
“VAIBHAV JALAN CLASSES”“VAIBHAV JALAN CLASSES”“VAIBHAV JALAN CLASSES”“VAIBHAV JALAN CLASSES”

BUSINESS AND COMMERCIAL BUSINESS AND COMMERCIAL BUSINESS AND COMMERCIAL BUSINESS AND COMMERCIAL 

KNOWLEDGEKNOWLEDGEKNOWLEDGEKNOWLEDGE---- REVISION AT A REVISION AT A REVISION AT A REVISION AT A 

GLANCEGLANCEGLANCEGLANCE

1



CHAPTERS 
COVERED 

(each 
carrying 6-7 

marks)

Introduction 

Business 
Environment

Government 
Policies for 

Business 
Growth 

Organization
s facilitating 

Business 
Growth

2



3

UNIT 1- BUSINESS AND COMMERCIAL 

KNOWLEDGE- AN INTRODUCTION



• BCK is vast- It includes manufacturing, trading and all sorts of

services

• BCK is Eclectic (Multidisciplinary- it includes various fields of study

within itself. Understanding human behaviour, finance, economics,

world economy, legal terms, laws of various countries, etc.

• BCK is Ever Evolving and Expanding- An important aspect of this

evolution is the decline and demise of old businesses and old ways

of doing business and the emergence of new businesses and newer

ways of doing the businesses. These changes may be aided or

impeded by changes in the technology, society, economy, etc.

collectively referred to as business environment.
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The Chartered Accountants shall be able to conduct the audit diligently,
take decisions, strategize, make plans and budgets, and work closely
with various business teams. Only when they understand the nuances of
the business, they can add value to their work.
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Business is 
all 

around. 
We 

encounter 
it, engage 
with it in 
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transactio
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daily 
basis.
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HUMAN ACTIVITIESHUMAN ACTIVITIESHUMAN ACTIVITIESHUMAN ACTIVITIES---- ECONOMIC AND NONECONOMIC AND NONECONOMIC AND NONECONOMIC AND NON----

ECONOMICECONOMICECONOMICECONOMIC
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ECONOMIC ACTIVITIES

Economic activities are income generating- It is not necessary that all these incomes may be earned in

the form of money only. These may be earned in kind too. For example, a landowner may compensate

the tiller of the land in the form of food grains.

Economic activities are productive- We can transform various raw materials into useful products and sell

them for an income. Production may be done either for subsistence i.e. self-consumption or for

market. Production represents the supply side of economics

Even consumption is an economic activity- Consumption represents the demand side of economics, i.e.

the goods & services on which the people will spend their income. Production is organised in response

to the demand.

Savings, Investment and Wealth- The financial sector- banks, non-banking financial companies, mutual

funds, dealers in stock markets, real estate, gold, etc. are the channels through which the savings are

converted into investments and the wealth. The corporate sector and the government borrow these

savings via shares, debentures, bonds, etc. and invest these into creating and operating civil, military and

business infrastructure and other productive pursuits for the country. Thus, all in all economics activities

add to savings, investments and wealth in the economy
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Is agriculture an industry and hence a business?
Its answer is “it depends.” In India, much of the agriculture is subsistence

agriculture. Moreover, agriculture income, under the Income Tax Act, is

characterised separately (from income from Business & Profession) and is exempt

from tax. Thus, for our purpose agriculture does not comprise industry and

hence business. However, the industries where agriculture produce is processed

(like pulses, spices, wheat to flour, processed oils, etc) and whose key material

ingredient is agricultural produce do comprise an industry. For example, the

extraction of edible oil from rice bran, mustard, coconut, soybean etc.,

represents agro-based industries.

One time profit earning transactions cannot be termed as business, they have 

to executed on a regular basis.
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S.
No.

Basis of distinction Business Profession Employment

1 Meaning Entire spectrum of market oriented

activities coming under industry,

trade and commerce.

Independent rendering of

services of specialised nature

based on prescribed

qualifications under the

aegis of a professional body

that also prescribes a code

of
conduct.

Rendering of services

under a contract of

employment for wages /

salaries. Also, called wage-

employment.

2 Mode of

establishment

Entrepreneur’s decision and other
legal formalities, ifnecessary

Membership of a

professional body and

certificate of practice.

Letter of Appointment and

service agreement.

3 Source of livelihood Profit Professional Fee. Wages & Salaries.

4 Prescribed
qualifications

None Strictly prescribed Minimum qualificationsfor
each type of job

5 Ethical guidance Founder’s values Professional codes Employer’s codes

6 Investment Substantial requirement Some requirement e.g.
Office/ Chamber /Clinic

None

7 Personal autonomy /
freedom

The most- you areyour own boss Quite a bit Not much

8 Popular
psychological

motive

Economic achievement Service to the clients/
society

Livelihood

9 Certainty of income Least. However either way. Quite a bit The most. Contractually
determined

periodic income

10 Stability of
tenure /

Durability of
occupation

Uncertain Quite certain Quite certain

11 Transfer of

interest/

succession

Possible Not possible Not possible
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DISTINGUISHING FEATURES OF BUSINESS
• Job creator, not job seeker- Business as an institution is a source of sustenance directly to the business owners

and employees and indirectly to all those who derive opportunities from it.

• Provides momentum to economic growth and development- Entrepreneurs are better characterised more by

their problem solving, new opportunity seeking behaviour that draws on their creativity and innovation. Thus,

business catapults economic growth as well as development

• Investment intensive- lack of investible funds or capital is a strong barrier to start a business. Thus, any form of

business requires investment and is therefore, investment intensive.

• Gestation and uncertainties- Business takes time to flourish and it is uncertain whether is would actually bring in

profits. This characteristic specifically distinguishes it from all other forms of occupation.

• Systematic, organised, efficiency oriented activity- It is a well drafted and executed system wherein various

functions work interdependently as well as independently to achieve a common motive, majorly profits. For

example, business has to interact with the customers to get the vital feedback, product modification and win

their continuing patronage.

• Objective oriented/ purposeful- P:rofit is said to the defining motive behind business. In economics, objective of

the firm is set as maximisation of profits. Profits are the income of business, just as wages & salaries are of labour;

rent is the income from the land; and interest, the income from investment. It is the residue occurring to the

business owners after all other factors of production have been paid off
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OBJECTIVES OF A BUSINESS

• Legal, Ethical 
and 
Environmenta
l Objectives

• Social 
Responsibil
ities

• Organic 
Objectives

• Economic 
Objectives

Sales, profits, return on 
investment, efficiency 

(resource conservation, 
achieving more from 
less) economic value 

added (profits in excess 
of cost of capital 

invested in business), 
market share

Survival, health (age 
of assets, fitness of 
human resources, 
reserves- capital, 

general and 
contingency) 

growth,

diversification of 
capabilities

Respect for law in letter 
and spirit, fair practices, 

transparency, 
truthfulness, honesty & 

integrity. Green 
technologies, products-
usage & disposal, lower 

emissions, effective 
waste handling and 

disposal, preservation of 
air, water and soil 

quality

Community service,

education, health,

sanitation, heritage 
conservation, community 
support during calamities 

& disasters, etc.

Specific responsibilities 
toward employees,

investors, customers, 
suppliers, competitors, etc
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SOLE PROPRIETORSHIP

• The easiest and the earliest form of business as a human occupation.

• Autonomy of being one’s own boss

• Sole provider of capital- the individual essentially relies on personal savings and assets

(e.g. room of the house; home furniture; personal bicycle/ vehicle) to pool in the initial

capital of the business.

• Visibility of the owner and personalized services

• Sole bearer of risks- All the profits of the enterprise accrue to the sole proprietor and

so do the risks of business.

• Unlimited liability

• going concern status depends on the owner’s personal health and life span. And, after

his death upon the willingness and the ability of the heirs/ successors in the family

• Succession of ownership BY WILL. If the will is non-existent, the applicable law of

inheritance will come into force. For example, for the Hindus, Parsis, Buddhists, Jains

and Sikhs, The Hindu Succession Act, 1956 is applicable.

• products from such enterprises are often derogatorily called “local” (to distinguish

from branded)
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Hindu Undivided Family (HUF) Business
• An HUF enjoys a separate entity status under the Income Tax Act.

• HUF cannot earn income from salary.

• three successive generations of an undivided family are known as HUF.

• For the purposes of understanding HUF’s features as a business entity, another important

relevant law is the Hindu Succession Act, 1956.

• Formed by birth in a Hindu (Buddhist, Jain and Sikh) family

• Family pool of resources

• The family members are the automatic co-owners (called co-parceners) by birth.

• The head of the family known as Karta takes all the decisions.

• Decision making is quick

• Unlimited liability of the Karta

• Few family businesses last beyond third generation. Often family feuds result in business splits.

In India the splits in the business houses of Birla, Modi, Goenkas and more recently the split in

the second generation of Ambanis are instances to this effect.

• Succession of ownership BY WILL. If the will is non-existent, the applicable law of inheritance will

come into force. For example, for the Hindus, Parsis, Buddhists, Jains and Sikhs, The Hindu

Succession Act, 1956 is applicable.
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PARTNERSHIP
• Partnership implies contractual co-ownership of a business. It is a relationship

between two or more persons who agree to share the profits as well as losses of

a business.

• The contract - an agreement enforceable at law - called ‘deed’ is the essence of a

partnership, called the Partnership Deed. It may be verbal or written. It specifies

the bases of association of the persons in a partnership business

• The deed may be registered in India, under the Indian Partnership Act, 1932.

• The liability of partners in a partnership is unlimited. They can be called upon to

pay the partnership’s liabilities from their personal wealth.

• Ownership is not easily transferable. A new partner can be admitted only if other

partners consent.



16

Limited Liability Partnership (LLP)
• The liability of the partners is limited.

• It has to be mandatorily incorporated /registered under the Limited

Liability Partnership Act, 2008.

• The Ministry of Corporate Affairs, the apex body of regulation of the

company form of business organisation In India oversees the

governance of the LLP too.

• an LLP has well designated partners.

• Upon incorporation, LLP becomes a separate legal entity and has an

identity (name and identification number) as well as life of its own,

much the same way as is perpetual succession for a company.
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COMPANY
• Company indeed is a body corporate, having an existence independent of

all its members. It exists in the contemplation of law, has a distinct name,

address (Registered Office) & identification number.

• OPC has been the most recently introduced form of business organisation

in India vide The Companies Act, 2013. It is still in an emerging status.

• Dormant company that may be created for a future project or to hold an

asset or intellectual property and has no significant accounting transaction.

• A company has to file a Memorandum of Association (MoA) and Article of

Association (AoA) along with application for incorporation.

• The MoA, among other things, spells out the objectives of the company and

its business. The AoA focuses on its internal regulation.

• There is a requirement of the statutory audit of the accounts of a company

and publication of its quarterly results to keep the investors well informed.
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Features of Private Company Features of Public Company Comparative Assessment

Minimum number of members: 02 07 Lower number of
minimum members too 

eases of formation

Maximum number of members: 

200

No limit No upper limit on the members of
public company puts on its
disposal enormous funds.

There are restrictions on transfer 

of shares

The shares may be freely tradable 

on stock exchange via listing

Listing of the shares of a public

company adds to their liquidity so

that the investors may encash the
shares whenever needed

Minimum number of directors: 02 03 Not of much consequence.
Smaller board size adds to the
internal efficiencies.

Private companies are exempted

from constituting such

committees of the Board of

Directors as Audit Committee,

CSR Committee, Stakeholder

Committee and the Nomination

and Remuneration
Committee

These committees are to be

mandatorily constituted.

More liberal a governance

regimen of private companies

exists because common man’s

money is not on stake in their

share capital
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UNIT 2- BUSINESS ENVIRONMENT
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To survive for a long term, a company must have two capabilities:

• the ability to prosper and

• the ability to change

According to Gluek and Jauch: “The environment

includes factors outside the firm which can lead to

opportunities for, or threats to the firm. Although,

there are many factors, the most important of the fac-

tors are socio-economic, technological, sup- plier,

competitors, and government.”
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CHARACTERISTICS OF BUSINESS ENVIRONMENT
1. Complex- The environment consists of a number of factors, events, conditions

and influences arising from different sources. environment is a complex that is

somewhat easier to understand in parts but difficult to grasp in totality

2. Dynamic- The environment surrounding the business is continuously changing

its shape and character.

3. Multi-facted- What shape and character an environment assumes depends on

the perception of the observer. This is frequently seen when the same

development is welcomed as an opportunity by one company while another

company perceives it as a threat.

4. Far reaching impact- The environment has a far- reaching impact on

organizations. An organisation like Aditya Birla Group has moved from textile

to cement to retail and to financial services as well as telecom due to

changing circumstances.
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IMPORTANCE OF BUSINESS ENVIRONMENT
• Determining Opportunities and Threats- It helps to find new needs and wants

of the consumers, changes in laws, changes in social behavior of people, and

also tells what new things the competitors are bringing in the market to lure

consumers.

• Giving Direction for Growth- The interaction with the environment enables the

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

• Continuous Learning- The managers are motivated to continuously update

their knowledge, understanding and skills to meet the predicted changes in the

realm of business.

• Image Building- Understanding the needs of the environment, be it

government, consumers, or any other element, it helps showcase that the

business is aware and responsive to the needs. It creates a positive image and

helps it to prosper and win over the competitors.

• Meeting Competition- the idea of any business is to flourish and beat

competition for its products and services.
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RELATIONSHIP BETWEEN ORGANIZATION AND ITS ENVIRONMENT

• Exchange of information: The organization scans

the external environmental variables/elements,

their behaviour and changes, from which it

generates important information and uses it for

its planning, decision-making and control

purposes.

• Exchange of resources: The organization

receives inputs—finance, materials, manpower,

equipment etc. from the external environment

through contractual and other arrangements.

The resources are often categorized as 5 M’s

Men, Money, Method, Machine, Material.

• Exchange of influence and power: Another area of organizational-environmental interaction is

in the exchange of power and influence. The external environment holds considerable power

over the organization both by the virtue of it being more inclusive as also by virtue of its

command over resources, information and other inputs. It offers a range of opportunities,

incentives and rewards on the one hand and a set of constraints, threats and restrictions on the

other.
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WHY ENVIRONMENTAL ANALYSIS ????

First, the analysis should provide an understanding of current and potential changes taking place

in the environment. It is important that one must be aware of the existing environment. At the

same time one must have a long term perspective about the future too.

Secondly, environmental analysis should provide inputs for strategic decision making. Mere

collection of data is not enough. The information collected must be useful for and used in

strategic decision making.

Third, environment analysis should facilitate and foster strategic thinking in organizations -

typically a rich source of ideas and understanding of the context within which a firm operates. It

should challenge the current wisdom by bringing fresh viewpoints into the organization.

Environmental  scanning can  be  defined  as  the  

process  by which  organizations  monitor  their  

relevant environment to identify opportunities and 

threats affecting their business for the purpose of 

taking strategic decisions.
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Events are important and specific 

occurrences taking place in different 

environmental sectors. For example, if a 

big politician who announced a big 

urbanization project passes away, all the 

business which were anticipating profits 

from it would need to revise their 

strategy due to this EVENT.

Trends are the general tendencies or 

the courses of action along which 

events take place. For example, 

teenagers  are very fond of online 

gaming which is a TREND that can 

help business to identify new markets 

and services.

Issues are the current concerns that 

arise in response to events and trends. 

For example, Ban of Chinese 

applications in India created issues for 

users who were dependable on those 

applications. Indian 

businesses/companies to scan this 

ISSUE from the environment and bring 

a solution to gain market trust.

Expectations are the demands made 

by interested groups in the light of 

their concern for issues. For example, 

from the above example of application 

developers, EXPECTATIONS of the 

consumers can only be understood 

when one scans the environment and 

finds what other consumer actually 

wants.

Aspects of 

Environmental 

scanning
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SWOT ANALYSIS
• A strength is an inherent capacity which an organization can use to gain

strategic advantage over its competitors. An example of strength is superior

research and development skills which can be used for new product

development so that the company gains competitive advantage.

• A weakness is an inherent limitation or constraint which creates a strategic

disadvantage. An example of a weakness is over dependence on a single

product line, which is potentially risky for a company in times of crisis.

• An opportunity is a favorable condition in the organization's environment

which enables it to consolidate and strengthen its position. An example of an

opportunity is growing demand for the products or services that a company

provides.

• A threat is an unfavorable condition in the organization's environment which

creates a risk for, or causes damage to, the organization. An example of a

threat is the emergence of strong new competitors who are likely to offer stiff

competition to the existing companies in an industry
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Customers- One who pays to acquire the product

Organization- Consists of owners, BOD, 
employees

Market- Price sensitivity/market 
maturity/cost structure

Intermediaries- Ones who act as a bridge between 
the

manufacturer and the marketer

Competitors- Other entities that 
compete for resources as well

as markets

Suppliers- Suppliers with their 
bargaining power affect the

cost structure

MICRO



30

MACRO ENVIRONMENT 
1. Demographic- Population size / income distribution

2. Political- Government policies/legal laws

3. Economic- Interest rates/level of disposable income

4. Social- Traditions/beliefs/culture

5. Technological- Opportunities arising/risk & uncertainty

6. Government- Changes in policies and approach towards

developments

7. Legal- Introduction of new laws like GST, Real estate Regulation Act

8. Global- Change in the world level political climate as well

as environmental issues
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PESTLE ANALYSIS- The term PESTLE is used to describe a framework for analysis of macro

environmental factors. PESTLE analysis involves identifying the political, economic, socio-

cultural, technological and environmental influences on an organization and providing a

way of scanning the environmental influences that have affected or are likely to affect an

organization or its policy.
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Political Economic

◆ Political stability Economy situation and trends

◆ Political principles and ideologies ◆ Market and trade cycles

Current and future taxation policy ◆ Specific industry factors

Regulatory bodies and processes ◆ Customer/end-user drivers

◆ Government policies ◆ Interest and exchange rates

Government term and change ◆ Inflation and unemployment

◆ Thrust areas of political leaders ◆ Strength of consumer spending
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SOCIAL ◆ TECHNOLOGICAL

◆ Consumer attitudes and opinions ◆ Manufacturing maturity and capacity

◆ Brand, company, technology image ◆ Innovation potential

◆ Consumer buying patterns ◆ Technology access, licensing, patents

◆ Ethnic/religious factors ◆ Intellectual property rights and

copyrights

• Media views and perception
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Legal Environmental

◆ Business and Corporate Laws ◆ Ecological/environmental

issues

◆ Employment Law ◆ Environmental hazards

◆ Competition Law ◆ Environmental legislation

◆ Health & Safety Law ◆ Energy consumption

◆ International Treaty and Law • Waste disposal

◆ Regional Legislation
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The difference between SWOT and PESTLE Analysis is that, SWOT

Analysis helps identify various factors from the entire business

environment, wherein Strength and Weakness form part of internal

analysis and Opportunities and Threats are from outside the business.

PESTLE Analysis focuses only on the External Macro Environment

analysis. SWOT therefore, is much broader than PESTLE Analysis.
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STRATEGIC RESPONSETO THE ENVIRONMENT

1. Internal Strategic Responses

• Administrative Response- The administrative response relates to changing the way a

business operates to meet the change in environment. Revising missions, objective

and goals, are some examples of this response.

• Competitive Response- Such actions seek to enhance the organization’s

performance by establishing a competitive advantage over its rivals. For example,.

Apple products enjoy a great deal of customer loyalty, which is their competitive

advantage. Hence, Apple is able to fight off changes in environment very smoothly.

• Collective Response- Collective responses help control interdependencies among

organizations and include such methods as bargaining, contracting, co-opting, and

creating joint ventures, federations, strategic alliances, and consortia. When two or

more businesses come together to benefit from each others advantages, its termed

as collective response.
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2. Holistic Strategic Responses

In holistic approach, a business needs to look at an organisation wide setup with ample

understanding of competitors, and all other environmental factors, macro and micro,

including internal environment.

• Least resistance: Some businesses just manage to survive by way of coping with their

changing external environments. For Example, BSNL chose to not compete at all and it has

survived with no strategy to change with changing times.

• Proceed with caution: hey seek to monitor the changes in that environment, analyse their

impact on their own goals and activities and translate their assessment in terms of specific

strategies for survival, stability and strength. For Example, Airtel has proceeded slow and

steady growing customer base in India as well as Africa.

• Dynamic response: They not merely recognise and ward off threats; they convert threats

into opportunities. They are highly conscious and confident of their own strengths and the

weaknesses of their external environmental ‘adversaries’. For Example, Reliance Jio has

disrupted the markets and even changed the environment itself for its competitors and

other businesses.



38

UNIT 3- GOVERNMENT POLICIES FOR 

BUSINESS GROWTH
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A policy is defined as a set of principles to guide actions in order to achieve a particular / 

certain goal.

Policy structure in mid 50s Policy structure since 90s

Economic planning as in instrument of

economic governance

Market mechanism as in instrument of

economic governance

Mixed economy with dominant public sector Capitalist economy

Closed economic policies Open economic policies

Strict regulations and controls Liberalisation of regulations
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Monetary policies Fiscal policies

Deals with controlling inflation and

ensuring liquidity

Deals with generation of money and usage

of money.

It is about money supply and demand It has 2 sides- income and expenditure

Formulated by RBI Formulated by Ministry of Finance
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Macro Policy Indicators

Variable Direction Meaning

GDP Rising Economic optimism;  high demand  expectations

Inflation Moderate Demand and profit expectations

Tax Lower Incentive for investors in the form of post-tax business
income

Interest Lower Lower cost of funds

Exchange Moderate Protection to domestic production; incentive for exports
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Types / Nature of Government Policies
Protective policies

They aim to provide protection to the businesses so that these may sustain themselves and grow. 

Example, economic policies during Mid-fifties to Eighties restricted the entry of multinational 

corporations in India so that the Indian firms grew in a protective environment.

Restrictive policies

Such policies put a curb on business growth lest it should become detrimental to the interest of the 

consumers and public at large. For example, growth of a firm into a monopoly or a dominant 

position might endow it with economic power such that it may exploit consumers with imposing on 

them higher price or compromise on quality.

Regulatory policies

Such policies aim at putting in place an institutional set up for the organised functioning of the 

relevant activity/ market. This institutional set up might comprise the ministries e.g. Ministry of 

Railways, authorities within the ministries, Director General of Foreign Trade (DGFT), IRDA, etc.

Facilitative / developmental policies

Policies which facilitates an activity. The conducive policies towards the development of MSMEs 

(Micro- Small-Medium Enterprises) and formation of National Skills Development Corporation 

(NSDC) are examples of facilitating policy.
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Liberalization

• Liberalisation means to remove or loosen restrictions.

• liberalization may be defined as a systematic process of the

enlargement and enhancement of the freedom of the private

sector in the economy.

• Liberalisation has resulted in the opening of a host of new

industrial sectors for private enterprise that were hitherto

exclusive state monopolies.

• liberalization meant greater freedom not only for domestic private

sector but also for foreign direct investment and trade.
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PRIVATISATION
Privatization refers to a managerial approach of changing the ownership structure of one

or more government owned institutions.

• Delegation: Government keeps hold of responsibility and private enterprise handles

fully or partly the delivery of product and services. There is active involvement by

government. Delegation may happen through contract, franchise, grant, etc.

• Divestment: Government surrenders partial ownership and responsibility and sells the

majority stake to one or more private entities in course of time.

• Displacement: The private enterprise expands and gradually displaces the government

entity. Deregulation facilitates privatisation if it enables private sector to challenge a

government monopoly. The government monopoly through BSNL and MTNL has been

displaced by the private sector.

• Disinvestment: Selling a portion of ownership (stake) in a public enterprise to private

parties.
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Inward Foreign Direct Investment in India (IFDI)

It refers to the flow of capital investment to an enterprise in a nation by another enterprise located in a

different nation by capturing a majority stake in ownership in a company in the target country or by

expanding operations of an existing business in that country. Permission for Foreign Direct Investment

(FDI) is not uniform for all sectors. Some sectors are opened up for 100% and in some sectors, it is

allowed only upto 26%, 49% or 51%. Here are a few sectors where FDI is prohibited under both the

Government Route as well as the Automatic Route:

Atomic Energy, Lottery Business, Gambling and Betting, Business of Chit Fund, Nidhi Company,

Agricultural (excluding Floriculture, Horticulture, Development of seeds, Animal Husbandry, Pisciculture

and cultivation of vegetables, mushrooms, etc. under controlled conditions and services related to agro

and allied sectors) and Plantations activities (other than Tea Plantations), Housing and Real Estate

business (except development of townships, construction of residential/commercial premises, roads or

bridges to the extent specified), Trading in Transferable Development Rights (TDRs), Manufacture of

cigars, cheroots, cigarillos and cigarettes, of tobacco or of tobacco substitutes.
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UNIT 4- ORGANISATIONS FACILITATING 

BUSINESS
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Non-funding Institutions

Salient Facts RBI

Reserve Bank of India

SEBI

Securities and

Exchange Board of

India

CCI

Competition

Commission Of

India

IRDAI

Insurance Regulatory

and Development

Authority of India

Year of

Setting-up

April 1, 1935 April 12, 1988. Given

statutory powers in

1992.

October 14, 2003 2000

The Underlying

Act of the

Parliament of

India

RBI Act, 1934 SEBI Act, 1992 Competition Act, 2002 IRDA Act, 1999

Important

Precedent/s

Originally privately

owned, since

nationalisation in 1949,

the Reserve Bank is

fully owned by the

Government of India.

Replaces Controller of

Capital Issues, an

authority under the

Capital

Issue (Control) Act,

1947.

Replaces the

Monopolies Commission

under andrepeals the

Monopolies and

Restrictive Trade

Practices (MRTP) Act

1969.

Amends the

Insurance Act,1938,

the Life

Insurance

Corporation

Act,1956

and theGeneral

InsuranceBusiness

(Nationalisation) Act,

1972.
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EssentialMandate Apex authority setting

rules of the game for

Money Market

and performance

of the functions of a

Central Bank.

Apex authority for setting

rules of the game for

Capital Market

and

protection of Investor’s

Interests.

Apex authority for setting

rules of the game primarily

for Non-financial Markets

(Markets for goods &

services) for the protection

of

Consumers’ Interests and the

Producers’ Freedom to Trade.

Apex authority for

setting rules of the game

for Market for Insurance

Products in India and to

protect the interests of

the policyholders.

Main Functions Monetisation; Ensuing

adequatesupply of 

money andcredit in

theeconomy;

Integrity ofPayments

&Settlement

mechanism

e.g.preventing

money

laundering; Serving as

Central

Government’s treasury;

Custodianof

foreign exchange(Forex)

reserves andregulation of

forextransactions.

Overseeing issues of

capital by

thecompanies;

imposingListing

and Other

Disclosure Requirements

(LODR) on

companies for

transparency

and

accountability.

Overseeing anti-

competitive agreements,

abuse ofdominant position

byenterprises

andbusiness

combinations

e.g. Mergers &Acquisitions

(M&As).

Issuing, renewing,

modifying,

withdrawing,

suspending,

orcancelling

registration of the

Insurance Companies;

protection of the

interests of

thepolicy

holders insuch matters

asregulation

ofinsurance

premiumand

settlement ofinsurance

claim.
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Role in Business

Facilitation

Direct role in

regulation of bankingand

non-bankingfinancial

intermediation business;

indirectly influences

thevolume and cost of

credit to the businessfirms

Enables firm to

raisefunds in

the capital

market and

causesthem

to institute

effective

mechanisms

of

corporate

governance.

Ensures co-

existence of large

and small

enterprises;

prevents misuse of

dominant position

in the market

against other

businesses.

Insurance is an

important aid

to business and

IRDA ensures

that this

important

service

efficiently

enables

transfer of

business risks.
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Fact #1 For the first four decades or so the development banks took upon themselves

the task offacilitating the industrial development of India.

Fact #2 Development banks were mere purveyors of credit. These did not accept

deposit from public the way commercial banks do.

Fact #3 Set up in 1948, the IFCI was India’s first development bank. It was followed by

the ICICI in 1955and the IDBI in 1964.

Fact #4 IFCI later on converted into Non-Banking Finance Company and the ICICI and

the IDBI converted into Commercial Banks.

Fact #5 NABARD is the lone survivor from the era of development banking in India.

Funding Institutions 
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i. NABARD refinances the financial institutions which
finances the rural sector.

ii. NABARD partakes in development of institutions which
help the rural economy.

iii. NABARD also keeps a check on its client institutes.

iv. It regulates the institutions which provide financial help

to the rural economy.

v. It provides training facilities to the institutions working in
the field of rural upliftment.

NABARD


