

7

[bookmark: _GoBack]Chapter #01
Introduction to Business
Definition of BUSINESS: 
Business is any legal and economic activity that involves the production of goods and services, and buying and selling of goods and services for the purpose of earning profit.
OR 
All economic activities connected with production and exchange of goods and services to earn profit is called business. 
Features of Business:
Following are features of Business.
Legal and economic activity: 
Every business is a legal and economic activity. An illegal activity by a person is not a business. Business must be an economic activity. Any activity that is not for earning profit is not a business.
Production of goods and services: 
The production of goods and services is a feature of business. In business, the businessman is involved in production of goods. Goods are anything of use.
For example, chair, television, mobile, computer etc.
Earning of profit: 
The sole aim of every business is to earn the profit. Any activity that is not for the purpose of profit is not a business. But businesses are also facing the risk of loss.

Series of deals: 
A business is a series of deals. A single transaction would not be a business. For example, if a doctor sold his car and also earned some profit, it would not be a business.  
Risk of loss: 
Every business is for the purpose of profit but there is also a chance of loss always. And it is a reality that higher the risk, higher the return.  




INDUSTRY:
Industry is that part of business which involves production of goods and services. It is a place where the raw material is converted into finished goods or semi finished goods.
Industry can be classified into the following categories.
Primary industry: 
Primary industry is involved in the production of raw materials which are used in the secondary.
For example, wood, water, plastic, bricks etc.
Secondary industry: 
Secondary industry is involved in the production of finished goods. Raw materials for production of finished goods and semi finished goods are provided by the primary industry.
For example, furniture, processed mineral water, marker and buildings etc. 
Commerce: 
Commerce is also a part of business. Commerce involves the transfer of goods to ultimate consumers. 
1. Trade: 
Trade means exchange of goods. It includes the buying and selling of goods within and outside the boundary of a country. 
a. Home trade : The buying and selling of goods within the boundary of country is called home trade. In home trade the buyer and seller are related to the same country. Home trade is also known as local, internal, domestic, national trade. 
i. Wholesale trade: 
In wholesale trade goods are selling in large quantities to resellers. 
ii. Retail trade: 
Retailing means selling the goods in small quantities to ultimate consumers.
2. Foreign Trade: 
Exchange of goods and services between two or more countries is called foreign trade. Foreign trade is also known as outside, external and international Trade. 
i. Import trade: 
Import trade means buy goods from other countries and bring it to home country.
ii. Export trade: 
Export trade means to sell the goods to other countries.
Aids to trade: 
Aids to trade, are the elements provide help in trade. Without these following elements trade is not possible. 
Finance: 
Finance is the life blood of every organization. Finance is a necessity of trade. There is no trade when there is no finance. 
Agent: 
Agent is a person who brings together buyer and seller. Agents facilitate in trade. 
Transport: Transport is the movement of goods from the place of production to the place of consumption. With the help of transport the goods are bring to place where they needed. 
Insurance: 
Life is full of risk. Like in transportation there is a risk of loss. To cover this loss we need some protection. Insurance provides the security to any buyer. 
Warehouse: 
Warehouse is a kind of storage. When a buyer purchases goods in large quantity, he has to store it for future sales. 
Advertizing: 
Advertizing is a kind of publicity. The trader has to advertize the goods to public for sale. 
QUALITIES OF A GOOD BUSINESSMAN:
Knowledge of Business:  
The businessman should have a thorough knowledge of his business. He should have the knowledge of trade, finance, marketing, income tax laws etc.
Ability to Plan & Organize: 
An entrepreneur, if he is to shine in business, must have the ability to plan and organize it.
Honesty:  
A businessman should be honest in dealing with others.
Market knowledge:  
A good businessman should have market information. He should check market trends and demands of a customers. 
Foresight: A good businessman should be careful about the future demands of the customers. If he fails to fulfill the demands of customers, he will face loss.
Hardworking: A good businessman is a hard worker. He has the ability to work for long hours. 
Courteous: A good businessman must have the quality of courtesy. He must be polite with his customers and employees.
Confident: Another quality of a good businessman is that he must be confident.
Patience: Patience is an asset for a businessman. He has to meet many people for the business matters, so he has to need patience, dealing with people.
Importance of Business:




Production of Goods: 
The business of today is making the best possible use of the scarce resources for producing goods on a larger scale. The use of automatic machines, new materials, new processing methods etc have not only lowered the cost of production of goods but has helped the producers in producing goods in desired quality and quantity.
Distribution: 
Marketing and distribution problem is also being solved by the business organization.
Minimum Wastage: 
Business organization reduces the wastage of material and other expenditure. So rate of profit increases.
Employment: 
Business of today has generated employment both in the rural and urban areas on a bigger scale.
Innovations:	
The business of today is all the time busy in making improvements by introducing new products, for example, credit cards, mobile phones, e-commerce, Tele-shopping etc. 
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Chapter #02
Sole Proprietorship
Kinds of Business:
Business has the following main kinds.
1. Sole Proprietorship
2. Partnership
3. Company
Sole Proprietorship:
Sole Proprietorship is a simple and oldest form of business. Its formation does not require any registration or legal process.
In this form of business a single trader not only makes plans but also selects a suitable location for the business. He provides capital for the business and also work as an employee for his business. He is solely responsible for the profit and loss of his business. 
Definition of Sole Proprietorship:
D.W.T Stafford defines it in the following words.
 “It is a simplest form of business which is owned and controlled by one man.”
“Sole Proprietorship is a type of business organization in which one person owns and operates a business.”             (Mr. Martin)
“ Sole Proprietorship is a business operated by one person to earn profit.”    


Examples of Sole Proprietorship:
1. Retailer
2. Carpenter
3. Barber
4. Shoes shop
5. Restaurant
6. Painters
7. Tourists
8. Beauty parlor
9. Doctor
10. Petrol pumps etc.
Features Sole Proprietorship:
Ownership: 
The ownership of the sole proprietorship is owned by one person. Those persons who do not want to work as employees; they can become the owners by starting such business.  
Formation: 
Formation of sole proprietorship is easy as compared to other forms of business. There is no special law for the formation of Sole Proprietorship. 
Capital:  
Capital is necessary for operating the business. In Sole Proprietorship, the capital is provided by the owner himself.
 
Profit: 
The profit or loss is a symbol of success and failure of any business. In sole proprietorship the single owner makes investment alone, therefore he get total benefit or profit.
Unlimited liability: 
The sole proprietor has unlimited liability. In case of loss, the single owner is responsible to pay the debts from his personal assets.
Limited life: 
Sole Proprietorship depends on the single owner. If he decide to stop the business or he died, the business will be closed. 
Advantages Of Sole Proprietorship:
Easy Formation:  
Its formation is very easy because there is no any legal restriction like registration. So it can be started without the wastage of time.
Easy Transfer:  
This type of business can be easily transferred to another person. At any time a sole trader can transfer his business without any restriction.
Entire Profit:  
A sole trader-ship is the only business where one person enjoys 100% profit.
 Entire Control:
The control and supervision of a business remains in the hands of a one person. He can do whatever he likes.


Easy Dissolution:
This type of business can be easily dissolved and there is no legal restriction for it.
Secrecy:  
It is an important factor for the development of business. A sole trader only can maintain the secrecy in the techniques of production and profit.
 Independence: 
It is an independent form of business and there is no interference of any other person. He is the supreme authority of his business.
Personal Interest: 
A businessman takes keen interest in the business because he knows that he is responsible of profit and loss.
Saving in taxes: 
In such business, the rate of taxes is very low because the taxes imposed on the income of the single owner.
Disadvantages of Sole Proprietorship:
Lack of Capital: 
Generally one man sources are limited. Due to financial problems he cannot expand the business.
Management Problem:  
One man cannot perform all types of duties effectively. If he is a good accountant he may not be a good administrator. Due to this business suffers a loss.


Lack of Specializations:  
One man can not hire the services of qualified and experienced persons because he has limited sources. So he cannot achieve the maximum profit from his investment.
Unlimited Liability:  
In case of loss a proprietor faces the risk of unlimited liability. The personal property of the proprietor can be sold to satisfy the claimants. It is a disadvantage.
Difficulty in Expansion:  
In this business a person cannot expand the business. It remains limited due to limited life and limited capital.
Not Durable:  
This type of business organization is purely temporary and in case of proprietors death of heavy loss it removes.
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Chapter #03
Partnership
Introduction to Partnership
When two or more persons run any legal business under a contract, it is called Partnership. 
The persons who formed who formed the partnership are individually called “partners”. And collectively they are called “firm”.
This type of business was introduced due to following deficiencies of sole trader ship.
I. Shortage of capital.
II. Burden of loss.
III. Failure of managing business affairs.
Definition of Partnership:
According the partnership Act 1932 it is defined in the following words.
“Partnership is the relation between persons who have agreed to share profit of business carried on by all or any of them acting for all.”
	(Section 4 of Partnership act 1932).
“When two or more persons became joint owners of a business and share the profits and losses as agreed is called Partnership”. (JB UKASHA)
Important points of partnership:
1. Partnership is the relation between two or more persons.
2. This relation is only for the purpose of business.
3. The main purpose of this business is to earn profit.
4. Profits of business are divided among the partners.
5. Partners do an agreement. 
6. In partnership, every partner can take a part in the business activity. 
Features of Partnership:
Formation:  
There must be at least two persons and maximum twenty to form a partnership and all such persons must be competent to contract.
Financing: 
The capital is made available to the firm by the partners as per terms of the agreement. It is not necessary that all the partners should contribute equally to the partnership.
Management:  
In a partnership business, every partner has a right to take part in its management. The important business decisions are taken with the consent of all other partners.
Restriction on Transfer of Interest:  
No partner can transfer his share to any other person without the prior consent or willingness of all other partners.
Unlimited Liability Of Partners:  
The liability of the partners of a firm is unlimited. 
Agreement:  
Without agreement partnership cannot be formed. The agreement may be written or oral. But it must be written to settle the future dispute.
Registration: It is not necessary that a partnership may be registered. But in case of unregistered firm many problems can be created.
Advantages of Partnership:
Distribution of Loss:  
If a firm suffers a loss its loss is distributed among all the partners. So single person does not bear all the loss.
No Risk of Fraud:  
In this business each partner can look after the business activities and can also check the accounts. So there is no risk of fraud.
Simple Dissolution:  
Partners may dissolve their business any time. There is no need of legal formalities.
Joint Efforts:  
All the partners work jointly to improve the business. The firm distributes the work among the partners according to their ability and experience. It increases the efficiency of the firms.
Skilled Workers:  
In this business a firm can hire the services of qualified and competent persons due to strong financial position. It increases the profit of the firm.
Larger capital: 
In Sole Proprietorship, the sources of capital remain limited. On the other hand in Partnership every partner provide capital.


Better decision:  
In Partnership business, the number of partners is more than one, therefore the decision making is much better. As it is said that two heads are better than one. 
Disadvantages of Partnership:
Delay in Decision:  
In the partnership all the decision are made by mutual consultation. Sometimes delay in decisions becomes the cause of loss.
Mis-Understanding:  
Generally there is a chance of misunderstanding and dispute among the partners. It becomes the cause of business failure.
Unlimited Liability Of Partners:  
One of the basic defects of partnership is that the partners are personally and jointly responsible for all the debts of the firm, in case the business suffers losses and the business assets are not sufficient to satisfy the claimants on liquidation, the personal property of one or more than one partner can be sold under the court order.
Limited Life of the Business:  
The life of this business is very limited. If any partner dies or new enters into the business, the old partnership may come to an end. In case of internal differences also it can be dissolved.
Transfer of Right: 
In Partnership, no partner can transfer his shares to others without the consent of all the partners. It is a disadvantage in this business.
Lack of secrecy: In case of disputes among the partners the business secrets can be revealed. Whereas, it does not happen in sole Proprietorship. 
Kinds of Partners:
There are different kinds of Partners which are following.
1. Active Partner:  
A person who provides his share in capital and also takes active part in the management. The development of business depends upon the active partners.
2. Sleeping Partners: 
These partners only provide capital and also share the profit and loss of the business. A sleeping partner does not take part in the management of a firm.
3. Secret partner:  
He takes active part in the business but public does not know him as a partner of the firm. He is liable to pay all the debts of the firm.
4.  Minor Partner:  
A minor may become partner with the consent all the partners. A minor is only admitted in the profits of the business only. He has no liability of loss.
5. Unlimited Partner:  When the liability of the partner is unlimited is called unlimited partner. The debts of the firm can be paid even by the personal property of the partner.

6. Limit Partner:  A Partner whose loss responsibility is restricted to his share only is called limited partner. He cannot take part in the management of a firm.

Forms of Partnership:

Partnership for Fixed Period:  
When the business partnership is formed for the definite period of time it is called partnership of time it is also called partnership to the fixed period. At the expiry of this period partnership comes to an end.
Partnership at Will:  
Duration period of partnership is not fixed before starting the business. It can be dissolved by and partner by serving the notice to other partners. It may be created under the following circumstances.
· When the partnership is formed for indefinite period.
· When the partnership is formed for a definite period but it remains continue after the expiry of this period.
· If a partnership is formed to complete a particular venture but it remains continue after its completion. It is called partnership at will.
Particular Partnership:  
When a partnership is formed for the object of conducting a particular business. It is called particular partnership. The particular undertaking he cannot be extended to any other business.
Limit Partnership:  
This type of partnership is not available in Pakistan. In this organization the liability of some persons is limited to their invested capital and other persons are liable for all the obligations of the firm.
Partnership Deeds:
Partnership agreement in writing is called partnership deed. Partnership deed is a document which is signed by all the partners and which contains all the matters determining and governing the mutual rights duties and liabilities of the partners in the conduct and management of the affairs of the partnership. In the partnership agreement terms and conditions relating to partnership and the regulations governing to its internal management are included. This agreement may be written or oral. But it is necessary that it should be in writing.
· Clauses or Contents of Partnership Deed:- 
· Name and location of business
· Nature of the business
· Amount of Capital contributed by each partner
· Duties, powers and obligations of all the partners.
· Length or Life of business
· Method of distribution of profits and sharing of the losses.
· Method of admitting a new partner.
· Procedure of withdrawal of a partner
· Valuation of Good Will on Admission or Retirement or Death of partner.
· Salary, if any, payable to the partners for managing the firm.
· The method of preparing accounts and arrangement for audit.
· Procedure for the dissolution of the firm and settlement of accounts.
· Operation of bank account.
Partnership Dissolution:
 According to the partnership act 1932 the dissolution of partnership between all the partners of a firm is called the dissolution of firm. When a firm is dissolved all the business activities must come to an end. This dissolution of a firm can take place due to the following reasons.
Dissolution by Agreement:  
If all the partners are willing to dissolve the firm and they do agreement to dissolve if then it can be dissolved.
Dissolution by Notice:  
If the partnership is at will the firm may be dissolved by any partner serving notice to the existing partners of his intention to dissolve the firm.
Compulsory Dissolution:  
A firm is bound to be dissolved in any of the following circumstances:- 
 Insolvency of any partner becomes the cause of dissolution
If the business of the firm is against public interest and is declared unlawful
Contingent Dissolution:  
A firm is dissolved automatically on the happening of following certain events.
On the expiry of the period for which the partnership firm was established.
On the completion of the specific objective for which the firm was started.
On the death of a partner.
When a partner is declared insolvent.
Dissolution by Court: 
· The court may dissolve the firm on the following grounds.
· A partner has become of unsound mind.
· Breach of Agreement.
· Continuous loss.
· Misconduct of a Partner
· Case of Mad partner
· Incapability of Partner. 
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Chapter #04
Joint Stock Company
Introduction: 
Due to increase in the need of the people and development of human culture, business also got expansion. 
Due to the deficiencies of sole trader ship and partnership another kind of business evolved that is called Joint Stock Company.
Definition: 
“A joint stock company is an artificial person recognized by law with a distinctive name, a common seal a common capital comprising transferable carrying limited liability and having a perpetual succession”.
It is formed and controlled under the company ordinance of the state. It is a very popular form of organization.
Features of Joint Stock Company:
Voluntary association of Persons:  
A company is a voluntary association of persons joining hands with a common motive. For the formation of a Private Company, there must be at least tow members and maximum limit is fifty. In a Public Company, minimum number of members is seven and there is no restriction over its maximum number. 
Separate legal Entity:  
Joint Stock Company has separated entity from its members. It can sue in a court of law in its own name. Everybody knows only the name of the company and its address. Nobody knows about the share holders.


Long Life:  
A Joint Stock company has a long life as compared to the other forms of business organization if any share holders dies or withdraws his capital there is no affect on the continuity of company life.
Limited liability:  
This is the most important characteristic of the company. The liability of each shareholder of the company is limited up to the value of the share purchased by him. In case of loss to the company, a shareholder cannot be called upon to pay more than the value of the shares held by him.
Transferability of Shares:  
The shares of a company are transferable. The shareholders of a company have full freedom to transfer their shares to any one without other shareholders.
Common Seal:
A joint stock company cannot sign itself. A common seal with the name of the company is used as its signature.
Payment of Double Taxes:  
First of all a company pays the tax on the whole dividend. Secondly shareholders pay tax on their individual income. So a joint stock company pays double taxes to the government.
Government Control:  
A joint Stock company has to comply the rules of the Government. It has also to submit the various reports to registrar. A company has also to audit its accounts. 


Advantages of Company:
Following are the advantages of Joint Stock Company: 
1. Expansion of Business :
A joint stock company sells the shares, debentures and bond s on large scale. So, a joint stock company can collect a large amount of capital and can expand its business. 
2. Easy Access to Credit :
A joint stock company can get a huge amount of capital from banks and other institutions.
3. Easy to Exit :
It is easy to separate oneself from a joint stock company by selling his shares.  
4. Employment :
Joint stock companies are also playing very important 
role to provide employment to unemployed persons of 
the country. 
5. Flexibility 
There is flexibility in such business organizations. 
6. Limited Liability 
The liability of the owner is limited. In case of loss, the Shareholders are not required to pay anything more than the face value of The shares.
7. Large Scale Production: Availability of huge amounts of capital makes possible for a joint stock company to produce goods on very large scale, at a lower cost. 


8. Larger Capital 
There is no problem of capital in a joint stock company because there is notlimit formaximum number of members. So, a joint stock company collects capital from many people. 
 10. Long Life 
A joint stock company has a permanent life. If one or more than one shareholder dies, or sells their shares, it makes no difference to the company. New shareholders take their place. 
 11. Long‐term Projects 
A joint stock company has a permanent and long life and huge capital. Such organizations can undertake the projects, which may give profit after many years.
DISADVANTAGES OF JOINT STOCK COMPANY:
Some of the disadvantages of the joint stock company are given below:
1. Initial Difficulties :
It is more difficult to establish a joint stock company as compared to other business organizations. 
2. Lack of Interest: 
Most shareholders become relaxed and leave all the functions to be carriedout by the directors. This usually encourages the directors to promote their own interest at the cost of the company. 

3. Labor Disputes: 
In such organization there is no close contact of the workers with the owners or the shareholders. This leads to formation of labor unions to fight against the company’s management. 
 Lack of Responsibility: 
There is lack of personal interest and responsibility in the business of a joint stock company. 
If any mistake occurs, everybody tries to shift or transfer his responsibilities to other persons and he remains safe.  
5. Lack of Secrecy: 
A joint stock company cannot maintain its secrecy due to the reason that a company has to submit various reports to the registrar.  
6. Lack of Freedom 
A joint stock company cannot perform its functions freely because it has to submit various reports to the registrar form time to time.  
7. Double Taxes 
A joint stock company has to pay double taxes to the government. Firstly, company pays tax on the whole profit of the company. Secondly, every shareholder pays tax on his individual income. 
8. Late Decision 
In joint stock company, the decision making process in time consuming because a meeting is necessary to solve the business problems and matters. 



11. Centralization of Power 
In joint stock Company, all the powers have in a few hands and due to this; an ordinary shareholder cannot participate in the affairs of a company.  
Forms of Company:
Private Limited Company: 
A Private limited company is an association of at least two members but the maximum number of them cannot exceed fifty. It restricts the right of its members to transfer their shares in the company. It also prohibits any invitation to the public to subscribe to its shares or debentures. It can be registered if it complies all the three restrictions mentioned above. A private limited company suits the needs of those persons who wish to take advantages of limited liability of its members and at the same time keep the business as private as possible.
Public Company:  
A public company must have at least seven members to form it. There is no restriction to the maximum number of members. Public company issues a prospectus for inviting people to purchase its shares. The liability of the members is limited to the value of shares purchased by them. The shares of public company are freely sold and purchased in the stock market.
Important documents of a Joint Stock Company:
There are following important documents of a company.
1. Memorandum of Association.
2. Articles of Association.
3. Prospectus. 
Memorandum of Association
 It is the most important document. It defines the constitution of the company. It contains the fundamental conditions upon which a company is registered. It is a foundation on which the structure of the company is based. it is a charter of the company. A company can work only for particular objective mentioned in the memorandum of association. A company can not change the memorandum of association without the permission of court. So it should be prepared carefully.
Contents of Memorandum:-  
Name Clause:
With every Public company name “Limited” word must be used. And with the Private Company we use the word “Private Limited”
Situation Clause:
Situation clause means the location where head office of the company exist. All correspondence is done at the office Address.
Place for holding annual meeting of the company
Object Clause:  
It indicates a series of objects for which the company's started. It is quite complicated to alter the object later on.
Liability Clause:
This clause shows the liability of the shareholder.
Capital Clause:
The capital clause shows the total amount of the share capital with which a company is registered. 
Association and Subscription Clause:
This clause contains a declaration by the subscribers (7 persons in public company and 2 in a private Ltd. company)
Articles of Association:
An article of association is a legal document second in importance to memorandum of association. The Articles of Association are the regulations or by laws which govern the internal organization and conduct of a company. In other words, it is concerned with the procedural matters in the routine conduct of the affairs of the company.
i) Amount of shares capital issued, transmission of shares.
ii) Rights of shareholders regarding voting, dividend , return of capital.
iii) Rules regarding issue of shares and debentures.
iv) Procedure as well as regulations in respect of making calls on shares.
v) Manner of transfer of shares
vi) Rules regarding appointment of directors, managing directors, agents, secretaries and treasures.
vii) Number, qualification, remuneration, powers, and liabilities of directors.
viii) Declaration of dividend.
ix) Rules for forfeiture.
x) Rules regarding the winding up of the company.




Prospectus:
It is a document advertised by a company for raising the capital. In this, the general public is invited to purchase shares. It also contains the date of issue.
	CONTENTS
1. All points of memorandum.
2. Name and address of company
3. Name and addresses of directors.
4. Name and addresses of auditors.
5. Balance sheet of the company.
6. Duties and remuneration of Directors.
7. Kinds of shares.
8. Sale of shares(at par, discount or premium)
9. Minimum subscription on which the directors may allot the shares.
10. Business Contracts. 
Share Capital:
It is the total amount of money which is subscribed by the shareholders for the purposes of a company.
Kinds of Share Capital:
Registered or Authorized Capital:
The total amount of the capital with which a company intends to be registered. It is divided in the units of shares of definite face value.
Issued Capital:
It is that part of authorized capital which is offered for sale to the public in the form of shares.
Un-issued Capital:
That amount of authorized capital which is not offered to the public for sale in the form of shares. But it can be issued at any time.
Called up Capital:
It is the amount on the shares which is actually demanded by the company.


Paid Up Capital: 
The portion of called up capital which has been paid up actually by the shareholders.
Calls in Arrears:
It is difference between the called up capital and paid up capital.
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Chapter #05
Foreign Trade
Introduction: 
When goods and services are exchanged within the boundaries of one country, it is called home trade. And if the exchange involves two or more countries then it is known as foreign trade.
For example, Saudi Arabia has oil stock, if they sell it to America, it is called foreign trade. And if Saudi Arabia buys steel from England, it is also called foreign trade.  
Definition: 
When there is any dealing between two or more countries, it is Foreign Trade.
Foreign Trade is the exchange of goods and services between the citizens of two or more countries.
Causes of Foreign Trade:
Every country cannot produce every thing which it needs. So, it has to import from other country.
It creates better relationship among different Countries as it fulfill the needs of others.
This helps in getting the advantage of division of labor.
It broadens the market of countries product.
Advantages of Foreign Trade:
Maximum use of natural resources:
Foreign trade helps each country to specialize in the production of those goods for which it is best suited. It, thus, leads to maximum use of its natural resources.
Availability of goods:
It enables a country to obtain goods by importing which it cannot produce due to higher costs at home.
Specialization:
Foreign trade leads to specialize in the production of goods. Specialization leads to lowering of costs and improving the quality of goods. The countries, therefore, benefit from international trade.
Economies of large scale:
The expansion of foreign trade leads to production of goods on large scale. The economies of large scale production are thus availed by the trading countries of the world.
Stability in Price:-
Foreign trade equalizes prices of goods throughout the world (Ignoring cost of transporting, Taxes)
Benefits to consumers:-
The consumers are able to get those goods which are not produced in their own countries.
Ability to face natural calamities:-
International trade helps a country to face natural calamities such as famine, earth quake, floods. The effected countries area able to import goods which they are short in supply.
Discouragement to monopolies: International trade discourages the formation of monopolies in a country. If there is a combination of certain business units and they raise a prices of goods higher than the market the government imports those goods to reduce the prices in the country.
Better employment opportunities:- 
As the foreign trade expands, it creates jobs, and provides better employment opportunities for the people both in and outside the country.
Disadvantages of Foreign Trade:
Dependence: Developing countries regularly import goods of basic needs such as, petrol, foodstuff, and medicine and do not take interest in producing these goods. In days of war and emergency supply of these countries can be cut off and these importing countries suffers.
Disadvantage for home industry: Due to imported goods the sale of domestic products decreases, which is a disadvantage of foreign trade.
Unemployment: When goods are imported, there is no need of production in the importing country. The importing country can face a problem of unemployment.  
				







Chapter #06
Business Finance
Business finance refers to money and credit employed in business. Finance is the base of business. It is required to purchase assets and for the flow of economic activities. It is infect the life blood and nerve centre of industrial and commercial enterprises.
“Business finance is the flow of capital and credit that makes the business possible”. (J.B Ukkasha) 
Characteristics:
· Includes all types of funds
· Required by all types of organization business
· Amount required varies
· Funds required Vary from time to time
Financial Needs of Business:
Every business needs capital. Capital is required at the time of starting a business. It is also needed when the business is in operation. As an enterprise grows in size and expands. Its need for, finance increases. The capital requirements for business are classified under two main heads.
· Fixed Capital
· Working Capital
Fixed Capital:
No business can be started without an adequate amount of fixed capital. Fixed capital as the name signifies is the amount of capital invested in various fixed or permanent assets which are necessary for conducting the operation of a business. The fixed assets are land, building machinery, equipment. The fixed assets normally do not change their form and cannot be withdrawn from the business at a short notice.
Working Capital:
In balance sheet terms, working capital is the difference between current assets and current liabilities of a business. Working capital also called circulating capital is the life blood and nerve centre of a business. Working capital is mostly used for the purchase of raw material, payment of wages.
Types of Business Finance:
All businesses, small ones and big units require finance. The financial requirements of a business, on the basis of time duration, are usually classified under three main heads; short, medium, and long term finance.
Short Term Finance:
Short term finance is defined as money raised for investment in business for a period of less than one year. It is also named as working capital or circulating capital or revolving capital.
Purpose of Short Term Finance:
Short term capital is required for meeting the day to day expenses of business such as payment of utility bills.
Sources of Raising Short Term Finance:
Trade Credit:
All developing and developed countries of the world, most of the sale and purchase of goods is carried on an open book account. Under this arrangement, a firm buys goods from a supplier on a promise to pay the bill at a later date which usually ranges from 7 to 90.
Advance from customers:
There are some businesses whose products have wide demand in the market. These businesses, sometimes, get advance payments from their customers and agents. These advances are not loan, yet they are a source of finance for the business and help in minimizing their investment in working capital.
Installment credit:
Sometimes, the business purchases goods on installment. The possession of the goods is taken but the payment is made in installments over a specified period of time. The business by not paying the full price is able to get some funds to meet the short term needs of the business.
Bank overdraft:
An overdraft is an agreement with the bank by which the customer may draw more than his deposit in current account up to a certain limit and for a specified period.
Cash credit:
The bank allows a business unit to borrow money up to a certain limit by pledging the goods with it. The goods are released in full or in parts on getting payment. The interest is charged on the amount of money actually withdrawn and not on the entire amount of the sanctioned loan.


Medium Term Finance
Medium term capital is required for investment in business for a medium period which normally ranges from one to five years.
Purpose of Medium Term Finance:
The medium term funds are required generally for the repair and modernization of machinery, renovation of the building, adoption of new methods of production, carrying advertisement campaign on large scale in newspapers and television.
Medium Term Sources of Securing Finance:
Commercial Bank:
Commercial banks are now the most important source of providing medium term loans. Loans are generally given against some security of assets.
Debentures:
A company may raise a part of medium term capital by issuing debentures. A debenture is on instrument issued by a company acknowledge debt under its common seal. Debenture have been replaced by term Finance Certificate (TFC)
Loans from Specialized Credit Institutions:
Medium term loans are also provided to the business concerns by specialized credit institutions like IDBP, NDFC etc.
Long Term Finance
Long term finance refers to the funds which are required for investment in business for a period exceeding give years. It is also named as long term capital or fixed capital.


Purpose of Long Term Finance:-
Long term capital is mostly required for the purchase of fixed assets such as land, building, machinery etc. modernization and expansion of business. The amount of long term finance varies with the nature of business.
Source of Long Term Finance:
Equity Share:
The issuing of equity shares is the most important source for raising the long term capital by a company. These shares are the best source because they are only paid back on the winding up of the company. Equity shareholders are the real owners of the company.
Issued of Right Share:
A public company may increase its subscribed capital by issue of right shares. Right shares are offered to the shareholders in proportion to their present holding often at a price which is less than the currently quoted price on the stock exchange.
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