups, (For example, the customers of a paper 
company may include students, teachers, educational institutions, business firms and 
other users of stationery.) 

 Benefits & Utilities that Consumers/ Customers expect, 

 Buying patterns of Consumers, 

 Changes in consumer tastes, preferences and expectations. 

 

ELEMENTS OF MACRO ENVIRONMENT (Note: Memory Rule= SPELT-G) 

 

1. Socio-Cultural Environment 

Social environment refers to the characteristics of the society in which a business firm exists. Social 
and cultural environment consists of the following: 

(i) Social institutions and groups on social concern. 

(ii) Caste structure and family organisation. 

(iii) Educational system and literacy rates. 

(iv) Customs, attitudes, beliefs, values and life styles. 

(v) Tastes, preferences of people, and their buying behaviour. 

(vi) Religions, etc. 

(vii) Role of women in society, position of children and adolescents (teenagers) in family and 
society, 

Family, marriage, education, religion, attitudes to work and wealth and ethics are some 
examples of socio-cultural factors. 
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Example:- The sale pattern in different parts of our country is different. For example, Diwali 
has a big impact in north, west and central India whereas in eastern India, major sales time is 
Durga pooja and in south the regional festivals dominate the maximum sales. 

2. Demographic Environment 

 Demographic environment means various dimensions of country's population. The demographic 
environment is important to business because people constitute the market for a business. 

 Business firms often use demographic factors (e.g., age, sex, family size, occupation, family life cycle, education, social class, 

income distribution) in order to ascertain - (a) Possible effect on market size, and (b) Effect of 
demographic trends, e.g. young vs. ageing population, educational levels, etc. 

 The demographic factors which have very significant implications for business are as follows: 

(a) Population Size: A company has to detect the following changes in a population’s size which 
are- 

 Changes in a nation's birth rate or family size. 

 Increases or declines in the total population. 

 Effects of rapid population growth on natural resources or food supplies. 

(b) Geographic Distribution: Population shifts from one region of a nation to another or from 
non-metropolitan to metropolitan areas may have an impact on a Company's strategic 
competitiveness. Issues to be analysed include - 

 Government support or tax benefits leading to attractiveness of a Company's location. 

 Need for relocation, if population shifts have a significant impact on the availability of a 
qualified workforce. 

 Concepts of working-at-home and commuting electronically on the information 
technology or internet have also started in India in a very small level. These may imply 
changes in recruiting and managing the workforce. 

(c) Ethnic Mix: It refers to the cultural composition of population. Issues to be analysed include 
- 

 Need for changes in service design and delivery. 

 Need for new products and services and modification of existing products/ services. 

 Managers' preparedness to manage a more culturally diverse workforce. 

 Taking advantage of increased workforce heterogeneity. 

Example:- Shampoo companies sell their product in bottles in residential area/ malls while 
the same product is sold in sachets in hostel/ rural areas. This is done because in hostels or 
rural areas the pocket money/disposable income is less as compared to residential areas 
where people prefer buying in large quantity. 
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(d) Income Distribution: Changes in income distribution affects the individual’s or group’s 
purchasing power & influences consumption and savings patterns. Its analysis may help in 
identifying new opportunities for companies. 

 

3 Economic Environment 

 Economic factors have a major impact on how businesses operate and make decisions. For 
example, interest rates affect a firm’s cost of capital and hence the extent a business can grow. 
Exchange rates affect the cost of exporting foods and the price of importing goods. 

 An analysis of the nature and direction of the economy in which a company competes is crucial.  
Factors that have an impact the External Environment include the following - 

Aspect Description 

Economic 
Systems 

(a) Capitalism: A Capitalist Economy is an economy where the laws of demand and supply 
operate freely. This economy is characterized by private ownership of the means of 
production, individual decision-making, and the use of market mechanisms to carry 
out the decision of individual participants and facilitate the flow of goods and services 
in market. 

(b) Socialism: Socialism is generally understood as an economic system where the means 
of production are either owned or controlled by the state and where the resources 
allocation, investment pattern, consumption, income distribution, etc. are directed 
and regulated by the state. 

(c) Mixed economy: Mixed economy is the outcome of compromise between two 
diametrically opposing schools of thought. In a mixed economy, private, public and 
joint sectors and the like all have some say in the major decisions that influence the 
functioning of the economy. These are followed by the four important economic roles 
played by the government in a mixed economy viz. regularity role, promotional role, 
entrepreneurial role and planning role. 

Economic 

Policies 

All business activities and operations are directly influenced by the Economic Policies 
framed by the Government from time to time. These economic policies include - 

(a) Industrial Policy: This covers all Principles, Policies, Rules, Regulations and Procedures, 
which direct and control the Industrial Enterprises and shape the pattern of industrial 
development. 

(b) Fiscal Policy: This covers Government Policy in respect of Public Expenditure, Taxation 
(both Direct and Indirect) and Public Debt. 

(c) Monetary Policy: This includes all those activities and interventions that aim at 
smooth supply of credit to the business and a boost to trade and industry. 
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(d) Foreign Investment Policy: This policy aims at regulating the inflow of Foreign 
Investment in various sectors for speeding up industrial development, and related 
objectives. 

(e) Export-Import Policy (Exim Policy): This policy aims at increasing exports and bridge 
the gap between Exports and Imports. Government announces various duties/levies, 
and also procedural aspects relating to removing trade barriers and controls, lowering 
duties to facilitate trade, etc. 

 

Key 
Economic 

Indicators 

There are many economic indicators or factors to be considered such as;  

GDP size and growth rate The Higher the better 
Exchange Rate The stronger the better 
Stock Market The More Stable is better 
Employment Fuller the better 
Disposable Income Higher the better 
Consumption & Demand Trends Higher the better 
Inflation Rates Lower the better 
Interest Rates Lower the better 
Budget deficit Lower the better 

. 

 

4.  Legal - Political Environment 

The important elements of Legal - Political environment are - 

Government 

Business Enterprises are guided and controlled by Government policies. For Example: The 
Indian government is promoting manufacturing sector through campaigns like Make in 
India. 

(a) Every Firm has to consider the changes in the regulatory and legal framework and 
their impact on the business. 

(b) Taxes and duties that may be levied have an impact on business, For Example: New 
GST law will influence most of the businesses. 

Legal 

(a) Business Firms must understand the principles & procedures in the laws relating 
to Companies, Competition, Intellectual Property, Foreign Exchange, Labour, etc. 

(b) Businesses must comply with the various procedures and regulations specified 
under various laws. 

Political 
(a) Political pressure groups influence and limit organizations. 

(b) Political influences can be seen in - (i) movements and agitations against certain 
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products, service and organizations, (ii) Employee unions, etc. 

(c) Special interest groups and political action committees put pressure on business 
Firms, to pay more attention to consumer's rights, minority rights, and women 
rights. 

Example: - Recent closure of Nano car plant by TATA MOTORS is an example of 
this political pressure. 

Factors: Legal - Political environment includes factors like - 

1. General state of political development, 

2. Degree of politicalization of business and economic issues, Nano car plant of TATA MOTORS in 
West Bengal is an example of this category 

3. Political stability, 

4. Political ideology and practices of the ruling party, 

5. Law and Order situation, 

6. Public attitude towards business, 

7. Specific legal enactments and framework in which the enterprise has to function, 

8. Degree of effectiveness with which laws are implemented, 

9. Government policies (fiscal, monetary, industrial, labour and export-import policies), 

10. Extent and nature of governmental intervention in the economy and the industry, 

 

5. Technological Environment 

 Technology and business are highly inter-related and inter-dependent, technological inventions or 
advancement pave the way for business innovations and advancement.  

 Use of technologies influences style of business operations which leads to many opportunities for 
business and also makes any existing operation obsolete. For Example there are some business 
which ‘we completely dependent on latest technology, such as telecom, banks, etc. 

 Factors to be considered in the Technological Environment are - 
(a) Pull effect of technological change, 

(b) Opportunities arising out of technological inventions, 

(c) Risk and uncertainty of technological development, 

(d) Role of R&D in a country and Government's R&D budget, 

(e) Technologies used by the Company (Manufacturing and Information Technologies), 

(f) Role of technology i.e. its Criticality, 
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(g) Sources of Technology (Internal or External), 

(h) Investment in Technology, 

(i) Areas of utilization of Technology and Requirement of additional technology. 

 

6. Global Environment   

 Globalization refers to the process of integration of the world into one huge market. This 
unification leads to removal of all trade barriers among countries. 

 At the organizational level, Globalization has two effects - (a) the Company commits itself heavily 
with several manufacturing locations around the world and offers products in several diversified 
industries, and (b) it has the ability to compete in domestic markets with foreign competitors. 

 Factors of Global Environmental that should be assessed include - 

(a) Potential positive and negative impact of significant international events such as sport meet 
or a terrorist attack. 

(b) Identification of changing and emerging global markets such as china, south korea even in 
India also. 

(c) Differences between cultural and institutional attributes of individual global markets i.e. 
Cultural factors in different countries. 

 

PESTLE ANALYSIS 
1. Meaning: Macro Environment analysis is also sometimes described as PESTLE Analysis, 

representing identification of Political, Economic, Socio-Cultural, Technological, Legal and 
Environmental influences on an organization. 

2. Scope: PESTLE Analysis involves the framework for analysis of the above macro-environmental 
factors, and providing a way of scanning the environmental influences that have affected or are 
likely to affect an organization or its policy. 

3. Merits: PESTLE Analysis - (a) is simple to understand, (b) is quick to implement, (c) encourages 
management into pro-active and structured thinking in its decision making, (d) involves a 
comprehensive study of the environment. 

4. Key Factors in PESTLE: 

The PESTLE includes analysis of the following key factors for strategic decision making: 

Political Economic 

 Political Stability  Economic situation and trends 
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 Political Principles and Ideologies 

 Current and future Taxation Policy 

 Regulatory Bodies and Processes 

 Government Policies 

 Government Term and Change 

 Thrust areas of Political Leaders. 

 Market and Trade Cycles 

 Specific Industry Factors 

 Customer/End-User Drivers 

 Interest and Exchange Rates 

 Inflation and Unemployment 

 Strength of Consumer Spending 

Social Technological 

 Lifestyle trends 

 Demographics 

 Consumer Attitudes and Opinions 

 Brand, Company, Technology Image 

 Consumer-buying patterns 

 Ethnic/Religious Factors 

 Media Views and Perceptions 

 Maturity of Technology 

 Replacement Solutions 

 Manufacturing Maturity and Capacity 

 Innovation Potential 

 Technology Access, Licensing, Patents 

 Intellectual Property Rights and Copyrights 

Legal Environment 

 Business and Corporate Law 

 Employment Law 

 Competition Law 

 Health &Safety Law 

 International Treaty and Law 

 Regional Legislation 

 Ecological/Environmental Issues 

 Environmental Hazards 

 Environmental Legislation 

 Energy Consumption 

 Waste Disposal 

if any company wants to start business in a new country then above analysis play very important roles. - 

For example, in the US/developed nations there are strong legal, environmental and technological 
laws/rules for the companies to comply strictly else there are huge penalties. 

 

STRATEGIC RESPONSES TO THE ENVIRONMENT 
Response to the environment depends on the nature of the business. Some of the strategic responses to 
the environment are - 

1. Conservative Approach, i.e. Least resistance: 
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What’s hurry? 

(a) Some simple goal-maintaining units / Firms manage to survive by way of coping with their 
changing external environments. 

(b) Such enterprise are passive in their operation and these enterprise react only when external 
environment force them to do so. Also known as slow moving organization. 

Example:- We all know government banks and organization are normally considered as 
conservative organizations and moves slowly to change themselves in response to 
environment 

2. Cautious Approach, i.e. Proceed with caution: 

Let’s Adapt. 

(a) These organizations take intelligent approach to response to environment.  

(b) They seek to monitor the changes in environment, analyze their impact on their own goals 
and activities and translate their assessment in terms of specific strategies for survival, 
stability and strength. 

(c) These are also known as adaptive organizations and adapt themselves to changing 
environment quickly but takes a cautious approach before taking actions.  

Example:- We can say TATA companies may fall under this category 

3. Confident Approach, i.e. Dynamic response: 

Take it head-on. 

(a) Some firms treat external environmental forces as partially manageable and controllable by 
their actions 

(b) Such a response is proactive in nature and aims at converting threat into opportunities 

(c) These Firms are highly conscious and confident of their own strengths and the weaknesses 
of their external environmental adversaries. 

Example:- Dhirubhai Ambani, the founder of Reliance Industries could successfully mould 
several external environmental factors in his favour. 

 

 

 
 
 

 



3.1 | P a g e     C A  V I P I N  G A R G  # 9 9 5 3 0 0 0 3 0 5  
 

CHAPTER 

3 

BUSINESS 
ORGANISATIONS 

(For-July 2020 Exam onwards) 
 

SELECTED- IMPORTANT POINTS TO BE REMEMBER FOR EXAM (MCQ BASED) 

ICICI Bank 

 

 Incorporation year : 1994 
 Headquarter : Mumbai 
 Chairman: Girish Chandra Chaturvedi  
 Present CEO : Sandeep Bakshi 
 Chief Financial Officer : Rakesh Jha 
 It is the largest private sector bank in India 
 ICICI Bank emerges as the biggest winner at IBA Banking Technology Awards 2018. 
 ICICI Bank acquired Bank of Madura Ltd in 2001. 
 Ranking -  400th  on Forbes World’s Largest Public Corporation List (2019). 

HDFC Bank 

 

 Incorporation year : 1994 
 Headquarter : Mumbai 
 Chairman: Deepak S. Parekh 
 Present Head (MD) : Aditya Puri 
 Slogan:- We understand your world 
 Mission: To be a World Class Indian Bank. 
 HDFC Bank’s business philosophy is based on five core values: Operational 

Excellence, Customer Focus, Product Leadership, People and Sustainability. 
 Centurion Bank was acquired by HDFC Bank in 2008. 
 It merged with Times Bank in February, 2000. 
 HDFC is a market leader in e-commerce. It provides a series of digital offerings like - 

10 second personal loan, Chillr, PayZapp, SME Bank, Watch Banking, 30-Minute 
Auto Loan, 15-minute Two-Wheeler Loan, e-payment gateways, Digital Wallet, etc. 

 Ranking -  209th  on Forbes World’s Largest Public Corporation List (2019) & 119th  
on Forbes World’s Best Employer List (2019). 

Axis Bank 

 

 Incorporation year : 1993 
 Headquarter : Mumbai, India 
 Present Head (MD & Chairman) : Amitabh Chaudhary 
 Jointly founded by UTI, LIC and GIC 
 Axis Bank is the 3rd largest private sector bank in India. 
 Ranking -  741st  on Forbes World’s Largest Public Corporation List (2019) & 283rd 

on Forbes World’s Best Employer List (2019). 
STATE BANK 

OF INDIA 
 Incorporation year : 1806 (Founded by Bank of Calcutta and Bank of Bombay) 
 Headquarter : Mumbai, India 
 Chairman/MD: Rajnish Kumar 
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 Old Name - Imperial Bank of India, Later Renamed as State Bank of India in 1955. 
 Vision:- My Customer first. 
 Largest Public sector bank.  
 The 5 associate banks namely State Bank of Bikaner & Jaipur, State Bank of 

Hyderabad, State Bank of Mysore, State Bank of Patiala and State Bank of 
Travancore 

 Ranking -  460st  on Forbes World’s Largest Public Corporation List (2019) & 385th on 
Forbes World’s Best Employer List (2019). 

INFOSYS LTD. 

 

 Incorporation year : 1981 
 Headquarter : Bengaluru, India 
 Present Head (MD and CEO) : Salil Parekh 
 Key Products:- Finacle- Global banking platform by EdgeVerve Systems 
 Earlier Name:- Infosys Consultants Pvt Ltd., Infosys Technologies Private Limited (in 

April 1992), Infosys Technologies Limited (in June 1992)  
 Later, it was renamed to “Infosys Limited” in June 2011 
 It was founded by 7 Engineers N. R. Narayana Murthy, Nandan Nilekani, N. S. 

Raghavan,S. Gopalakrishnan,S. D. Shibulal, K. Dinesh and Ashok Arora 
 Ranking -  643rd on Forbes World’s Largest Public Corporation List (2019). 

Wipro Ltd 

 

 Incorporation year : 1945 
 Headquarter : Bengaluru, India 
 Founder:- Mohamed Premji 
 Industrial Category:- IT-software 
 Ranking -  857th  on Forbes World’s Largest Public Corporation List (2019) & 193rd  

on Forbes World’s Best Employer List (2019). 
CIPLA 

LIMITED 

 

 Incorporation year : 1935 
 Headquarter : Mumbai, India 
 Founder : Khwaja Abdul Hamied 
 Slogan- Caring for life 
 Industry Category: Pharmaceuticals & Drugs 

DR. REDDY’S 
LABORATOR

IES LTD. 

 

 Incorporation year : 1984 
 Headquarter : Hyderabad, India 
 Chairman : Kallam Satish Reddy 
 Philosophy- Bringing expensive medicine within reach. 
 It is the 3rd largest pharmaceutical company in India 

OIL & 
NATURAL 

GAS 
CORPORATI

ON LTD. 

 

 Incorporation year : 1956 
 Headquarter : Uttarakhand, India 
 Founder : Government of India 
 It produces around 77% of India’s crude oil. 
 It have Maharatana Status 
 Ranking -  220th  on Forbes World’s Largest Public Corporation List (2019) 

 
INDIAN OIL 

CORPORATION 
LTD. (IOCL) 

 Incorporation year- 1959 
 Headquarter : New Delhi, India 
 Founder : Government of India 
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 It is the largest Commercial Enterprise in India 
 Leading Energy Brands - XTRAPREMIUM petrol, XTRAMILE diesel and PROPEL 

petrochemicals, IndianOil’s SERVO lubricants and Indane LPG 
 Subsidiary:- Chennai Petroleum Corporation Limited, Indian Oil - CREDA Biofuels 

Limited, Indian Catalyst Private Limited. 
 Ranking -  288th  on Forbes World’s Largest Public Corporation List (2019) 
 It have Maharatana Status 

BHARAT 
PETROLEUM 
CORPORATI

ON LTD. 

 

 Incorporation year- 1952 
 Headquarter- Mumbai 
 Earlier Name- Burmah Shell Refineries Ltd. Later was taken over by GoI. 
 Current Ownership Group : Government of India 
 Its Business is divided in seven SBUs (Strategic Business Units), like Retail, 

Lubricants, Aviation, Refinery, Gas, I&C and LPG. 
 Award – Golden Peacock Award 2018 for Excellent Corporate Excellence 
 Ranking -  628th  on Forbes World’s Largest Public Corporation List (2019) 

GAIL (India) 
Ltd 

 

 Incorporation year : 1984 
 Headquarter : New Delhi, India 
 Chairman : Ashutosh Karnatak 
 Vision: To be the leading company in Natural Gas and Beyond 
 A Central Public Sector Undertaking (PSU) under the Ministry of Petroleum & 

Natural Gas. 
 Owns India's largest pipeline network 
 Largest state-owned natural gas processing and distribution company in India. 
 Subsidiaries • GAIL Gas Limited • Brahmaputra Cracker and Polymer Limited (BCPL) 

• GAIL Global (Singapore) Pte Limited 
 It have Maharatana Status 
 GAIL has joint Venture with Indraprastha Gas Ltd.(IGL), Mahanagar Gas Ltd.(MGL) 

and Petronet LNG Ltd.  (PLL) 
 Ranking -  1186th  on Forbes World’s Largest Public Corporation List (2019) & 290th 

on Forbes World’s Best Employer List (2019). 
COAL INDIA 

LIMITED 

 

 Incorporation year : 1975 
 Headquarter : Kolkata 
 Founder- Government of India 
 Coal India Limited is the largest coal producer company in the world 
 Coal India Limited has 7 wholly owned subsidiaries 
 CIL-NTPC Urja Pvt. Ltd. is a 50:50 JV between CIL and NTPC, formed in April, 2010 

for acquisition of coal blocks in India and abroad. 
 In 2011 CIL become a Maharatna Company from 2011. 
 Ranking -  583rd  on Forbes World’s Largest Public Corporation List (2019) 

NTPC LTD. 

 

 Incorporation year : 1975 
 Founder : Government of India 
 Headquarter : New Delhi 
 Chairman and CEO : Gurdeep Singh 
 5’s Subsidiary:- NTPC Electric Supply Company Ltd. (NESCL), NTPC Vidyut Vyapar 

Nigam Ltd. (NVVN), Kanti Bijlee Utpadan Nigam Limited, Bharatiya Rail Bijlee 
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Company Limited (BRBCL) and Patratu Vidyut Utpadan Nigam Limited (PVUNL). 
 It is the top power company of India with a commissioned capacity of 48,028MW. 
 Ranking -  492nd  on Forbes World’s Largest Public Corporation List (2019) & 288th 

on Forbes World’s Best Employer List (2019). 
 NTPC became a Maharatna company in May 2010 
 Industry Category: Power Sector 

POWER 
GRID 

CORPORATI
ON OF 

INDIA LTD. 
(PGCIL) 

 

 Incorporation year : 1989 
 Headquarter : Gurugram 
 Founder: Government of India 
 Chairman (CMD) : K Sreekant 
 Subsidiary:- Power System Operation Corporation Limited (POSOCO) 
 Ranking -  865th  on Forbes World’s Largest Public Corporation List (2019) & 341st on 

Forbes World’s Best Employer List (2019). 
 Industry Category: Power Sector 
 It have Navratana Status from 2008 

RELIANCE 
INDUSTRIES 

LIMITED 
(RIL) 

 

 Incorporation year : 1966 
 Headquarter : Mumbai, Maharashtra, India 
 Founder : Dhirubhai Hirachand Ambani and his brother Champaklal Damani 
 It is India’s largest private sector company 
 Major textile brand 'Vimal' was introduced in 1975. 
 It is an Indian conglomerate holding company. 
 Brands: Vimal, Jio, Network 18 
 Ranking -  71st  on Forbes World’s Largest Public Corporation List (2019).  

LARSEN & 
TOUBRO LTD. 

 

 Incorporation year : 1938 
 Founder:- Two Danish Engineers 
 Present Head (MD and CEO) : S.N. Subrahmanyan 
 Headquarter : Mumbai, Maharashtra, India 
 The Largest Engineering & Construction Company 
 L&T has over 130 subsidiaries and 15 associate companies. 
 Ranking -  438st  on Forbes World’s Largest Public Corporation List (2019) & 29th on 

Forbes World’s Best Employer List (2019). 

Tata Sons 
Limited 

 

 Incorporation year : 1868 
 Headquarter : Bombay House, Mumbai 
 Industry Category: Diversified 
 Brands - Nelco, Tata Class Edge, Voltas, Titan, Fastrack, Indigo, Indica, Land Rover, 

Tetley, Tata Salt, Tata Sky, Taj Hotels, etc.  
ITC Limited 

 

 Incorporation year : 1910 
 Headquarters- Kolkata 
 Earlier Name:- Imperial Tobacco Company of India Limited. 
 Industry Category: Diversified 
 Fast-Moving Consumer Goods (FMCG)- Education and Stationary (segment)- 

Classmate and Paperkraft. 
 FMCG - Personal Care-  Essenza Di Wills’, ‘Fiama’, ‘Vivel’, “Engage” and ‘Superia’ 
 FMCG– Foods- Aashirvaad, Sunfeast, Bingo!, Yippee!, Kitchens of India, B Natural, 

mint-o, Candyman and GumOn. 
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 Ranking -  806st  on Forbes World’s Largest Public Corporation List (2019) & 117th on 
Forbes World’s Best Employer List (2019). 

Bajaj Auto 
Ltd 

 

 Incorporation year : 1945 
 Headquarter- Pune 
 Founder- Jamnalal Bajaj 
 Chairman : Mr. Rahul Bajaj 
 Present CFO : Soumen Ray 
 It became a public limited company in 1960. 
 Brands- Motorcycles -  Avenger, CT 100, Dominar, Discover, V 12, V 15, Pulsar, etc. 
 Ranking -  1503rd  on Forbes World’s Largest Public Corporation List (2019) & 448th  

on Forbes World’s Best Employer List (2019). 
BHARTI 
AIRTEL 

LIMITED 

 

 Incorporation year : 1995 
 Headquarter- New Delhi 
 Founder- Sunil Mittal 
 Present CEO- Gopal Vittal 
 The initial business of Bharti Group was Push button phones 
 In 2017, Bharti Airtel to acquire Tikona Networks’ 4G Business. 
 Ranking -  852nd  on Forbes World’s Largest Public Corporation List (2019) 

Asian Paints 

 

 Incorporation year : 1942 
 Headquarter- Mumbai 
 It was set up by four friends- (Champaklal H. Choksey, Suryakant C. Dani, Arvind R. 

Vakil, Chimanlal N. Choksi) as a partnership firm 
 Present (MD & CEO) - K B S Anand 
 Present CFO - Jayesh Merchant  
 Asian Paints operates in 16 countries. 
 Ranking -  1832nd  on Forbes World’s Largest Public Corporation List (2019) & 232nd 

on Forbes World’s Best Employer List (2019). 
Adani Ports 
and Special 
Economic 
Zone Ltd. 

 

 Incorporation year : 1998 
 Headquarter- Ahmedabad, Gujrat 
 Present Head (MD) - Gautambhai Shantilal Adani 
 Chief Executive Oficer : Karan Gautambhai Adani 
 Present CFO - Deepak Maheshwari 
 Ranking -  1706th  on Forbes World’s Largest Public Corporation List (2019) & 276th 

on Forbes World’s Best Employer List (2019). 
Deutsche 

Bank 

 

 Headquarters- Frankfurt, Germany 
 Deutsche Bank was founded in Berlin in 1870 

 
 

American 
Express 

 

 Incorporation year : 1850 
 Ranking -  83rd on Forbes World’s Largest Public Corporation List (2019) & 43rd  on 

Forbes World’s Best Employer List (2019).  
 American Express ranked 72nd  on Fortune 500 Companies in 2019. 

NESTLE  Headquarters- Vevey, Switzerland 
 Mission - “Good Food, Good Life” 
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 Nestle Group is the world’s largest food company 
 Brand Name:- Cookie dough, Maggi noodles, Nescafe, Kit Kat, Smarties, Nesquik, 

Stauffer's, Vittel, Milkmaid, Carnation, Emervel. Etc 
 Competitors:- Unilever, Starbucks, Kraft Foods, Mars, PepsiCo, Britannia, Walmart, 

Patanjali, Amul, Glaxo Smith Con, KRBL and Hatsun Agro. 
 It is a Beverage Partners Worldwide with Coca-Cola Company (50%-50%) 
 Ranking -  42nd  on Forbes World’s Largest Public Corporation List (2019) & 79th  on 

Forbes World’s Best Employer List (2019). 

MICROSOFT 
CORPORATION 

 

 Headquarter : Washington, US 
 Present Head (CEO) : Satya Nadella 
 Founder:- Paul Allen & Bill Gates 
 Vision: To help individuals and businesses realize their full potential. 
 It is theworld’s largest software maker by revenue 
 Microsoft begin its business in India in 1990.  
 Microsoft ranked 2nd on Forbes World's Best Employers List 2019 

IBM 
CORPORATION 

 

 Incorporation year : 1911 
 Headquarter : New York, US 
 Automated Teller Machine was invented by it. 

INTEL 
CORPORATI

ON 

 

 Headquarter : California, US 
 Brand:- Core, Xeon, Atom, Pentium, Celeron, Joule, Quark, etc. 
 It ranked 43rd  on Fortune 500 Companies in 2019. 

 

HP 

 

 Incorporation year : 1939 
 Headquarter : California, US 
 Vision: To create technology that makes life better for everyone, everywhere — 

every person, every organization, and every community around the globe. 

APPLE 

 

 Present Head (CEO) : Tim Cook 
 Earlier Name:- Apple Computer Inc. 
 Vision: To produce high-quality, low cost, easy to use products that incorporate 

high technology for the individual. 
 Apple is the world’s largest information technology company by revenue 
 It ranked 6th on Forbes World's Largest Public Corporations List 2019. 
 Apple’s largest acquisition was that of Beats Electronics in August 2014 for US$3 

billion. 
 Brands- Mac, Mac Pro, Apple, iTunes, iPod, iPad, Nike+, Hermes, Watch OS. 

WALMART 

 

 Headquarter : Arkansas, US 
 Founder:- Sam Watson 
 Slogan: Save money. Live better 
 Competitors- Aldi, Kmart, Kroger, Ingles, Target, Shopko, and Meijer, and Winn 

Dixie 
 It ranked 1st on Fortune 500 Companies List in 2019. 
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CHAPTER 

4 

GOVERNMENT POLICIES 
FOR  
BUSINESS GROWTH  

 

MEANING OF PUBLIC POLICY 

Definition of Public Policy Policies concerned with the General 
Welfare & Development of Society 

General Definition:- Every Nation defines its mode 
of governance through a number of policies. These 
policies are described as Public Policies. 
 
Thomas R. Dye:- “Public policy is whatever 
government chooses to do or not to do" 
  
Richard Rose:- “Public policy is not a decision, it 
is a course or pattern of activity". 
 

- The Policies are concerned with the general 
welfare and development of the Society. In 
India, Policies have been formulated keeping in 
view the prime character of the Indian 
Constitution, socio-economic problems and 
the level of moral values of the society. 

- The government's efforts like creation of 
education and employment opportunities, 
national defence, economic progress and 
stabilisation, law and order issues, creation of 
new states, anti-pollution legislation etc. are 
the result of substantive policy formulation. 

Corporate Policies should be aligned with Public Policies 
- Growth of businesses are vitally dependent on prevailing government policies. Legal processes, tax 

policies, trade restrictions, any country's financial reporting are characterized by government 
policies. 

- Be it startups or big companies, everyone is impacted by such policies. 
- In fact, all corporate houses need to align their corporate policies according to the set government 

policies of the host nations. 
 

POLICY FRAMEWORK IN INDIA - A HISTORICAL SKETCH 
In India, a lot of discourses, researches and experiments on public policies used to take place in the age- 
old universities of Takhshashila, Vaishali and Nalanda. 
Policy Framed By Public Policy About 
Chanyaka guru of the emperor Chandragupta 
Maurya 

“Arthashastra”, a conceptual framework of state 
craft and public policy 

Greek city states and Roman empire centre of attraction 
Ashoka the Great ruled Magadh peace and harmony 
Guptas on taxes, trade and warfare 
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Delhi Sultanate Alauddin Khilji a stringent tax reform 
Akbar land reforms (under the leadership of Todarmal) 

 

POLICY IN THE CONTEMPORARY GLOBAL ECONOMIES  
Policy based on nature of economy India's economic reforms in the year 1992 

(L.P.G. Policies) 
1. Developed Economies like US, European 

Nations like Germany, France, Switzerland, 
Denmark, Sweden and Japan from Asia have 
clear cut policies on governance, economy, 
market, taxes and duties and military 
spending. 

2. Emerging Economies like Brazil, Russia, 
India, China and South Africa (commonly 
known as BRICS Nations) have slightly 
variant policies on governance, taxes, 
military spending, etc. 

3. Socialist and Communist States like China, 
North Korea, etc. set highly controlled Public 
Policies. 

- Liberalization of economic policy refers to the 
gradual decrease in government command and 
control over the economic policies. 

- Privatization, in its purest form means transfer 
of government ownership to private hands.  

- Globalization refers to taking off restrictions in 
export and import of goods and services. It 
also covers the measures of lifting the trade 
barriers. 

 

POLICY MODELS 
Gabriel Almond's Theory David Easton Model 

1. Idea of a political culture- how people 
choose to govern themselves 

2. It is a set of processes that routinely 
converts Inputs into Outputs. 

3.  

Input  Process  Output 

demands 
or 
stresses 
placed 
by 
Society 

Activities 
carried by 
a political 
system 

Result in form 
of Govt.  
Policies, Public 
Policies, 
Programs, 
Decisions, etc 

 

1. Known as Feedback or the "Black Box 
Model". 

2. Identifies many societal demands which are 
not initially included in the decisions and 
policies designed by the State. 

3. In course of time, the Governments try to 
look for a feedback process towards Public 
Policy, known as Policy Reforms. 

4. Example: Government of India brought in 
the GST law w.e.f. 01.07.2017. Many 
changes and operational amendments to 
the law have since been brought in, based 
on public demand. 
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EXAMPLES OF PUBLIC POLICY 
- Monetary Policy - Fiscal Policy - Taxation Policy 

- Foreign Policy - Import Policy - Export Policy 

- Reservation Policy - Drug Policy - Education Policy 

Note:- Public Policies on monetary aspects, economy, market, taxes and duties, military spending, etc. 
are generally reflected in the Annual Budget of the Government. 

 

GOOD PUBLIC POLICY  
Good Public Policy solves public problems effectively and efficiently, serves justice, supports democratic 
institutions and processes and encourages an active and empathic citizenship. 

  

FEATURES OF PUBLIC POLICY 

Goal Oriented Policies are formulated and implemented, to attain certain objectives 

Example: Opening of  bank accounts under Jan Dhan Yojna seeks to achieve 
"Financial Inclusion" Objective. 

Result of Collective 
actions 

Pattern or course of activity or the Government and its Agencies, in a 
collective sense than being as their discrete and segregated decisions. 

Example: The entire Legal System of India stands on collective actions viz,  - 
Courts, Judges, Lawyers, police and forensic experts, 

Multiple Factors Public policies are influenced by a variety of factors including Public 
Opinion, social, cultural religious, political and Technological factors. This is 
more so in India which is a highly pluralistic society. 

Example: The policy of having Special Compartments for Ladies in trains 
arises from socio-cultural perspective. 

Govt driven That means what the Government actually decides or chooses to do for 
better administrative system. 

Example: All Citizens are provided with a Biometric Aadhaar Card. This is 
Government-driven. 

Multiple Forms Public Policy can take a variety of forms like Law, Ordinances, Court 
Decisions, Executive Orders, Decisions, Instructions, Circulars, etc. 

Examples: Reforms in Dowry Act, Divorce Act, Hindu Succession Law, etc. 
are all examples of Law and Amendments, due to socio-cultural factors. 

Written Form In India most of the Public Policies are written statements, and these are 
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decided by Government and other Regulatory Bodies. 

General Guidance In almost all cases, public policy lays down general directives, rather than 
detailed instructions. 

Positive and Negative In a positive sense, Public Policy involves action to be taken on a particular 
problem.  
In the negative sense, Public Policy involves decisions by the Government 
regarding not taking any action on a particular issue. 

 

 

PUBLIC POLCY MAKING PROCESS 

Public Policy Process is dynamic and continuous in nature. It involves the circular flow of five inter-
connected components, which is an iterative process. 

 

 

LAW MAKING PROCESS 

The Law making process in India invoilves:- 

Step 1: Pre-legistative phase which involves Problem identification (need for a new law or an 
amendment to an existing legislation) & Drafting of Proposed Legislation which presented to 
the Cabinet for approval. 

Step 2: Legistative phase which involves (after Cabinet approval) Passing of the bill (after Cabinet 
approval) by  Firstly in Loksabha & then Rajyasabha. Speaker of the Lok Sabha or the Chairman 
of the Rajya Sabha can refer the Bill to the concerned Standing Committee for examination 

Step 3: Post-Legistative phase involves Copy of Bill (passed by both the Houses) is sent to Legislative 
Department of Ministry of Law and Justice for scrutiny then it is presented to the President for 
assent. President gives assent and the Bill is notified as an Act. 

 

Problem Identification 

Policy 
Evauation 

Policy 
Formulation 

Policy 
Implementation 

Policy 
Adoption 
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TYPE OF PUBLIC POLICY 

There are various type of public policy 

Restrictive Policies curtail all benefits in some particular issue.  Example: Protective Custom Duties are 
imposed to protect Indian Products. 

Regulative Policies regulate the activities of a particular sector of economy. Example- RBI, SEBI, IRDA 

Facilitating Policies are those that facilitate an activity. Examples: (a) conducive policies towards the 
development of MSMEs (Micro- Small-Medium Enterprises), Start-ups, etc. (b) formation of the National 
Skills Development Corporation (NSDC). 

Distributive Policies are meant for specific segments of society. Examples: Policies for people below 
poverty Line (BPL), Safety of Women, Adult Education Programme, Food Relief, Immunization Camps 
(Tikakaran camps), etc. 
 

 

POST INDEPENDENCE PUBLIC POLICY IN INDIA 

1. Post Independence Background 2. Models prevalent 

Immediately after Independence in 1947, the 
Indian Economy was characterized by - 

(a) 47% of the population being below 
Poverty Line, 

(b) 72% of the Workforce was employed in 
Agriculture, but with low agriculture 
output, 

(c) Agriculture contributed to nearly 50% of 
the national income. 

(d) Low levels of Industrialisation, 
(e) Setback to available industries due to 

partition, (particularly in Cotton and Jute 
Sector), 

(f) High growth rate of Population, 
(g) low figure of National Income, 
(h) high poverty and unemployment, 
(i) slow economic progress, etc. 

During the time of independence of India, the two 
major political thoughts / models were – 

(a) Capitalist Model of Government - characterized 
by a strong Private Sector, Individual Ownership, 
Freedom of Choice, Facilitating Role of 
Government to provide a smooth business and 
work environment - followed by the USA, and 

(b) Communist Model of Government - 
characterized by State Ownership of all 
Resources, strong public distribution system of 
food and other needs, minimal or no role of 
Private Sector - followed by the erstwhile Soviet 
Union. 

Note: Some Economies like Great Britain, France, 
Spain, Portugal, Germany, etc. followed a Capitalistic 
Model with the presence of several socialistic drives 
like Public Transport, Healthcare System. 

3. Mixed Economic Policy 4. Features of Mixed Economic Policy in India 
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(a) The Government of India followed a mixed 
economic path - a mix of policies 
borrowed from both capitalistic and 
communist economic policies. 

(b) The major goal of the Mixed Economic 
Policy was socio-economic development 
and national integrity, which was in tune 
with the Constitution of India, framed and 
accepted in 1950. 

(a) Planning Commission (Now, Niti Aayog )was 
established. 

(b) Regulatory and Promotional Policies were 
brought in by the 5-Year Plans. 

(c) Policies for Industrial and Agricultural 
Development were formulated. 

(d) Import Reduction, Export Promotion, Creation of 
Forex Reserves, Labour Intensive 
Industrialisation, Industrial Regulation and 
Licensing, etc. were some key aspects of this 
Policy. 

(e) Laws laid down what could be done or not done 
by Entrepreneurs, e.g. what goods can be 
produced and by which sector, whether certain 
goods can be produced only by Government 
Agencies, how State Agencies themselves were to 
provide goods and services like electricity, 
transport, etc. 

(f) Proper defence policies for maintaining National 
Integrity. 

 

 

ECONOMIC REFORMS 
Triggers for Change in Policy Economic Change Process 

(A) Internal Factors:- 

(a) High Rate of direct and indirect taxation, 
(b) continuous losses of PSUs  
(c) Need for growth of the Private Sector, 
(d) Lower quality of Indian Products both locally and 

in export market, 
(e) Need for strengthening defence and 

infrastructure, 
(f) Huge Fiscal Deficits in the National Budgets, 
(g) High Inflation, and Low Reserve of Foreign 

Currency, 
(h) Adverse Balance of Payments Position, etc. 

(B) External Factors:- 

(a) Fall of the Soviet Union and the Communist Model 
of Governance, 

(a) A massive change in Economic Policy was 
laid down in 1992. 

(b) Private Sector was given a priority. 
(c) Private Sector Banks were given licences 

to run Banking Operations. 
(d) Loss making PSUs were decided to be 

closed or divested 
(e) New Industrial Policy, 1991 opened up the 

Foreign Capital Inflow. The removal of 
restrictions on investment in projects 
helped many Business Sectors to expand. 
This change in policy also allowed 
increased access to foreign technology 
and funding on the other. 
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(b) Huge Debt Obligation due to borrowings from 
World Bank, Asian Development Bank, IMF, etc. 

 

 

 

LIBERALIZATION & ITS IMPACT 
Meaning of Liberalization Impact of Liberalisation 

It is the process of liberating/ 
simplifying  the economy from 
unnecessary controls and 
restrictions on trade, industry, 
banking system, etc. of the 
country. 

1. Rules of Foreign Trade become simpler which made easier 
for Indian Corporate Houses to do business abroad. 

2. FERA was replaced with liberal FEMA Act,1999. 
3. Foreign Institutional Investors were permitted to invest in 

the Equity Shares quoted in the Indian Capital Markets.  
4. Related Legislations were passed to ensure fair play in doing 

business, e.g. the Competition Act, the Information 
Technology Act, the Intellectual Property Act, etc. 

 

PRIVATISATION & ITS EFFECT 
In 1990s, there was a growing domestic consensus that state-owned PSUs were not generating 
adequate returns and were suffering from low efficiency, and the Government expected that 
privatization of these PSUs would lead to better outcomes. 

Meaning of Privatisation Effect of Privatisation 

It means the transfer of ownership and/ or 
management of an enterprise from the public 
sector to the private sector. It refers to the 
introduction of private control and ownership in 
public sector undertakings. 
 
Various ways of Privatisation: - 

Positive and Negative Effects of Privatisation 
Positive Effects Negative Effects 

1. Expansion of market 1. Cut-throat competition 

2. Growth of independent 
money market 

2. Rise in monopoly 
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 Delegation: Government keeps hold of 
responsibility and private enterprise handles 
fully or partly the delivery of product and 
services. There is active involvement by 
Government. Such delegation may happen 
through contract, franchise, grants, etc. 

 Denationalization of a public enterprise by its 
complete sale to the private sector. For 
example,BALCO. was sold to Sterlite 
Industries. 

 Displacement: The Private Enterprise 
expands and gradually displaces the 
Government Entity. Deregulation facilitates 
privatisation if it enables Private Sector to 
challenge a Government Monopoly. Example: 
Government Monopoly through BSNL and 
MTNL has been displaced by the Private 
Sector Parties, National Organic Chemicals 
Ltd (NOCIL) has been displaced by the growth 
and expansion of Reliance Industries Ltd. 

 Divestiture, i.e., the sale of equity in full or 
part of a public sector undertaking to private 
sector. 

3. Free flow of resources 3. Increase in inequalities 

4. Advancements in 
technology 

4. Takeover of domestic 
firms 

5. Equilibrium in balance of 
payments 

5. Removal of protection to 
domestic firms 

6. Development of 
infrastructure  

6. Affect on national 
sovereignty 

7. Higher living standards  

7. Adverse impact on the 
employee morale and 
generates fear of dislocation 
or termination 

8. International 
cooperation 

 

 
 

Note:- The effort of privatization was accepted by the Society with a lot of resistance during the 
inception of economic liberalization. There were no bidders for loss making PSUs while there were 
many takers for surplus making industries like Oil Drilling and Refinery Companies, Mineral Extracting 
Sectors like Steel Authority of India Limited, National Mineral Development Corporations etc. 

 

GLABALIZATION & ITS IMPACT 
Meaning of Globalization Impact of Globalization 

Globalization means reduction 
or removal of Government 
restrictions on the movement of 
goods and services, capital, 
technology and talent across 
national borders. 

Globalization has made India a huge consumer market. There has 
been rapid increase in GDP and India's exports. India has emerged as 
one of the fastest growing economies in the world. Our foreign 
exchange reserves are now huge and there has been rapid increase 
in foreign direct investment (FDI). 
 

 

FOREIGN DIRECT INVESTMENT (FDI) 
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1. Concept 

(a) FDI is a process in which the Resident of one Country (i.e. Home Country) 
acquires ownership of an Asset in another Country (i.e. the Host Country). 
Such movement of capital involves ownership, control and management of 
the Asset in the Host Country. 

(b) Thus, FDIs are "real” investments in Factories, Assets, Land, Inventories, etc. 
and involve foreign ownership of production facilities.  

2. Components FDI has 3 components, - (a) Equity Capital, (b) Reinvested Earnings, and (c) Other 
Direct Capital in the form of intra-Company Loans between Direct Investors 
(Parent) and Affiliate Enterprises. 

3. Who can be 
Foreign Direct 
Investors 

(a) Individuals, 
(b) Private or Public Enterprises, incorporated or unincorporated, 
(c) Associated Groups of Individuals or Enterprises, 
(d) Governments or Government Agencies, 
(e) Estates, Trusts, or other organizations, or 
(f) Any combination of the above mentioned Entities. 

4. Routes for FDI 

An Indian Company can obtain FDI through - 

1. Automatic Route - i.e. without any prior approval of the Government or RBI, 
or 

2. Approval Route - i.e. with prior approval of the Government (Foreign 
Investment Promotion Board). 

4. Aspects of FDI 

 Permission for Foreign Direct Investment (FDI) is not uniform for all 
sectors. Some sectors are opened up for 100% and in some sectors, it is 
allowed only upto 26%, 49% or 51%. 

 Foreign Direct Investment (FDI) has always remained a bone of contention 
and FDI in multi-brand retail (51%-Approval Route), defense etc., are 
classic examples.  

 It’s often felt that areas like Media and Defense could compromise on 
India’s security interest and hence no FDI should be permitted.  

 In certain areas, the FDI limit has been capped, like the Insurance Business. 
 Where there is no approval through Automatic Route, the company 

concerned has to seek permission from Foreign Investment Promotion 
Board. 

5. Prohibition 

In India, Foreign Investment is prohibited in the following sectors - 

1. Lottery Business including Government / Private Lottery, Online Lotteries, etc. 
2. Gambling and Betting including Casinos, etc. 
3. Chit Funds 
4. Nidhi Company 
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5. Trading in Transferable Development Rights (TDRs) 
6. Real Estate Business or Construction of Farm Houses 
7. Manufacturing of Cigars, Cheroots, Cigarillos and Cigarettes, of Tobacco or of 

Tobacco Substitutes 
8. Activities / sectors not open to Private Sector Investment, e.g. Atomic Energy 

and Railway Operations (other than permitted activities). 

Note: Foreign Technology Collaboration in any form including licensing for 
franchise, trademark, brand name, management contract is also prohibited for 
Lottery Business and Gambling and Betting Activities. 

5. Types of FDI FDI may be categorized as under - 

 

 

Horizontal FDI Vertical FDI Conglomerate FDI 

 

FDI in the same industry abroad, 
as the Investor operates in Home 
Country. 

 

FDI in a related industry abroad, 
which provides Raw 
Materials/Inputs/ Services to the 
Investors' Business in the Home 
Country. 

 

FDI in a business that is 
unrelated to the Investor's 
existing business in the Home 
Country. 

 

e.g. Dutch Mobile Company, 
investing in Mobile Co in India. 

 

e.g. Publisher of Books based in 
Europe, acquiring Printing 
Facilities / Firms in USA. 

 

e.g. Swiss Dairy Company 
investing in Telecom Sector 
abroad. 

 

FOREIGN INSTITUTIONAL INVESTORS (FII) 

 FIls are large Foreign Groups with substantial investible funds. 
 FIls are registered abroad with a view to investing in other nations to invest in Equity Market, 

Hedge Funds, Pension Funds and Mutual Funds. 
 FIls have a strong research team which speculate to invest in a country with a possibility of strong 

return in Equity Market. So, these FIls park their funds to fuel a bullish market and also engage in 
speculation activities. 

 FIls bring huge investments, but there is also a risk that they may leave a nation after off-loading 
their portfolios. 

 Hence, Governments look for sustainable FDI Investment over FII Investment. 
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CHAPTER 

5 

ORGANISATIONS 
FACILITATING  
BUSINESS  

 

Business Facilitators constitute a category of Facilitators, who operate to ease the doing of business.  

Three Layers of Business Facilitators  
Layer 1: Point of Contact  
The persons who are in 
immediate day-to-day touch with 
routine business activities 

Layer 2: Auxiliaries or Aids to 
Trade 

The persons who provide the 
necessary support to trade 

 

Layer 3: Funding and Non-
Funding Institutions 
GOI facilitates business by 
creating an institutional 
apparatus for the 
implementation of those 
policies. 

1. Freight Forwarder- who 
organizes shipments for the 
business firms to get goods 
from the manufacturer or 
producer to a market 

2. Business Incubator- Who 
helps create and grow 
young businesses by 
providing them with 
necessary support and 
financial and technical 
services 

3. Business Accelerator- Who 
helps a budding business 
quickly launch a product 

4. Financial Consultant- who 
advises the business on the 
various sources, modes and 
methods of finance 

5. Merchandiser- who helps 
the business in its 
procurement and sales like 
Retail Store 

1. Transport- plays a very 
important role in marketing 
and distribution of goods 
both within a country as well 
as outside. 

2. Warehousing- A Warehouse 
is an establishment for the 
storage of goods. 

3. Banking and Finance- 
Banking means acceptance of 
deposits from the public and 
giving credit or loans. 

4. Insurance- A contract 
whereby the Insurer agrees 
to protect the Insured, 
against risks of loss on 
payment Premium. 

 

Non-Funding Institutions 
1. Reserve Bank of India (RBI), 
2. Securities and Exchange: 

Board of India (SEBI), 
3. Competition Commission of 

India (CCI), 
4. Insurance Regulatory and 

Development Authority of 
India (IRDAI), 

 
Funding Institutions 
5. NABARD 
6. IFCI 
7. SIDBI    Not In Syllabus 
8. EXIM     

 

 

1. RESERVE BANK OF INDIA (RBI) 
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 Established on April 1, 1935 
 ACT:-Reserve Bank of India Act, 1934 
 Originally privately owned, Nationalised in 1949.After Nationalisation fully owned by 

Government. 
 Central Office in Mumbai since 1937. 
 Affairs of RBI Governed by Central Board of Directors and Board appointed by Government 

of India in according with RBI Act. 
 Roles of RBI:- 

- It is the Central Bank of India and Occupies pivotal position in Economy. 
- Apex monetary institution of highest authority in India. 
- Responsible for maintenance of economic stability and assisting growth of economy. 
- Advisor to government, friend, philosopher and guide to commercial banks. 
- Protects market from government securities. 
- Keep inflationary trend under check. 
- represents the country in the International Economic Forums 
- responsible for the development of sound banking system 

 Functions of RBI:-  
- Issuer of Currency: RBI is the sole authority for the issue of currency in India other than 

1 Rupee Coins and Notes and Subsidiary Coins 
- Banker to the Government: (i) It maintains and operates government deposits. (ii) It 

collects and makes payments on behalf of the government.(iii) It helps the government 
to float new loans and manages the public debt. (iv) It sells treasury bills. (v) It makes 
advances to CG/SG repayable within 90 days. (vi) Advisor to government on 
economic issues. 

- Banker to Banks: RBI – (a) keeps the cash reserves of all the scheduled banks, (b) 
supervises the functioning of Commercial Banks, (c) provides financial assistance to 
Scheduled Banks, (d) conducts inspection of Commercial Banks and calls for Returns 
from Banks. 

- Custodian of Foreign Exchange Reserve: RBI enforces the provisions of FEMA Act, 1999. 
It promotes Foreign Exchange Market in India. RBI borrows from the IMF in case of 
inadequate balance of payments. 

- Controller of Credit: RBI possesses power to use almost all qualitative and quantitative 
methods of credit controls. 

- Regulatory and Supervisory Functions: RBI prescribes parameters of Banking 
operations.  

- Promotional or Development Function: RBI performs a wide range of promotional and 
developmental functions to support national objectives, e.g. promoting banking habits 
among people 

- Collection and Publication of Data: RBI has also been entrusted with the task of 
collection and compilation of statistical information relating to banking. 

- Monetary Authority: RBI implements Monetary Policy with the objective of maintaining 
Price Stability. 
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 Subsidiary- Deposit Insurance and Credit Guarantee Corporation of India(DICGC), Bharatiya 
Reserve Bank Note Mudran Private Limited(BRBNMPL), National Flousing Bank(NFIB) 

 RBI's Role in Business Facilitation 
- RBI is responsible for the monetisation or demonetisation of the economy (Currency Policy) 
- RBI's Policies have a major impact on channelisation of the Banking Resources for business, 

generally as well as specifically for Priority Sectors (Credit Policy) 
- RBI determines of Exchange Ratesthe rates at which the domestic currency is exchanged 

(Forex Policy) 
- Financial system comprises Financial Institutions, Financial Instruments and Financial 

Markets (Financial System) 
- RBI monitors the Funds Transfer and Payments Mechanism (Funds Transfer and Payments 

Mechanism) 
 Bank Rate/Discount Rate, Repo Rate, SLR,CRR:- 

- Cash Reserve Ratio (CRR) means the portion of total deposits (i.e. Net Demand & Time 
Liabilities (NDTL)) of a commercial bank which it has to keep with the RBI in the form of cash 
reserves. As on 01.03.2018, CRR is 4% 

- Statutory Liquidity Ratio (SLR) means that portion of total deposits (i.e. Total / Net DTL) of a 
commercial bank which it has to keep with itself in the form of Cash or Gold, or prescribed 
Investments. As on 01.03.2018, SLR is 19.50% 

- Repo Rate is the rate at which banks borrow money from the RBI against pledging of 
government securities & Reserve Repo Rate is the rate of interest offered by RBI, when 
Banks deposit their Surplus Funds with the RBI for short periods 

- Bank Rate/Discount Rate is the rate of interest at which the RBI lends to Banks. The 
standard rate at which the RBI is prepared to discount bills of exchange or extends advances 
to the commercial banks is known as the bank rate. It is a long term measure. If current 
Bank Rate is 9% and RBI decreases it by 10 basis points, the New Rate will be 8.9% or Bank 
Rate at 1% = 100 basis points. 
 

2. SECURITIES AND EXCHANGE BOARD OF INDIA (SEBI) 

 SEBI is an authority to regulate and develop the Indian capital market and protect the 
interests of investors in the capital market. 

 Established on 12th April 1988 and given statutory powers in 1992 
 SEBI Act came into force with effect from 30th January, 1992. 
 Controller of Capital Issues (CCI) under the Capital Issues (Control) Act, 1947 was earlier 

Regulatory Authority before SEBI. 
 Headquarters- Bandra Kurla Complex, Mumbai. Regional Offices Northern- New Delhi, 

Eastern- Kolkata, Southern- Chennai, Western- Ahmedabad. 
 SEBI BOARD:- Managed by a board, which consists of following:- 

- A Chairman-appointed by CG-person of ability integrity and standing in field of 
securities market, law, finance, economics, administration etc. 
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- Two Members (Nominated by CG)- From amongst officials of Ministry of Central 
Govt. dealing with Finance and Administration of Companies Act,2013. 

- 1 Member (Nominated by RBI):- From among official of RBI. 
- 5 Other Members:- Out of which 3 members(whole time members) who shall be 

appointed by CG. Persons of abilities, Integrity and standing in the field of securities 
market, law, finance, administration, etc.  

 Functions:- 
- Quasi – Legislative – Drafts Regulations 
- Quasi – Judicial – Passes rulings and orders 
- Quasi – Executive – Conducts Investigation and enforcement actions. 

 Appeal against order of SEBI  
- First Appeal to Securities Appellate Tribunal (SAT) -3 members Tribunal 
- Second Appeal- Directly to Supreme Court 

 Power of SEBI:- 
- Approve by laws of stock exchanges 
- Require the Stock exchanges to amend their by laws. 
- Inspect books of accounts and call for periodical returns from STX. 
- Inspect books Accounts of Financial Intermediary. 
- Compel certain companies to list their shares in one or more STX.  

 SEBI's Role in Business Facilitation:- 
- It facilitation of Public Offering of Capital by Companies 
- It supervises the subsequent trading of their Shares on the floor of the Stock Exchanges. 
- It facilitates overseas Entities desirous of participating in Indian Capital Markets. 
- It facilitates domestic Entities desirous of participation in Foreign Capital Markets. 
- It coordinates with the market developers and regulators abroad. 

 

3. COMPETITION COMMISSION OF INDIA (CCI) 
 Benefit of Competition: (a) Innovation, (b) Efficiency, (c) Quality, (d)Cost Savings, (e) 

availability of goods in abundance, (f) price stability, (g) freedom of trade 
 Type of Competition:-  

- Direct Completion- Businesses are selling products or services that are essentially the 
same. E.g. Mother Dairy and Amul Dairy, Haldiram and Bikanerwala 

- Indirect Competition- The conflict between vendors whose products or services are not 
the same, but that could satisfy the same consumer need. E.g. A Dining Restaurant has 
competition with other Local Restaurants. 

 

 The Competition Act, 2002 
- Competition Commission was set up to create and sustain fair competition in the 

economy 
- Competition Law is a tool to implement and enforce competition policy and to prevent 

and punish anticompetitive business practices by Firms.  
- The Act prohibits Anti-Competitive Agreements, Abuse of Dominant Position by 

Enterprises and regulates Combinations. 



5.5 | P a g e   C A  V I P I N  G A R G  # 9 9 5 3 0 0 0 3 0 5  
 

 

 Features of The Competition Act, 2002 
- CCI established on 14th October 2003 under the competition act, 2002 
- Repealed MRTP Act, 1969 and thus MRTP commission dissolved. 
- CCI is a body corporate having perpetual succession and common seal. 
- Central Office- in New Delhi 
- CCI consists of a Chairperson and 6 Members appointed by the CG. 

 Objectives of CCI 
- To prevent practices having adverse effect on competition, 
- To promote and sustain competition in markets, 
- To protect the interests of consumers, 
- To ensure freedom of trade carried on by other participants in markets, in India. 

 Role of CCI 
- Making the markets for the benefit of Consumers, 
- Ensuring fair and healthy competition 
- Implementing Competition Policies 
- Ensuring smooth alignment of Sectoral Regulatory Laws with Competition Law 
- Spreading the information on benefits of competition among all Stakeholders. 

 CCI's Role in Business Facilitation 
- Protecting from Unfair Practices and penalising the erring entities, 
- Promoting competition by preventing abuse of dominance 
- Ensuring the co- existence of large and small Enterprises, 

 

4. INSURANCE REGULATORY AND DEVELOPMENT AUTHORITY 
OF INDIA (IRDAI) 

 It is an apex statutory body which regulates and develops the insurance industry in India. 
 Established- on 14th October 2003 under the IRDA Act, 1999 
 It comprises of - (a) Chairperson, (b) Not more than 5 Whole-Time Members, and (c) Not more 

than 4 Part-Time Members - all are appointed by the Government of India. 
 Presently, FDI Limit in Insurance Sector is 49%. 
 IRDA Act -  Objectives 

- To protect the interests of holders of insurance policies 
- To regulate, promote and ensure orderly growth of insurance industry 
- To ensure speedy settlement of genuine claims 
- To bring transparency and orderly conduct of financial markets dealing with insurance. 
- To take action where standards are inadequate 
- To bring about optimum amount of self-regulation 

 Powers of IRDAI: 
- Issue to the Applicant a Certificate of Registration and modify of it. 
- protection of the interests of the Policyholders 
- specifying qualifications for Intermediary and Agents 
- specifying the code of conduct for Surveyors and Loss Assessors 
- levying fees and other charges under this Act 
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- calling for information from Insurers, Intermediaries. 
- control and regulation of the rates, terms and in respect of General Insurance. 
- specifying the manner in which books of account shall be maintained 
- regulating investment of funds 
- regulating maintenance of margin of solvency 
- adjudication of disputes 
- supervising the functioning of the Tariff Advisory Committee 
- specifying the %age of Life Insurance business and General Insurance for rural or social 

sector. 
 IRDAI's Role in Business Facilitation 

- It takes steps to regulate and develop the Insurance Industry in the Country. 
- It creates confidence among policyholder by protecting their interest 
- It educates the general public about the advantages of getting insurance policies. 

 

5. NATIONAL BANK FOR AGRICULTURE AND RURAL 
DEVELOPMENT (NABARD) 

 NABARD is an apex development bank in India 
 Principal financial institution for matters concerning operations in the field of credit for 

agriculture and other economic activities in rural areas. 
 Established on 12th July 1982 under NABARD Act, 1981 
 Headquarter- Mumbai 
 Main Initiatives 

- SHG-Bank Linkage programme 
- Tree-based tribal communities’ livelihoods initiative, 
- Watershed approach in soil and water conservation 
- Increasing crop productivity initiatives 
- Natural Resource Management Programmes 

 Role of NABARD 
- Most important institution which looks after the development of the cottage industry, 

small industry and village industry 
- Reaches out to allied economies and supports and promotes integrated development 
- Discharge its duty by undertaking the following roles- 

 Provides investment and production credit for promoting the various 
developmental activities in rural areas.  

 Takes measures towards institution building for improving absorptive capacity 
of the credit delivery system.  

 Co-ordinates the rural financing activities of all institutions engaged in 
developmental work. 

 Undertakes monitoring and evaluation of projects refinanced by it.  
 Refinances the financial institutions which finances the rural sector.  
 Partakes in development of institutions which help the rural economy.  
 Keeps a check on its client institutes.  
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 Regulates the institutions which provide financial help to the rural economy.  
 Provides training facilities to the institutions working in the field of rural 

upliftment.  
 Regulates the cooperative banks and the RRB’s, and manages talent acquisition 

through IBPS CWE. 
- Provides Refinance Facilities to state co-operative agriculture and rural development 

banks (SCARDBs), state co-operative banks (SCBs), regional rural banks (RRBs), 
commercial banks (CBs) and other financial institutions approved by RBI 
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NOT IN SYLLABUS 
 

Industrial Finance Corporation of India (IFCI) [Also see www.ifciltd.com] 

1. IFCI was established on 1st July 1948, as the first Development Financial Institution in the country to 
cater to the long-term finance needs of the industrial sector. 

2. IFCI was first established a Statutory Corporation (under a Special Act of Parliament), but later on 
was converted into a Public Limited Company under the Companies Act in July 1993. Presently, it is 
a Government Company, under the name IFCI Limited (w.e.f October 1999). 

3. Functions- (i) It provides Loans and Advances to Industrial Concerns and subscription to the 
Debentures floated by them. (ii) It guarantees loans raised by the industrial concerns, (iii) It 
underwrites shares and debentures of the industrial concerns, (iv) it Guarantee of Deferred 
Payments in respect of import of Machinery 

4. Subsidiary- IFCI Factors Limited, IFCI Financial Services Limited, IFCI Infrastructure Development 
Limited, IFCI Venture Capital Limited, MPCON Limited, Stock Holding Corporation of India Limited 
(SHCIL)  

5. Sectors that have directly benefited from IFCI include - Agro-based industry, Service industry, 
Capital & intermediate goods industry, Infrastucture is a direct beneficiary of IFCI 

6. Economic Contribution- Govt of India has recently designated IFCI as a Nodal Agency for "Scheme 
of Credit Enhancement Guarantee for Scheduled Caste (SC) Entrepreneurs" in March, 2015 with an 
objective to encourage entrepreneurship in lower strata of the societies. Under the Scheme IFCI 
would provide guarantee to banks against loans to young and start-up entrepreneurs belonging to 
Scheduled Castes. 

 

Small Industries Development Bank of India (SIDBI) [Also seewww.ifditd.com] 

1. SIDBI was established on 2nd April 1990, under the Small Industries Development Bank of India Act, 
as a wholly owned subsidiary of IDBI.  

2. SIDBI caters to the needs of Micro, Small and Medium Enterprises (MSMEs) 
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3. Function- (i) Leasing and Factoring Services to MSMEs. (ii) Assistance to the Service Sector 
including Transport, Health Care, Tourism, etc. (iii) Re-Financing of Loans and Advances given by 
the Primary Lending Institutions (iv) Discounting and Re-discounting of Bills resulting from Sale of 
Machinery to or manufactured by MSMEs. (v) Seed Capital and Soft Loan Assistance to special 
schemes such as National Equity Fund, Mahila Udyam Nidhi, etc. (vi) Financial Help to National 
Small Industries Corporation for providing leasing, hire-purchase and marketing support to Small 
Units. (vii) Financial Support to State Small Industries Development Corporations in its efforts to 
provide scarce raw materials and marketing facilities to Small Units 

4. Subsidiary- SMERA Ratings Limited - for credit rating of MSMEs, Receivables Exchange of India Ltd 
(RXIL) - to enable faster realisation of receivables by MSMEs, India SME Technology Services Ltd - 
for technology advisory and consultancy services, India SME Asset Reconstruction Company Ltd 
(ISARC) - for speedier resolution of Non-Performing Assets (NPA) in the MSME Sector, MUDRA - 
Micro Units Development & Refinance Agency Ltd, SIDBI Venture Capital Limited (SVCL) - for 
Venture Capital Assistance. 

 

Export and Import Bank of India (EXIM Bank) [Also see www.eximbankindia.in] 

1. EXIM Bank was established by the Government of India, under the Export-Import Bank of India Act, 
1981 and commenced operations in 1982. 

2. It acts as an apex Banking Institution in Foreign Trade. It took over the operations of the 
international finance wing of IDBI, and became the principal financial institution in the field of 
international trade in India 

3. It has the responsibility for controlling the country's EXIM Policy 

4. Role- EXIM Bank serves as a growth engine for industries and SMEs through a wide range of 
products and services. This includes import of technology and export product development, export 
production, export marketing, pre-shipment and post-shipment and overseas investment. 

5. Function-(i) It finances exports and imports of goods and services of India (ii) It finances exports and 
imports of goods and services of third world countries. (iii) It finances exports and imports of 
machinery on lease basis. (iv) Financing the Joint Ventures abroad (v) It provides counselling 
services to companies engaged in exports and imports. 
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CHAPTER 

6 

COMMON  
BUSINESS  
TERMINOLOGIES  

(MCQ Based-Selected) 

Acceptance- A very wide term that is used in context with financial agreements and 
contracts. 
Administered Rates- The rates of interest which can be changed contractually by lender. 
American Depository Receipt (ADR) - Depository receipts which are equal to a specific 
number of shares of company that have been issued in a foreign country. 
Amortize- Amortize is to charge a regular portion of an expenditure over a fixed period of 
time. 
Annuity- A series of payments of an equal amount at fixed intervals for a specified number 
of periods. 
Annuity Due- An annuity whose payments occur at the beginning of each period. 
Appreciation- Appreciation is an increase in value of an asset. 
Arbitrage- The simultaneous purchase and sale of two identical commodities or instruments. 
Audit- A careful review of financial records of an organisation to verify their accuracy. 
Automated Teller Machines- Machines are basically used to conduct transactions with the 
bank, electronically through which money can be withdrawn and deposited. 
Badla- Carrying forward of transaction form one settlement period to the next without 
effecting delivery or payment. 
Balance Sheet- A statement of the financial position of a company at a single specific time. 
Bank Rate- The rate of interest at which commercial banks can draw from the Reserve Bank 
of India for a long time period. 
Bankruptcy- Economic insolvency, wherein the person's assets are liquidated, to pay off all 
liabilities 
Base Price- The price of a security at the beginning of the trading day which is used to 
determine the day's lowest/highest price and the price range. 
Basis Point- It is a measure of change in financial parameters such as interest, stock indices 
and market rates. It is 1/100 or 1%. 
Bear Market- A market situation when share price are continuously falling. 
Bears- Stock-market players are pessimists, who expects share prices or other type of 
investment to fall and sells quickly before the value of his holding declines. 
Benchmarking- The process of comparing the products / services, or business processes of 
an enterprise against the best firm in the industry with the objective of improving quality 
and performance. 
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Beta- It is a measurement of relationship between stock price of any particular stock and 
the movement of whole market. 
Bid- It is the highest price a buyer is willing to pay for a stock. It is opposite of ask/offer. 
Blue Chips- Shares of large, well established and financially sound companies with an 
impressive record of earnings and dividends. 
Bond- A type of long-term Promissory Note either registered in the owner's name or issued 
as bearer instruments. 
Brand Equity- The estimated value of a brand on the basis of brand's loyalty. Brand equity 
also includes other "intangible" assets such as patents, trademarks and channel relationships. 
Brand Loyalty- It is a strongly motivated and long standing decision of the customer to 
purchase a particular product or service. 
Break Even Point- It is the amount of revenue from sales which exactly equals the amount 
of expense. 
Bridge Financing- Finance raised to fill up the time gap between a short term loan and long 
term loan also known as gap finance. 
Budget- A detailed plan for the future, usually expressed in formal quantitative terms for a 
specified period. 
Bull Market- A market in which the stock price is increasing consistently. 
Business to Business- Marketing activity directed from one business to another. This term 
is often shortened to "B2B". 
Cap- A limit to which rate of interest can be changed. 
Cash Reserve- The total amount of cash available in the bank account and can be withdrawn 
immediately. 
Cheque- A negotiable instrument that instructs the bank to pay the specified amount from 
the drawer’s account to the payee. 
Commercial Paper- Unsecured, short-term promissory notes of large firms 
Consolidation- Business combination of two or more entities that occurs when the entities 
transfer all of their net assets to a new entity created for that purpose. 
Consortium- A group of several firms which work together to buy something or to build 
something. 
Corporate Governance- The system that ensures that a company's operations are conducted 
in an ethical manner and as per provisions the law. 
Cross-Selling- Selling related products to buyers of a product. 
Defensive Stock- A stock that provides constant dividends and stable earnings even in the 
periods of economic downturn 
Derivatives- A Financial security whose value/price is derived from one or more underlying 
assets. 
Distribution Channel- The network of organisations necessary to distribute goods or 
services from the manufacturers to the consumers. 
Diversification- Reducing the investment risk by purchasing shares of different companies 
operating in different sectors. 
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Dividend- A portion of the company's earnings decided to pay to its shareholders in return 
to their investments. 
E-Cash- Use of electronic networks to transfer funds and execute transactions. 
Exchange Rate- The rate at which one currency can be purchased for another currency. 
Financial Instrument- A written document and authenticated evidence that shows the 
existence of a transaction or agreement. 
FMCG- Stands for Fast-Moving Consumer Goods of duly use which are low priced, frequently 
purchased and sell in large volumes. 
Forecasting- The process of estimating future demand on the basis of price levels, 
disposable incomes and other relevant factors. 
Globalization- A systematic process of removing the barriers to international trade in goods 
and services.  
Hedge- A strategy that is used to minimize the risk of a particular investment and maximize 
the returns of an investment. i.e. simultaneous development of economy, society and ecology. 
Interest Rate- Charge that is paid by any borrower or debtor for the use of money 
Internet Banking- A system wherein customers can conduct their transactions through the 
Internet. This kind of banking is also known as e-banking or online banking. 
Letter of Credit- A document issued by a bank (on behalf of the buyer or the importer), 
stating its commitment to pay a third party (seller or the exporter), a specific amount, for 
the purchase of goods by its customer, who is the buyer.  
Liberalization- A systematic process of easing of government's control over the private 
business activity. 
Lock-in Period-  A guarantee given by the lender that there will be no change in the quoted 
mortgage rates for a specified period of time, which is called the lock-in period. 
Logistics- It is a commercial activity implying moving of supplies to the production facilities 
and goods and services to their respective markets. 
Market Capitalization- It is calculated by multiplying all the outstanding shares with the 
current market price of one share. 
Market Leader- The company that has control over a certain market. 
Marketing Mix- 4Ps of marketing à Product, Price, Place and Promotion. 
Mass Marketing- When many consumers receive the same message from businesses and non-
profit organizations through mass media 
Merger- A process when two or more companies come together to expand their business 
operations. 
Mission- Company's Mission statement is typically focused on its present business scope - 
"who we are and what we do". 
Mutual Fund- A pool of money managed by experts by investing in stocks, bonds and other 
securities with the objective of improving their savings. 
Niche Marketing- Concentrating efforts on relatively small market segments. 
Overdraft- Withdrawal of money in excess of the balance in the borrower’s current account. 
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Personal Selling- Oral communication with prospective buyers to make a sale and develop 
relationships with them. 
PESTLE- Political (P), Economic (E), Social (S), Technological (T), Legal (L) and (E) 
Environment (E) (Natural Environment) 
Portfolio- Various type of securities of different companies operating in different sectors 
held by an investor. 
Pre-Emptive Pricing- Setting low prices to discourage entry of new suppliers in the market. 
Price Discrimination- When a firm charges a different price to different groups of 
consumers for an identical good or service, for reasons not associated with costs. 
Price Sensitivity- The effect of change in price on customers. 
Price Skimming- Charging high price for a short time where a new and innovative product is 
launched in the market. 
Privatisation- It is a systematic process of Selling of public enterprises to private business 
enterprises. 
Repo Rate- The rate at which banks borrow money from the Reserve Bank of India for 
short periods upto two weeks by pledging government securities. 
Reverse Repo Rate- The rate of interest offered by RBI, when banks deposit their surplus 
funds with the RBI for short periods. 
Risk- A probable chance of reduction in the actual returns than expected/ calculated. 
Stock Split- An attempt to increase the number of outstanding shares of a company by 
splitting the existing shares. 
Syndicated Loan- A very large loan extended by a group of small banks to a single borrower, 
especially corporate borrowers. 
Target Marketing- Using appropriate advertisements to reach out to a group of consumers 
having similar characteristics. 
Thin Market- A market in which there are comparatively low number of bids to buy and 
offers to sell. 
Triple Bottom Line (TBL)- The equal emphasis on these triple Ps, viz. Profits, People and 
Planet is known as the TBL 
Turnaround- The financial recovery of a company that has been performing poorly for an 
extended time. 
Unique Selling Proposition (USP)- A unique selling proposition is a customer benefit that no 
other product can claim. 
Value At Risk (VAR)- The sum or portion of the value that is at stake of subject to loss 
from a variation in prevalent interest rates.  
Vision- A Strategic vision is a road map of a company's future. 
Yield- It is the measure of return on investments in terms of percentage. 
Zero Coupon Bond- A bond sold below par value with no annual interest but provides capital 
appreciation. 
Zero- Down-Payment Mortgage- Zero-down-payment mortgage is a type of mortgage given 
to a buyer who does not make any down payments while borrowing. 
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