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ENTREPRENEUR  

An entrepreneur is an individual who, rather than working as an employee, founds and runs a 
small business, assuming all the risks and rewards of the venture. The entrepreneur is 
commonly seen as an innovator, a source of new ideas, goods, services and business/or 
procedures.  

DEFINITION   

The textbook definition of entrepreneur speaks to that classic perception. Consider, for 
example, Merriam-Webster's definition that explains entrepreneur as "one who organizes, 
manages, and assumes the risks of a business or enterprise."  

ENTREPRENEURSHIP  

Entrepreneurship is the process of designing, launching and running a new business, which is 
often initially a small business. The people who create these businesses are called 
entrepreneurs.  

DEFINITION  

Entrepreneurship is both the study of how new businesses are created as well as the actual 
process of starting a new business �± the term is used interchangeably. An entrepreneur is 
someone who has an idea and who works to create a product or service that people will buy, 
by building an organization to support those sales.  

IMPORTANCE OF ENTREPRENEURSHIP  

The importances of entrepreneurship are;  

1. Growth of Entrepreneurship.  

2. Innovation.  

3. Impact on community development.  

4. The consequence of business failure.  



5. Political and economic integration of outsiders.  

6. Spawns entrepreneurship.  

7. Enhances standard of living.  

8. Promotes research and development.  

1. Growth of Entrepreneurship  

�‡ Entrepreneurship the advent of new venture particularly small ventures in order to 
materialize the innovative ideas of the entrepreneurs. 

�‡ Thus, the growth or establishment of small enterprises ii the specific contribution of 
entrepreneurship in every economy of the world. 

�‡ The statistics reveal that in USA economy nearly half a million small enterprise is 
established every year. Our country is not an exception in this regard.  

2. Creation of job opportunities  

�‡ Entrepreneurship firms contributed a large share of new jobs. It provides entry-level 
jobs so necessary fur training or gaining experience for unskilled workers.  

�‡ The small enterprises are the only sector that generates a large portion of total 
employment every year.  

�‡ Moreover, entrepreneurial ventures prepare and supply experienced labor to the large 
industries.  

3. Innovation  

�‡ Entrepreneurship is the incubator of the innovation. Innovation creates disequilibria in 
the present state of order.  

�‡ It goes beyond discovery and does implementation and commercialization, of 
innovations.  

�‡ �³�/�H�D�S�I�U�R�J�´�� �L�Q�Q�R�Y�D�W�L�R�Q���� �U�H�V�H�D�U�F�K���� �D�Q�G�� �G�H�Y�H�O�R�S�P�H�Q�W�� �D�U�H�� �E�H�L�Q�J�� �F�R�Q�W�U�L�E�X�W�H�G�� �E�\��
entrepreneurship.  

�‡ Thus, entrepreneurship nurses innovation that provides new ventures, product, 
technology, market, quality of good etc. to the economy that increases Gross 
Domestic Products and standard of living of the people.  

  

4. Impact on community development  



�‡ A community is better off if its employment base is diversified among many small 
entrepreneurial firms. 

�‡ It promotes abundant retail facilities, a higher level of home ownership, fewer slums, 
better, sanitation standards and higher expenditure on education, recreation, and 
religious activities.  

�‡ Thus, entrepreneurship leads to more stability and a higher quality of community life.  

5. The consequence of business failure  

�‡ The collapse of large industry almost has irresistible damage to the development of 
state and to the state of the economy and to the financial condition of the relevant 
persons.  

�‡ The incumbents lost their jobs: suppliers and financial institutions face a crisis of 
recovery. 

�‡ Customers are deprived of goods, services, and the government losses taxes. This 
could not happen in the case of failure of entrepreneurship.  

�‡ There shall be no measurable effect upon the economy and no political repercussions 
too.  

6. Political and economic integration of outsiders  

�‡ Entrepreneurship is the most effective way of integrating those who feel disposed and 
alienated into the economy.  

�‡ Minorities, migrants, and women are safely integrated into entrepreneurship that will 
help to develop a well-composed plural society.  

  

7. Spawns entrepreneurship  

�‡ Entrepreneurship is the nursing ground for new inexperienced adventurists.  

�‡ It is the field where a person can start his/her idea of the venture, which may be ended 
up in a giant enterprise. All the large industrial ventures started as a small 
entrepreneurial enterprise. 

�‡ Therefore, entrepreneurship provides a wide spectrum of ventures and entrepreneurs 
in every economy. The vast open arena of entrepreneurship thus acts as an incubator 
to entrepreneurs.  

8. Enhances standard of living  



�‡ Standard of living is a concept built on increasing amount of consumption of a variety 
of goods and services over a particular period by a household.  

�‡ So it depends on the availability of diversified products in the market. 
Entrepreneurship provides enormous kinds of a product of various natures by their 
innovation.  

�‡ Besides, it increases the income of the people who are employed in the 
entrepreneurial enterprises. 

�‡ Those also capable employed persons to consume more goods and services. In effect, 
entrepreneurship enhances the standard of living of the people of a country.  

9. Promotes research and development  

�‡ Entrepreneurship is innovation and hence the innovated ideas of goods and services 
have to be tested by experimentation.  

�‡ Therefore, entrepreneurship provides funds for research and development with 
universities and research institutions. This promotes the general development, 
research, and development in the economy.  

�‡ Entrepreneurship is the pioneering zeal that provides events in our civilization.  

�‡ We are indebted to it for having prosperity in every arena of human life- economic, 
technological and cultural.  

  

  

QUALITIES OF AN ENTREPRENEUR  

1. Disciplined  

These individuals are focused on making their businesses work, and eliminate any hindrances 
or distractions to their goals. They have overarching strategies and outline the tactics to 
accomplish them. Successful entrepreneurs are disciplined enough to take steps every day 
toward the achievement of their objectives.  

2. Confidence  

The entrepreneur does not ask questions about whether they can succeed or whether they are 
worthy of success. They are confident with the knowledge that they will make their 
businesses succeed. They exude that confidence in everything they do.  

3. Open Minded  

Entrepreneurs realize that every event and situation is a business opportunity. Ideas are 
constantly being generated about workflows and efficiency, people skills and potential new 



businesses. They have the ability to look at everything around them and focus it toward their 
goals.  

4. Self Starter  

Entrepreneurs know that if something needs to be done, they should start it themselves. They 
set the parameters and make sure that projects follow that path. They are proactive, not 
waiting for someone to give them permission.  

5. Competitive  

Many companies are formed because an entrepreneur knows that they can do a job better than 
another. They need to win at the sports they play and need to win at the businesses that they 
�F�U�H�D�W�H�����$�Q���H�Q�W�U�H�S�U�H�Q�H�X�U���Z�L�O�O���K�L�J�K�O�L�J�K�W���W�K�H�L�U���R�Z�Q���F�R�P�S�D�Q�\�¶�V���W�U�D�F�N���U�H�F�R�U�G���R�I���V�X�F�F�H�V�V��  

  

6. Creativity  

One facet of creativity is being able to make connections between seemingly unrelated events 
or situations. Entrepreneurs often come up with solutions which are the synthesis of other 
items. They will repurpose products to market them to new industries.  

7. Determination  

Entrepreneurs are not thwarted by their defeats. They look at defeat as an opportunity for 
success. They are determined to make all of their endeavors succeed, so will try and try again 
until it does. Successful entrepreneurs do not believe that something cannot be done.  

8. Strong people skills  

The entrepreneur has strong communication skills to sell the product and motivate 
employees. Most successful entrepreneurs know how to motivate their employees so the 
business grows overall. They are very good at highlighting the benefits of any situation and 
coaching others to their success.  

9. Strong work ethic  

The successful entrepreneur will often be the first person to arrive at the office and the last 
one to leave. They will come in on their days off to make sure that an outcome meets their 
expectations. Their mind is constantly on their work, whether they are in or out of the 
workplace.  

10. Passion  

Passion is the most important trait of the successful entrepreneur. They genuinely love their 
work. They are willing to put in those extra hours to make the business succeed because there 
is a joy their business gives which goes beyond the money. The successful entrepreneur will 
always be reading and researching ways to make the business better.  



  

  

FUNCTIONS OF AN ENTREPRENEUR  

1. Decision Making:  

The primary task of an entrepreneur is to decide the policy of production. An entrepreneur is 
to determine what to produce, how much to produce, how to produce, where to produce, how 
�W�R���V�H�O�O���D�Q�G�¶���V�R���I�R�U�W�K�����0�R�U�H�R�Y�H�U�����Ke is to decide the scale of production and the proportion in 
which he combines the different factors he employs. In brief, he is to make vital business 
decisions relating to the purchase of productive factors and to the sale of the finished goods 
or services.   

2. Management Control:  

Earlier writers used to consider the management control one of the chief functions of the 
entrepreneur. Management and control of the business are conducted by the entrepreneur 
himself. So, the latter must possess a high degree of management ability to select the right 
type of persons to work with him. But, the importance of this function has declined, as 
business nowadays is managed more and more by paid managers.   

3. Division of Income:  

The next major function of the entrepreneur is to make necessary arrangement for the 
division of total income among the different factors of production employed by him. Even if 
there is a loss in the business, he is to pay rent, interest, wages and other contractual incomes 
out of the realised sale proceeds.  

4. Risk-Taking and Uncertainty-Bearing:  

Risk-taking is perhaps the most important function of an entrepreneur. Modern production is 
very risky as an entrepreneur is required to produce goods or services in antici-pation of their 
future demand.  

Broadly, there are two kinds of risk which he has to face. Firstly, there are some risks, such as 
risks of fire, loss of goods in transit, theft, etc., which can be insured against. These are  

known as measurable and insurable risks. Secondly, some risks, however, cannot be insured 
against because their probability cannot be calculated accurately. These constitute what is 
called uncertainty (e.g., competitive risk, technical risk, etc.). The entrepreneur undertakes 
both these risks in production.  

5. Innovation:  

Another distinguishing function of the entrepreneur, as emphasised by Schumpeter, is to 
make frequent inventions �²  invention of new products, new techniques and discovering new 
markets �²  to improve his competitive position, and to increase earnings.  



ROLE OF ENTREPRENEURSHIP IN ECONOMIC DEVELOPMENT  

1. Wealth Creation and Sharing:   

By establishing the business entity, entrepreneurs invest their own resources and attract 
capital (in the form of debt, equity, etc.) from investors, lenders and the public. This 
mobilizes public wealth and allows people to benefit from the success of entrepreneurs and 
growing businesses. This kind of pooled capital that results in wealth creation and 
distribution is one of the basic imperatives and goals of economic development.  

2. Create Jobs:   

Entrepreneurs are by nature and definition job creators, as opposed to job seekers. The simple 
translation is that when you become an entrepreneur, there is one less job seeker in the 
economy, and then you provide employment for multiple other job seekers. This kind of job 
creation by new and existing businesses is again is one of the basic goals of economic 
development. This is why the Govt. of India has launched initiatives such as StartupIndia to 
promote and support new startups, and also others like the Make in India initiative to attract 
foreign companies and their FDI into the Indian economy. All this in turn creates a lot of job 
opportunities, and is helping in augmenting our standards to a global level.  

  

3. Balanced Regional Development:  

 Entrepreneurs setting up new businesses and industrial units help with regional development 
by locating in less developed and backward areas. The growth of industries and business in 
these areas leads to infrastructure improvements like better roads and rail links, airports, 
stable electricity and water supply, schools, hospitals, shopping malls and other public and 
private services that would not otherwise be available.  

Every new business that locates in a less developed area will create both direct and indirect 
jobs, helping lift regional economies in many different ways. The combined spending by all 
the new employees of the new businesses and the supporting jobs in other businesses adds to 
the local and regional economic output. Both central and state governments promote this kind 
of regional development by providing registered MSME businesses various benefits and 
concessions.  

4. GDP and Per Capita Income:   

�,�Q�G�L�D�¶�V���0�6�0�(���V�H�F�W�R�U�����F�R�P�S�U�L�V�H�G���R�I���������P�L�O�O�L�R�Q���X�Q�L�W�V���W�K�D�W���S�U�R�Y�L�G�H���H�P�S�O�R�\�P�H�Q�W���I�R�U���P�R�U�H���W�K�D�Q��
80 mill�L�R�Q���S�H�R�S�O�H�����Q�R�Z�� �D�F�F�R�X�Q�W�V�� �I�R�U���R�Y�H�U���������� �R�I���W�K�H�� �F�R�X�Q�W�U�\�¶�V�� �*�'�3���� �(�D�F�K���Q�H�Z���D�G�G�L�W�L�R�Q���W�R��
these 36 million units makes use of even more resources like land, labor and capital to 
develop products and services that add to the national income, national product and per capita 
income of the country. This growth in GDP and per capita income is again one of the 
essential goals of economic development.  

5. Standard of Living:   



Increase in the standard of living of people in a community is yet another key goal of 
economic development. Entrepreneurs again play a key role in increasing the standard of 
living in a community. They do this not just by creating jobs, but also by developing and 
adopting innovations that lead to improvements in the quality of life of their employees, 
customers, and other stakeholders in the community. For example, automation that reduces 
production costs and enables faster production will make a business unit more productive, 
while also providing its customers with the same goods at lower prices.  

6. Exports:   

Any growing business will eventually want to get started with exports to expand their 
business to foreign markets. This is an important ingredient of economic development since it 
provides access to bigger markets, and leads to currency inflows and access to the latest 
cuttingedge technologies and processes being used in more developed foreign markets. 
Another key benefit is that this expansion that leads to more stable business revenue during 
economic downturns in the local economy.    

7. Community Development:   

�(�F�R�Q�R�P�L�F�� �G�H�Y�H�O�R�S�P�H�Q�W�� �G�R�H�V�Q�¶�W�� �D�O�Z�D�\�V�� �W�U�D�Q�V�O�D�W�H�� �L�Q�W�R�� �F�R�P�P�X�Q�L�W�\�� �G�H�Y�H�O�R�S�P�H�Q�W���� �&�R�P�P�X�Q�L�W�\��
development requires infrastructure for education and training, healthcare, and other public 
services. For example, you need highly educated and skilled workers in a community to 
attract new businesses. If there are educational institutions, technical training schools and 
internship opportunities, that will help build the pool of educated and skilled workers.  

WOMEN ENTREPRENEURSHIP  

Women entrepreneurship is the process where women organise all the factors of production, 
undertake risks, and provide employment to others. The definition of women 
entrepreneurship has never been differentiated on the basis of sex and hence could be 
extended to women entrepreneurs without any restrictions  

Some of the problems faced by women entrepreneurs are as follows:   

1. Problem of Finance:  

�)�L�Q�D�Q�F�H�� �L�V�� �U�H�J�D�U�G�H�G�� �D�V�� �³�O�L�I�H-�E�O�R�R�G�´�� �I�R�U�� �D�Q�\�� �H�Q�W�H�U�S�U�L�V�H���� �E�H�� �L�W�� �E�L�J�� �R�U�� �V�P�D�O�O���� �+�R�Z�H�Y�H�U���� �Z�R�P�H�Q��
entrepreneurs suffer from shortage of finance on two counts. Firstly, women do not generally 
have property on their names to use them as collateral for obtaining funds from external 
sources. Thus, their access to the external sources of funds is limited.  

Secondly, the banks also consider women less credit-worthy and discourage women 
borrowers on the belief that they can at any time leave their business. Given such situation, 
women entrepreneurs are bound  

to rely on their own savings, if any and loans from friends and relatives who are expectedly 
meager and negligible. Thus, women enterprises fail due to the shortage of finance.  



2. Scarcity of Raw Material:  

Most of the women enterprises are plagued by the scarcity of raw material and necessary 
inputs. Added to this are the high prices of raw material, on the one hand, and getting raw 
material at the minimum of discount, on the other. The failure of many women co-operatives 
in 1971 engaged in basketmaking is an example how the scarcity of raw material sounds the 
death-knell of enterprises run by women (Gupta and Srinivasan 2009).  

3. Stiff Competition:  

Women entrepreneurs do not have organizational set-up to pump in a lot of money for 
canvassing and advertisement. Thus, they have to face a stiff competition for marketing their 
products with both organized sector and their male counterparts. Such a competition 
ultimately results in the liquidation of women enterprises.  

4. Limited Mobility:  

Unlike men, women mobility in India is highly limited due to various reasons. A single 
woman asking for room is still looked upon suspicion. Cumbersome exercise involved in 
starting an enterprise coupled with the officials humiliating attitude towards women compels 
them to give up idea of starting an enterprise.  

5. Family Ties:  

�,�Q�� �,�Q�G�L�D���� �L�W�� �L�V�� �P�D�L�Q�O�\�� �D�� �Z�R�P�H�Q�¶�V��duty to look after the children and other members of the 
family. Man plays a secondary role only. In case of married women, she has to strike a fine 
balance between her business and family. Her total involvement in family leaves little or no 
energy and time to devote for business.  

�6�X�S�S�R�U�W���D�Q�G���D�S�S�U�R�Y�D�O���R�I���K�X�V�E�D�Q�G�V���V�H�H�P���Q�H�F�H�V�V�D�U�\���F�R�Q�G�L�W�L�R�Q���I�R�U���Z�R�P�H�Q�¶�V���H�Q�W�U�\���L�Q�W�R���E�X�V�L�Q�H�V�V����
Accordingly, the educational level and family background of husbands positively influence 
�Z�R�P�H�Q�¶�V���H�Q�W�U�\���L�Q�W�R���E�X�V�L�Q�H�V�V���D�F�W�L�Y�L�W�L�H�V���� 

  

  

6. Lack of Education:  

In India, around three-fifths (60%) of women are still illiterate. Illiteracy is the root cause of 
socio-economic problems. Due to the lack of education and that too qualitative education, 
women are not aware of business, technology and market knowledge. Also, lack of education 
causes low achievement motivation among women. Thus, lack of education creates one type 
or other problems for women in the setting up and running of business enterprises.  

7. Male-Dominated Society:  

Male chauvinism is still the order of the day in India. The Constitution of India speaks of 
equality between sexes. But, in practice, women are looked upon as abla, i.e. weak in all 



�U�H�V�S�H�F�W�V���� �:�R�P�H�Q�� �V�X�I�I�H�U�� �I�U�R�P�� �P�D�O�H�� �U�H�V�H�U�Y�D�W�L�R�Q�V�� �D�E�R�X�W�� �D�� �Z�R�P�H�Q�¶�V�� �U�R�O�H���� �D�E�L�O�L�Wy and capacity 
and are treated accordingly. In nutshell, in the male-dominated Indian society, women are not 
treated equal to men. This, in turn, serves as a barrier to women entry into business.  

8. Low Risk-Bearing Ability:  

Women in India lead a protected life. They are less educated and economically not 
selfdependent. All these reduce their ability to bear risk involved in running an enterprise. 
Risk-bearing is an essential requisite of a successful entrepreneur.  

In addition to above problems, inadequate infrastructural facilities, shortage of power, high 
cost of production, social attitude, low need for achievement and socio-economic constraints 
also hold the women back from entering into business. 

FACTORS AFFECTING ENTREPRENEURIAL GROWTH  

Economic Factors  

Economic environment exercises the most direct and immediate influence on 
entrepreneurship. This is likely because people become entrepreneurs due to necessity when 
there are no other jobs or because of opportunity.  

The economic factors that affect the growth of entrepreneurship are the following:  

1. Capital  

Capital is one of the most important factors of production for the establishment of an 
enterprise. Increase in capital investment in viable projects results in increase in profits which 
help in accelerating the process of capital formation. Entrepreneurship activity too gets a 
boost with the easy availability of funds for investment.  

Availability of capital facilitates for the entrepreneur to bring together the land of one, 
machine of another and raw material of yet another to combine them to produce goods. 
Capital is therefore, regarded as lubricant to the process of production.  

France and Russia exemplify how the lack of capital for industrial pursuits impeded the 
process of entrepreneurship and an adequate supply of capital promoted it.  

2. Labor  

Easy availability of right type of workers also effect entrepreneurship. The quality rather than 
quantity of labor influences the emergence and growth of entrepreneurship. The problem of 
labor immobility can be solved by providing infrastructural facilities including efficient 
transportation.  

The quality rather quantity of labor is another factor which influences the emergence of 
entrepreneurship. Most less developed countries are labor rich nations owing to a dense and 
even  



increasing population. But entrepreneurship is encouraged if there is a mobile and flexible 
labor force. And, the potential advantages of low-cost labor are regulated by the deleterious 
effects of labor immobility. The considerations of economic and emotional security inhibit 
labor mobility. Entrepreneurs, therefore, often find difficulty to secure sufficient labor.  

3. Raw Materials  

The necessity of raw materials hardly needs any emphasis for establishing any industrial 
activity and its influence in the emergence of entrepreneurship. In the absence of raw 
materials, neither any enterprise can be established nor can an entrepreneur be emerged  

It is one of the basic ingredients required for production. Shortage of raw material can 
adversely affect entrepreneurial environment. Without adequate supply of raw materials no 
industry can function properly and emergence of entrepreneurship to is adversely affected.  

In fact, the supply of raw materials is not influenced by themselves but becomes influential 
depending upon other opportunity conditions. The more favorable these conditions are, the 
more likely is the raw material to have its influence of entrepreneurial emergence.  

4. Market  

The role and importance of market and marketing is very important for the growth of 
entrepreneurship. In modern competitive world no entrepreneur can think of surviving in the 
absence of latest knowledge about market and various marketing techniques.The fact remains 
that the potential of the market constitutes the major determinant of probable rewards from 
entrepreneurial function. Frankly speaking, if the proof of pudding lies in eating, the proof of 
all production lies in consumption, i.e., marketing.  

The size and composition of market both influence entrepreneurship in their own ways. 
Practically, monopoly in a particular product in a market becomes more influential for 
entrepreneurship than a competitive market. However, the disadvantage of a competitive 
market can be cancelled to some extent by improvement in transportation system facilitating 
the movement of raw material and finished goods, and increasing the demand for producer 
goods.  

5. Infrastructure  

Expansion of entrepreneurship presupposes properly developed communication and 
transportation facilities. It not only helps to enlarge the market, but expand the horizons of 
business too. Take for instance, the establishment of post and telegraph system and 
construction of roads and highways in India. It helped considerable entrepreneurial activities 
which took place in the 1850s. Apart from the above factors, institutions like trade/ business 
associations, business schools, libraries, etc. also make valuable contribution towards 
�S�U�R�P�R�W�L�Q�J�� �D�Q�G�� �V�X�V�W�D�L�Q�L�Q�J�� �H�Q�W�U�H�S�U�H�Q�H�X�U�V�K�L�S�¶�� �L�Q�� �W�K�H�� �H�F�R�Q�R�P�\���� �<�R�X�� �F�D�Q�� �J�D�W�K�H�U�� �D�O�O�� �W�K�H��
information you want from these bodies. They also act as a forum for communication and 
joint action.  



Social Factors  

Social factors can go a long way in encouraging entrepreneurship. In fact it was the highly 
helpful society that made the industrial revolution a glorious success in Europe. Strongly 
affect the entrepreneurial behavior, which contribute to entrepreneurial growth. The social 
setting in which the people grow, shapes their basic beliefs, values and norms.  

The main components of social environment are as follows  

1. Caste Factor  

�7�K�H�U�H���D�U�H���F�H�U�W�D�L�Q���F�X�O�W�X�U�D�O���S�U�D�F�W�L�F�H�V���D�Q�G���Y�D�O�X�H�V���L�Q���H�Y�H�U�\���V�R�F�L�H�W�\���Z�K�L�F�K���L�Q�I�O�X�H�Q�F�H���W�K�H�¶���D�F�W�L�R�Q�V���R�I��
individuals. These practices and value have evolved over hundred of years. For instance, 
consider the caste system (the varna system) among the Hindus in India. It has divided the 
population on the basis of caste into four division. The Brahmana (priest), the Kshatriya 
(warrior), the Vaishya (trade) and the Shudra (artisan): It has also defined limits to the social 
mobility of individuals.  

�%�\�� �V�R�F�L�D�O�� �P�R�E�L�O�L�W�\�¶�� �Z�H�� �P�H�D�Q�� �W�K�H�� �I�U�H�H�G�R�P�� �W�R�� �P�R�Y�H�� �I�U�R�P�� �R�Q�H�� �F�D�V�W�H�� �W�R�� �D�Q�R�W�K�H�U���� �7�K�H�� �F�D�V�W�H��
system does not permit an individual who is born a Shridra to move to a higher caste. Thus, 
commercial activities were the monopoly of the Vaishyas. Members of the three other Hindu 
Varnas did not become interested in trade and commence, even when India had extensive  

commercial inter-relations with many foreign countries. Dominance of certain ethnical 
groups in entrepreneurship is a global phenomenon  

2. Family Background  

This factor includes size of family, type of family and economic status of family. In a study 
by Hadimani, it has been revealed that Zamindar family helped to gain access to political 
power and exhibit higher level of entrepreneurship.  

Background of a family in manufacturing provided a source of industrial entrepreneurship. 
Occupational and social status of the family influenced mobility. There are certain 
circumstances where very few people would have to be venturesome. For example in a 
society where the joint family system is in vogue, those members of joint family who gain 
wealth by their hard work denied the opportunity to enjoy the fruits of their labor because 
they have to share their wealth with the other members of the family.  

3. Education  

Education enables one to understand the outside world and equips him with the basic 
knowledge and skills to deal with day-to-day problems. In any society, the system of 
education has a significant role to play in inculcating entrepreneurial values.  

In India, the system of education prior to the 20th century was based on religion. In this rigid 
system, critical and questioning attitudes towards society were discouraged. The caste system 
and the resultant occupational structure were reinforced by such education. It promoted the 



idea that business is not a respectable occupation. Later, when the British came to our 
country, they introduced an education system, just to produce clerks and accountants for the 
East India Company, The base of such a system, as you can well see, is very anti-
entrepreneurial.  

Our educational methods have not changed much even today. The emphasis is till on 
preparing students for standard jobs, rather than marking them capable enough to stand on 
their feet.  

  

4. Attitude of the Society  

A related aspect to these is the attitude of the society towards entrepreneurship. Certain 
�V�R�F�L�H�W�L�H�V�� �H�Q�F�R�X�U�D�J�H�� �L�Q�Q�R�Y�D�W�L�R�Q�V�� �D�Q�G�� �Q�R�Y�H�O�W�L�H�V���� �D�Q�G�� �W�K�X�V�� �D�S�S�U�R�Y�H�� �H�Q�W�U�H�S�U�H�Q�H�X�U�V�¶�� �D�F�W�L�R�Q�V�� �D�Q�G��
rewards like profits. Certain others do not tolerate changes and in such circumstances, 
entrepreneurship cannot take root and grow. Similarly, some societies have an inherent 
dislike for any money-making activity. It is said, that in Russia, in the nineteenth century, the 
upper classes did not like entrepreneurs. For them, cultivating the land meant a good life. 
�7�K�H�\�� �E�H�O�L�H�Y�H�G�� �W�K�D�W�� �U�D�Q�G�� �E�H�O�R�Q�J�V�� �W�R�� �*�R�G�� �D�Q�G�� �W�K�H�� �S�U�R�G�X�F�H�� �R�I�� �W�K�H�� �O�D�Q�G�� �Z�D�V�� �Q�R�W�K�L�Q�J�� �E�X�W�� �J�R�G�¶�V��
blessing. Russian folk-tales, proverbs and songs during this period carried the message that 
making wealth through business was not right.  

5. Cultural Value  

Motives impel men to action. Entrepreneurial growth requires proper motives like 
profitmaking, acquisition of prestige and attainment of social status. Ambitious and talented 
men would take risks and innovate if these motives are strong. The strength of these motives 
depends upon the culture of the society. If the culture is economically or monetarily oriented, 
entrepreneurship would be applauded and praised; wealth accumulation as a way of life 
would be appreciated. In the less developed countries, people are not economically 
motivated. Monetary incentives have relatively less attraction. People have ample 
opportunities of attaining social distinction by non-economic pursuits. Men with 
organizational abilities are, therefore, not dragged into business. They use their talents for 
non-economic end.  

Psychological Factors  

Many entrepreneurial theorists have propounded theories of entrepreneurship that concentrate 
especially upon psychological factors. These are as follows :  

1. Need Achievement  

The most important psychological theories of entrepreneurship was put forward in the early) 
�������V���E�\���'�D�Y�L�G���0�F�&�O�H�O�O�D�Q�G�����$�F�F�R�U�G�L�Q�J���W�R���0�F�&�O�H�O�O�D�Q�G���µ�Q�H�H�G���D�F�K�L�H�Y�H�P�H�Q�W�¶���L�V���V�R�F�L�D�O���P�R�W�L�Y�H���W�R��
excel that tends to characterise successful entrepreneurs, especially when reinforced by 
cultural factors. He found that certain kinds of people, especially those who became 



entrepreneurs, had this characteristic. Moreover, some societies tend to reproduce a larger 
�S�H�U�F�H�Q�W�D�J�H�� �R�I�� �S�H�R�S�O�H�� �Z�L�W�K�� �K�L�J�K�� �µ�Q�H�H�G�� �D�F�K�L�H�Y�H�P�H�Q�W�¶�� �W�K�D�Q��other societies. McClelland 
attributed this to sociological factors. Differences among societies and individuals accounted 
�I�R�U���µ�Q�H�H�G���D�F�K�L�H�Y�H�P�H�Q�W�¶���E�H�L�Q�J���J�U�H�D�W�H�U���L�Q���V�R�P�H���V�R�F�L�H�W�L�H�V���D�Q�G���O�H�V�V���L�Q���F�H�U�W�D�L�Q���R�W�K�H�U�V���� 

The theory states that people with high need-achievement are distinctive in several ways. 
They like to take risks and these risks stimulate them to greater effort. The theory identifies 
the factors that produce such people. Initially McClelland attributed the role of parents, 
specially the mother, in mustering her son or daughter to be masterful and self-reliant. Later 
he put less emphasis on the parent-child relationship and gave more importance to social and 
�F�X�O�W�X�U�D�O���I�D�F�W�R�U�V�����+�H���F�R�Q�F�O�X�G�H�G���W�K�D�W���W�K�H���µ�Q�H�H�G���D�F�K�L�H�Y�H�P�H�Q�W�¶���L�V���F�R�Q�G�L�W�L�R�Q�H�G���P�R�U�H���E�\���V�R�F�L�D�O���D�Q�G��
cultural reinforcement rather than by parental influence and such related factors.  

2. Withdrawal of Status Respect  

There are several other researchers who have tried to understand the psychological roots of 
entrepreneurship. One such individual is Everett Hagen who stresses the-psychological 
consequences of social change. Hagen says, at some point many social groups experience a 
radical loss of status. Hagen attributed the withdrawal of status respect of a group to the 
genesis of entrepreneurship.  

Hage believes that the initial condition leading to eventual entrepreneurial behavior is the loss 
of status by a group. He postulates that four types of events can produce status withdrawal:  

      i.        The group may be displaced by force;  

     ii.        It may have its valued symbols denigrated;  

    iii.        It may drift into a situation of status inconsistency; and  

   iv.        It may not be accepted the expected status on migration in a new society.  

3. Motives  

Other psychological theories of entrepreneurship stress the motives or goals of the 
entrepreneur. Cole is of the opinion that besides wealth, entrepreneurs seek power, prestige, 
security and service to society. Those points particularly to non-monetary aspects such as 
indepe�Q�G�H�Q�F�H�����S�H�U�V�R�Q�V�¶���V�H�O�I-esteem, power and regard of the society.  

On the same subject, Evans distinguishes motive by three kinds of entrepreneurs  

1. Managing entrepreneurs whose chief motive is security.  

2. Innovating entrepreneurs, who are interested only in excitement.  

3. Controlling entrepreneurs, who above all otter motives, want power and authority.  



Finally, Rostow has examined inter gradational changes in the families of entrepreneurs. He 
believes that the first generation seeks wealth, the second prestige and the third art and 
beauty.  

4. Others  

Thomas Begley and David P. Boyd studied in detail the psychological roots of 
entrepreneurship in the mid-1980s. They came to the conclusion that entrepreneurial attitudes 
based on psychological considerations have five dimensions:  

������ �)�L�U�V�W�� �F�D�P�H�� �µ�Q�H�H�G-�D�F�K�L�H�Y�H�P�H�Q�W�¶�� �D�V�� �G�H�V�F�U�L�E�H�G�� �E�\�� �0�F�&�O�H�O�O�D�Q�G���� �,�Q�� �D�O�O�� �V�W�X�G�L�H�V�� �R�I�� �V�X�F�F�H�V�V�I�X�O��
entrepreneurs a high achievement orientation is invariably present.  

������ �7�K�H�� �V�H�F�R�Q�G�� �G�L�P�H�Q�V�L�R�Q�� �W�K�D�W�� �%�H�J�O�H�\�� �D�Q�G�� �%�R�\�G�� �F�D�O�O�� �µ�O�R�F�X�V�� �R�I�� �F�R�Q�W�U�R�O�¶�� �7�Kis means that the 
entrepreneur follows the idea that he can control his own life and is not influenced by factors 
like luck, fate and so on. Need-achievement logically implies that people can control their 
own lives and are not influenced by external forces.  

3. The third dimension is the willingness to take risks. These two researchers have come to 
the conclusion that entrepreneurs who take moderate risks earn higher returns on  their assets 
than those who take no risks at all or who take extravagant risks.  

4. Tolerance is the next dimension of this study. Very few decisions are made with complete 
information. So all business executives must, have a certain amount of tolerance for 
ambiguity.  

�������)�L�Q�D�O�O�\�����K�H�U�H���L�V���Z�K�D�W���S�V�\�F�K�R�O�R�J�L�V�W�V���F�D�O�O���µ�7�\�S�H���$�¶���E�H�K�D�Y�L�R�U�����7�K�L�V���L�V���Q�R�W�K�L�Q�J���E�X�W���³�D���F�K�U�R�Q�L�F����
�L�Q�F�H�V�V�D�Q�W�� �V�W�U�X�J�J�O�H�� �W�R�� �D�F�K�L�H�Y�H�� �P�R�U�H�� �D�Q�G�� �P�R�U�H�� �L�Q�� �O�H�V�V�� �D�Q�G�� �O�H�V�V�� �R�I�� �W�L�P�H�´�� �(�Q�W�U�H�S�U�H�Q�H�X�U�V�� �D�U�H��
�F�K�D�U�D�F�W�H�U�L�]�H���E�\���W�K�H���S�U�H�V�H�Q�F�H���R�I���µ�7�\�S�H���$�¶���E�H�K�D�Y�L�R�U���L�Q���D�O�O���W�K�H�L�U���H�Q�G�H�D�Y�R�U�V���� 

ENTREPRENEURSHIP DEVELOPMENT PROGRAMMES  

Entrepreneurship Development Programmes: Meaning, Need and Objectives of EDP  

Meaning:  

As the term itself denotes, EDP is a programme meant to develop entrepreneurial abilities 
among the people. In other words, it refers to inculcation, development, and polishing of 
entrepreneurial skills into a person needed to establish and successfully run his / her 
enterprise. Thus, the concept of entrepreneurship development programme involves 
equipping a person with the required skills and knowledge needed for starting and running 
the enterprise.   

Objectives of EDP:   

The major objectives of the Entrepreneurship Development Programmes (EDPs) are to:   

a. Develop and strengthen the entrepreneurial quality, i.e. motivation or need for 
achievement.   



b. Analyze environmental set up relating to small industry and small business.   

c. Select the product.   

d. Formulate proposal for the product.   

e. Understand the process and procedure involved in setting up a small enterprise.   

f. Know the sources of help and support available for starting a small scale industry.   

g. Acquire the necessary managerial skills required to run a small-scale industry.   

h. Know the pros and cons in becoming an entrepreneur.   

i. Appreciate the needed entrepreneurial discipline.   

j. Besides, some of the other important objectives of the EDPs are to:   

k. Let the entrepreneur himself / herself set or reset objectives for his / her enterprise and 
strive for their realization.   

l. Prepare him / her to accept the uncertainty in running a business.   

m. Enable him / her to take decisions.   

n. Enable to communicate clearly and effectively.   

o. Develop a broad vision about the business.   

p. Make him subscribe to the industrial democracy.   

q. Develop passion for integrity and honesty.   

r. Make him learn compliance with law.  

Phase of Entrepreneurship Development Programme  

Phase of Entrepreneurship Development Programme: Training Phase and Post-Training 
Phase!  

Training Phase:  

The main objective of this phase is to bring desirable change in the behaviour of the trainees. 
�,�Q���R�W�K�H�U���Z�R�U�G�V�����W�K�H���S�X�U�S�R�V�H���R�I���W�U�D�L�Q�L�Q�J���L�V���W�R���G�H�Y�H�O�R�S���µ�Q�H�H�G���I�R�U���D�F�K�L�H�Y�H�P�H�Q�W�¶�����L���H�����P�R�W�L�Y�D�W�L�R�Q��
among the trainees.   

Accordingly, a trainer should see the following changes in the behaviour of the trainees:  

a. Is he/she attitudinally tuned very much towards his/her proposed project idea?  

b. Is the trainee motivated to plunge into entrepreneurial career and bear risks involved in it?  



c. Is there any perceptible change in his entrepreneurial attitude, outlook, skill, role, etc.?  

d. How should he/she behave like an entrepreneur?  

e. What kinds of entrepreneurial traits the trainee lacks the most?  

f. Whether the trainee possesses the knowledge of technology, resources and other knowledge 
related to entrepreneurship?  

g. Does the trainee possess the required skill in selecting the viable project, mobilizing the 
required resources at the right time?  

Some of the questions listed above also answer the basic underlying assumption in designing 
a suitable training programme for the potential entrepreneurs. Having trained the trainees, the 
trainers need to ask themselves as to how much, and how far the trainees have moved in their 
entrepreneurial pursuits.  

Post-Training Phase (Follow-up):  

The ultimate objective of Entrepreneurship Development Programme is to prepare the 
participants to start their enterprises. This phase, therefore, involves assessment to judge how 
far the objectives of the programme have been achieved. This is also called �µ�I�R�O�O�R�Z-�X�S�¶����
Follow-up indicates our past performance, drawbacks, if any, in our past work and suggests 
guidelines for framing future policies to improve our performance.  

In nutshell, the purpose behind EDP follow-up is to:  

a. Review the pre-training work;  

b. Review the process of training programme; and  

c. Review past training approach.  

  

 6 Inputs of Course Contents and Curriculum of EDPs  

1. General Introduction to Entrepreneurship:  

First of all, the participants are exposed to a general knowledge of entrepreneurship such as 
factors affecting small-scale industries, the role of entrepreneurs in economic development, 
entrepreneurial behaviour, and the facilities available for establishing small-scale enterprises.  

2. Motivation Training:  

The training inputs under this aim at inducing and developing the need for achievement 
among the participants. This is, in fact, a crucial input of entrepreneurship training. Efforts 
are made to inject confidence and positive attitude and behaviour among the participants 
towards business.  



It ultimately tries to make the participants start their own business enterprise after the 
completion of the training programme. In order to further motivate the participants, 
sometimes successful entrepreneurs are also invited to speak about their experiences in 
setting up and running a business.  

3. Management Skills:  

Running a business, whether large or small requires the managerial skills. Since a small 
entrepreneur cannot employ a management professionals /experts to manage his/her business, 
he/she needs to be imparted basic and essential managerial skills in the different functional 
areas of management like finance, marketing, human resource, and production.  

Knowledge of managerial skills enables an entrepreneur to run his/her enterprise smoothly 
�D�Q�G���V�X�F�F�H�V�V�I�X�O�O�\�����7�K�D�W���L�V���Z�K�\���W�K�H���V�D�\�L�Q�J���J�R�H�V���W�K�D�W���³�2�Q�H���P�D�Q���F�R�Q�W�U�R�O���L�V���W�K�H���E�H�V�W���L�Q���W�K�H���Z�R�U�O�G��
���R�I���E�X�V�L�Q�H�V�V�����L�I���W�K�H���P�D�Q���L�V���E�L�J���H�Q�R�X�J�K���W�R���F�R�Q�W�U�R�O�����P�D�Q�D�J�H�����H�Y�H�U�\�W�K�L�Q�J���´�� 

4. Support System and Procedure:  

The participants also need to be exposed to the support available from different institutions 
and agencies for setting up and running small-scale enterprises. This is followed by 
acquainting them with procedure for approaching them, applying and obtaining support from 
them.  

5. Fundamentals of Project Feasibility Study:  

Under this input, the participants are provided guidelines on the effective analysis of 
feasibility or viability of the particular project relating to marketing, organization, technical, 
financial, and social aspects of the project. Knowledge is also given how to prepare the 
�µ�3�U�R�M�H�F�W�¶���R�U���µ�)�H�D�V�L�E�L�O�L�W�\���5�H�S�R�U�W�¶���I�R�U���F�H�U�W�D�L�Q���S�U�R�G�X�F�W�V���� 

6. Plant Visits:  

In order to familiarize the participants with real life situations in small business, plant visits 
are also arranged. Such trips �K�H�O�S�� �W�K�H�� �S�D�U�W�L�F�L�S�D�Q�W�V�� �N�Q�R�Z�� �P�R�U�H�� �D�E�R�X�W�� �D�Q�� �H�Q�W�U�H�S�U�H�Q�H�X�U�¶�V��
behaviour, personality, thoughts, and aspirations. These influence him / her to behave 
accordingly to run his / her enterprise smoothly and successfully.  

On the whole, the ultimate objective of entrepreneurship development programme is to make 
the trainees prepared to start their own enterprises after the completion of the training 
programme. This is the ultimate measure of success levels of the EDPs. 

 
 

 
Accounting Theory 

Accounting is the language of business  



�±Transactions are reflected in monetary terms 

�±Accounting information conveys information about the firm to internal and external parties:  

�‡�,�Q�W�H�U�Q�D�O�����P�D�Q�D�J�H�U�V�����H�P�S�O�R�\�H�H�V�� 

�‡External: investors, potential investors, competitors, tax authorities 

�‡�7�K�H���D�F�F�R�X�Q�W�L�Q�J���V�\�V�W�H�P���F�D�Q���E�H���U�H�J�D�U�G�H�G���D�V���D���O�L�E�U�D�U�\�� 

�±It stores financial data of a firm  

�±It is organized in some fashion  

�±The manager uses the library to gather information. 

�±The man�D�J�H�U�¶�V���F�K�R�L�F�H�V���D�U�H���U�H�I�O�H�F�W�H�G���L�Q���W�K�H���O�L�E�U�D�U�\�� 

 

Frame ofthe analysis 

�‡�8�Q�F�H�U�W�D�L�Q�W�\���L�V���S�U�H�V�H�Q�W�� 

�‡�$�F�F�R�X�Q�W�L�Q�J�� �L�V�� �R�Q�H�� �R�I�� �P�D�Q�\�� �L�Q�I�R�U�P�D�W�L�R�Q�� �V�R�X�U�F�H�V�� �D�Y�D�L�O�D�E�O�H�� �W�R�� �W�K�H�� �P�D�Q�D�J�H�P�H�Q�W�� �R�I�� �D�� �I�L�U�P���±
Accounting information combines with non-accounting information in counter-intuitive ways  

�‡�0�X�O�W�L�S�O�H���S�U�R�G�X�F�W�V���R�U���V�H�U�Y�L�F�H�V�� 

�‡�'�H�F�L�V�L�R�Q���P�D�N�H�U�V���D�U�H���H�F�R�Q�R�P�L�F���D�J�H�Q�W�V���Z�K�R���P�D�[�L�P�L�]�H���X�W�L�O�L�W�\�� 

�‡�$�F�F�R�X�Q�W�L�Q�J���L�V���F�R�V�W�O�\�� 

The duality principle is commonly expressed in terms of fundamental Accounting Equation, 
which is as follows : 

Assets = Liabilities + Capital 

In other words, the equation states that the assets of a business are always equal to the claims 
of owners and the outsiders. The claims also called equity of owners is termed as 
�&�D�S�L�W�D�O���R�Z�Q�H�U�V�¶�� �H�T�X�L�W�\���� �D�Q�G�� �W�K�D�W�� �R�I�� �R�X�W�V�L�G�H�U�V���� �D�V�� �/�L�D�E�L�O�L�W�L�H�V���F�Ueditors equity). The two-fold 
effect of each transaction affects in such a manner that the equality of both sides of equation 
is maintained.  

 

Revenue Recognition (Realisation) Concept 

 Revenue is the gross inflow of cash arising from (i) the sale of goods and services by an 
�H�Q�W�H�U�S�U�L�V�H�����D�Q�G�����L�L�����X�V�H���E�\���R�W�K�H�U�V���R�I���W�K�H���H�Q�W�H�U�S�U�L�V�H�¶�V���U�H�V�R�X�U�F�H�V���\�L�H�O�G�L�Q�J���L�Q�W�H�U�H�V�W�����U�R�\�D�O�W�L�H�V���D�Q�G��
dividends. Secondly, revenue is assumed to be realised when a legal right to receive it arises, 
i.e. the point of time when goods have been sold or service has been rendered. Thus, credit 
sales are treated as revenue on the day sales are made and not when money is received from 
the buyer. As for the income such as rent, commission, interest, etc. these are recongnised on 
a time basis. For example, rent for the month of March 2005, even if received in April 2005, 
will be taken into the profit and loss account of the financial year ending March 31, 2005 and 



not into financial year beginning with April 2005. Similarly, if interest for April 2005 is 
received in advance in March 2005, it will be taken to the profit and loss account of the 
financial year ending March 2006. 

 

 

1. Generally Accepted Accounting Principles (GAAP) : Generally Accepted Accounting 
principles refer to the rules or guidelines adopted for recording and reporting of business 
transactions in order to bring uniformity in the preparation and presentation of financial 
statements. These principles are also referred to as concepts and conventions. From the 
practicality view point, the various terms such as principles, postulates, conventions 
modifying principles, assumptions, etc. have been used interchangeably and are referred to as 
basic accounting concepts, in the present book.  

2. Basic Accounting Concepts : The basic accounting concepts are referred to as the 
fundamental ideas or basic assumptions underlying the theory and practice of financial 
accounting and are broad working rules of accounting activities.  

3. Business Entity : This concept assumes that business has distinct and separate entity from 
its owners. Thus, for the purpose of accounting, business and its owners are to be treated as 
two separate entities.  

4. Money Measurement : The concept of money measurement states that only those 
transactions and happenings in an organisation, which can be expressed in terms of money 
are to be recorded in the book of accounts. Also, the records of the transactions are to be kept 
not in the physical units but in the monetary units.  

5. Going Concern : The concept of going concern assumes that a business firm would 
continue to carry out its operations indefinitely (for a fairly long period of time) and would 
not be liquidated in the near future.  

6. Accounting Period : Accounting period refers to the span of time at the end of which the 
financial statements of an enterprise are prepared to know whether it has earned profits or 
incurred losses during that period and what exactly is the position of its assets and liabilities, 
at the end of that period.  

7. Cost Concept : The cost concept requires that all assets are recorded in the book of 
accounts at their cost price, which includes cost of acquisition, transportation, installation and 
making the asset ready for the use.  

8. Dual Aspect : This concept states that every transaction has a dual or twofold effect on 
various accounts and should therefore be recorded at two places. The duality principle is 
commonly expressed in terms of fundamental accounting equation, which is : 

Assets  =  Liabilities + Capital 

9. Revenue Recognition : Revenue is the gross in-flow of cash arising from the sale of goods 
and services by an enterprise and use by others of the enterprise resources yielding interest 
royalities and divididends. The concept of revenue recognition requires that the revenue for a 
business transaction should be considered realised when a legal right to receive it arises.  



10. Matching : The concept of matching emphasises that expenses incurred  in an accounting 
period should be matched with revenues during that period. It follows from this that the 
revenue and expenses incurred to earn these revenue must belong to the same accounting 
period.  

11. Full Disclosure : This concept requires that all material and relevant  facts concerning 
financial performance of an enterprise must be fully and completely disclosed in the financial 
statements and their accompanying  footnotes.  

12. Consistency : This concepts states that accounting policies and practices followed by 
enterprises should be uniform and consistent one the period of time so that results are 
composable. Comparability results when the same accounting principles are consistently 
being applied by different enterprises for the period under comparison, or the same firm for a 
number of periods.  

13. Conservatism : This concept requires that business transactions should be recorded in 
such a manner that profits are not overstated. All anticipated losses should be accounted for 
but all unrealised gains should be ignored.  

14. Materiality : This concept states that accounting should focus on material facts. If the 
item is likely to influence the decision of a reasonably prudent investor or creditor, it should 
be regarded as material, and shown in the financial statements. 15. Objectivity : According to 
this concept, accounting transactions should be recorded in the manner so that it is free from 
the bias of accountants and others. 

16. Systems of Accounting : There are two systems of recording business transactions, viz. 
double entry system and single entry system. Under double entry system every transaction 
has two-fold effects where as single entry system is known as incomplete records.  

17. Basis of Accounting : The two broad approach of accounting are cash basis and accrual 
basis. Under cash basis transactions are recorded only when cash are received or paid. 
Whereas under accrual basis, revenues or costs are recognises when they occur rather than 
when they are paid.  

18. Accounting Standards : Accounting standards are written statements of uniform 
accounting rules and guidelines in practice for preparing the uniform and consistent financial 
statements. These standards cannot over ride the provisions of applicable laws, customs, 
usages and business environment in the country. 

Difference between Book Keeping and Accounting:  

1. Book keeping is a primary stage whereas Accounting is a secondary stage  

2. Job of Book keeping is routine in nature whereas job of Accounting is analytical in nature.  

3. Junior staff performs the functions of Book Keeping whereas senior staff performs the 
functions of Accounting.  

4. Book Keeping is mechanical in nature whereas Accounting is analytical in nature.  

  

Process of Accounting:   



1. Identification of the economic events. (Selection of important event)   

2. Classification of the business transaction (Assets, liability, expenses, income).  

3. Measurement in terms (Monetary value transaction.),  

4. Recording of business transactions (As per accounting principle)  

5. Summarizing the business transaction (Journal, ledger, trial balance and Balance sheet.)  

6. Analysis and interpreting the business transactions. (Various reports, ratios etc.) 7. 
Communication (provide information to internal and external users.)  

 

Users of financial statements:  

1. Internal users: Chief Executive, Financial Manager, Vice president, Business unit 
managers, Plant manager, Store manager, line Supervisors etc.  

2. External users: present and potential investors (shareholders), Creditors (Bank, financial 
institutions and other lenders), Tax authorities, Regulatory agencies etc.  

 

  

 

Branches of Accounting:  

1. Financial Accounting (Book Keeping + preparation of financial statement).  

2. Cost Accounting (Determines the unit cost at different level of production).  

3. Management Accounting (It blends financial and cost accounting to get maximum profit at 
maximum cost).  

4. Tax Accounting (Sales tax and income tax).  

5. Social Responsibility Accounting (Focus on social benefits)  

  

Qualitative Characteristics of Accounting Information:   

1. Reliability: It means the user must be able to depend on the information.  

2. Relevance: To be relevant, information must be available on time, must help in prediction 
and feedback and influence the decisions of users.  

3. Understandability: it means decision makers must interpret accounting information in the 
same sense as it is prepared and conveyed to them.  

4. Comparability: To be comparable, Accounting reports must belong to a common period 
and use common unit of measurement and format of reporting.  



  

Objectives of Accounting:   

1. Maintenance of records of business transactions.  

2. Calculation of profit and loss.  

3. Depiction of financial position.  

4. Providing Accounting information to its users.  

  

Advantages of Accounting  

1. Financial Information about Business  

2. Assistance to Management  

3. Replaces Memory  

4. Facilitates Comparative Study  

5. Facilitates Settlement of Tax Liabilities  

6. Facilitates Loans  

7. Evidence in Court  

8. Facilitates Sale of Business  

9. Helps in Decision-making  

 

Limitations of Accounting  

1. Accounting is not Fully Exact  

2. Accounting does not Indicate the Realisable Value  

3. Accounting Ignores the Qualitative Elements  

4. Accounting Ignores the Effect of Price Level Change  

5. Accounting may Lead to Window Dressing  

 

Basic Accounting Terms: 1. Business Entity: It means a specifically identifiable business 
enterprise like Super Bazar, ITC Limited, Hira & Co. etc.  

2. Transactions: An event involving some value between two or more entities.  

3.  Assets:- These are properties or economic resources of an enterprises which can be 
expressed in monetary terms it can be divided in two parts 1.Fixed assets( more than 1 year 
period) 2. Current assets(less than 1 year period)  



4. Liabilities: These are certain obligations or dues which firm has to pay.     

5. Capital: It is an essential investment for commencement of every business.  

6. Sales: It can be credit or cash, in which goods are delivered to customers.  

7. Revenues: It is the amount which is earned by selling of products.   

8. Expenses: It is known as cost of assets consumed or services which used.  

9.  Expenditure: It means spending money for some benefit.  

10. Profit: Excess of revenues over expenses is called profit.    

11. Gain: It generates from incidental transaction such as sales of fixed asset, winning of 
court case.     

12. Loss: Excess of expenses over income is termed as loss.  

13. Discount: It is defined as concession or deduction in price of goods sold.   

14. Voucher: It is known as evidence in support of a transaction.  

15. Goods: It refers all the tangible goods (Raw material, work in progress, finished goods.)  

16. Drawings: Amount of goods or cash which is withdrawn from business for personal use.   

17. Purchases: It means of procurement of goods on credit or cash.  

18. Stock: It is a part of unsold goods. It can be divided into two categories.    a. Opening 
stock  b. Closing stock.  

19. Debtors: There are persons who owe to an enterprise an amount for buying goods and 
services on credit.  

20. Creditors: These are persons who have to be paid by an enterprise an amount for 
providing the enterprise goods and services on credit.  

 

Basic Accounting Concepts  

(1) Business entity concepts This concept assumes that business has a distinct and separate 
entity from its owners. Therefore business transactions are recorded in the books of accounts 
from the business point of view and not owners. For example, If owner bring Rs. 1,00,000 as 
capital in business. It is treated as liability of business to owner. Similarly if owner withdrew 
�5�V���� ������������ �I�U�R�P�� �E�X�V�L�Q�H�V�V�� �I�R�U�� �S�H�U�V�R�Q�D�O�� �X�V�H���� �L�W�� �L�V�� �W�U�H�D�W�H�G�� �D�V�� �U�H�G�X�F�W�L�R�Q�� �R�I�� �R�Z�Q�H�U�Æ�V�� �F�D�S�L�W�D�O�� �D�Q�G��
consequently reduction in liability of business towards owner.  

(2)Money measurement concept This concept states that transactions and events that can be 
expressed in money terms are recorded in the books of accounts. Non monetary transactions 
cannot be recorded in the books like appointment of manager, capabilities of human 
resources etc. Another aspect is the records of transactions are to be kept not in physical unit 
but in monetary unit. For example, an organisation has 2 buildings, 15 computers, 20 office 
tables are not recorded because they are physical unit and not in monetary unit. Limitation of 



this concept is the value of rupee does not remain same over a period of time. As changes in 
the value of money is not reflected in books does not reflect fair view of business affairs.  

(3) Going concern concept This concept assumes that business shall continue to carry out its 
operations indefinitely for a long period of time and would not be liquidated in the 
foreseeable future. It provides the very basis for showing the value of assets in the balance 
sheet. An asset may be defined as a bundle of services. For example, a machine purchased for 
Rs. 2,00,000 and its estimated useful life say 10 years. The cost of machinery is spread on 
suitable basis over next 10 years for ascertaining the profit or loss for each year. The total 
cost of the machine is not treated as an expense in the year of purchase itself.  

  

(4) Accounting period concept Accounting period refers to span of time at the end of which 
financial statements are prepared to know the profits or loss and financial position of 
business. Information is required to by different users at regular intervals for decision 
making. For example, bankers require information periodically because they want to ensure 
safety and returns of their investments. Similarly management requires information at regular 
interval to assess the performance and funds requirement. Therefore they are prepared at 
regular interval, normally a period of one year. This interval of time is called accounting 
period. 

  

(5) Cost concept According to this concept all assets are recorded in the books of accounts at 
the purchase price which includes the purchase price, cost of acquisition, transportation and 
installation. For example, if an asset purchased for Rs. 1,00,000 and spent Rs. 10,000 on its 
installation. Therefore asset will be recorded in the books of accounts at Rs. 1,10,000. This 
concept is historical in nature. For example, if machine purchased for Rs. 75,000, the 
purchase or acquisition price will remain same for all years to come, though its market value 
may change. The main limitation of this concept is that it does not show the true value of 
asset and may lead to hidden profits.  

  

(6) Dual aspect concept This concept provides the very basis for recording the transaction in 
the books of accounts. It states that every transaction entered in the books has two aspects. 
For example, Man as started business with cash Rs. 50,000. In this transaction asset (cash) 
increases and liability (capital of owner) also increases. This principle is also known as 
duality principle. This principle is commonly expressed in fundamental accounting equation 
given below. Assets = Liabilities + Capital This equation states that assets of business are 
always equal to the claims of owners and outsiders.  

  

(7) Revenue recognition concept ( Realisation concept) According to this principle revenue is 
considered to have been realised when a transaction has been entered and obligation to 
receive the amount has been established. In other words when we receive right to receive 
revenue than it is called revenue is realised. For example, sales made in March, 2010 and 
receives amount in April, 2010. Revenue of these sales should be recognised in February 
month, when the goods sold. For example commission for the March, 2010 even if received 
in April 2010 will be taken into profit and loss A/c of March, 2010. Similarly if rent for the 



April, 2010 is received in advance in March, 2010 it will be taken the profit and loss A/c of 
the financial year of March, 2010.  

  

(8) Matching concept The matching concept states that expense incurred in an accounting 
period should be matched with revenues during that period. It follows from this that revenue 
and expenses incurred to earn these revenues must belong to the same accounting period. For 
example, salary for the month of March, 2010 paid in April, 2010 is recorded in the profit and 
loss A/c of financial year ending March, 2010 and not in the year when it realized. Similarly 
we records cost of goods sold and not the goods purchased or produced. So the cost of unsold 
goods should be deducted from the cost of goods produced or purchased.  

 

(9) Full disclosure concept Apart from legal requirement good accounting practice require all 
material and significant information must be disclosed. Financial statements are the basic 
means of communicating financial information to its users for taking useful financial 
decisions. This concept states that all material and relevant fact and financial performance 
�P�X�V�W�� �E�H�� �I�X�O�O�\�� �G�L�V�F�O�R�V�H�G�� �L�Q�� �I�L�Q�D�Q�F�L�D�O�� �V�W�D�W�H�P�H�Q�W�� �R�I�� �W�K�H�� �E�X�V�L�Q�H�V�V���� �&�R�P�S�D�Q�\�Æ�V�� �D�F�W�� ���������� �K�D�V��
provided a format for making profit and loss A/c and balance sheet, which needs to be 
compulsorily adhered to for preparation of financial statement. Disclosure of material 
information results in better understanding. For example, the reasons for low turnover should 
be disclosed.  

  

(10) Consistency concept This concept states that accounting practices followed by an 
enterprise should be uniform and consistent over a period of time. For example if an 
enterprise has adopted straight line method of charging depreciation then it has to be followed 
year after year. If we adopt written down value method from second year for charging 
depreciation than the financial information will not be comparable. Consistency eliminates 
the personal bias helps in achieving the results that are comparable. However consistency 
does not prohibits the change accounting policies. Necessary changes can be adopted and 
should be disclosed.  

  

(11) Conservatism concept (Prudence concept) This concept takes into consideration all 
prospective losses but not the prospective profit. It means profit should not be recorded until 
it realised but all losses, even those which have remote possibility are to be recorded in the 
books. For example, valuing closing stock at cost or market value whichever is lower, 
creating provision for doubtful debts etc. This concept ensures that the financial statements 
provide the real picture of the enterprise.  

  

(12) Materiality concept This concept states that accounting should focus on material fact. 
Whether the item is material or not shall depend upon nature and amount involved in it.  For 
example, amount spent of repair of building Rs. 4,00,000 is material for enterprise having the 
sales turnover of Rs.1,50,000 but not material for enterprise having turnover of Rs. 
25,00,000. Similarly closure of one plant material but stock eraser and pencils are not shown 



at the asset side but treated as expenses of that period, whether consumed or not because the 
amount involved in it are low.  

  

(13) Objectivity concept This concept states that accounting should be free from personal 
bias. This can be possible when every transaction is supported by verifiable documents. For 
example, purchase of machinery for Rs. 30,000 should be supported by the voucher and 
should be recorded in the books of accounts. Similarly other supporting documents are cash 
memo, invoices, receipts provides the basis for accounting and auditing.  

  

Basis of Accounting:  

(1) Cash basis  Under this entries in the books of accounts are made when cash received or 
paid and not when the receipt or payment becomes due. For example, if salary Rs. 7,000 of 
January 2010 paid in February 2010 it would be recorded in the books of accounts only in 
February, 2010.  

  

(2) Accrual basis Under this however, revenues and costs are recognized in the period in 
which they occur rather when they are paid. It means it record the effect of transaction is 
taken into book when they are earned rather than in the period in which cash is actually 
received or paid by the enterprise. It is more appropriate basis for calculation of profits as 
expenses are matched against revenue earned in the relation thereto. For example, raw 
materials consumed are matched against the cost of goods sold for the accounting period.  

  

�$�F�F�R�X�Q�W�L�Q�J�� �6�W�D�Q�G�D�U�G�V�� ���$�6������ �³�$�� �F�R�G�H�� �R�I�� �F�R�Q�G�X�F�W�� �L�P�S�R�V�H�G�� �R�Q�� �D�Q�� �D�F�F�R�X�Q�W�D�Q�W���E�\�� �F�X�V�W�R�P���� �O�D�Z��
�D�Q�G���D���S�U�R�I�H�V�V�L�R�Q�D�O���E�R�G�\���´������- Kohler  

  

Nature of accounting standards:  

(1) Accounting standards are guidelines which provide the framework so credible financial 
statement can be produced.  

(2) According to change in business environment accounting standards are being changed  or 
revised from time to time. 

(3) To bring uniformity in accounting practices and to ensure consistency and comparability 
is the main objective of accounting standards.  

(4) Where the alternative accounting practice is available, an enterprise is free to adopt. So 
accounting standards are flexible.  

(5) Accounting standards are mandatory in nature.  

  

Utility of accounting standards:  



(1) They provide the norms on the basis of which financial statements should be prepared.  

(2) It creates the confidence among the users of accounting information because they are 
reliable.  

(3) It helps accountants to follow the uniform accounting practices and helps auditors in 
auditing.  

(4) It ensures the uniformity in preparation and presentation of financial statements by 
following the uniform practices.  

 International Financial Reporting Standards (IFRS):  To maintain uniformity and use of 
same or single accounting standards, International Financial Reporting Standards (IFRS) are 
developed by International Accounting Standards board (IASB).  

  

Objectives of IASB:  

(1) To develop the single set of high quality global accounting standards so users of 
information can make good decisions and the information can be comparable globally.  

(2) To promote the use of these high quality standards.  

(3) To fulfill the special needs of small and medium size entity by following above 
objectives.  

  

Meaning of IFRS: IFRS is a principle based accounting standards. IFRS are a single set of 
high quality accounting Standards developed by IASB, recommended to be used by the 
enterprises globally to produce financial statements.  

  

Benefits of IFRS:  

(1) Global comparison of financial statements of any companies is possible  

(2)  Financial statements prepared by using IFRS shall be better understood with financial 
statements prepared by the country specific accounting standards. So the investors can make 
better decision about their investments.  

(3) Industry can raise or invest their funds by better understanding if financial statements are 
there with IFRS.  

(4) Accountants and auditors are in a position to render their services in countries adopting 
IFRS.  

(5) By implementation of IFRS accountants and auditors can save the time and money.  

(6) Firm using IFRS can have better planning and execution. It will help the management to 
execute their plans globally.  

 



Accounting Equation:  

Total Assets = Total Liabilities     

Or Total Assets = Internal Liabilities + External Liabilities  

Or Total Assets = Capital + Liabilities  

Classification of Transactions Following are the nine basic transactions:  

1. Increase in assets with corresponding increase in capital.  

2. Increase in assets with corresponding increase in liabilities.  

3. Decrease in assets with corresponding decrease in capital.  

4. Decrease in assets with corresponding decrease in liabilities.  

5. Increase and decrease in assets.  

6. Increase and decrease in liabilities  

7. Increase and decrease in capital  

8. Increase in liabilities and decrease in capital 

9. Increase in capital and decrease in liabilities. 

 

Rules of Debit and Credit  

(1) Traditional or English Approach: This approach is based on the main principle of double 
entry system i.e. every debit has a credit and every credit has a debit. According to this 
system we should record both the aspects of a transaction whereas one aspect of a transaction 
will be debited and other aspect of a transaction will be credited.  

(1)  Personal Account:  Debit the receiver and credit the giver.  

(2) Real Account:  Debit what comes in and credit what goes out.  

(3) Nominal Account:  Debit all expenses and losses credit all incomes and gains.  

  

(2) Modern or American Approach: This approach is based on the accounting equation or 
balance sheet. In this approach accounts are debited or credited according to the nature of an 
account. In a summarised way the five rules of modern approach is as follows:  

1. Increase in asset will be debited and decrease will be credited.  

2. Increase in the liabilities will be credited and decrease will be debited.  

3. Increase in the capital will be credited and decrease will be debited.  

4. Increase in the revenue or income will be credited and decrease will be debited.  



5. Increase in expenses and losses will be debited and decrease will be credited. 

Source Documents Meaning of Source document: Business transactions are recorded in 
the books of accounts on the basis of some written evidence called source document.  

Common Source documents are Cash Memo, Invoice or Bill, Receipts, Debit Note, Credit 
Note, Cheque, Pay in slip etc.  

 Meaning of Voucher: Documentary evidence in support of the transaction is known as 
voucher.  

 Meaning of Journal: Journal is a book of prime entry in which transactions are copied in 
order of date from a memorandum or waste book.  

Illustration:  

Journalise the following transactions in the books of Ravi: 1. Bought goods from Sonam Rs. 
20,000 less trade discount 20% plus VAT @ 10%. 2. Sold goods costing Rs. 6,000 to Ram 
for Rs. 8,000 plus VAT @ 10% 3. Sold the balance goods for Rs. 16,000 and charged VAT 
@ 10% to Mohan against payment by cheque which was banked on the same day. 4. 
Deposited the VAT into government account by cheque.  

 

 

 

 



Cash Book  

Meaning: Cash book is a book in which all the transactions related to cash receipts and cash 
payments are recorded.   

Types of Cash book: 1. Single Column Cash Book 2. Double Column Cash Book 3. Petty 
Cash Book. 
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Introduction After recording the business transaction in the Journal or special purpose 
Subsidiary Books, the next step is to transfer the entries to the respective accounts in the 
Ledger. Ledger is a book where all the transactions related to a particular account are 
collected at one place.  

Definition:  The Ledger is the main or principal book of accounts in which all the business 
transactions would ultimately find their place under various accounts in a duly classified 
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record of all the transacti�R�Q�V���R�I���D���E�X�V�L�Q�H�V�V���L�V���F�D�O�O�H�G���W�K�H���O�H�G�J�H�U���´�� 

 

TRIAL BALANCE  

Meaning �± When posting of all the transactions into the Ledger is completed and accounts 
are balanced off, then the balance of each account is put on a list called Trial Balance.   

Definition �± �7�U�L�D�O�� �%�D�O�D�Q�F�H�� �L�V�� �W�K�H�� �O�L�V�W���R�I�� �G�H�E�L�W���D�Q�G�� �F�U�H�G�L�W���E�D�O�D�Q�F�H�V�� �W�D�N�H�Q�� �R�X�W�� �I�U�R�P�� �O�H�G�J�H�U���� �³�,�W��
�D�O�V�R���L�Q�F�O�X�G�H�V���W�K�H���E�D�O�D�Q�F�H�V���R�I���&�D�V�K���D�Q�G���E�D�Q�N���W�D�N�H�Q���I�U�R�P���W�K�H���&�D�V�K���%�R�R�N�´�����3�U�H�S�D�U�D�W�L�R�Q���± Steps 
(Only Balance Method)    

(1) Ledger A/Cs which shows a debit balance is put on the Debit side of the trial balance.   

(2) The A/c's Showing credit balance are put on the Credit side of the Trial Balance.  

 (3) Accounts which show no balance i.e. whose Debit and Credit totals are equal are not 
entered in Trial Balance.   

(4) Then the two sides of the Trial Balance are totaled. If they are equal it is assumed that 
there are no arithmetical error in the posting and balancing of Ledger A/cs.  

Objectives or Functions of Trial Balance:   

�‡ It helps in ascertaining the arithmetical accuracy of ledger accounts.  

�‡  Helps in locating errors.   

�‡ Provides the summary of Ledger A/c's.   

�‡ Helps in the preparation of Final A/c's.  



 

Objectives of Preparing a Trial Balance 

(i) To check arithmetical accuracy 

Arithmetical accuracy in ledger posting means writing correct amount, in the correct 
account and on its correct side while posting transactions from various original books of 
accounts, such as Cash Book, Purchases Book, Sales Book, etc. It also means not only the 
correct balance of ledger account but also the totals of the special purpose Books. 

(ii) To help in preparing Financial Statements 

The ultimate objective of the accounting is to prepare financial statements i.e. Trading and 
Profit and Loss Account, and Balance sheet of a business  enterprise at the end of an 
accounting year. These statements contain balances of various ledger accounts. As Trial 
Balance contains balances of all ledger accounts, in financial statements the balances of 
ledger accounts are carried from the Trial balance for proper analysis. 

(iii) Helps in locating errors 

If total of two columns of the trial balance agrees it is a proof of arithmetical accuracy in the 
ledger posting. However, if the totals of the two columns do not tally it indicates that there 
is some mistake in the ledger accounts. This prompts the accountant to find out the errors. 

(iv) Helps in comparison 

Comparison of ledger account balances of one year with the corresponding balances with 
the previous year helps the management taking some important decisions. This is possible 
by using the Trial Balances of the two years. 

(v) Helps in making adjustments 

While making financial statements adjustments regarding closing stock, prepaid expenses, 
outstanding expenses etc are to be made. Trial balance helps in identifying the items 
requiring adjustments in preparing the financial statements. Trial Balance is generally 
prepared at the end of the year. However it can be prepared at any time during the 
accounting year to check the accuracy of the posting. 

 

Steps to prepare Trial Balance 

(i) At first ascertain the balance account wise of all the ledger accounts. 

(ii) Write the name of the ledger account in the ledger account column. 

(iii) Write against the name of the ledger account, the balance amount/total amount, debit 
balance/total in the debit column; and credit balance/ total in the credit column. 

(iv) Add the debit balance/total amount column and credit balance/total amount column. 

There are three methods of preparing Trial Balance 



(i) Balance Method 

(ii) Total Method 

(ii) Balance Totals Method 

(i) Balance Method 

In this Balance method, the balance of each account (which may be debit balance or credit 
balance) is extracted and written against each account; we write debit balance in the debit 
column and credit balance in the credit column. 

(ii) Total Method 

In this method the total of both sides of every account in the ledger is written against the 
name of the respective account without balancing them in the form of debit and credit 
balances respectively. 

(iii) Balance totals Method 

Trial Balance is prepared by combining the first and second methods. 

However, in practice the trial balance is prepared with debit and credit balances of various 
accounts in the ledger. Normally balance method is used. 

Break-Even Analysis 

A break-even analysis is a financial tool which helps you to determine at what stage your 
company, or a new service or a product, will be profitable. In other words, it�[�•�� ���� �(�]�v���v���]���o��
calculation for determining the number of products or services a company should sell to 
cover its costs (particularly fixed costs). Break-even is a situation where you are neither 
making money nor losing money, but all your costs have been covered. 

Break-even analysis is useful in studying the relation between the variable cost, fixed cost 
and revenue. Generally, a company with low fixed costs will have a low break-even point of 
sale. For an example, a company has a fixed cost of Rs.0 (zero) will automatically have 
broken even upon the first sale of its product. 

Components of Break Even Analysis 

Fixed costs 

Fixed costs are also called as the overhead cost. These overhead costs occur after the 
decision to start an economic activity is taken and these costs are directly related to the 
level of production, but not the quantity of production. Fixed costs include (but are not 
limited to) interest, taxes, salaries, rent, depreciation costs, labour costs, energy costs etc. 
These costs are fixed no matter how much you sell. 

Variable costs 

Variable costs are costs that will increase or decrease in direct relation to the production 
volume. These cost include cost of raw material, packaging cost, fuel and other costs that 
are directly related to the production. 



Calculation of Break-Even Analysis 

The basic formula for break-even analysis is driven by dividing the total fixed costs of 
production by the contribution per unit (price per unit less the variable costs). 

When is Break even analysis used? 

Starting a new business: If you wish to start a new business, a break-even analysis is a must. 
Not only it helps you in deciding, whether the idea of starting a new is viable, but it will 
force you to be realistic about the costs, as well as guide you about the pricing strategy. 

Creating a new product: In the case of an existing business, you should still do a break-even 
analysis before launching a new product�v particularly if such a product is going to add a 
significant expenditure. 

Changing the business model: If you are about to the change your business model, like, 
switching from wholesale business to retail business, you should do a break-even analysis. 
The costs could change considerably and this will help you to figure out the selling prices 
need to change too. 

Breakeven analysis is useful for the following reasons: 

It helps to determine remaining/unused capacity of the concern once the breakeven is 
reached. This will help to show the maximum profit on a particular product/service that can 
be generated. 

It helps to determine the impact on profit on changing to automation from manual (a fixed 
cost replaces a variable cost). 

It helps to determine the change in profits if the price of a product is altered. 

It helps to determine the amount of losses that could be sustained if there is a sales 
downturn. 

 

Additionally, break-even analysis is very useful for knowing the overall ability of a business 
to generate a profit. In the case of a company whose breakeven point is near to the 
maximum sales level, this signifies that it is nearly impractical for the business to earn a 
profit even under the best of circumstances. 
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This monitoring certainly reduces the breakeven point whenever possible. 

Ways to monitor Break even point 

Pricing analysis: Minimize or eliminate the use of coupons or other price reductions offers, 
since such promotional strategies increase the breakeven point. 

Technology analysis: Implementing any technology that can enhance the business efficiency, 
thus increasing capacity with no extra cost. 



Cost analysis: Reviewing all fixed costs constantly to verify if any can be eliminated can 
surely help. Also, review the total variable costs to see if they can be eliminated. This 
analysis will increase the margin and reduce the breakeven point. 

Margin analysis: Push sales of the highest-margin (high contribution earning) items and pay 
close attention to product margins, thus reducing the breakeven point. 

Outsourcing: If an activity consists of a fixed cost, try to outsource such activity (whenever 
possible), which reduces the breakeven point. 

Benefits of Break-even analysis 
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that you may forget about few expenses. Therefore, if you do a break-even analysis you 
have to review all your financial commitments to figure out your break-even point. This 
analysis certainly restricts the number of surprises down the road. 

Set revenue targets: Once the break-even analysis is complete, you will get to know how 
much you need to sell to be profitable. This will help you and your sales team to set more 
concrete sales goals. 

Make smarter decisions: Entrepreneurs often take decisions in relation to their business 
based on emotion. Emotion is importa�v�š���]�X���X���Z�}�Á���Ç�}�µ���(�����o�U���š�Z�}�µ�P�Z���]�š�[�•���v�}�š�����v�}�µ�P�Z�X���/�v���}�Œ�����Œ��
to be a successful entrepreneur, your decisions should be based on facts. 
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requirement if you want outsiders to fund your business. In order to fund your business, you 
have to prove that your plan is viable. Furthermore, if the analysis looks good, you will be 
comfortable enough to take the burden of various ways of financing. 

Better Pricing: Finding the break-even point will help in pricing the products better. This tool 
is highly used for providing the best price of a product that can fetch maximum profit 
without increasing the existing price. 

Cover fixed costs: Doing a break-even analysis helps in covering all fixed cost. 

 

 

 

 

 

 

 

 

 



FINANCIAL MANAGEMENT 

MEANING OF CAPITAL-The term capital refers to the total investment of the company in 
terms of money, and assets. It is also called as total wealth of the company. When the 
company is going to invest large amount of finance into the business, it is called as capital. 
Capital is the initial and integral part of new and existing business concern.  

The capital requirements of the business concern may be classified into two categories:  

(a) Fixed capital 

 (b) Working capital. 

Fixed Capital  

Fixed capital is the capital, which is needed for meeting the permanent or long-term 
purpose of the business concern. Fixed capital is required mainly for the purpose of meeting 
capital expenditure of the business concern and it is used over a long period. It is the 
amount invested in various fixed or permanent assets, which are necessary for a business 
concern. 

Definition of Fixed Capital  
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Character of Fixed Capital  

�{ Fixed capital is used to acquire the fixed assets of the business concern.  

�{ Fixed capital meets the capital expenditure of the business concern.  

�{ Fixed capital normally consists of long period.   

�{ Fixed capital expenditure is of nonrecurring nature.  

�{ Fixed capital can be raised only with the help of long-term sources of finance. 

Working Capital  

Working capital is the capital which is needed to meet the day-to-day transaction of the 
business concern. It may cross working capital and net working capital. Normally working 
capital consists of various compositions of current assets such as inventories, bills, 
receivable, debtors, cash, and bank balance and prepaid expenses. According to the 
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to meet the following purpose:  

�{ Purchase of raw material  

�{  Payment of wages to workers  

�{  Payment of day-to-day expenses  



�{  Maintenance expenditure etc. 

 

Fixed capital means that capital, which is used for long-term investment of the business 
concern. For example, purchase of permanent assets. Normally it consists of non-recurring 
in nature. Working Capital is another part of the capital which is needed for meeting day to 
day requirement of the business concern. For example, payment to creditors, salary paid to 
workers, purchase of raw materials etc., normally it consists of recurring in nature. It can be 
easily converted into cash. Hence, it is also known as short-term capital. 

Gross Working Capital  

Gross Working Capital is the general concept which determines the working capital concept. 
Thus, the gross working capital is the capital invested in total current assets of the business 
concern. Gross Working Capital is simply called as the total current assets of the concern.                               
GWC = CA 

Net Working Capital  

Net Working Capital is the specific concept, which, considers both current assets and 
current liability of the concern. Net Working Capital is the excess of current assets over the 
current liability of the concern during a particular period. If the current assets exceed the 
current liabilities it is said to be positive working capital; it is reverse, it is said to be Negative 
working capital.  

                                                         NWC = C A �t CL 

Component of Working Capital Working capital constitutes various current assets and 
current liabilities. This can be illustrated by the following chart. 



 

Working Capital may be classified into three important types on the basis of time. 

 

 

 

Permanent Working Capital  

It is also known as Fixed Working Capital. It is the capital; the business concern must 
maintain certain amount of capital at minimum level at all times. The level of Permanent 
Capital depends upon the nature of the business. Permanent or Fixed Working Capital will 
not change irrespective of time or volume of sales. 



 

Temporary Working Capital  

It is also known as variable working capital. It is the amount of capital which is required to 
meet the Seasonal demands and some special purposes. It can be further classified into 
Seasonal Working Capital and Special Working Capital. The capital required to meet the 
seasonal needs of the business concern is called as Seasonal Working Capital.  The capital 
required to meet the special exigencies such as launching of extensive marketing campaigns 
for conducting research, etc. 

 

Semi Variable Working Capital  

Certain amount of Working Capital is in the field level up to a certain stage and after that it 
will increase depending upon the change of sales or time. 

 

NEEDS OF WORKING CAPITAL  

Working Capital is an essential part of the business concern. Every business concern must 
maintain certain amount of Working Capital for their day-to-day requirements and meet the 
short-term obligations. 

 Working Capital is needed for the following purposes.  

1. Purchase of raw materials and spares: The basic part of manufacturing process is, raw 
materials. It should purchase frequently according to the needs of the business concern. 



Hence, every business concern maintains certain amount as Working Capital to purchase 
raw materials, components, spares, etc.  

2. Payment of wages and salary: The next part of Working Capital is payment of wages and 
salaries to labour and employees. Periodical payment facilities make employees perfect in 
their work. So a business concern maintains adequate the amount of working capital to 
make the payment of wages and salaries.  

3. Day-to-day expenses: A business concern has to meet various expenditures regarding the 
operations at daily basis like fuel, power, office expenses, etc.  

4. Provide credit obligations: A business concern responsible to provide credit facilities to 
the customer and meet the short-term obligation. So the concern must provide adequate 
Working Capital. 

Working Capital Cycle  

Working Capital requirements depend upon the operating cycle of the business. The 
operating cycle begins with the acquisition of raw material and ends with the collection of 
receivables. 

Operating cycle consists of the following important stages:  

1. Raw Material and Storage Stage, (R)  

2. Work in Process Stage, (W)  

3. Finished Goods Stage, (F)  

4. Debtors Collection Stage, (D)  

5. Creditors Payment Period Stage. (C) 

 

                               O = R + W + F + D�tC 

 



Each component of the operating cycle can be calculated by the following formula: 

R=Average Stock of Raw Material /  Average Raw Material Consumption Per Day 

 

W=Average Work in Process Inventory /  Average Cost of Production Per Day 

 

F=Average Finished Stock Inventory /  Average Cost of Goods Sold Per Day 

 

D=Average Book Debts /  Average Credit Sales Per Day 

 

C= Average Trade Creditors /  Average Credit Purchase Per Day  

 

 

Balance Sheet  

'Not-for-Profit' Organisations prepare Balance Sheet for ascertaining the .financial position 
of the organisation. The preparation of their Balance Sheet is on the same pattern as that of 
the business entities. It shows assets and liabilities as at the end of the year. Assets are 
shown on the right hand side and the liabilities on the left hand side. However; there will be 
a Capital Fund or General Fund in place of the Capital and the surplus on deficit as per 
Income and Expenditure Account shall be added to / deducted to this fund. It is also a 
common practice to add some of the capitalised items like legacies, entrance fees and life 
membership fees directly in the capital fund.  

                       Besides the Capital or General Fund, there may be other Funds created for 
specific purposes or to meet the requirements of the contributors/donors such as building 
fund, sports fund, etc. Such funds are shown separately in the liabilities side of the balance 
sheet.  

    Some times it becomes necessary to prepare Balance Sheet as at the beginning of the 
year in order to find out the opening balance of the capital/ general fund.  

 

Preparation of Balance Sheet  

The following procedure is adopted to prepare the Balance Sheet:  

1. Take the Capital/ General Fund as per the opening balance sheet and add surplus from 
the Income and Expenditure Account. Further, add entrance fees, legacies, life membership 
fees, etc. received during the year.  



2. Take all the fixed assets (not sold/ discarded/ or destroyed during the year) with additions 
(from the Receipts and Payments account) after charging depreciation (as per Income and 
Expenditure account) and show them on the assets side.  

3. Compare items on the receipts side of the Receipts and Payments Account with income 
side of the Income and Expenditure Account. This is to ascertain the amounts of: (a) 
subscriptions due but not yet received: (b) incomes received in advance; (c) sale of fixed 
assets made during the year; (d) items to be capitalised (i.e. taken directly to the Balance 
Sheet) e.g. legacies, interest on specifc fund investment and so on. 

4. Similarly compare, items on the payments side of the Receipt and Payment Account with 
expenditure side of the Income and Expenditure Account. This is to ascertain the amounts if: 
(a) outstanding expenses; (b) prepaid expenses; (c) purchase of a fixed asset during the year; 
(d) depreciation on fixed assets; (e) stock of consumable items like stationery in hand; (f) 
Closing balance of cash in hand and cash at bank as, and so on.  

 

Purchase and Stores Management 

Materials Management: 

Most manufacturing concerns spend more than 60% of the money they take in, for 
materials, i.e., materials soak up a substantial portion of the capital invested in an industrial 
concern. This emphasizes the need for adequate materials management and control 
because even a small saving in materials can reduce the production cost to a fair extent and 
thus add to the profits. 

Materials Management may be thought of as an integrated functioning of the different 
sections of a company dealing with the supply of materials and other related activities so as 
to obtain maximum co-ordination and optimum minimum expenditure on materials. 
Materials Management involves controlling the type, amount, location, movement, timings 
of purchase of various materials etc., used in an industrial concern. 

Functions of Materials Management: 

(i) Materials planning. 

(ii) Procurement or purchasing of materials. 

(iii) Receiving and warehousing. 

(iv) Storage and store-administration. 

(v) Inventory control. 

(vi) Standardization, Simplification and Value-analysis. 

(vii) External transportation (i.e., traffic, shipping, etc.) and materials handling (i.e., internal 
transportation). 

(viii) Disposal of scrap, surplus and obsolete materials. 



Objectives of Materials Management: 

(i) To minimize materials cost. 

(ii) To procure and provide materials of desired quality when required, at the lowest 
possible overall cost of the concern. 

(iii) To reduce investment tied in inventories for use in other productive purposes and to 
develop high inventory turnover ratios. 

(iv) To purchase, receive, transport (i.e., handle) and store materials efficiently and to 
reduce the related costs. 

(v) To trace new sources of supply and to develop cordial relations with them in order to 
ensure continuous material supply at reasonable rates. 

(vi) To cut down costs through simplification, standardization, value analysis, import 
substitution, etc. 

(vii) To report changes in market conditions and other factors affecting the concern, to the 
concern. 

(viii) To modify paper work procedure in order to minimize delays in procuring materials. 

(ix) To conduct studies in areas such as quality, consumption and cost of materials so as to 
minimize cost of production. 

(x) To train personnel in the field of materials management in order to increase operational 
efficiency. 

 

Purchasing or Procurement: 

The purchasing department occupies a vital and unique position in the organisation of an 
industrial concern because purchasing is one of the main functions in the success of a 
modern manufacturing concern. Mass production industries, since they rely upon a 
continuous flow of right materials, demand for an efficient purchasing division. 

The purchasing function is a liaison agency which operates between the factory organisation 
and the outside vendors on all matters of procurement. Purchasing implies �t procuring 
materials, supplies, machinery and services needed for produc­tion and maintenance of the 
concern. 

Objectives of Purchasing Department: 

(i) To procure right material. 

(ii) To procure material in right quantities. 

(iii) To procure materials of right quality. 

(iv) To procure from right and reliable source or vendor. 



(v) To procure material economically, i.e., at right or reasonable price. 

(vi) To receive and deliver materials at: 

a. Right place, and at 

b. Right time. 

Purchasing department has to perform certain activities, duties and functions in order to 
achieve the above mentioned objectives. 

 

Activities, Duties and Functions of Purchasing Department: 

(i) Keep records-indicating possible materials and their substitutes. 

(ii) Maintain records of reliable sources of supply and prices of materials. 

(iii) Review material specifications with an idea of simplifying and standardizing them. 

(iv) Making contacts with right sources of supply. 

(v) Procure and analyze quotations. 

(vi) Place and follow up purchase orders. 

(vii) Maintain records of all purchases. 

(viii) To make sure through inspection that right kind (i.e., quantity, quality, etc.) of material 
has been purchased. 

(ix) To act as liaison between the vendors and different departments of the concern such as 
production, quality control, finance, maintenance, etc. 

(x) To check if the material has been purchased at right time and at economical rates, 

(xi) To keep an uninterrupted supply of materials so that production continues with least 
capital tied in inventories. 

(xii) To prepare purchasing budget. 

(xiii) To prepare and update list of materials required by different departments of the 
organisation within a specified span of time. 

(xiv) To handle subcontracts at the time of high business activity. 

(xv) To ensure that prompt payments are made to the vendors in the interest of good public 
relations. 

Purchase Organisation: 

Purchasing department is a staff function in the overall company structure (Refer Fig.23.1). 



 

 

Organisation of a Purchasing Department 

The internal organisation of the purchasing department is on a line basis, with purchasing 
agent, director of purchases or purchasing manager being the incharge of purchase 
department. He is responsible for the overall efficient operation of the department. The 
purchasing manager is, however, assisted in purchasing by a number of assistants and a few 
clerical staff (refer Fig. 23.1). The purchasing manager has the powers to execute purchasing 
contracts for the concern. 

 

He divides the duties among the assistants according to the nature of purchases to be made. 
For example, one assistant may purchase only electrical goods, another (major) raw 
material, third plant equipment and so on. This functional division of efforts makes for 
increased specialisation and gives a chance to the assistant to better feel and know the 
market, he is assigned. Fig. 23.1 shows an organisation of a typical purchasing department. 

There are three main sections namely purchasing, purchase service and records: 

1. Purchasing section places orders with the vendors. 

�î�X�� �W�µ�Œ���Z���•���� �•���Œ�À�]������ �•�����š�]�}�v���(�}�o�o�}�Á�•�� �š�Z���� �‰�Œ�}�P�Œ���•�•���}�(���š�Z�����}�Œ�����Œ�����š�� �À���v���}�Œ�[�•�� ���v���U���]�š�•�� �•�Z�]�‰�u���v�š��
by the vendor and its final receipt in the company. 

3. Records section maintains all records of quotations, costs, purchases, etc. 

 

Centralized and Decentralized Purchase Organisations: 

1. The problem of centralising or decentralising the purchase activities arises in large 
organisations-particularly in multi-plant industries. 

 

Advantages of Centralized Purchasing: 

The centralization of purchasing: 

(i) Almost invariably makes for more efficient ordering of materials; 



(ii) Forms a basis to gain bargaining advantage; 

(iii) Eliminates duplication of efforts; 

(iv) Helps procuring uniform and consistent materials; 

(v) Simplifies purchasing procedure; 

(vi) Simplifies the payment of invoices; and 

(vii) Permits a degree of specialization among buyers. 

 

Disadvantages of Centralized Purchasing: 

1. Centralized purchasing is little slower and more cumbersome than decentralized 
purchasing. 

 

Applications of Centralized purchasing: 

1. For concerns using few materials whose quality and availability are vital to the success of 
the concern. 

2. For purchasing small items of fairly high value such as tool bits, grinding wheels, dial 
gauges, etc., as well as those for which bigger quantity discounts can be obtained. 

Advantages of Decentralized Purchasing: 

1. Improved efficiency. 

2. Faster procurement of materials. 

3. Control over purchases is no longer remote. 

4. Decentralized operations are more flexible. 

 

Disadvantages of Decentralized Purchasing: 

1. Less quantity discounts. 

2. Involves duplication of efforts. 

Applications of Decentralized Purchasing: 

1. Where different plants of a large organisation require quite different types of materials. 

2. Where branch plants require heavy and bulky items such as oil products, fuels, paints, etc. 

3. Where purchases are to be made within the local community to promote better public 
relations. 



Buying Techniques: 

Materials can be bought or purchased by one of the following techniques: 

(a) Spot Quotations: 

The buyer can go to the market, collect minimum three quotations (for purchasing one 
material) from different suppliers, take a spot decision, pay cash and buy the commodity. 

Generally the item is purchased from the vendor who furnishes a quotation of least price. 

(b) Floating the Limited Enquiry: 

A few reliable (and otherwise registered with the company) vendors are written letters to 
send the price and other details for a particular commodity. 

A quotation form is generally used for calling the quotations: 

1. Quotation Form 

2. Submit quotations in duplicate. 

3. Preferably quote in the same order as in the enquiry letter. 
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5. If you are unable to furnish materials as per our descriptions and wish to offer a 
substitute, please give details. 

6. Quotations should be valid for at least one month from the date of opening. 

7. Taxes should be mentioned for each case. 

8. Quotations should be sent in sealed covers. 

9. The right is reserved to accept or reject quotations on each item separately or as a whole. 
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After getting replies from vendors, the quotations are opened and a comparative statement 
is prepared. The comparative statement helps studying and comparing different quotations 
at a glance and a quick decision can be taken as with whom to place the order. 

Comparative statement is analysed in the light of under-mentioned points and the best 
quotation is selected for ordering the material: 

i. Price of the (article or) material. 

ii. Material specifications and quality. 

iii. Place of delivery. 

iv. Delivery period. 

v. Taxes, etc. 



vi. Terms of payment. 

vii. Validity of tender. 

viii. Guarantee period, etc. 

(C) Tenders: 

A tender or a quotation is in the form of a written letter or a published document (in 
newspapers). The aim is to find the price for procuring certain materials or to get a 
particular work done within the desired period and under specified conditions. 

Types of: 

The tenders may be of the following three types: 

1. Single tender. 

2. Open tender. 

3. Closed tender or limited tender. 

1. Single Tender: 

Tender is invited from one reliable supplier only. Single tender is called under following 
conditions: 

a. Proprietary items. 

b. High quality items. 

���X���Z���[�����o���•�•���]�š���u�•���•�µ���Z�����•�����o�]�‰�•�U���‰�]�v�•�U���‰���v���]�o�•�U�����š���X 

d. When items are required comparatively urgently. 

2. Open Tender: 

Open tender which is also called press tender is published in Newspaper, Trade Journals 
etc., for procuring materials of desired specifications. 

a. It is open to everybody; any vendor (reliable or unreliable) can furnish the quotations. 

b. Open tender gets very wide publicity. 

c. A vendor has to deposit an earnest money with the tender information. This is just to 
ensure that the vendor does not back out from the rates etc., which he submits. 

d.  Tender notice published in Newspaper: 

Open Tender  

Earnest Money: 

Earnest money is demanded from the supplier who quotes the tender so that later on he 
does not back out from the rates he quotes for supplying the material or goods. 



Security Deposit: 

After selecting the supplier to whom to give the tender, either on the basis of lowest rates 
quoted by him or otherwise, he is asked to make a security deposit so that in case the 
supplier fails to furnish the goods properly and in time, the security deposit can be forfeited. 

Quantity and Quality Standards: 

Quantity Standards: 

There are four important Quantity Standards, namely: 

(i) Maximum inventory, 

(ii) Minimum inventory, 

(iii) Standard order, and 

(iv) Reorder point. 

Quality Standards: 

Quality: In the purchasing context, QUALITY refers to the suitability of a commodity for its 
intended use. 

Therefore, in purchasing, the best is not necessarily the highest quality; the best quality can 
be even a lower quality. 

Quality Standard: A quality standard is the description of an acceptable level of quality of a 
particular item. 

Quality standards establish the quality objectives (of a commodity) to be measured or 
evaluated. In the past three decades, industry has seen a tremendous advance in the 
preciseness of its quality standards; quality has changed from a generic art to a specific 
science with definite quality standards and instruments to measure and compare the 
characteristics of a product against the quality standards set. 

 

The necessary quality standards for a particular product are stated on the drawing in terms 
of dimensional tolerances or written into the test Specifications. The manufacturing 
department then makes products as per these standards and the inspection division 
inspects the products to the same standards. 

 

Drawings show the shape and the exact dimensions and the tolerances permitted on the 
product whereas Specifications describe such characteristics as colour, chemical 
composition, mechani­cal properties (i.e., tensile strength, hardness), kind of raw material 
etc. 

Specifications can be in the form of: 



(a) Dimensional and material specifications. They must consist of a list of physical or 
chemical properties desired in the product. Raw materials, oils and paints are specified this 
way. 

(b) Performance specifications. They indicate the performance or use of the purchased item, 
for example, a component may be specified as capable of bearing a reverse bend at 100°C 
temperature. 

(c) Blue prints. Blue print is the most precise and probably the most accurate of all types of 
descriptions and it finds applications where close tolerances or a high degree to mechani­cal 
perfection is desired. 

Both drawings and specifications describe what the product should be like after it has been 
made. 

Quality standards are dictated by the following requirements: 

(i) The efficiency with which the product can perform its function. 

(ii) The cost and the estimated life of the product. 

(iii) The quality of interchangeability and the ease of making assembly. 

(iv) Appearance and FEEL of the production in use. 

Accounting: 

All purchase transactions initiate a chain of accounting transactions taking from charging the 
transaction to the proper account to the final payment of the bill. Basically, the checking of 
invoices is an accounting procedure which can be handled efficiently by the accounting 
department but unluckily when accounting department does so, it becomes a mere clerical 
routine procedure. 
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with the description and specifications contained on the purchase order. For this reason and 
since large company funds and significant discounts are involved in accounting tasks, there 
should be close coordination between purchasing and accounting departments. 

Stores and Material Control: 

Materials and supplies constitute the most important assets in the majority of business 
enter­prises. The success of the business, besides other factors, depends to a large extent 
on the efficient storage and material control. 

 

Material pilferage, deterioration of material and careless handling of stores lead to reduced 
profits. Even losses can be incurred by concerns in which the store-room is available to all 
employees without check as to the quantities and purpose for which materials are to be 
used. 

 



Requirements of a Material Control System: 

1. Proper coordination of departments such purchase, receiving, testing, storage, 
accounting, etc. 

2. Making economy in purchase and use of materials. 

3. Operating an internal check to verify all transactions involving materials, supplies, 
equipment, etc. 

4. Storing materials and supplies properly in a safe place. 

5. Operating a system of perpetual inventory to find at any time the amount and value of 
each kind of material in stock. 

6. Setting of quantity standards. 

7. Operating a system to see that right material is available to a department at the time of 
its need. 

8. Keeping proper records of all material transactions. 

Stores Management: 

Stores management takes care: 

1. That the required material is never out of stock; 

2. That no material is available in (much) excess than required; 

3. To purchase materials on the principle of economic order quantity so that the sassociated 
costs can be minimized; and 

4. To protect stores against damage, theft, etc. 

This can be achieved through: 

1. A proper purchasing practice (i.e., when to order materials). 

2. An adequate procedure of receipt and issue of materials. 

3. Proper methods of storing materials. 

4. An effective system of physical control of materials. 

5. A proper method of keeping store records. 

Functions of Stores Department and the Duties of the Storekeeper: 

1. To receive materials, goods and equipment, and to check them for identification. 

2. To receive parts and components which have been processed in the factory. 

3. To record the receipt of goods. 



4. To correct positioning of all materials and supplies in the store. 

5. To maintain stocks safely and in good and condition by taking all precautions to ensure 
that they do not suffer from damage, pilfering or deterioration. 

6. To issue items to the users only on the receipt of authorised stores requisitions. 

7. To record and update receipts and issues of materials. 

8. To check the bin card balances with the physical quantities in the bins. 

9. To make sure that stores are kept clean and in good order. 

10. To prevent unauthorized persons from entering the stores. 

11. To make sure that materials are issued promptly to the users. 

12. To plan store for optimum utilisation of the cubic space (i.e., length, breadth and 
height). 

13. To ensure that the required materials are located easily. 

14. To initiate purchasing cycle at the appropriate time so that the materials required are 
never out of stock. 

15. To coordinate and cooperate to the full extent with the purchasing, manufacturing, 
inspection and production planning and control departments. 

Location and Layout of Stores: 

Location: 

1. Location of the stores should be carefully decided and planned so as to ensure maximum 
efficiency. 

2. The best location of stores is one that minimizes total handling costs and other costs 
related to stores operation and at the same time provides the needed protection for stored 
items and materials. 

3. Store location depends upon the nature and value of the items to be stored and the 
frequency with which the items are received and issued. 

4. In general, stores are located close to the points of use. 

Raw materials are stored near the first operation, in-process materials close to the next 
operation, finished goods near the shipping area and tools and supplies in a location central 
to the personnel and equipment served. 

5. All departments should have easy access to the stores and especially those which require 
heavy and bulky materials should have stores located nearby. 

6. In big industries having many departments, stores department possibly cannot be 
situated where it is convenient to deliver materials to all departments and at the same time 



be near the receiving department; thus it becomes often necessary to set up sub-stores 
conveniently situated to serve different departments. 

This leads to the concept of decentralized stores. 

7. In decentralized stores system, each section of the industry (e.g., foundry, machine shop, 
forging, etc.) has separate store attached with it; whereas in centralised stores system, the 
main store located centrally fulfills the needs for each and every department. 

Advantages of centralisation of stores: 

(i) Better supervision and control. 

(ii) It requires less personnel to manage and thus involves reduced related costs. 

(iii) Better layout of stores. 

(iv) Inventory checks facilitated. 

(v) Optimum (minimum) stores can be maintained. 

(vi) Fewer obsolete items. 

(vii) Better security arrangements can be made. 

Advantages of decentralisation of stores: 

(i) Reduced material handling and the associated cost. 

(ii) Convenient for every department to draw materials, etc. 

(iii) Less risk of loss by fire or theft. 

(iv) Less chances of production stoppages owing to easy and prompt availability of material, 
etc. 

An idea about the disadvantages of centralised and decentralised stores can be had from 
the advantages of decentralised and centralised stores. 

Layout: 

1. A good stores layout practice is one which usually brings the point or origin, store-room 
and point of use in adjacent and proper sequence for best flow of material. 

2. Stores layout should be planned with the following objectives: 

(i) To achieve minimum wastage of space. 

(ii) To achieve maximum ease of operating. 

3. Before planning the stores layout: 

(a) Classify all store items as follows: 

(i) By measurement (i.e., size). 



(ii) By quantities (i.e. No. and weight) to be stored. 

(iii) By frequency of handling. 

(iv) By (material) handling arrangements. 

(v) By possibility of perishing the items and the susceptibility to damage. 

(b) List the available storage space: 

(i) Platforms, 

(ii) Floor space, 

(iii) Racks, 

(iv) Shelves, 

(v) Bins, 

(vi) Trays, 

(vii) Drums, and 

(viii) Barrels. 

(c) Determine the sequence of laying out storage space for locating the materials: 

(i) A Unit. It is the smallest space for storage which is given a particular identity. 

(ii) A Tier. A Tier consists of a number of units placed vertically. 

(iii) A Row. A row consists of a number of units joined together and spread horizontally. 

(iv) A section. A section is made up of a group of rows. 

(d) Study the size and shape of the space available for laying out the stores. 

 

4. The following factors should be considered while planning the stores layout: 

(a) A section adjacent to the store-room should be kept reserved for the receipt of materials 
and for its inspection before storage. 

(b)Store layout should be such that it provides for easy receipt, storage and disbursement of 
materials, preferably, nearest to the point of use. 

(c) Store-room layout should minimise handling and transportation of materials. 

(d) An ideal store-room layout makes optimum utilisation of the floor space and height. 

(e) Shelves, racks, bins, etc., should be situated in clearly defined lanes, so that items are 
quickly stored and located for physical counting or issuing. 



(f) Main lanes or aisles should usually be between 1.5 and 3 metres wide, depending upon 
the type of material and the amount of traffic involved. Sub-aisles between racks and bins 
may be a minimum of 80 cm wide. 

(g) Storage spaces should be clearly marked to ensure easy and quick identification. 

(h) Storage space should be adequately protected against waste, damage, deterioration and 
pilferage. 

(i) A place for storing a material should be decided depending upon the material 
characteristics, e.g., fuels and flammable gases will require separate locations, cement, 
welding electrodes and ferrous parts need a dry place for storing, etc. Portable and salable 
items should be stored in areas enclosed with wire-mesh partitioning so that all 
unauthorized persons can be kept outside that area. 

(j) Store layout should be such that for its efficient operation it can make use of modern 
material handling equipment such as fork-�o�]�(�š�����}�v�À���Ç�}�Œ�[�•�U�����š���X 

(k) Store layout should be such that the storekeeper is not compelled to put newly arrived 
material on the top of the old. As a rule, all the old stock should be consumed first before 
using the new one. 

(l) Due space (20 to 25%) should be left in each portion of the store to allow for expansion. 

 

Receipt and Issue of Materials: 

Receipt of Materials: 

All materials from outside sources are received by the Receiving Department. The receiving 
department unpacks the goods received and checks quantities and conditions (of the 
goods). There is a packing slip inside each package that tells what it is supposed to be and 
usually it gives the purchase order number. 

A copy of the purchase order if it exists with the receiving department, can be made use of 
to check the items received. Otherwise, a Materials Received Report is prepared by the 
receiving department and is sent either to the purchase or to the accounting department to 
get the same checked against the purchase order. 

All the items after they have been received and before they are removed from the receiving 
department are inspected and sample tested to ensure that the purchase order 
specifications have been met. 

Results of the inspection and tests are indicated in special testing report, upon the basis of 
which Clearance Report or Rejection Notice is prepared and Sent by the inspection 
department to: 

(a) Purchase department. 

(b) Production department, and 



(c) Accounting department. 

In case of rejection, a part or whole of the consignment may be returned to the vendor, with 
a request either for a complete cancellation of the order or for replacement. 

 

Issue of Materials: 

1. Materials should be issued by the storekeeper to different departments, only upon 
receipt of a properly authorized withdrawal form-usually called a Material Issue Requisition 
form. 

Material requisition is prepared in duplicate by the foreman or the manager depending 
upon the nature and amount of materials or goods to be withdrawn from the stores. Both 
the copies are sent to the storekeeper who issues the materials and records the quantities 
disbursed. Both the copies are then forwarded to material accounting division for pricing 
and entry in the stock ledger. 

 

One copy of the material requisition is retained by the stock ledger clerk to be used as the 
basis for an entry in the Issued section of the stock ledger accounts. The balance section of 
the stock ledger accounts is then completed to show the new balance figures for quantity, 
cost, etc. The second copy goes to the foreman of the department who uses it as the basis 
for a charge to the appropriate production order for which he prepared the material 
requisition. 

 

Store Records: 

Two records are usually kept of materials and other goods received, issued or transferred- 
namely on BIN (or STOCK) CARDS and in the STORE LEDGER. Bin cards are written and kept 
in the stores, whereas store ledger is sometimes maintained by stores office or cost 
department. This minimises the clerical work of the storekeeper and store ledger, i.e. stores 
accounting records are kept cleaner and accurate by an experienced personnel in the stores 
office or cost department. 

 

Bin Cards: 

In a store room, materials and other items are kept in appropriate bins, drawers or other 
receptacles; some items are stacked, while others are racked. For each kind of material, a 
separate record is kept on a BIN CARD or STOCK CARD which shows details of quantities of 
each type of material received, issued and on hand each day. The storekeeper maintains bin 
cards up-to-date. Bin card is attached to each bin or shelf. 

A bin card is not considered as an accounting record; it simply informs store-keeper of the 
quantities of each item on hand. Bin cards may be made in duplicate; one card is attached 
to the bin (containing the material) and the second remains with the storekeeper on his 



table for ready reference to the quantity of any materials on hand. A bin card is used as a 
check on the stock ledger accounts in the material accounting division. 

 

Besides the details of the issue and receipt of materials, a bin card may contain the 
following information as well to increase it utility: 

(i) The maximum and minimum quantity of each material to be carried out. 

(ii) Normal quantity of each material to be ordered. 

(iii) When certain materials or items require placing orders in advance, (e.g., when 
purchasing from some foreign country) an ordering level (between the maximum and 
minimum quantity) may be specified on the bin card so that the materials can be ordered 
and procured in time. 

 

Bin cards are checked periodically by the stores inspectors to see that they are accurately 
maintained. Discrepancies, if any, are noted. 

 

Stores Ledger: 

Store ledger is identical with bin card except that money values are shown. The ledger is 
usually of the loose-leaf or card type, each account representing an item of material in 
store. The store ledger accounts may be maintained by a separate material accounting 
department or in small concerns by the store-keeper himself. Entries in ordered section are 
made as a copy of purchase order is received from purchasing department. 

After the material has been received and checked, the entries are made in the Received 
section from the invoice or the receiving department report. Entries are made in the Issued 
section from material requisitions received from store keepers for materials issued to 
different departments. 

 

Codification of Materials: 

The use of material specification code numbers is an advantage, not only to the purchase 
department and drawing office, but also to the pricing clerk in the cost department, in that 
ambiguity is eliminated. Each material or item in the stores should be clearly identified so 
that the same can be easily located at the time of need. 

 

This is achieved by allocating CODE numbers. The code should be meaningful and impart a 
unique identity to each material. If a material is described by its trade name, as well as by a 
serial number and also by its function, it is quite likely that different quantities of the same 
material might be located at three different places in the same store. 



 

This increases size of the inventory and creates an unnecessary confusion. Codification of 
materials removes this difficulty and avoids duplication of materials. A code consists of a 
combination of letters and numbers. The objective is to progress from general to particular. 

Examples of material codes: 

(a) B.S. 609 means Brass Screw 6 mm x 9 mm 

S.S. 815 means Steel Screw 8 mm x 15 mm 

(b) Another code may be made up as follows: 

Thus 1164-8B implies a bright mild steel bar 8 mm diameter, 

(c) ACC/TA/6-implies air-conditioner compressor, top assembly part number 6. 

Physical Verification of Stores (Or Stock Taking): 

(A) Necessity of:s 

Physical verification of stores is essential in order to: 

(i) Ensure the correctness of stocks held by comparing them with the balance shown in the 
store ledger or bin cards; 

(ii) Avoid shortages of materials in the stock; 

(iii) Check losses in inventory due to; 

a. Pilferage; 

b. Improper storage or misplacement; 

c. Deterioration, etc. 

(iv) Correct and update store-records; 

(v) Calculate the values of stock carried for the balance sheet and profit and loss account; 

(vi) Calculate the rate of turn-over of an item; 

(vii) Ensure maximum economy in stock carrying; 

(viii) Effect insurance covers. 

(B) Disadvantages of physical stock taking: 

(i) Loss in production; unless and until during period of physical stock taking, plant overhaul 
etc. is planned. 

(ii) Labour and over-time expenses in carrying out stock taking (in order to complete it in a 
shorter duration of time). 



Disadvantages of physical stock taking are minor as compared to the advantages achieved 
through it. 

(C) Methods of physical stock taking: 

1. Annual physical verification: 

(i) Near the year end, stores are closed for a few days; no material, etc. is issued to any shop 
in the plant. In case this leads to plant shut down, activities such as repair and overhaul of 
equipment and machinery are resorted to. 

(ii) A team of stores inspectors or stores verifying officers physically check and count each 
and every item laying in the complete store. They tally it with the quantities marked on bin 
cards and store ledgers. 

(iii) Step (ii) above leads to the formation of a list of surplus and short items. Damaged and 
obsolete items can also be traced and recorded. 

(iv) Inspectors check a number of item everyday as per a preplanned schedule and finish the 
complete work within a few days. 

(v) This method of stock taking is advantageous in the sense that all the items are checked 
at one time, so there is no confusion about any item being left unchecked. 

Moreover, this method helps recording discrepant items at one time and at one place. 

2. Perpetual inventory and continuous stock taking system: 

(i) Annual Physical verification method may work well for a small plant involving a limited 
number of store items, because it is not economical to shut down a large plant involving 
huge inventory quantities for a number of days. 

(ii) A more appropriate method for large plants is�v the Perpetual Inventory and Continuous 
Stock Taking System which records store balances after every receipt and issue and 
facilitates regular checking and obviates closing down of the plant for stock taking. 

(iii) Under this system, store items are checked continuously throughout the year; a number 
of items are counted daily or at frequent intervals and checked (compared) with the bin 
cards and stores ledger. 

(iv) Discrepancies found if any, owing to incorrect entries, breakage, pilferage, over-issue, 
placing of items in wrong bin, etc., are investigated and corrected accordingly. 

(v) Every item of the store is checked atleast once or twice a year. 

(vi) To reduce the work load, an item is checked generally when it reaches its minimum 
level. 

 

Advantages: 



The perpetual inventory and continuous stock taking system claims the following 
advantages: 

1. It is not necessary to close down the plant or stop production for stock taking. 

2. Since, only a few items are to be checked every day, as compared to annual physical 
verification, this method is less costly, less tiring, less cumbersome and hence is more 
accurate. 

3. Discrepancies and incipient defects in the stores system are readily discovered and can be 
rectified before much damage through loss or irregular practices has occurred. 

4. Slow moving stocks can be noted and, where necessary, action may be taken to prevent 
their accumulation. 

5. The audit extends to comparing the actual stock with the maximum and minimum level 
and thus ensures that stocks are kept within the limits specified. 

6. Since, stock is kept within the specified limits, the capital invested in the store-items 
cannot exceed the amount arranged and prescribed for the same. 
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