Introductionto Business—MGT211 VU

CHARACTERISTICS

Followingare the essentialcharacteristicsof a goodbusiness:
1. Capital

Capitalis the lifeblood of everybusiness.lIt is the most essentialand important element of
business.In caseof deficiency,loanscanbe takenfrom variousfinancialinstitutions.

2. Creationof Utility

Utility is an economicterm referring to that characteristicof a certain commodity, which
can satisfy any human need. Businesscreates utility, which gives benefit to the entire
societyaswell asthe businessmen.

3. Dealingin Goodsand Services

Everybusinessdealswith sale,purchase,productionand exchangeof goodsand servicesfor
someconsideration.

4. Employment

Businessis a good source of employment for its owners as well as for other people, for
example,employees,agents,transportersetc.

5. IslamicProcess

Businessis an Islamicway of earningliving. Incomefrom businessis known asprofit, which
is Rizge rHralal. TheHolyProphetMuhammad(SAWW)himselfdid prosperousbusiness.

6. Motive
Themotive of businessisto earnprofit. Otherwiseit will not be termedasbusiness.
7. Organization

Everybusinessneedsan organizationfor its successfulworking. A proper organizationis
helpfulin the smoothrunningof businessand achievingthe objectives.

8. Productionsor Purchaseof Goods
A businessmandealsin production or purchaseof goods. Thesegoodsare suppliedto the

people. So,itis necessarythat more goodsshould be producedso that demandof people
maybe fulfilled.
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9. RegularTransaction

Businesshasa nature of regulardealingsand seriesof transactions. So,in business,only
thosetransactionsincludedwhich haveregularityand continuity.

10. Risksand Uncertainty

Businessinvolvesa largevolumeof riskand uncertainty. Theriskelementin businesskeeps
a personvigilantand he tries to ward off hisrisk by executinghis policiesproperly.

11. Saleor Transferfor value
Anothercharacteristicof businessis the saleor transferof goodsfor value.
12.  SocialWelfare

Businessdoes not only satisfy the producer, but also the consumerwhen products are
offered for saleat low pricesin markets.

NATUREOFBUSINESS
Thefollowing points state the nature of businessin brief:
1. EconomicActivity

Businessis an economicactivity as it is concernedwith creation of wealth through the
satisfactionof humanwants.

2. HumanActivity

Businessis an economicactivity and every economicactivity is done by human beings.
Thus,businessis one of the mostimportant humanactivities.

3. SocialProcess

Businessis run by owners and employeeswith the help of professionalsand customers.
Thus,businessis a socialprocess.

4. System

Businessis a systematicarrangementof variouselements,which leadsto the attainmentof
particularobjective,accordingto awell esrtablishedplan.
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COMPONENTANDSCOPBFBUSINESS

BUSINESS
Theword “Business”includesall humanactivitiesconcernedwith earningmoney. In other
words, businessis an activity in which variouspersonsregularlyproduceor exchangegoods
andservicesfor mutual gainor profit.
COMPONENT@FBUSINESS
Businessbearsthe following components:

fIndustry

fCommerce

Business
I

Industry Commerce

INDUSTRY

Industry is connectedwith the production and preparation of goods and services. It is a
placewhere raw material is convertedinto finishedor semi finrishedgoods,which havethe
ability to satisfy human needs or can be used in another industry as a base material. In
other words, industry means that part of businessactivity, which is concernedwith the
extraction,productionand fabricationof products.

KINDSOFINDSTRY
1. Primarylndustry
2. Secondarylndustry
Industry
I I
Primarylndustry Secondarylndustry
(a) Extractive (a) Construction
(b) Genetic (b) Manufacturing
(c) Services
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1. PRIMARYNDUSTRY

Primaryindustryis engagedin the productionor extractionof raw materials,which are used
in the secondaryindustry. Primaryindustrycanbe dividedinto two parts:

€)) Extractivelndustry
(b) Geneticlndustry

(@) Extractivelndustry

Extractiveindustriesare those industries,which extract, raiseor produceraw material from
below or above or above the surfaceof the earth. For example,fishery, extraction of oil,
gasandcoaletc.

(b) Geneticlndustry

Genetic industries are those, which are engagedin reproducing and multiplying certain

speciesof animalsand plants. For example,poultry farm, fishing farm, diary farm, plant
nurseriesetc.

2. SECONDARNDUSTRY

Theseindustriesuseraw materialsand makeusefulgoods. Rawmaterial of theseindustries
is obtainedfrom primaryindustry. Secondaryindustrycanbe dividedinto three parts:

(@) Constructivelndustry
(b) ManufacturingIndustry
(c) ServicesIndustry

a) Constructivelndustry

All kindsof constructionsare includedin this industry. Forexample,buildings,canals,roads,
bridgesetc.

b) Manufacturingindustry

In this industry, material is convertedinto somefinishedgoodsor semi finrishedgoods. For
example,textile mills, sugarmills etc.

c) Servicesindustry

These industries include those industries, which are engaged in providing services of
professionalssuchaslawyers,doctors,teacheretc.
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COMMERCE

Commerceis the second component of business. The term “commerce” includes all
activities,functions and institutions, which are involved in transferringgoods,producedin
variousindustries,from their placeof productionto ultimate consumers.

In the wordsof EvelynThomas:

“Commercialoccupationsdealwith the buyingandsellingof goods,the exchangeof
commoditiesand distribution of the finishedgoods.”

In simplewords,“trade andaidsto trade” is calledcommerce.
SCOPBFCOMMERCE
Thescopeof commercecanbe explainedas:

1. Trade

2. Aidsto Trade

Commerce

Trade Aidsto trade

1. TRADE

Tradeis the whole procedureof transferringor distributing the goodsproducedby different
personsor industriesto their ultimate consumers. In other words, the systemor channel,
which helpsthe exchangeof goods,is calledtrade.

TYPE®FTRADE

Thereare two typesof trade:

€) Hometrade
(b) ForeignTrade
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Trade
HomeTrade ForeignTrade
() WholesaleTrade (i) Import Trade
(i) RetailTrade (i) ExportTrade

(@) HomeTrade

Thepurchaseand saleof goodsinsidethe country is calledhome trade. It is alsoknown as
‘domestic’,‘local’ or ‘internal trade’. Hometrade hastwo types:

0] WholesaleTrade
(i) RetailTrade

(1) WholesaleTrade

It involvessellingof goodsin largequantitiesto shopkeepersi,n order to resalethem to the
consumers.A wholesaleris like a bridgebetweenthe producersandretailers.

(i) Retail Trade

Retailingmeanssellingthe goodsin smallquantitiesto the ultimate consumers.Retaileris a
middleman, who purchasegoods from manufacturersor wholesalersand provide these
goodsto the consumersneartheir houses.

(b) ForeignTrade

Tradeor exchangeof goodsand servicesbetweentwo or more independentcountriesfor
their mutualadvantagesis calledforeigntrade. It is alsocalledinternationaltrade. Foreign

trade hastwo types:

(i) Import Trade
(i) ExportTrade

0] Import Trade
Whengoodsor servicesare purchasedfrom other countryit is calledimport trade.
(i) ExportTrade

Whengoodsor servicesare soldto anyother countryit is calledexporttrade.
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2. AIDSTOTRADE

Trademansbiting and sellingof goods,whereas,aids to trade mean all those things which
are helpfulin trade.

a) Banking

b) Transportation
¢) Insurance

d) Warehousing
e) Agents

f) Finance

g) Advertising

h) Communication

(@) Banking

In daily businessroutine, commercialbanksand other financial institutions help the seller
andthe buyerin receivingandthe buyerin receivingand makingpayments.

(b) Transportation

Thegoodswhich are manufacturedin mills and factories,reachthe consumersby different
meansof transportationlike air, roads,rails,seasetc.

(©) Insurance
Thetransfer of goodsfrom one placeto another is not free from risk of loss. Thereis a risk
of lossdue to accident,fire, theft etc. The insurancecompanieshelp out the traders with
this problemthroughinsurancepolicy.

(d) Warehousing

The manufacturers today, produce goods in large quantity. Therefore, a need for
warehousesarisesin order to storethe manufacturedgoods.

(e) Agents

Theyare the personswho act as the agentsof either buyer or seller. Theyperform these
activitiesfor commission.

() Finance
A large amount is needed to set up an industry. Financialinstitutions provide long terrm

finance to the producers. The producersalone are unable to manufacturegoodswithout
financialhelp.
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(9) Advertising

Theconsumermay sometimes,not know about the availabilityof goodsin the market. The
producermust sell his goodsin order to remain in business. Advertisementis an easyway
to inform the large number of customersabout the goods. Thiscan be done through TV,
newspapersr,adio etc.

(h) Communication
The producers,wholesalers,retailers, transporters,banks,warehousekerepers,advertisers

and consumerslive at different place. Thispost office, telephoneand other similarmediais
veryusefulfor promotion of trade and industry.

FACTORSGFPRODUCTION:

Factorsof production are the resourcesor inputs that are required for the production of
goodsor services.Thecomponentsof factorsof productionare:

i. Labor

i. Capital
iii.  Entrepreneurship
iv.  Physicarlesources

i Labor

Laboris the most important factor of production. Laborare the people who work in an
organizationand providephysicaland mentalefforts in productionprocess.

ii. Capital

Capitalis the amountor property whichisinvestedby investor(s)in the businessto produce
goodsandservices.

iii.  Entrepreneurship

Entrepreneurshipis the managementability of the peopleto run the business.
Itinvolves: r

(a) Identificationof opportunity

(b) Allocationof resources

(c) Creationof wealth by assumingthe necessaryrisk

iv.  Physicalresources

Physicarl esourcesincludeland, naturalresources,building,vehiclesand machinerythat are
usedin the productionprocess.
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ECONOMIGYSTEM

Economicsystemis defineda systemfor allocationof resources.Commonly,it hasfollowing
two typesasbelow:

a) Plannedeconomy
b) Freemarketeconomy

a) Plannedeconomy

In plannedeconomythe governmentdecidesthat how manyresourcesare to be generated
and how theseresourceswill be allocated.In this systemgovernmentdeterminesthe key
economicfunctions.Howthe factor of productionwill be utilized and how muchwill be the
economy’soutput is decidedby the government.

b) Freemarketeconomy

In free market economydemandand supplyin the market determinesthe allocation for

resourceswith little or no governmentintervention. In this economymarket mechanism
decidesthe key economicfunctions (what, for whom and how to produce).Free market
economy increasesthe efficiency and productivity, firms and organizationswith better

quality productsand low costs(producedefficiently)will survivein the market.

ENVIRONMENTAORCES

Forcesthat influencethe performanceof organizationscanbe dividedinto two categories
asunder:

1) ExternalFactors(ExternalEnvironment)
2) Internal Factors(InternalEnvironment)

ExternalFactors:

Externalfactors are the factors which are found outside the organization.Thesefactors are
not controllableby the organization.Externalfactorsbring the opportunity or threat for the
organization. External factors include technological factors, economy of the country,
politicalandlegalfactors,socio curlturalfactorsand demographicfactors.

Internal Factors:

Internal factors are the factors within the organizationthat affect the performance of
business.Strengthsor weaknessesof the organizationare the internal factors. Strengths
may include experiencedand trained workers, strong financial resources,strong brand
name, good reputation and organizationalculture and weaknessesof an organizationmay
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include lack of sufficient capital, weak brand name, poor reputation, inexperiencedand
untrainedworkers.

SWOTAnalysis:

SWOTanalysisis an analysisof an organization’sstrengths,weaknesseso, pportunities,and
threats. Strengthsand weaknessesare the part of internal environment and opportunities
and threats are the part of externalenvironment.SWOTanalysishelps an organizationto
focus on strengths,to reduce weaknessest,o exploit the opportunities and to neutralize
threats.

Strengths:

Strengths are the capabilities of an organization that enable it to perform efficiently.
Strengthsmay include skilled manpower, strong financial resources,strong brand name,
goodreputation and organizationaculture, well establisheddistribution network etc.

Weaknesses:

Weaknessesare the internal characteristicsof an organizationthat prohibit it to perform
well. Organization’sweaknessmay includelackof sufficient capital,weakbrand name,poor
reputation,unskilledmanpower,inefficientmanagement,poor distribution channelsetc.

Opportunities:

Opportunities are the external environmental factors that may bring the prospects for
growth and higher performance. For example: technological advancement, market
developments,changesin lifestyle, changesin government regulation related to your
business.

Threats:

Threats are the external environmental factors that may undermine the organization’s
performance. For example, new regulation that may affect the business,changesin
consumertastes,if an organizationdoesnot adopt new developedand moderntechnology
it will be becomea threat for the organization.

QUALITIEGFA GOODBUSINESSMAN

The modern businessis very complex. Due to scientific and technologicaldevelopment,
changesare taking placevery fast in every businessfield. Followingare the basicpersonal
skillsor qualitieswhicha goodbusinessmamust possess:
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1. Ability to Plan

A businessmani,f he wants to shinein business,must have the ability to plan and organize
it.

2. Activator

Hehadto activatehisworkers. If he activateshisworkersthen this is goodfor business.

3. Boldor Courage

Courageis a great assetof a businessman.A goodbusinessmarshouldbe a courageousand
bold person. May be his some angry decisionsgave him loss in future, so he has to be
courageousandbe bold.

4. Cooperation

A good businessmanshould have to cooperate with his workers. With the help of
cooperationwith his workershe canrun hisbusinesswell.

5. Courtesy

Courtesyis to businesswhat oil is to machinery. It costsnothing but wins a reputation. So
businessmanhasto win the heartof everyonewith hispolite manners.

6. DecisionMaking

A good businessmanshould be a good and quick decision maker. Quick decision of a
businessmanis an important assetof businessman.And businessmanhasto know that his
quickdecisionwill givehim benefit or not.

7. Discipline

A good businessmanshouldhaveto careabout the disciplineof the business.If he doesn’t
care about the disciplinethen nobody (who concern to his business)obeys the discipline
andbusinesscan’tgowell.

8. Evaluator

A businessmanhas to check himself that how he is working. This thing can make the
businessgoodin progress.
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9. Foresight

A good businessmanmust have the quality of foresight. He must keep in touch with the
businessworld. He shouldmove about and seewhat is goingon for he hasto estimatenew
wantsand new inventionsfor creatingfreshdemands.

10. Honesty

A businessmanshould be honest in dealingwith others. Honestyof a businessmanhelps
him in his business.

11. Hardworking

A businessmanmust be hard working. Without haveworkingno businesscanbe successful.
If the owneris not hard workingthen other workersof the businesscan’t be hardworking.

12. Initiation

Thebusinessworld is movingat a very fast speed. A businessmanshouldhavethe ability to
take initiative by producingnew things and new methods of marketing the products and
services.

13. Knowledge

A good businessmanshouldhaveknowledgeof his business.It shouldbe supplementedby
the knowledgeof trade, finance,marketing,incometax, etc.

14. Leadership

Leadersare not made, they are born; but the businessmanhas to get some qualities of a
leader. With the help of leadershipa businessmarmancontrol hisbusinessandworkers.

15. Negotiator

If a businessmanis a good negotiator, then he canrun his businesswell, becausewithout
goodcommunicationhe can’timpresshis consumer.

16. Personality

A businessmanshouldhavea gracefulpersonalitybecauseit canimpresshis customers. If
hispersonalityis not goodor not gracefulthen hisbusinesscan’t go well.

© CopyrightVirtual Universityof Pakistan 13
Join VU Group: https://chat.whatsapp.com/FKEWIf10S1HCANQgILSCAfL



https://chat.whatsapp.com/FkEWIf10S1HCANglLscAfL

Introductionto Business—MGT211 VU

17.  QuickDecisions

A businessmanhasdecisionmrakingpower. He decideson all matters in the best interest of
the business. A businessmanmust have technical knowledge, judgment power and
intelligenceto take soundand quickdecisions.

18. Responsibility

A successfulbusinessmanshould have to realizehis responsibilities. If he doesn’t do his
duty then hisbusinesscan’t go well.

19. Reviewer

A goodbusinessmaitasto reviewhis mistakes,which he committed in the past,and try his
bestneverto do it againin his life.

20. SoundFinancialManagement

Soundfinancialmanagementis an important factor for successfubusiness. Without it no
businesscangowell. Soa businessmustpossessgoodfinancialposition.

21. SelfCronfidence

A good businessmanshould have self cornfidence. Without self cornfidencehe can’'t make
guickdecisionsandbusinesssuffersa lot.

22. Tact

A good businessmanshouldbe a tactful person. He hasto handlepersonsor his customers
verytactfully. It helpsto earnprofit in future.

23. TechnicalSkills

A good businessmanmust have the knowledge about technical skills. He should have
completecommandof specializedknowledgein hisfield, whichhe hasto perform.
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Lecture2

ORGANIZATIONAOUNDARIESNDENVIRONMENTS

All businessesr,egardlessof their size,location,or mission,operatewithin a largerexternal
environment.

Externalenvironment:;

Everythingoutsidean organization’sboundariesthat might affect it.

a. OrganizationalBoundaries: that which separatesthe organizationfrom its
environment. Todayboundariesare becomingincreasinglycomplicatedand
hard to pin down.

b. Multiple Environments: include economicconditions,technology,political r
legal considerations,socialissues,the global environment,issuesof ethical
and social responsibility, the businessenvironment itself, and numerous
other emergingchallengesand opportunities.

THEECONOMIENVIRONMENT

Economicenvironment—Conditionsof the economicsystemin whichan organizationoperates.

c. EconomicGrowth
i. AggregateOutputand Standardof Living

1. Business cycle—Pattern of shortterrm ups and downs
(expansionsand contractions)in an economy

2. Aggregate output—Total quantity of goods and services
producedby an economicsystemduring a givenperiod

3. Standardof living—Total quantity and quality of goodsand
services that a country’s citizens can purchase with the
currencyusedin their economicsystem

i. GrossDomesticProduct—Totalvalueof all goodsand services

producedwithin a givenperiod by a nationaleconomythrough
domesticfactorsof production
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Grossnational product ( G N P)-Totalvalue of all goodsand services
producedby a national economywithin a given period regardlessof
where the factorsof productionare located

1. Real Growth Rate—the growth rate of GDP adjusted for
inflation andchangesin the valueof the country’scurrency.

2. GDPper Capita—GDPper personand reflects the standard
of living.

3. Real GDP—GDP calculated to account for changes in
currencyvaluesand pricechangesversusNominal GDP, GDP
measuredin currentdollarsor with all componentsvaluedat
currentprices.

4. PurchasingPower Parity—Principlethat exchangerates are
set so that the prices of similar products in different
countriesare about the same.

iii. Productivity—Measure of economic growth that compares how
mucha systemproduceswith the resourcesneededto produceit.

There are a number of factors which can inhibit the growth of an economic system
including:
1. Balance of Trade—the economic value of all the products
that a country exportsminusthe economicvalueof imported
products.

a. Trade Surplus —A positive balanceof trade results
when a country exports (sells to other countries)
more than it imports (buysfrom other countries).

b. Trade Deficit—A negative balance of trade results
when a countryimports more than it exports.

c. National Debt—Amountof moneythat a government
owesits creditors.

d. EconomicStability

Conditionin an economicsystemin which the amount of moneyavailable
and the quantity of goodsand servicesproducedare growingat about the
samerate.

Factorswhichthreatenstabilityinclude:
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i. Inflation—Occurrenceof widespreadprice increasesthroughout an
economicsystem

Measuring Inflation: The CP+—Measureof the prices of typical products purchasedby
consumerslivingin urbanareas

ii. Unemployment—Levelof joblessnessamongpeopleactivelyseeking
work in an economicsystem. Unemploymentmay be a symptomof
economicdownturns.

1. RecessionandDepressions
Recessiof-Periodduringwhichaggregateoutput, as
measuredby real GDP,declines

2. Depression—Particularlysevereandlong larstingrecession
e. Managingthe Economy

i. Fiscalpolicies—Governmenteconomicpoliciesthat determine how
the governmentcollectsand spendsits revenues

ii. Monetary policies—Governmenteconomicpoliciesthat determine
the sizeof a nation’smonetarysupply

iii. Stabilization policy—Governmentpolicy, embracingboth fiscal and
monetary policies, whose goal is to smooth out fluctuations in
output andunemploymentand to stabilizeprices

iv. ThreeMajor Forces
1. The information revolution will continue to enhance
productivity acrossall sectorsof the economy,most notably
in such information dependentindustriesas finance,media,
andwholesaleandretail trade.

2. New technological breakthroughs in areas such as
biotechnologywill createentirely new industries.

3. Increasingglobalizationwill createmuchlargermarketswhile
alsofosteringtougher competition amongglobalbusinesses;
as a result, companieswill need to focus even more on
innovationand costcutting.

v. Projected Trendsand Patterns—there are a number of projections
for the near future. Suddenchangesin environmentalfactors, such
aswar, canalter theseprojections.
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DEMOGRAPHIENVIRONMENT

Demographicenvironment is the study of characteristicsof population such as size of
population,populationgrowth rate and populationdistribution on the basisof gender,age,
income level, level of education,geographiclocation, family structure, etc. these factors
influencethe sizeof demand,buyingpattern, likingandattitude of customers.Demographic
factorsare important to managersasthe changesin these demographicfactors affect the
businessmenplanning.

Totalpopulationdeterminesthe sizeof market,hugepopulationsizeand growth rate brings
a large number of customers,more consumptionand more opportunities for business,
cheapand abundantlabor supplywill also be available.It affectsthe businesspositively.
Anotherdemographicfactor that affectsthe businessis educationlevel.lf educationlevelof
publicis high then the supplyof skilledlabor will increaseand supplyof unskilledlabor will
decrease.In caseof low educationlevel supplyof skilledlabor will decrease.Educationlevel
alsoaffectsthe buyingpattern of customers;if they are highlyeducatedthen the business
enterprisemust be carefulabout the quality of its productsand services.In the sameway,
gender and age composition,income level, geographicallocation etc are also important
demographicfactors.

POLITICAANDLEGAIENVIRONMENT

Legaland politicalfactorsincludelegaland governmentalsystemorganizationsoperate.
Political and legal environment strongly affect the businessdecisions.Aspectswhich are
consideredin political and legal environment are the preferencesand priorities of the
government,political stability in the country,laws/rulesand regulations,taxation policyand
attitude of the governmenttowardsbusiness.

Governmentdecidesthat what sort of economicactivitiesthe country shouldhave,in which
areas the private sector should be encouraged,also defines the areas where foreign
companiesmay enter. Laws and regulationsinfluence the decision making and limit the
businessesfor the country’swellbeing.

THETECHNOLOGICENVIRONMENT

Technologyhas a variety of meanings,but as applied to the environment of business,it
generallyincludesall the waysby which firms createvaluefor their constituents.

f. Productand ServiceTechnologies—the technologiesemployedfor creating
products (both physicalgoodsand services)for customers.Although many
peopleassociatetechnologywith manufacturing,it is alsoa significantforce
in the servicesector.

g. BusinessProcesslTechnologies—areusednot somuchto createproductsas
to improve a firm’s performanceof internal operations(suchasaccounting,
managinginformation flows, creating activity reports, and so forth). They
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also help create better relationshipswith external constituents, such as
suppliersand customers.

i. Enterprise ResourcePlanning—Largescrale information system for
organizingand managinga firm’s processesacross product lines,
departments,andgeographiclocations

SOCICCULTURAENVIRONMENT

Socialand cultural factors affect the working of businessenterprisessignificantly.Socio r
cultural factors include the societalvalues,attitude, customs,religion; beliefs, habits and
preferencesetc. sociocurltural trends haveconsiderableeffect on the demandfor products
e.g.,dominantreligionof any societyhasinfluenceover the buyingbehaviorof that society.

NATURAENVIRONMENT

Geographicaland ecologicalfactors such as changesin weather and climate, earthquake,
floods,stormsand naturalresourcesare consideredin naturalenvironment.Naturalfactors
are not in control of any businessunit howeverwhile consideringnatural factorsmanagers
will develop their product, production planning, marketing planning etc. For example,
weather conditionsinfluencethe buyingpattern, demandfor heaters;sweaterand woolen
cloths will be more in winter while in summer there will be more demand for air
conditioners,fansand colddrinksetc.
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Lecture3

BUSINESSRGANIZATIO& SOLEPROPRIETORSHIP

Businessorganizationis an act of groupingactivitiesinto effectivecooperationto obtain the
objectiveof the business.

Inthe words of L.H.Haney

“It is more or lessindependentcomplexof land, labour and capital, organizedand
directedfor productivepurposesbut entrepreneurialability.”

SCOPBFBUSINESSRGANIZATION

Thescopeof businessorganizationcanbe definedasunder:

Scopeof BusinessOrganization

Sole Partnership Joint Cooperative Combination
Proprietorship Stock Societies
Company

1. SOLEPROPRIETORSHIP
Accordingto D.W.T.Stafford

“It is the simplestform of businessorganization,which is ownedand controlled by
oneman”

Soleproprietorship is the oldest form of businessorganizationwhich is owned and
controlled by one person.In this business,one man investshis capitalhimself.He is all in all
in doing his business.He enjoysthe whole of the profit. Thefeaturesof soleproprietorship
are:

fEasyFormation
fUnlimitedLiability
fOwnership
fProfit
fManagement
fEasyDissolution
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2. PARTNERSHIP
Accordingto PartnershipAct, 1932

“Partnershipis the relation betweenpersonswho haveagreedto sharethe profits of
a businesscarriedon by all or anyof them actingfor all.”

Partnershipmeansa lawful businessowned by two or more persons.The profit of
the businessshared by the partners in agreed ratio. The liability of each partner is
unlimited. Smalland mediumsizebusinessactivitiesare performedunder this organization.
It hasthe following features:

fLegalEntity
fProfitandLossDistribution
fUnlimited Liability
fTransferof Rights
fManagement

fNumberof Partners

3. JOINTSTOCKOMPANY

Accordingto S.E.Thomas

“A companyis an incorporatedassociationof personsformed usuallyfor the pursuit
of somecommercialpurposes”

A joint stock companyis a voluntary associationof personscreatedby law. It hasa
separatelegal entity apart from its members. It can sue and be sued in its name. In the
joint stockcompany,the work of organizationbeginsbefore its incorporationby promoters
andit continuesafter incorporation. Thejoint stockcompanyhasthe followingfeature:

fCreationof Law
fSeparateLegalEntity
fLimitedLiability
fTransferabilityof shares
fNumberof Members
fCommonSeal

4. COOPERATINEOCIETIES

Accordingto Herrik

“Cooperationis an action of personsvoluntarily united for utilizing reciprocallytheir
own forces,resourcesor both undermutual managementfor their commonprofit or
loss.”
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CooperativeSocietiesare formed for the help of poor people. It is formed by economically
weakpersonsof the society. In this form of organization,all membersenjoyequalrights of
ownership. Thefeaturesof cooperativesocietyare asunder: r

fEasyFormation
fProtectionof Mutual Interest
fLimitedLiability
fEqualDistributionof Wealth
fEqualRights
S. COMBINATION
Accordingto J.L.Hanson
“Combinationis the association,temporaryor permanent,of two or morefirms.”
Businesscombinationsare formed when severalbusinessconcernundertakingunits
are combined to carry on businesstogether for achievingthe economic benefits. The
combination among the firms may be temporary or permanent. The salient features of
businesscombinationare:
fEconomyin Production
fEffectiveManagement

fDivisionof Labour
fDestructiveCompetition

IMPORTANCEBFBUSINESSRGANIZATION

Thefollowing points elaboratethe role of businessorganizations:

1. Distribution

Another benefit of businessorganizationis that it solvesthe problemsof marketingand
distribution like buying,selling,transporting,storageand grading,etc.

2. Feedback

An organization makes possible to take decisionsabout production after getting the
feedbackfrom markets.

3. FinanceManagement

It also guidesthe businessmanthat how he should meet his financialneedswhich is very
beneficialfor makingprogressin business.
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4. Fixingof Responsibilities

It also fixes the responsibilitiesof each individual. It introducesthe schemeof internal
check.In this way chancesof errorsandfraudsare reduced.

5. Minimum Cost
It helpsin attainingthe goalsand objectivesof minimum costin the business.
6. Minimum Wastage

It reducesthe wastageof raw materialand other expenditures.In this waythe rate of profit
isincreased.

7. ProductGrowth

Businessorganizationis very useful for the product growth. It increasesthe efficiencyof
labor.

8. QuickDecision

Businessorganizationmakesit easyto take quickdecisions.

9. RecognitionProblems

Businessorganization makes it easy to recognizethe problems in businessand their
solutions.

10. Reducesthe Cost

Businessorganizationis usefulin reducingthe costof productionasit helpsin the efficient
useof factorsof production.

11. SecretariatFunctions
It alsoguidesthe businessmanaboutthe bestway of performingthe secretarialfunctions.
12. SkilledSalesmen

It is also a benefit of the businessorganizationthat it providesthe skilled salesmenfor
satisfyingvariousneedsof the customers.
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13. Transportation

It is anotherbenefit is that it guidesthe businessmanthat what type of transport he should
utilize to increasethe salesvolumeof the product.

PREREQUISITES-BUSINESS

Followingarethe mainpre rerquisitesof a successfubusiness:

1. Selection

Thefirst and most important decisionbefore starting a new businessis its selection.If once
a businessis established,it becomesdifficult to changeit. One should make a detailed
investigationin the selectionof business.

2. FeasibilityReport

A personshouldpreparethe feasibility report about the businessto be started. Thisreport
will providethe factsand figureswhetherbusinessis profitable or not.

3. Nature of Business

There are various types of business like manufacturing, trading and services. The
businessmanshoulddecidethat what type of businesshe would like to start.

4. Demandof Product

Thebusinessmanalso keepsin view the demandof the product which he wants to sell. If
the demand is inelastic,the chancesof successare bright. If the demand of a product is
irregular,seasonaénduncertain,suchbusinessshouldnot be started.

5. Sizeof Business

The Sizeof businessmeansthe scaleof business.The size of businessdependsupon the

demand of commodity in the market and organizational ability of entrepreneur. The
determinationof sizeof businessis animportant decisionof a person.
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6. Avalilability of Capital

Availability of capital is an important factor in the business.Capital is required for the
purchaseof land, machines,wagesand raw materials.A businessmanmust decidethat how
muchcapitalhe canarrange.

7. BusinessLocation

A businessmanhasto selectthe placewhere he wantsto start his business.He shouldselect
that placewhere raw material, cheaplabour and transportation facilities are available. He
shouldalsocheckthe locationof businesscompetitors.

8. GovernmentPolicy

Thebusinessmanshouldalsocarefullyconsiderthe policiesof governmentbefore starting a
new business. Some areas are declared as ‘tax free zones’ and for some particular
businessesthe loanis providedwithout anyinterest.

9. Availability of RawMaterial

Availability of Raw material is essentialto produce the goodsat low cost. Sometimesthe
raw material is to be imported which may create problem for him. Soa businessmanmust
keepthis factor in mind.

10. Availability of Machines

Availabilityof new machinesis alsoan important factor for a business.A businessmanmust
seewhether thesemachinesare easilyavailableinsidethe country or not. If theseare to be
imported then it maycreatethe problemsfor him.

11. Availability of Labor

Skilledand efficient labor is essentialto run the businessin profit. But if efficient and skilled
laboris not availablewhere businessis goingto be startedthen it will not be profitable.

12. Meansof Transportation

Quickand cheapmeansof transportation are essentialfor low cost of production and high
profit rate. A businessmanmustkeepin view this factor.

13. PowerResources

There must be availability of power resources like water, oil, coal and electricity. So
businessmanmust keepin view this factor.
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14. HiringEmployees

A businessmanmust hire the efficient and competent employeesin the business.The
proper training must be givento employees.

15. ProductPricing
Abusinessmanmustdecidethe price of hisproduct. In the beginningthe price mustbe low.

He must keep in view that whether he will cover cost of his product and other expenses
with suchprice.

FUNCTIONSFBUSINESS

Followingare the mainfunctionsof abusiness:

1. Production

Productionof goodsand servicesis the first main function of the business.Theproduction
must be regular.The goodsand servicesmust be producedin sucha way which can satisfy
humanneeds.

2. Sales

Thesaleis anotherimportant function of the business.Salesare of two types:

fCashsales
fCreditsales

Thesalemust be regularand at reasonableprice.lt is very difficult job becausethere is hard

competitionin eachmarket.

3. Finance

It is also an important function of the businessto securefinance.Financeis required for
establishmentandexpansionof business.Thereare two sourcesof raisingfunds:

€) Owner’'sCapital
(b) BorrowedFunds
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4. ManagementFunction

“To do things efficiently and effectively” is known as management. The functions of
managementare:

fPlanning
fOrganizing
fLeading
fControlling
fStaffing

Themanagementalsoprovidesdirectionfor all subordinates.
5. Innovation

In this era of competition, for the survival of business,innovation is essential. The
businessmanmust try to find new techniquesof production becausethe businessmay not
sellpresentoutput in future.

6. Accounting

Another function of the businessis to maintain its recordsproperly. To record the business
activities is called accounting. With proper accounts, the owner can know the actual
performanceof businessand chancesof fraud arereduced.

7. Marketing
Accordingto HarryHenser

“Marketing involvesthe designof the productsacceptableby the consumersand the
conductof those activities which facilitate the transfer of ownershipbetweenseller
andbuyer.”

Through marketing, goods are moved from producers to consumers. It is an
important function of the business. This function includesbuying, selling,transportation,
product designingand storage, etc. The concept of marketing mix is very important in
marketing.It includesfour Ps:

fProduct
fPrice
fPlace
fPromotion
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8. Quality Improvement

Quality of product must be improvedto increasethe sale.If quality of product is poor then
businessmaysufferaloss.

9. Motivation

Motivation is very essential for increasing the efficiency of employees. Motivation
encouragesthe employeesto givetheir bestperformance.

10. Research
Researchis also an important function of any business.Researchis a search for new
knowledge. By research,businessbecomesable to produceimproved and new goods.The

researchis of two types:

fBasicResearch
fAppliedResearch

11. PublicRelation

It is very important function to makefriendly relationswith public, in this way salesvolume
isincreased.

SOLEBPROPRIETORSHIP

SoleProprietorshipandits Characteristics

Soleproprietorshipis a simpleand oldest form of businessorganization. Its formation does
not require any complicatedlegal provisionlike registrationetc. It is a small scralework, as
itis owned and controlled by one person,and operated for his profit. It is also known as

“sole ownership”,“individual partnership”and “singleproprietorship”.
DEFINITION

Followingare someimportant definition of soleproprietorship:

1. Accordingto D.W.T.Staffod

“It isthe simplestform of businessorganization,whichis ownedand controlledby
oneman.”

© CopyrightVirtual Universityof Pakistan 28
Join VU Group: https://chat.whatsapp.com/FKEWIf10S1HCANQgILSCAfL



https://chat.whatsapp.com/FkEWIf10S1HCANglLscAfL

Introductionto Business—MGT211 VU

2. Accordingto G.Baker
“Soleproprietorshipis a businessoperatedby onepersonto earnprofit.”
CHARACTERISTICS
Followingare the maincharacteristicsof soleproprietorship:
1. Capital

In soleproprietorship,the capitalis normallyprovidedby the owner himself. However,if
additionalcapitalis required,suchcapitalcanbe increasedby borrowing.

2. EasyDissolution

Thesoleproprietorshipcanbe easilydissolved,asthere are no legalformalitiesinvolvedin
it.

3. EasilyTransferable
Suchtype of businesscaneasilybe transferredto anotherpersonwithout anyrestriction.
4, Freedomof Action

In soleproprietorship,singleowner is the solemasterof the business;therefore, he hasfull
freedomto take action or decision.

5. Formation

Formationof soleproprietorshipbusinessis easyascomparedto other business,becauseit
dosnot require anykind of legalformality like registrationetc.

6. LegalEntity
In soleproprietorship,the businesshasno separatelegalentity apartfrom the soletraders.
7. LegalRestriction

Thereare nolegalrestrictionsfor soletradersto setup the business.Butthere maybe legal
restrictionsfor settingup a particulartype of business.

8. Limited Life

Thecontinuity of soleproprietorshipis basedon goodhealth,or life or death of the sole
owner.
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9. Management

In soleproprietorship,the control of managementof the businesslieswith the soleowner.
10.  Ownership

Theownershipof businessin soleproprietorshipis ownedby one person.

11. Profit

Thesingleowner bearsfull riskof business,therefore, he getstotal benefit of the business
aswell astotal loss.

12. Size

Thesizeof businessis usuallysmall. Thelimited ability and capitaldo not allowthe
expansionof business.

13. Successof Business

Thesuccessand goodwillof the soleproprietorshipis totally dependentupon the ability of
the soleowner.

14. Secrecy
A soleproprietorshipcaneasilymaintainthe secrecyof hisbusiness.
15. Unlimited Liability

A soleproprietor hasunlimitedliability. In caseof insolvencyof business,eventhe personal
assetsare usedby the ownerto payoff the debtsand other liabilities.

ADVANTAGESFSOLEPROPRIETORSHIP
Followingare the advantagesof soleproprietorship:
1. Contactedwith the Customers

In soleproprietorshipa businessmanhasdirect contactwith the customerandkeepsin
mind the like anddislikesof the publicwhile producinghis products.

2. DirectRelationshipwith Workers

In soleproprietorshipa businessmanhasdirect relationshipwith workers. He canbetter
understandtheir problemsandthen tries to solvethem.
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3. EasyFormation

Its formation is veryeasybecausethere are not legalrestrictionsrequiredlike registration
etc.

4, EasyDissolution

Its dissolutionis very simplebecausethere are no legalrestrictionsrequiredfor its
dissolutionandit canbe dissolvedat anytime.

5.  EasyTransferof Ownership

A soleproprietorshipcaneasilybe transferredto other personsbecauseof no legal
restrictioninvolved.

6. Entire Profit

Soleproprietorshipis the only form of businessorganizationwhere the ownerenjoys100%
profit.

7. Entire Control

In soleproprietorshipthe entire control of the businessis in the handsof one person. He
cando whateverhe likes.

8.  Flexibility

Thereis greatflexibility in soleproprietorship. Businesspoliciescaneasilybe changed
accordingto the marketconditionsand demandof people.

9. Honesty

Thesolemasterof the businessperformshis functionshonestyand effitively to makethe
businesssuccessful.

10. Independence

It isanindependentform of businessorganizationandthere is no interferenceof anyother
person.

11. PersonalSatisfaction

Asall the Businessactivitiesare accomplishedunderthe supervisionof soleowner,sohe
feelspersonalsatisfactionthat the businessis runningsmoothly.
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12.  PrimeCreditStanding
A soleproprietor canborrow moneymore easilybecauseof unlimited liability.
13.  QuickDecisions

Soleproprietor canmakequickdecisionsfor the developmentand welfare of hisbusiness
andin this way cansavehistime.

14. Personallnterest

A soleproprietor takeskeenintere4stin the affairsof businessbecausehe aloneis
responsiblefor profit and loss.

15.  Savingin Intereston BorrowedCapital

Sometimes,a soleproprietor borrowsmoneyto increasehis capital,from hisrelatives,
without interest.

16. Savingin LegalExpenses

Asthere areno legalrestrictionsfor the formation of soleproprietorshipsoit helpsin
increasingsavingsaslegalexpensesare reduced.

17.  Savingin ManagementExpenses

Theowner of the businesshimselfperformsmostof the functionssoit r educesthe
managementexpenses.

18.  Savingin Taxes

Thetax ratesare verylow on soleproprietorshipbecauseit isimposedon the incomeof
singleperson.

19. Secrecy

It isanimportant factor for the developmentof business.A soletrader caneasilymaintain
the secrecyaboutthe techniquesof productionand profit.

20. SocialBenefits

It is helpfulin solvingmanysocialproblemslike unemploymentetc.
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DISADVANTAGESSOLEPROPRIETORSHIP
Thedisadvantagesf soleproprietorshipcanbe narratedasunder:
1. Continuity

Thecontinuity of soleproprietorshipdependsuponthe healthandlife of the owner. In case
of death of the owner the businessno longercontinues.

2. Chancesof Fraud

In soleproprietorship,properrecordsare not maintained. Thisincreasesthe chancesof
errorsand fraudsfor dishonestworkers.

3. ExpansionDifficulty

In soleproprietorship,it is verydifficult to expandthe businessbecauseof the limited life of
proprietor andlimited capital.

4. Lackof Advertisement

Asthe sourcesof singlepersonare limited sohe cannotbearthe expenseof advertisement,
whichis alsoa major disadvantage.

5. Lackof Capital

Generally,one mranresourcesare limited, so due to financialproblemshe cannotexpand
hisbusiness.

6. Lackof Inspectionand Audit

In soleproprietorshipthere is lackof inspectionand audit, which increasesthe chancesof
fraud andillegaloperations.

7. Lackof Innovation

Dueto fear of sufferingfrom loss,a soleproprietor doesnot usenew methodsof
production. So,there is no inventionor innovation.

8. Lackof PublicConfidence

Thepublic showslessconfidencein this type of businessorganizationbecausethere isno
legalregistrationto control and wind up the business.
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9. Lackof SkilledPersons

Onepersoncannothire the servicesof qualifiedandskilledpersonsbecausehe haslimited
resources.lt is alsoa greatdisadvantage.

10. ManagementDifficulty

Onepersoncannotperform all typesof dutieseffectively. If heisa goodaccountant,he
maynot be a goodadministrator. Dueto this, businesssuffersa loss.

11. Much Strainon Health

In this type of businessorganizationthere is muchstrainon the health of the businessman
becausehe alonehandlesall sortsof activities.

12. Not Durable

Thistype of businessorganizationis not durablebecauseits existencedependsuponthe life
of soleproprietor.

13. PermanentExistence

In this type of businessthere isa needof permanentexistenceof a businessman.In caseof
absencefrom businessfor few daysmaybecomethe causeof loss.

14. Riskof CarelessDrawings

In soleproprietorship,owner himselfis a boss. Thereis no questionto hisdecisionsor
actions. So,there isariskof carelessdrawingsby him.

15. Riskof Loss

In caseof soleproprietorshipasinglepersonbearsall the losses,whereasin the caseof
partnershipor JointStockCompanyall the partnersor membersbearthe loss.

16. Unlimited Liability

In soleproprietorshipthere is unlimited liability. It means,in caseof losspersonalproperty
of the owner canbe soldto satisfythe claimants. It is a greatdisadvantage.
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CONCLUSION

From the abovemrentioned detail, we come to the point that despite the above
disadvantagessole proprietorship is an important form of businessorganization. This is
due to the fact that its formation is very easyand due to unlimited liability the owner takes
great careand interest in the business,becausein caseof loss,he is personallyresponsible.
As he enjoys entire profit, this factor also encourageshim to work with great efficiency
which promoteshisbusiness.

PARTNERSHIP

Partnershipandits Characteristics

Partnershipis the secondstagein the evolutionof forms of businessorganization. It means
the associationof two or more personsto carryon asco 0 w ners,i.e. a businessfor profit.
The personswho constitute this organization are individually termed as partners and
collectivelyknown asfirm; and the name under which their businessis conductedis called
“The FirmName”.

In ordinary businessthe number of partners should not exceed20, but in caseof banking
businessit must nor exceed 10. This type of businessorganization is very popular in
Pakistan.

DEFINITION

1. Accordingto Section4 of PartnershipAct, 1932

“Partnershipis the relation betweenpersonswho haveagreedto sharethe profits of
a businesscarriedon by all or anyof them actingfor all.”

2. Accordingto Mr. Kent
“A contractof two or morecompetentpersonsto placetheir money,efforts, labour

andskills,someor all of them, in a lawful commerceor businessandto dividethe
profits and bearthe lossesin certainproportion.”
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StructuralDiagram:

PARTNERSHIP

»
»

&
<

Themain characteristicsof partnershipmaybe narratedasunder:

CHARACTERISTICS

1. Agreement

Agreementis necessaryfor partnership. Partnershipagreementmaybe written or oral. It is
better that the agreementisin written form to settle the disputes.

2. Audit

If partnershipis not registered,it hasno legalentity. Sothere isno restrictionfor the audit
of accounts.

3. Agent
In partnershipeverypartner actsasan agentof anotherpartner.
4. Business

Partnershipis a businessunit anda businessis alwaysfor profit. It mustnot includeclubor
charitabletrusts, set up for welfare.

5. Cooperation

In partnershipmutual cooperationand mutual confidenceis an important factor.
Partnershipcannottake placewith cooperation.

6. Dissolution

Partnershipis atemporaryform of business.It is dissolvedif a partnerleaves,diesor
declaredbankrupt.
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7. LegalEntity

If partnershipis not registered,it hasno legalentity. Moreover,partnershiphasno
separatelegalentity from its membersandvice
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Lecture 1

INTRODUCTION

CONCEPT OF BUSINESS

Literally, the word “business” means the state of being busy. Generally, the term business
includes all human activities concerned with earning money. In other words, business is an
activity in which various persons regularly produce or exchange goods and services for
mutual gain or profit. The goods and services produced or purchased for personal use are
not included in “business”.

DEFINITION

1. According to L. H. Haney
“Business may be defined as human activities directed toward providing or acquiring
wealth through buying and selling of goods.”

2. James Stephenson says that:
“Every human activity which is engaged in for the sake of earning profit may be
called business.”

3. In the words of B. W. Wheeler
“An institution organized and operated to provide goods and services to the society,

under the incentive of private gain” is business.

Structural Diagram

Business

Buying and Buying and
Selling Selling

Wealth

A
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