
CHAPTER–I

NATUREANDSIGNIFICANCEOFMANAGEMENT

LinkingofClassXIsyllabus:

1.Insoleproprietorshipbusiness,theownerhim-selfmanageshis

business.

2.InPartnershipbusinessallpartnersoranyonepartneronbehalfof

otherpartnerscanmanagethebusiness.

3.InHUF‘Karta’managesthebusiness.

4.ButinaJointStockCompany,itismanagedbyprofessionally

qualifiedmanagers.Sointhiscontext,theneedformanagement

arises.

CONCEPTMAPPING

Concept: Managementistheprocessofplanning,organising,staffing,directing

andcontrollingtheresourcesefficientlyandeffectivelyforachieving

theorganisationalgoals.

Characteristics: (a)goalorientedprocess,(b)pervasive,(c)multidimensional(d)

groupactivity,(e)continuousprocess,(vi)dynamicfunction,



(vii)intangibleforce

Objectives :(a)organisational(b)social,and(c)personalobjectives

Importance:(a)achievesgroupgoals(b)increasesefficiency(c)createsdynamic
organization(d)helpsachievepersonalgoals(e)developmentofsociety

ManagementasArt:Theoreticalknowledge,personalapplication,basedonpractice,
creativity

ManagementasaScience : (a)Systematicbodyofknowledge(b)principles

basedonapplication,(c)universalvalidity

ManagementasaProfession: (a) well defined body of knowledge (b).

restrictedentry(c) professionalassociation

(d)ethicalcodeofconductManagementfulfills

somebutnotalloftheserequirements

Levels of management: (a)Top Levelmanagement(b)Middle Level

management(c)Supervisory oroperationalorlowerlevel

management

FunctionsofManagement:Planning,organising,staffing,directingandcontrolling

Coordination :Theprocessofachievingunityofactionamonginterdependent

activitiesanddepartmentsofanorganisation.Itistheessenceof

managementasitisrequiredinallmanagerialfunctions.

KEYCONCEPTSINNUTSHELL

1. MEANING/CONCEPTOFMANAGEMENT:

Managementistheprocessofgettingthingsdonewiththeaim ofachieving

goalseffectivelyandefficiently.

•Process:referstotheprimaryfunctionlikeplanning,organising,staffing,

directingandcontrollingperformedbythemanagementtogetthingsdone.

•Effectiveness:meanscompletingtherighttasktoachievethedeputedgoal

withinthetimeframe.

•Efficiency:meanscompletionoftaskusingminimum resources

2. DEFINITIONOFMANAGEMENT:



“Managementistheprocessofworkingwithandthroughothersto

effectivelyachievetheorganisationalobjectivesbyefficientlyusinglimited

resourcesinthechangingenvironment.”

Kreitner

3. Functionsofmanagement:

1.Planning-Settingobjectivesandtargetsandformulatinganactionplanofwhatis

tobedone,howtobedoneandwhentodoit

2.Organising-Assignmentofduties,task,establishmentofauthorityand

responsibilityrelationships,allocatingtheresourcesrequiredtoperform theplanned

task.

3.Staffing-Findingandplacingtherightpersonattherightjobattherighttime.

4.Directing-Leading,influencing,motivatingthestaffchosentoperform the

assignedtaskefficientlyandeffectively.

5.Controlling-Ensuring/Monitoringtheactivitiesinanorganisationareperformed

aspertheplan.

4.NatureofManagement:Asanart,AsascienceandAsaprofession.

5.MANAGEMENTOBJECTIVES-OrganisationalObjectives:

Survival:-Ensurethattheorganisationsurvivesandexistsinthefuture.Profitability:-

EarningadequateprofitinordertosurviveandgrowGrowth:-Growthindicateshow

wellitexploitsthepotentialopportunities.

SocialObjectives:

• Producingqualityproductsatreasonablerates,

• generatingemploymentopportunities,

• Communityprogressanddevelopmentbyprovidingschoolsandcrèches

toemployeesInfactmostofthefirmshavetakenuponthemselvesthe

conceptofsocialresponsibilityasoneofthebasicelementofbusiness



objectives.

• Environmentalfriendlymethodofproduction.

PersonalObjectives:

• MeetingtheFinancialneedslikecompetitivesalariesandperks

• Socialandsafetyneedsoftheemployee

likepeerrecognition,selfrespectand

respectforcolleagues

• Higherlevelneedslikeimplementationand

monitoringofpoliciesforpersonalgrowth

andsurvival

• Reconcilepersonalgoalswithorganisationalobjectivesforharmonyinthe
organisation.

6. IMPORTANCEOFMANAGEMENT

• Aidsinachievementofindividualandorganisationalgoals
• Increasesefficiency

• Enhancesoptimum utilisationofresources

• Createsadynamicorganisation

• Promotesdevelopmentofsociety

7. LEVELSOFMANAGEMENT

Toplevel:-DesignationsandFunctions

• ComprisesofCEO,BoardofDirectors,MD,GM,VP



• Conceptualisingoforganisationalgoal,policyandstrategyformulation

• Organising,ControllingandMonitoringactivitiesandresources

• Controllingtheworkperformance

• ApprovingBudgets

MiddleLevel:--DesignationsandFunctions

• ComprisesofDepartmental,Sub-DepartmentalandDivisionalheads.

• Executionofplans,policiesframedbythetoplevelmanagement

• Preparingorganisationalsetup&appointingemployees

• Issuinginstructionsandmotivatingemployees

• Ensuringinterdepartmentalcooperation
LowerLevel:--DesignationsandFunctions

• Forwardingsuggestionsandfeedbacktothetoplevel

• CompriseofSupervisors,Foremenandinspectors

• MaintainMorale,safetyanddisciplineamongsttheworkforce

• Overseetheworkoftheworkers

• Assistthemanagementinselection,training,placement&promotionof
workers

8. NATUREOFMANAGEMENTAsanart:

• Existenceoftheoreticalknowledge.

• DevelopedthroughPracticalandcreativeprocess.

• Personalisedapplicationandskill

AsaProfession:

• Welldefinedbodyofknowledge.

• Existenceofcodeofconduct

• Professionalassociation(AIMA)

• Restrictedentry

• Feesasremunerationfortheirservices

AsaScience:

• Arranged,organisedsystematicbodyofknowledge

• Universalvalidity

• Principlesarrivedatafterexperimentation



9. COORDINATIONMeaning.

It is the synchronisation of various activities and efforts in an

organisation providing the required amountof quality,timing and

sequence;thus ensuring the achievementofthe planned goalwith

minimum content.

10. FEATURESOFCOORDINATION:

• IntegratesGroupEffort:Itisanorderlyarrangementofgroupeffort

andnotindividualeffort

• Ensuresunityofaction:Itisabindingforcebetweendepartmentsand

ensures that all efforts are focussed towards achieving the

organisationalgoal

• ItisaContinuousProcessneverendingprocessasitsneedsarefelt

atalllevelsandstepsintheorganisations.Itbeginsattheplanning

stageandcontinuestillcontrolling

• Itremainsthefunctionandresponsibilityofeverymanager:thetop

levelcoordinatestheoverallplan,middlelevelcoordinatestheefforts

ofthedifferentsectionsandsubsectionsandlowerlevelmanagement

coordinatestheactivitiesoftheworkers

• A Deliberate function:Itdoes notoccurspontaneouslynoris it

achievedbyforceitisadeliberateactiontaken.

• Allpervasivefunctionitisneededinalldepartmentsandatalllevels.

Lackofcoordinationcanleadtooverlappingofactivities.

11. NEEDFORCOORDINATION:

Thereasonsthatbringouttheimportanceorthenecessityfor
coordinationare

• GrowthintheSizeoftheorganisationresultsintheincreaseinvaried

qualityofmanpowertoowithvariedindividualaspirations.Coordination

seekstomatchtheindividualgoalwiththeorganisationalgoal.

• FunctionalDifferentiationarisingoutofdepartmentalisationanddivision

bringsforthamotiveforachievementofindividualobjectives,inisolation

from otherobjectives leading to departmentalclashes.Coordination

seekstoironoutthesevariations.

• Specialisationcangiverisetofeelingofsuperiorityandprioritisingof

theirzoneofactivities.Coordinationseekstosequenceandintegrateall

thespecialistsofactivitiesintoawholesomeeffort.



12. IMPORTANCEOFCOORDINATION

• Ensuresunityofaction

• Erasesinterdepartmentalconflicts

• Promotesharmoniousimplementationofplans

• Helpsinmaintainingahighdegreeofmoraleamongstemployees

13. COORDINATIONISTHEESSENCEOFMANAGEMENT.

Coordinationisthemanagementfunctionofcorrelatingandintegrating

thediversegoalsandactivitiesintheorganisationalprocess.Itisthe

essenceofmanagementbecause:

ItisneededatallManagementfunctions

Planning-Coordinationbetweenthemasterplananddepartmentalplan.

Organising-Requiredbetweenauthority,responsibilityand

accountability.

Staffing-Achievebalancebetweenjobrequirementandqualitiesof

personnel

Directing-Requiredbetweensupervision,motivationandleadership.

Controlling-Ensuresactualresultconform toexpectedresults.

NeededatalllevelsofManagement-

Toplevel-needscoordinationtointegrateactivitiesofthe

organisationforaccomplishingtheorganisationalgoal

Middlelevel-Coordinationoftheeffortsofdifferentsectionsandsub-
sections

Lowerlevel-Coordinationintheactivitiesofworkerstoensurework
progressesasperplans.

VERYSHORTANSWERTYPEQUESTIONS(1MARK)

1. “Planning,Oraganizing,Staffing,Directingandcontrolling”isthesequence

offunctionsinaprocess.Nameit.

Ans. Management

2. Namethatintangibleforcewhichcreatesproductiverelationshipsamong

resourcesofanorganisation.

Ans. Management



3. Whatisthemainobjectiveofanyorganisation?

Ans. Mainobjectiveofanyorganisationisoptimum utilisationofresources

4. Productionmanagertriestoproducegoodswithminimum costs.

Nametheconceptwhichisbeingfocusedbymanagement?

Ans. Efficiency

5. Whatdoyoumeanbyeffectiveness?

Ans. Itmeanscompletingthetaskorachievingthegoalswithinstipulatedtime
period.

6. "Managementisagroupactivity".Givereasonsforstatement.

Ans. An organisation is a collection ofdiverse individuals with needs and

purposesbuttheyworktowardsfulfillingthecommonorganisationalgoals.

7. Inordertobesuccessful,anorganizationmustchangeitsaccordingtothe

needs of the environment. Which characteristic of management is

highlightedinthestatement?

Ans. Managementisadynamicfunction.

8. Giveonedesignationeachoftopandmiddlelevelmanagement?

Ans. Top-CEO,Middle-DivisionalManager

9. YourGrandFatherhasretiredasthedirectorofamanufacturingcompany.

Atwhatlevelofmanagementwasheworking.

Ans. Topmanagement.

10. Whyismanagementcalledinexactscience?

Ans. Managementrelatestohumanbehaviour,whosecauseandeffectisnot
certain,that’swhyitiscalledandinexactscience.

SHORTANSWERTYPEQUESTIONS(3OR4MARKS)

1. Explainthemeaningofmanagement.Whatdoyoumeanbymanagers?

Ans. Managementisaprocessofgettingthingsdonewiththeaim ofachieving

desired common goals effectivelyand efficientlypersonsengaged in

performingthefunctionsofthemanagementareknownasmanagers.In

otherwords,thosemanagingtheorganisationalresourcesforreleasingits

goalsareknownasmanagers.

2. ‘Managementisaprocess’Explain?



Ans. Managementincludesvariousstepssuchasplanning,organising,staffing,

directingandcontrolling.Thisprocessbeginswiththoseatthetopofthe

organizationandcontinuesinvaryingdegreesatalmosteverylevelofthe

organisation.Theseinter-relatedstepshelptoachieveorganisationalgoals

in effectivemanner.Thatiswhymanagementisknown asprocessof

employing and organising resources to accomplish predetermined

objectives.

3. ‘Managementismulti-dimensional’.Explain?

Ans. Managementisacomplexactivityandinvolvesfollowingthreemain
dimensions-

i)Managementofworks

In each and everyorganisation,certain typeofworkisto be

performed.Inschool,overalldevelopmentofachildisto bedone;in

hospitals,patientsaretreatedetc.Managementconvertstheseworksinto

goalsanddevisesthemeanstoachievethem.

ii)ManagementofPeople.

Managementisconcernedwith“gettingthingsdonethroughpeople”,

whichisaverydifficulttask.Alltheemployeeshavedifferentpersonalities,

needsbackgroundsandmethodsofwork.Thus,itbecomesmanagement’s

jobtomakethem workasagroupbygivingcommondirectiontotheir

efforts.

iii) Managementofoperations.

Inorderto survive,eachorganisationhasto providecertain

goodsorservices.Thisinvolvesproductionprocessthus,managementof

operationsisinterlinkedwithboththeabovedimensionsviz.,management

ofworkandthemanagementofpeople.

4. Whatarethepersonalobjectivesofthemanagement?

Ans. Personalobjectives refertotheobjectiveswhicharerelatedtothe

employeesofanorganisation.Theyareasfollows:

i) Financialneedslikecompetitivesalaries,incentivesandother

monetarybenefits.

ii) Socialneedslikerecognitionintheorganisation.

iii) Higherlevelneedwhichincludespersonalgrowthanddevelopment.

5. Enumeratetheimportanceofmanagement.

Ans. Followingpointsaretheimportanceofmanagement.

i) Managementhelpsinachievinggroupgoals.



ii) Managementincreaseefficiency

iii) Managementcreatesadynamicorganisation.

iv) Managementhelpsinachievingpersonalobjectives.

v) Managementhelpsindevelopmentofsociety.

6. Whatdoyoumeanbylevelofmanagement?

Ans. Levels of management means the hierarchy of organisation

representingtherelationshipsamongmanagersandsubordinatesonthe

basisoftheirrelativeauthority,statusandresponsibility.Therearethree

levelsinthehierarchyofanorganisationviz.(i)Topmanagement (ii)

Middlemanagementand(iii)Supervisoryoroperationalmanagement.

7. Defineco-ordination.Enumeratethefeaturesofco-ordination?

Ans. Coordination is an orderly arrangementof group effortsto

maintainharmonyamongindividuals’effortstowardstheaccomplishment

ofcommongoalsofanorganisation.

Featuresofco-ordination

i) Itintegratesgroupefforts.

ii) Itunifiestheaction.

iii) Itisacontinuousprocess.
iv) Itisanallpervasivefunction
v) Itistheresponsibilityofallmanagers.
vi) Itisadeliberatefunction.

LONGANSWERTYPEQUESTIONS(5OR6MARKS)

1. Explainanyfivefeaturesofmanagement?

Ans. Followingarethefeaturesofmanagement:

(i)Managementisagroupactivity

Managementconsistsofanumberofpersonswhoworkasagroup.

Theireffortsaredirectedtowardsthecommongoals.Membersinitiate,

communicate,coordinate and join theirhands forthe achievementof

organisationalobjectives.

(ii)Managementisagoal-orientedprocess

Managementaimsatcommongoalsthroughaprocessofseriesof
continuous functions viz planning,organizing,directing,staffing and
controlling.These composite functions ofmanagementare separately
performed by allmanagers allthe time simultaneously to realize
organizationalgoals



(iii)Managementisallpervasive

Whether it is a commercialorganisation or non commercial

organisation,bigorsmallallrequiremanagementtohandletheiroperations

effectivelyandefficiently.

(iv)Managementisacontinuousprocess

Managementisa continuousprocessconsisting ofa seriesof

functions viz.,planning,organising,directing and controlling.Allthe

managersperform thesefunctionsregularly.

(v)Managementisadynamicfunction

Theenvironmentinwhichabusinessexistskeepsonchanging.Thusin

orderto besuccessful,managementmustchangeitsgoals,plansand

politicsaccordingtotheneedsofitsenvironment.

2. Explaintheorganisationalobjectivesofmanagement.

Ans. Theorganisationalobjectivesofmanagementrefertothemainobjectives

requiredtofulfilltheeconomicgoalsofthebusinessorganisation.Themain

objectiveofmanagementistoutilizethehumanandmaterialresourcesin

suchamannerthatitshouldgivemaximum advantagetotheorganization.

Everymanagementgroupstrivesto accomplishtheseobjectivesforits

organisation.Theseobjectivesofeveryorganisationaresurvival,profitand

growth.

(a)Survival:Thebasicobjectiveofeverybusinessistosurviveforalonger

period in the market.The managementmustensure survivalofthe

organisationbyearningenoughrevenuetocoveritscosts.

(b)Profit:Onlysurvivalis notsufficientforbusiness.Profitearning is

essentialformeetingtheexpensesandforthesuccessfuloperationofthe

bus'Thusmanagementmustensureearningofsufficientprofit.

(c)Growth:Thenextimportantobjectiveofthemanagementistoensure

futuregrowthanddevelopmentofthebusiness.

3.Explainthe'socialobjectives'ofmanagement.

Ans. Eachorganisationisapartofsocietyandthusithascertainsocial
obligationstofulfill.

Some ofthem are
asfollows:

(i) Tosupplyqualitygoodsandservices
(ii) Providingbasicamenitiestotheemployeeslikeschoolsandcreches

fortheirchildren,medicalfacilitiesetc.
(iii) Togenerateemploymentopportunitiesespeciallyforthebackward



classes.
(iv) Toprovideenvironmentfriendlymethodsofproduction.
(v) Toprovidefinancialsupporttosocietybydonatingfornoblecauses.

(vi) Toorganizeeducational,healthandvocationaltrainingprogrammes.

(vii) ToparticipateinsocialserviceprojectsofGovernmentandNon–
GovernmentalOrganisations(NGOs).

4.Doyoumeanby'PersonalObjectives'ofmanagement? Enumeratepersonal

objectivesofmanagement.

Ans. PersonalObjectivesrefertotheobjectiveswhicharerelatedtotheindividual

needsoftheemployeesofanorganisation.Allorganisationsaremadeup

ofpeoplewithdifferentvalues,experiencesandobjectives.Peoplejoinan

organisationtosatisfytheirdifferentneeds.Theseareasfollows:

i) Financialneeds like competitive salaries,incentives and other

monetarybenefits.

ii) Socialneedslikerecognitionintheorganisation.

iii) Higherlevelneedwhichincludespersonalgrowthanddevelopment.

5. Explainfivefunctionsoftop-management.

Ans. Topmanagementperformsthefollowingfunctions.

i)Developslong-term objectives:Top-levelmanagersdevelopthelong-term

objectiveslikeexpansionofbusiness,manpowerplanningetc.

ii)Framingofpolicies:Theylaydownguidelinesfordepartmentalheadi.e.,

policies relating to production,marketing,personnel,finance public

relationetc.

iii)Organizing : Topmanagementorganizesthebusinessinto various

sectionsanddepartmentstoachievethedesiredorganisationalobjectives.

iv)Keyappointments:Top-levelauthoritiesappointthedepartmentalheads

andsomeotherkeypersonstodeveloptheorganisationalstructurefor

profitablegrowthoftheenterprises.

v)Controlling:Top-levelmanagersperiodicallyreviewtheworkofexecutives
atdifferentlevelstoensurethattheirperformanceisasperpredetermined
plans.

QUESTIONSWITHDIFFERENTDIFFICULTYLEVELS

1.

Ans.

Giveanyonesocialobjectiveofmanagement.

Eitheroneofthefollowing:

-1
Mark

i) Desiredqualityofproductsatreasonableprice.

ii) Usingenvironmentfriendlymethodsofproduction



iii) Generationofemploymentopportunities.

2.

Ans.

Nameanytwodesignationsgiventofirstlinemanagers.

Foremenandsupervisors.

-1Mark

3.

Ans.

Whichforcebindsallotherfunctionsofmanagement?

Coordination

-1Mark

4. WhatdoyoumeanbyManagementHierarchy? -1Mark

Ans. Thechainofauthority-responsibilityrelationshipsfrom toptobottom is
calledasmanagementhierarchy.

5. Howismanagementallpervasive? -3or4Mark

Ans. Activities involved in management are applicable to every type of

organisationwhethereconomic,socialoreconomic,socialorpolitical.For

example,acricketteam needstobemanagedasmuchasaclubora

hospital.TheactivitiesofmanagersinIndiaaresimilartotheiractivitiesin

sayU.K.orUSA.Thusitcanbesaidthatmanagementisallpervasive.

6. ‘Managementprovidesjudgementandvision’.Explain? -3or4Mark

Ans. Managementkeepsadjustingtothecomplexandever-changingexternal

environment.Ithelpsindecisionmaking.Asitvisualizesthefutureandthe

rightcourseofactionforsame,sounddecisionsbecomepossible.Thus,its

foresightprovidesjudgmentandvision.

7. Whyismanagementconsideredasadiscipline? -3or4Mark

Ans. Disciplinereferstoasubject,thestudyofwhichcanbeorganizedandtaught.

Managementisconsideredasadisciplinebecauseitisbeingcontinuously

researchedandstudied.Also,itemphasisonknowledge,diversification,

theoryandpractice,justlikeanyotherdiscipline.

8. Mr.KunalisworkingastheFinanceManagerofXYZLtd.Atwhatlevel

ofmanagementisheworking?Stateanytwofunctionsbeingperformedby

him? -3or4Mark

Ans. Heisworkingasamiddlelevelmanager.

Hisfunctionsareasfollows.

i) Decidingvarioussourcesfrom whichrequiredfundscanberaised.

ii) Negotiatingwithbanks,brokers,under-writersetc.forraisingfinance.

9. ‘Coordinationisacontinuousactivity’.Explain? -3or4Mark

Ans. Coordinationisacontinuousactivitycarriedoutbyallmangersatalltimes.



Itstartsattheplanningstageandcontinueswiththeotherfunctionsof
management.Itisanever-endingprocess.Itintegratesalltheactivitiesand
ensurestheorderlyarrangementofindividualandgroupeffortstoensure
unityofactionintherealizationofcommonobjectives.

10. WhatismeanbyCo-ordination?Explainhowdoescoordination’integrates

groupefforts’and‘ensuresunityofaction’. (cbse2012)

Ans: MeaningofCoordinationandExplanationofrelevantfeatures.

11. Identifythenatureofmanagementwhenitispracticedaspersonal

applicationofexistingknowledgetoachievedesiredresults.(cbse2012)

Ans: Managementasanart.

CHAPTER-2

PRINCIPLESOFMANAGEMENT

CONCEPTMAPPING

Concept : Principlesofmanagementaregeneralguidelineswhichcanbeused

undercertainsituations.

Nature :(a)universalapplicability(b)formedbypractice(c)flexible(d)mainly
behavioural(e)causeandeffectrelationships(f)generalguidelinescontingent

Importance: (a)usefulinsightsintoreality(b)optimum utilisationofresources(c)

scientific decisions (d) meeting changing environment (e)

managementtrainingandresearch(f)fulfillingsocialresponsibility

PrinciplesofScientificManagement:(a)sciencenotruleofthumb(b)harmony



notdiscord (c)cooperation notindividualism (d)maximum not

restricted output(e)developmentofeach person to greatest

efficiency.

TechniquesofScientificManagement:(a)functionalforemanship(b)differential

pieceratesystem (c)workstudy-timestudy,motionstudy,fatigue

study,methodstudy(d)standardisationandsimplificationofwork.

Fayol'sPrinciples:(a)divisionofwork(b)authorityandresponsibility(c)discipline

(d)unityofcommand(e)unityofdirection(f)subordinationof

individualinterestto common interest (g)remuneration (h)

centralisationanddecentralisation(i)scalarchain(j)order(k)equity

(I)stabilityoftenure(m)initiative(n)espritdecorps

Taylorvs.Fayol :Theircontributionsarecomplementaryinnaturedespite
severaldifferences.

KEYCONCEPTSINANUTSHELL:

1. MEANING:- Theprinciplesarebroadstatementoffundamentaltruthwhich

provideguidelinesformanagementdecisionandaction.Theseguidelines

arederivedthroughexperimentationandobservation

2. NATUREOFPRINCIPLESOFMANAGEMENT

1. Universalapplication-canbeappliedtoallkindoforganisations,

irrespectiveoftheirsizeandnature.

2. Generalguidelines-theformulatedguidelinestoactionwhichneedtobe

adjustedandusedasperthedemandsofthesituation.

3. Formedbypracticeandexperimentation-derivedthrough
experimentationandObservation.

4. Flexible-principlesarenotrigidlikesciencebutaremodifiedaccording

tothebusinessenvironmentneeds.

5. Behavioural-theprinciplesaim toinfluencetheunpredictable,complex

anddynamichumanbehaviour.

6. Causeandeffectrelation-theyaidinpredictingtheoutcomeof
managementactions.

7. Contingent-themanagementprinciplesaredependentupontheprevailing
Conditions/situationsatthatparticulartimehenceamendedaccordingly.



3. SIGNIFICANCE/IMPORTANCEOFMANAGEMENTPRINCIPLES

i. Providesmanagerswithusefulinsightsintoreality-throughimproved

knowledge,ability,understandingandimprovedguidancetothemanagers.

ii. Optimum utilisationofresources-andeffectiveadministrationthrough

coordinateduseofphysical,financialandhumanresources.

iii.Scientificdecision-theylendtobemorerealistic,thoughtful,justifiable

andfreefrom personalbias.

iv. Meetthechangingenvironmentalrequirements-byprovidingeffective

anddynamicleadershipinimplementingchanges.

v. Fulfilssocialresponsibility-guidesthemanagerinfulfillingthesocial
responsibility.

vi.Managementtraining,educationandresearch-theprincipleshelpin

increasingknowledgewhichisusedasthebasisformanagement

trainingandresearch.

4. FAYOL’SPRINCIPLESOFMANAGEMENT

1. Divisionoflabour-workcouldbedividedintosmallspecialisedtaskand

performedbyatrainedspecialist

2. Authorityandresponsibility-theremustbearightbalancebetween

authority(righttogiveorders)andresponsibility(obligationtoperform

theassignedtask).

3. Discipline-obediencetoorganisationrulesandemploymentagreement.

4. Unityofcommand-receiveordersfrom oneboss.

5. UnityofDirection-alltheunitsoftheorganisationshouldaim andmove

towardsachievingtheorganisationalgoal.

6. Subordinationofindividualinteresttogeneralinterest-theorganisation

interesttobeprioritisedoverindividualinterest.

7. Remuneration-payshouldbefairandsatisfyingtobothemployee

andtheorganisation.

8. Centralisationanddecentralisation-thereshouldbeaproperbalance

betweencentralisation(concentrationofdecisionmakingpowerswith

topmanagement)anddecentralisation(dispersalofdecisionmaking

poweramongmorethanoneperson).

9. Scalarchain-ordersorcommunicationshouldpassfrom toptobottom

andfollowtheofficiallineofcommand.

10.Orders-Aplaceforeverything/everyoneandeveryoneinitsplace



11.Equality-kindness,empathyandjusticeinthebehaviourofmanager
towardsworkers.

12.Tenurestability-frequentdisplacementofemployeefrom theirposition

shouldbeavoided.Theyshouldbegivensufficienttimetoshow their

results

13.Initiative-Employeestobeencouragedtodevelopandcarryouttheir

improvementplans

14.Espiritdecorps-needforteam work,spiritandharmony.

5.SCIENTIFICMANAGEMENT:

Meaning:Conductofbusinessactivitiesaccordingtostandardisedtools,

methodsandtrainedpersonalsoastohaveincreasedoutputthrough

effectiveandoptimum utilisationofresources.Henceitstressesthatthereis

alwaysonebestwayofdoingthings.

PrinciplesofScientificManagement

1.Sciencenotruleofthumb-

Thereshouldbescientificstudyandanalysisofeachelementofjobrather

thanadoptingoldruleofthethumbapproachonahitandmissmethod.

Encourage“thinkingbeforedoing”.

2.Harmonynotdiscord-

Thereshouldbecompleteharmonyandproperunderstandingbetween

managementandworkersinachievingtheorganisationgoals.

3.Cooperationnotindividualism -

Tayloremphasised on the importanceofcooperative group effort

betweenthemanagementandworkersinachievingtheorganisation’s

goalsandnotindividualism.

4.Developmentofworkerstotheirgreatestefficiencyandprosperity:

Themanagementshouldscientificallyselecttheworkers;assignjobas

pertheirphysical,mentalandintellectualcapabilityandpotential;and

trainthem asperthejobrequirement.

Techniquesofscientific

managementa)Functional

foremanship



• Supervisionistobedividedintoseveralspecializedfunctionsandeach

functiontobeentrustedtoaspecialforeman.

• Eachworkerwillhavetotakeordersfrom eightforemenintherelated

processoffunctionofproduction.

• Stressonseparatingplanningfunctionfrom executivefunction.

b)Standardisationandsimplificationofwork

• Processofsettingstandardsforeverybusinessactivitytomaximise
output.

• Simplificationiseliminatingunnecessaryvarieties,sizesandgradesof

productmanufacturedintheorganisation.

c)Methodstudy

• Findingonebestwayofdoingajob.

• Criticalanalysisismadeforplantlayout,productdesign,material

handlingandworkprocessesusingtechniqueslikeprocesscharts,

operationsresearchetc.

d)Motionstudy

• Makingathoroughanalysisofvariousmotionsbeingperformedbya

workerwhiledoingaparticulartask.

• Identifyinganddeterminingtheidealproductivemovement.

• Eliminatetheunproductivemovementsandequipments.

e)Timestudy

• Itisthetechniqueusedtodeterminethestandardtimetakenbythe

workmanwithreasonableskillandabilitytoperform aparticulartask.

• Herethejobisdividedintoseriesofelementsandthetimerequiredto

completeeachelementidealisticallyisrecordedusingastopwatch.

f)FatigueStudy

• Determinestheamountandfrequencyofrestintervalsrequiredin
completingatask.

g)DifferentialPiecewagesystem

• Evolveasystem whereintheefficientandinefficientworkersarepaidat

differentrates,asfinancialincentivesactasmotivators.

• Firstastandardtaskisestablishedwiththeaidoftimeandmotionstudy,

thentworatesareestablished.Higherwhenstandardoutputsis

producedandlowerwhenthestandardisnotmet



TAYLORV/SFAYOL

Basis HenryFayol F.W Taylor

1.Basisof
formation

PersonalExperience Observationsand
experimentation

2.Focus Improvementinthe

overalladministration

Concentratesonimproving

theproductivity

3.Applicability Universallyapplicable Applicableonlyto

specialisedsituations

4.Perspective Toplevelmanagement Lowerlevel-shopfloorlevel

5.Personality Scientistandknownas

fatherofscientific

management

Practitionerandknownasthe

fatherofGeneralmanagement

6.Humanelement Moreimportanceattached

toincreasingthe

productionthantothe

humanelement

Moreimportancegivento

humanelement;e.g.principle

ofequity,stabilityoftenure

7.Emphasis Greateremphasisontools

andstandardisationofwork

i.e.GeneralTheoryof

Administration

Emphasisonprinciplesand

theoryofgeneral

administrationi.e.Scientific

Management

8.Unityof
Command

Staunchproponentthatorders

shouldbereceivedfrom one

boss.

Didnotfeelthatitisimportant

asunderfunctionalforemanship

a workerreceived orders from

eightspecialists.

VERYSHORTANSWERTYPEQUESTIONS(1MARK)

1. Howaremanagementprinciplesderived?

Ans. Managementprinciplesarederivedthroughobservationandanalysisof
events.

2. GiveanyonedifferencebetweenPrincipleandTechnique.

Ans. Principlesareguidelinestotakedecisionwhereastechniquesaremethodsto
takeaction.



3. Whatismeantby'Universalityofmanagementprinciples'?
Or

Whyisitsaidthatmanagementprinciplesareuniversal?

Ans. Thisitmeansthattheyareapplicabletoallkindsoforganizations.

4. Theprinciplesofmanagementaren'trigidandcanbemodifiedwhenthe

situationdemands.Whichnatureofprinciplesisbeingdiscussedhere?

Ans. Flexibility.

5. Definescientificmanagement.

Ans. Applicationofascientificapproachtomanagerialdecisionmaking.

6. Listanytwoprincipleof'ScientificManagement'formulatedbyTaylorfor

managinganorganizationscientifically.

Ans. (i)Science,notRuleofThumb.(ii)Harmony,notDiscord.

7. Factoryownersormanagersreliedonpersonaljudgmentinattendingto

theproblemstheyconfrontedinthecourseofmanagingtheirwork.Which

principleofTaylorisitreferringto?

Ans. 'Ruleofthumb'

8. WhatdoyoumeanbyMentalRevolution?

Ans. MentalRevolutionmeansrevolutionarychangeintheattitudeofboth

workersandmanagersfrom competitiontocooperation.

9. Principle ofcooperation,notindividualism,is an extension ofwhich

principlegivenbyFayol?

Ans. PrincipleofHarmony,notdiscord.

10. Whatistheaim ofMethodstudy?

Ans. Aim istofindonebestmethodofdoingthejob.

11. Whatistheaim ofdoingmotionstudy?

Ans. Theaim ofthisstudyistoeliminateunnecessarymovementssoasto

ensuretimelycompletionofwork.

12. Whatisthepurposeoftimestudy?

Ans. Toestimate/determineafairday’swork.

13. NamethetechniquesofTaylorwhichisthestrongestmotivatorfora

workertoreachstandardperformance.

Ans. DifferentialPieceWagesystem.

14. ThedirectorsofXYZlimited,anorganisationmanufacturingcomputers,



wanttodoublethesalesandhavegiventheresponsibilitytothesales

manager.Thesalesmanagerhasno authorityeitherto increasesales

expenseorappointnewsalesmen.Hence,hecouldnotachievethistarget.

Identifytheprincipleviolatedinthissituation.

Ans. PrincipleofAuthorityandResponsibility.

15. A companymanufacturing motorcyclesand carsshould haveseparate

divisionsforboth,headedbyseparatedivisionalmanagers,separateplans

andresources.Identifytheprinciplewiththehelpofthisexample.

Ans. UnityofDirection.

SHORTANSWERTYPEQUESTIONS(3OR4MARKS)

1. Whatdoyoumeanbymanagementprinciples?

Ans. Principlesarestatementsoffundamentaltruthsaboutsomephenomenaand

serveasaguideforthoughtsandactions.Theyestablishcauseandeffect

relationship.

ManagementPrinciplesarethefundamentalstatementsoftruth

thatprovideguidelinestothemanagersfordecisionmakingandactions.

Theseenablethemanagersto managetheenterprisesin"3E way"viz

'economically','effectively'and'efficiently'.Theseactasguideformanagers

andsharpentheirskillsandcompetence.

Forexample,principleofdivisionoflabourincreasestheefficiencyof

workers which ultimately leads to economy and effectiveness in the

organization.

1. Howaremanagementprinciplesderived?

Or

"Managementprinciplesareevolutionary."Explain.

Or

"Derivationofmanagementprinciplesmaybesaidtobeamatterof
science."Explain.

Ans. Managementprinciples are notmade in heavens;they have emerged

gradually,throughanevolutionaryprocessofcombiningdeepobservations

andexperimentalstudies.

(i)Observationmethod

Underthismethod,practicaleventsareobservedandanalyzedby

managerialresearcherstoderivemanagementprinciples.

Forexample,itwasobservedthatbydividingtheworkintodifferent

units,efficiencyofemployeesimproved.Asaresult,itledtoformulationof

principleof'divisionoflabour'.



(ii)Experimentalmethod

Underthismethod,experimentsareconductedsothatmanagement

principlescanbederivedandtheirvaliditycanbetested.Forexample,two

units,oneunitinvolvingonesuperiorand onesubordinateandotherunit

involvingtwosuperiorsandonesubordinate,weretaken.Itwasfoundthat

unithavingonesuperiorandonesubordinateperformedbetter.Asaresult,it

ledtoformationofprincipleof"unityofcommand."

From the above it can be concluded that observations and

experimentsresultinthe formulationofmanagementprincipleswhich

thereforeareevolutionary.Hence,derivationofmanagementprinciplescan

besaidtobeamatterofScience.Itisworthmentioningherethateven

thoughderivationofmanagementprinciplesisamatterofscience,their

applicationremainsamatterofart.Thesuccessofmanagersdependsupon

howskillfullytheyputtheseprinciplesintopractice.

3. Givethreepointsreflectingthenatureofmanagementprinciples.

Ans. Managementprinciplesare

(anythree):

(i) Universalinapplication.

(ii) Generalguidelines.

(iii) Flexibleandcanbeapplieddifferentlyunderdifferentconditions.

(iv) Formedbypracticeandexperimentation.

(v) Establishcauseandeffectrelationships.

4. "Principlesofmanagementachieveresultseconomically."Explain?

Ans. Managementprincipleshelpinsettingrealisticobjectivesforthebusiness

becausetheobjectivesaresetwiththeparticipationofemployees.Hence,

the employees work to theirfullpotentialand theircommitmentlevel

increasesbecauseobjectivesoforganisationbecometheirownobjectives.

Forexample,theprincipleofmaximum outputratherthanrestricted
oneensuresmoreoutput.Moreoutputlowerscostperunitandhenceprofit
perunitincreases.

5. Definescientificmanagementandnameanythreeofitsprinciples.

Ans. AccordingtoTaylor,“Scientificmanagementmeansknowingexactlywhat

youwantyourmentodoandseeingthattheydoitinthebestandcheapest

way”.

Threeprinciplesofscientificmanagementare



asfollows:(i) Science,notruleofthumb

(ii) Harmony,notdiscord.

(iii) Cooperation,notindividualism.

6. Explaintheobjectivesofstandardization.

Ans. Standardisationisdoneforthefollowingreasons:

(i) Toensurethatagivenproductrangehasfixedtypes,sizes,

characteristicsetc.

(ii) Tobringaboutinterchangeability,formanufacturedparts,output,

developmentsetc.amongvariousbranches.

(iii) Tosetuniform standardsofperformanceformen,machinesetc.

7. WhichtechniqueofTaylorsuggeststhateachworkershouldbesupervised

byspecialists?Givethedesignationsofanyfourspecialistssuggestedby

him.

Ans. Thetechniqueoffunctionalforemanshipsuggeststhateachworkershould

besupervisedbyspecialists.Thesespecialists'designationsarefollow.

(i) InstructionCardClerk

(ii)RouteClerk

(iii)TimeandCostClerk

(iv)Disciplinarian

8. ‘Disciplineisdouble-edgedtool’Comment.

Ans. Disciplineisadouble-edgedtool.Itisexpectedtostrikeabalancebetween

enforcingthedisciplineononehandandmotivatingemployeesontheother.

Personnelentrusted withenforcing itareexpectedtobecompetentand

capableofachieving thisbalance.Employeesmusthonorthecommitment

madebythem andmanagementmustmeetitspromisestoincreasewages

declarationofbonusetc.Toachieveproperdiscipline,skilledsuperiorsatall

levels,clearandfairagreementsandjudiciousapplicationofpenaltiesetc.

arerequired.

9. Explaintheprincipleofunityofdirection.

Ans. Thisprinciplesuggeststhatinanorganizationthereshouldbeoneheadand
oneplanforagroupofactivitieshavingthesameobjective.Thishelpsin
bringingunityofactionandcoordinationinanorganization.Ifacompanyis
manufacturing two differentproductsthen itshould havetwo separate



divisionsordepartmentsforboththeproducts.Eachdivisionordepartment
shouldhavetheirseparatein-charge,plansandexecutionresourcesetc.

10. Anorganizationfollowstheprinciplesofmanagement.Whatarethe

adverseeffectsofeachofthefollowingprinciplesofmanagementonthe

organization?

(i) UnityofCommand

(ii)
Or
der

(iii) Stabilityoftenureofpersonnel

Ans. Adverseeffectsofsaidprinciplesare:

(i)UnityofCommand:Ifthisprincipleisfollowed,workgetsdelayedwhich

resultsinwastageoftimeandcost.

(ii)Order:Itcreatesboredom amongtheemployeesduetorigidityprovided

bythisprinciple.

(iii)Stabilityofpersonnel: Ifemployeesarenotrotatedondifferentjobs

frequently,theycanspecializeonlyinasmallpartofthewholeprocessof

productionandthuscanneverbecomeversatile.

11.Explainhowprinciplesofmanagement (cbse

2012)

i)Helpthemanagersintakingscientificdecisions

ii)Providethemanagerswithusefulinsightsintorealworldsituations

Ans.Explanation ofrelevantsub-headings from significance ofprinciples of

management.

LONGANSWERTYPEQUESTIONS(5OR6MARKS)

1. Explainthenatureofmanagementprinciples.

Ans. Natureofmanagementprinciplescanbedescribedasfollows:

(i)UniversalApplicability:Theprinciplesofmanagementareapplicabletoall
typesoforganisationsirrespectiveoftheirsizeandnature.

(ii)GeneralGuidelines:Theyareonlyguidelinesforactionanddon'tprovide

directorreadymadesolutionforamanagerialproblem.

(iii)Formedbypracticeandexperimentation:Theprinciplesofmanagement

havebeendevelopedthroughexperimentationaswellasexperienceand

wisdom ofmanagers.



(iv)Flexible:Theyareflexiblei.e.theycanbemodifiedbythemanagers

accordingtoagivensituation.

(v)Mainlybehavioural:Theyaremainlybehaviouralinnaturesincetheyare

devisedtoinfluencehumanbehaviour.

(vi)Causeandeffectrelationship:Theprinciplesofmanagementestablish

relationshipbetweencauseandeffect.Theyguideusastowhatwouldbe

theeffectifaparticularprincipleweretobeappliedinagivensituation.

(vii)Contingent:Theuseofprinciplesofmanagementiscontingentor

dependentupontheprevailingconditions.

2) Explaintheimportanceofmanagementprinciples.

Ans. Theimportanceofmanagementprinciplescanbeunderstoodbyconsidering

thefollowingpoints:

(i)Provideusefulinsighttomanage:Principlesofmanagementhelpin

increasingmanagerialefficiencybyaddingtotheirknowledgeandabilityto

understandthevarioussituationsmoreobjectively.

(ii) Optimum Utilization of Resources and effective administration:

Managementprincipleshelpinorganizingvariousactivitiesinsuchaway

thatresultsineliminationofunwantedactivitiesandconsequentwastage.

Managementprincipleshelpinmanagingorganizationseffectively.

Forexample,UnityofCommandhelpstoavoidconfusionandconflictsUnity
ofDirectionensuresunityofactionstofacilitatecoordination

(iii)Scientificdecisions:Theyhelpthemangersintakingthedecisions

basedontheobjectiveassessmentofasituation.Thusdecisionstakenare

logicalandfreefrom anybiasandprejudice

(iv)Meetingchangingenvironmentrequirements:Thoughtheprinciples

areonlyguidelinesforactionyettheycanbemodifiedaccordingtotheneed

ofchangingsituations.Thusprinciplesofmanagementhelpinmeeting

changingrequirementsoftheenvironment.

(v)Fulfillingsocialresponsibilities:Principlesofmanagementhavebeen

devisedinsuchawaythattheyhelpinfulfillingsocialresponsibilities.

(vi) Management training, education and research: Principles of

managementarethefulcrum ofmanagementtheorysothattheyareused

asabasisformanagementtraining,educationandresearch.

3. Taylor's principles ofscientific managementand Fayol's principles of

managementaremutuallycomplementary."Doyouagreewiththisview?

Giveanyfourreasonsinsupportofyouranswer.



Ans. Yes,Taylor'sprinciplesofscientificmanagementandFayol'sprinciplesof
managementaremutuallycomplementarybecauseofthefollowingreasons:

Basis Taylor Fayol

1.Personality Taylorwasascientist Fayolwasapractitioner

2.Perspective Taylor'sprinciples&techniques

arebasedonbottom upward

approach

Fayol'sprinciplesarebased

ontopdownwardapproach

3.Scopeand

Applicability

Taylor'sprinciples&techniques

arerelevantmainlywithrespect

toproductionactivities

Fayol'sprincipleshave

widerrelevanceinall

functionalareas

4.Focus Taylor's'principles&techniques

arefocusedonworkers'

efficiencyandproduction.

Fayol's principles are

focused on improving

overall management

efficiency.
5.Modifica

tions

Taylor'stechniquesaremore

specificinnatureandshouldbe

appliedwithoutanymodification

andonly

inspecificconditions

Fayol'sprinciples are

more generalin nature &

canbeappliedinmost of

the organizations with

somemodifications.

6.Expression Taylorexpressedhisthoughts

andviewsunderthetheoryof

scientificmanagement

Fayolexpressedhisideasas

thegeneraltheoryof

management



BasisofDifference PrincipleofManagement PrinciplesofScience

1.Nature Theyareflexible Theyarerigid.

QUESTIONSWITHDIFFERENTDIFFICULTYLEVELS

1. ‘PrinciplesofManagementaredifferentfrom thoseusedinpurescience’.

Writeanyonedifference.-1Mark

Ans.

2. Whichprincipledoesfunctionalforemanshipviolate? -1Mark

Ans. Unityofcommand

3. Giveanyoneeffectofprincipleofdivisionofwork? -1Mark

Ans. Specialization,speed,accuracy.

4. Asalespersonisaskedtofinalizeadealwithcustomer.Themarketing

managerallowshim togiveadiscountofupto10% buttheFinance

Managerallowshim to give discountofupto 25%.Which principleis

violatedhere? -1Mark

Ans. UnityofCommand.

5. “Workers shouldbeencouragedtodevelopandcarryouttheirplans

fordevelopment.”Identifytheprincipleofmanagement formulated by

Fayol. -1Mark

Ans. PrincipleofInitiative

6. Stateanythreereasonsastowhyproperunderstandingofmanagement

principlesisnecessary. -3or4Mark

Ans. Properunderstandingofmanagementprinciplesisnecessarybecauseofthe

followingreasons(anythree):

(a)Theyprovidemanagerswithusefulinsightintoreality.

(b)Theyhelpinoptimalutilizationofresourcesandeffectiveadministration.

(c)Theyhelpinmeetingenvironmentrequirements.

(d)Theyareusedasbasisformanagementtraining,educationandresearch.

7. Howdomanagementprinciplesensureoptimum utilizationofresources

andeffectiveadministration?-3or4Mark

Ans. In everyorganization,resourcessuch asmen,machine,materialand
moneyplayavitalrole.Managementprinciplesaredesignedinsuchaway
thatmaximum benefitsfrom these resources canbeachievedwith
minimum resource wastage.Along with this,the principles of



managementalso help in establishing effective administration by
limitingtheboundaryofmanagerialdiscretionthattheir

decisionsmaybefreefrom personalbiases.

For example, while deciding the annual budget for different

departments,amanagerisrequired tofollowtheprincipleofcontribution

toorganisationalobjectivesandnotpersonalpreferences.

8. Explainbrieflythetechniqueoffatiguestudy? -3or4marks

Ans. Fatigue study determines the amount and frequency of rest

intervals incompleting a task.Workerscannotwork ata stretch.

Afterputting in workforacertainperiodsoftime,theyreeltiredwhich

affectstheirperformance.Iftheyareallowedrestintervals,theywillre-

gaintheirstaminaandwillresumetheirworkwithgreaterefficiency.

9. Givepositiveeffectsoftheprincipleof‘discipline’. -3or4marks.

Ans. Positiveeffectsoftheprincipleof‘discipline’areasunder:

i) Improvesefficiencyoftheemployees.

ii)Systematicworkintheorganisation.

iii)Ensuringthatpenaltiesareimposedjudicially.

10. ExplainthePrincipleofcentralizationanddecentralization.-3or4marks.

Ans. Centralization means concentration of authority in the hands

offew people atthe top,whereasdecentralization meansappropriate

distributionofpowerateverylevelofmanagement.AccordingtoFayol,

companymustbeproperlybalancedi.e.itshouldneitherbecompletely

centralizednordecentralized.Theremustbe some elementofboth

depending upon the profile of the organization.Thepanchayat

system inourcountryisaverygoodexampleofdecentralizationatthe

nationallevel.

11. Ms.RituandMr.MohitareDataEntryOperatorsinacampanyhaving

sameeducationalqualifications.

RituisgettingRs.5,000permonthandMohitRs.6,000permonthas

salaryforthesameworkinghours.

Whichprincipleofmanagementisviolatedinthecase?Nameandexplain

theprinciple.

Ans. Theprincipleof'equity'isviolatedinthiscase.Accordingtothisprinciple,
employeesshouldbegivenkind,fairandjusttreatmentandthereshouldnot
beanydiscriminationbasedoncaste,creed,colour,sexetc.Apparently,Ritu



isgettinglessinviewofbringafemalewhichisagainstthisprinciple.

12. Explainthetechnique'FunctionalForemanship'. -5or6Marks

Ans. Functionalforemanshipistheextensionoftheprincipleofspecialization.
Thistechniqueemphasisesontheseparationofplanningfrom execution.To
facilitate it,Taylorsuggested setting up of"planning in charge"and
"productionincharge".

FUNCTIONALFOREMANSHIP

PlanningIncharge:Themainfunctionof"planningincharge"istoplanall

aspectsofajobtobeperformed.Itconsistsoffourpositions:

(i)Routeclerk:Hedeterminesthesequencetoperform variousmechanical

andmanualoperations.

(ii)Instructioncardclerk:Heissuesinstructionstotheworkerstobe
followedbythem.

(iii)Timeandcostclerk:Heisconcernedwiththeframingoftimeschedule

onthebasisofdeterminedroute.Also,hekeepstherecordofthecostof

operations.

(iv)Disciplinarian:Heisconcernedwiththecoordinationineachjobfrom

planningtosuccessfulexecution.Heenforcesrulesandregulationsand

maintainsdiscipline.

ProductionIncharge:Itconsistsoffollowingfourspecialistswhoare

concernedwiththeexecutionofplans.

(i)SpeedBoss:Hecheckswhetherworkisprogressingasperschedule.He

ensurestimelyandaccuratecompletionofjobs.

(ii)GangBoss:Hearrangesmachines,materials,tools,andequipments

properlysothatworkerscanproceedwiththeirwork.

(iii)RepairBoss:Heensuresthatallmachines,tools,equipmentsarein

perfectworkingorder.

Inspector:Heensuresthattheworkisdoneasperthestandardsofquality

setbyplanningdepartment.

13. Name and explain that principle of Fayol which suggests that

communication from top to bottom should follow theofficiallinesof

command.-5or6Marks

Or



Explainthe'PrincipleofScalarChain'withanexample.

Ans. Inanorganization,theformallinesofauthority,from highesttolowestlevel
ofallsuperiorsandsubordinates,areknownasscalarchain.Theprincipleof
scalarchainsuggeststhatthereshouldbe aclearlineofauthorityfrom
toptobottom,linkingsuperiorsandsubordinatesatalllevels.Thescalar
chainservesasachainofcommandaswellascommunication.Innormal
circumstances,the formalcommunication is required to be made by
followingthischain.

ScalarChainandGangPlank

Example:Theabovefigureshowsthescalarchainlinkingmanagersatlower

levelswiththetopmanagement.IfD hastocommunicatewithG,The

messageshouldordinarilymoveupthroughCandBtoA,andthendown

from AtoE,FandG.

Abovementionedchainhasfollowingdisadvantages:

(i) Itcausesdelayinreachingcommunicationtotherequiredlevel.

(iii) Createsthepossibilityofdistortionofinformationflow asvarious
levelsareinvolved.
Toavoiddelaysandtoremovehurdlesintheexchangeofinformation,
conceptofGangPlankhasbeensuggestedbyFayol,shownbythe
dottedlinejoiningDandG.

A

E

F

G

H

B

C

D



CHAPTER-3

BUSINESSENVIRONMENT

CONCEPTMAPPING

Meaning : Thetotalityofallindividuals,institutionsandotherforcesthatare

outsideabusinessenterprisebutthatmayaffectitsfunctioning

andperformance.

Nature : (a)totalityofexternalforces(b)specificandgeneralforces
(c)Inter-relatedness(d)dynamic(e)uncertainty(f)complexity
(g)Relativity

Importance : (a)firstmoveradvantage(b)earlywarningsignal(c)tappinguseful

resources(d)copingwithrapidchange(e)planningandpolicy

formulation(f)improvingperformance

Dimensions : (a)economic(b)social(c)technological(d)political(e)legal

Liberalisation:Liberatingindustryfrom licensingandotherregulations.

Privatisation:transferringownershipandmanagementofpublicenterprisesto
privatesector

Globalisation:integratingdifferenteconomiesintoaworldeconomybyremoving

barrierstofreeflow ofgoods,services,capital,labour,etc.from

onecountrytoanother.

ImpactofPolicy Changes:(a)increasing competition (b)more demanding

customers (c)rapidly changing technology (d)necessity for

change(e)needtodevelophumanresources(f)marketorientation

(g)lossofbudgetarysupporttopublicsector.

KEYCONCEPTSINNUTSHELL

1. MEANING:

Itisthesum totalofallindividualsorinstitutionscomprisingof

consumers,competitors,suppliersgovernment,courts,mediaandalsothe

forceslikeeconomic,social,political,legalandtechnologicalthatareoutside

theambitandcontrolofbusinessenterprisebutthatwhichcanaffectits

performance.

2. FEATURESOFBUSINESSENVIRONMENT:

i. Constitutestotallyofexternalforces-itcomprisesofthesum totalof



allforcesthatareexternaltothebusinessfirm whichitmustdealwith.

ii. Specificandgeneralforces-theforcespresentoutsidecanbe

dividedintotwopartsSpecific-theseforcesaffectthefirmsofan

industryseparately

e.g.Customers,suppliers,competitivefirmsetc.

General-theseforcesaffectallthefirmsofan

industryequallye.g.Social,political.

iii.Inter-related-thedifferentfactorsareco-related

e.g.Changeintheimport-exportpolicyisapoliticalchangethat

givesrisetoeconomicchangeaswell

iv.Uncertainty-businessenvironmentaresusceptibletorapidchanges,

noonecanpredictwithcertaintythechangesinthefactors.

e.g.changeintechnologyandfashion.

v. Dynamic-businessenvironmentkeepsonchanging.

vi.Complex-itisdifficulttoknowtheextentofimpactofthechangesthat

thefactorscanbringin.

vii.Relative-businessenvironmentisarelativeconceptasitdiffersfrom
countrytocountry,regiontoregion.

3. IMPORTANCEOFBUSINESSENVIRONMENT:

i. Identifytheopportunitiesandgettingthefirstmoveradvantage-by

beingawareofthechangesinbusinessenvironment,enterprisescan

identifyopportunityandstrategizewaystocapitaliseonthem.

ii. Identifythreatsandearlywarningsignals-environmentscanninghelps

indetectingpossiblethreatsinfuture.

iii.Basisforplanningandpolicyforformulation-identificationofthreats

andopportunityservesasbasisfordecidingthefuturecourseofaction.

iv.Tapping usefulresources-theresourcesarerequiredtocarryona

successfulbusinessenterprise.Thesehavetobeprocuredfrom the

businessenvironment.

v. Helpsincoping withrapid changes-turbulentmarkets,lessbrand

loyalty,divisionsand sub-divisions(fragmentation)ofmarkets,more

demandingcustomers,rapidchangesintechnologyandintenseglobal

competitioncombinedwithcomplexbusinessenvironmentcallsfora

flexibleplanningtocopewiththechanges.

vi.Improvementinorganisationperformance-continuousandconstant
monitoringandadaptingsuitablebusinesspracticesresultinimproved
businessperformance.



4. DIMENSIONSOFBUSINESSENVIRONMENT:

Thevariousdimensionsofbusinessenvironmentintermsofgeneralenvironment
are:

EconomicEnvironment:

Referstoallthoseforcesthathaveeconomicimpactonthe
businessactivity

ComponentsofeconomicenvironmentareGDP,Inflationrate,Interestrate,

Rupeevalue,Stockexchangeindex,Taxrate

PoliticalEnvironment:includespoliticalconditionssuchaspoliticalleadership,

politicalstability,practicesoftherulingpartyandthenatureofthegovernmentin

powerandtheirlevelofinterference

ComponentsofpoliticalenvironmentareConstitutionofthecountry,Political

ideologyoftherulingparty,natureandextentofgovernmentinterference,

internationalrelations.

LegalEnvironment:referstotheframeworkoflawsandvariouslegislationswithin

whichthebusinessactivitiestakeplace

ComponentsofLegalEnvironmentareGovernmentlegislations,court

judgements,Decisionsofvariouscommissions.

SocialEnvironment:representsthecustomsandtraditions,values,culture,social

trends,beliefs,normsandethicsofasocietyinwhichbusinessenterprisesoperate.

ComponentsofSocialEnvironmentarecustomstraditions,social

expectations,lifestyles,values,literacylevel

TechnologicalEnvironment:referstotheinfluenceofthechangesinthetechnology

onthebusinessenvironment.

ComponentsofTechnologicalEnvironment:newmethodsandtechniquesof
businessoperations,Scientificimprovementsandinnovations,



AsapartofeconomicreformstheGovernmentofIndiaannouncedNewIndustrial
PolicyinJuly1991whichemphasisedonthreemajorelementswhichwere:

• Liberalisation-from theclutchesoflicensingpolicy.Therefore,removalof

entryandgrowthrestrictionsontheprivatesectorenterprises.

• Globalisation-encouragementofforeignprivateparticipationinindustrial
development.Thisstepmainlyintendedatintegratingthenationaleconomywith
theworldeconomythroughtheremovalofbarriersoninternationaltradeand
capitalmovements.

• Privatisation-drasticreductionintheroleofpublicsector.Furtheritaimed

attransferofownership,managementandcontrolofthepublicsector

enterprisetotheprivatesector.

Thenewindustrialpolicyaimedatcreatingamorecompetentenvironmentin

theeconomysoastostrengthentheprocessofindustrialisation.Itsfeaturesareas

follows

• Delicensingofallprojectsexceptsixindustries

• Decreasedroleofpublicsectortomerely4industries

• Disinvestment:sellingofapartorwholeofthesharesofthepublicsector
undertaking

• LiberalisationofForeigncapital

• SettingupofForeignInvestmentboard(FIPB)

• Liberalpolicyfortechnicalcollaborations

7. IMPACTOFGOVERNMENTPOLICYCHANGESONBUSINESSANDINDUSTRY:

• Increaseincompetition

• Demandingcustomers

• TechnicalchangeandincreasedinvestmentinRandD

• Necessityofchange

• Developmentofhumanresource

• Marketorientation

• Lossofbudgetarysupporttothepublicsector.



VERYSHORTANSWERTYPEQUESTIONS(1MARK)

1. WhatisBusinessEnvironment?

Ans. Forcesaffectingtheperformanceofanorganisationbutoutsideitscontrol
arecalledasBusinessEnvironment.

2. Howhavecustomersbenefitedbyincreasedcompetitionafterliberalisation

andglobalisation?

Ans. Whilepurchasingtheygetabetterqualityandwiderchoiceofgoodsand
services.

3. Howcanthefirmscopeupwithchangingtechnologicalenvironment?

Ans. Theyhavetodevelopnewways.

4. WhatdoyoumeanbyGlobalisation?

Ans. Whenthevariouseconomiesoftheworldintegrate,itisknownas
Globalisation.

5. WhichpolicyofIndianGovernmenthasmovedIndiatowardsglobalisation?

Ans. TheIndustrialPolicyof1991.

6. Whatdoyoumeanbydisinvestment?

Ans. Whentheprivatesectortakesoverpublicsector,itiscalleddisinvestment.

7. GiveonemeasuretakenbyIndianGovernmenttointroduceliberalisation.

Ans. Abolishinglicensingrequirements.

8. Whatdoyoumeanbyfirstmoveradvantage?

Ans. Earlyidentificationofopportunities.

9. WhatareValues?

Ans. Conceptsheldbyasocietyinhighesteem arevalues.

10. Whichofthesectorwasgivenimportanceafterindependence?

Ans. Publicsector.

11. Whatwastheresponsibilitygiventoprivatesectorafterindependence?

Ans. Developingconsumergoodsindustrywastheresponsibilitygivestoprivate
sector.



12. WhatdoyoumeanbyLiberalisation?

Ans. Itmeansreductioningovernmentcontrolsandrestrictions

13. WhichtwofactorsareincludedinTechnologicalEnvironment?

Ans. ScientificImprovementandInnovations.

14. Whatismeantbyopportunities?

Ans. Itreferstothepositiveexternaltrendsthathelpanenterprisetoimproveits
performance.

15. WhatdoyoumeanbyInnovation?

Ans. ProducinggoodsandservicesbynewmethodsiscalledasInnovation.

16. Name the economic reforms introduced to free Indian business from

unnecessarycontrolsandrestrictions.

Ans. Liberalisation.

SHORTANSWERTYPEQUESTIONS(3OR4MARKS)

1. Define Business Environment.State two important concerns of

businessenvironment.

Ans. The sum totalofallexternalfactorswhich are outside the controlof

businessenterprisesistermedasBusinessEnvironment.Factorsmaybe

social,political,economicetc.

2. Explainthespecificandgeneralforcesofbusinessenvironment?

Ans. Business environmentcomprises ofboth specific and generalforces.

Specificforcesrefertothoseforcesthatarehavingdirecteffectontheday

todayworkingofthebusinessviz.customers,competitors,investorsetc.

Generalforcesrefertosocial,political,legalandotherforceswhichare

havinganindirecteffectontheoperationsofabusiness.

3. Enumeratethebenefitsofunderstandingbusinessenvironment.

Ans. Thebenefitsofunderstandingbusinessenvironmentare:

(i) Enablingtheidentificationofopportunitiesandgettingthefirstmover

advantage.

(ii) Helpingintheidentificationofthreatsandearly

(iii) Tappingusefulresources.



(iv) Copingwiththerapidchanges.

(v) Assistinginplanningandpolicy.

(vi) Improvementinperformance.

4. Whatare the main dimensions ofbusinessenvironment?Whatdoes

environmentconsistof?

Ans. Themaindimensionsofbusinessenvironmentare

(i)Economic,(ii)Social,(iii)Technological,(iv)Political,(v)LegalEconomic

environmentconsistsofthefactorshavingeconomicdimensionssuchas

fiscalpolicy,monetarypolicy,industrialpolicyetc.

5. Explaintheroleofpoliticalenvironmentinshapingthebusiness.?

Ans. Businessfunctionswithintheframeworkofpoliticalenvironment.Generally,
government'spolicieschangewiththechangeofguardinpower.Businessis
requiredtounderstandandfollowsuchchangesandalsorespecttheorders
thatjudiciarygivesfrom timetotime.

Forexample,afterglobalization,GovernmentofIndiaallowed

manycompaniestoentertheIndianmarketforgivingboosttothedifferent

industrieslikefoodprocessingindustryetc.Thatpavedthewayforentryof

multinationalsinIndiaonalargescale.

6. Explaintheconceptoftechnologicalenvironment.

Ans. Itincludes new approaches,new procedures,and new equipments to

transform inputsintooutputs.Itfacilitatesanorganization'sefficiencyand

effectivenesssothatitcantrytoremainatparwiththebestintheworld.

Technologicalchanges provide opportunities forsome enterprises and

becomethreatsforsomeothers.

Forexample,digitalwatches killed the business prospects of

traditionalwatches;TV hasadverselyaffected radio & cinemaindustry;

mobilephoneshavetakenoverthemarketfrom landlinephones.

7. Whatdoyouunderstandbylegalenvironment?Givetwoexampleswhich

protectconsumers'interests.

Ans. Legalenvironmentconsists ofrules and regulations,framed by the

Parliament,underwhichbusinessmustoperate.Toexistandgrow,business

is required to follow allthe rules and regulations thatconstitute this

environment.

Twoexamplesprotectingconsumers'interests:

(i)Advertisementofalcoholicbeveragesisprohibited.

(ii)Packetsofcigarettesshouldmentionthestatutorywarning'Cigarette



smokingisInjurioustohealth'.

8. ListthevariouschangesinitiatedbytheGovernmentofIndiasince1991.

Ans. VariouschangesinitiatedbytheGovernmentofIndiasince1991are

asfollows:

(i)Newindustrialpolicy

(ii)Newtradepolicy

(iii)Fiscalreforms

(iv) Monetarypolicy
(v) Capitalmarketreforms

(vi)PhasingoutofSubsidiesandPricecontrols

9.Listsomeimportantfactorsthatinfluencetheworkingofabusinessenterprises?

Ans. Followingaretheimportantfactorsthatinfluencetheworkingofabusiness

enterprise:-(i)Changesineconomicpolicies.(ii)Politicaluncertaintyinthe

country.(iii)Increaseintherateofcompetition.(iv)Changesinfashion.

LONGANSWERTYPE QUESTIONS(5OR6MARKS)

1. Whatdoyoumeanbybusinessenvironment?Explainthekeycomponents

ofbusinessenvironment.

Ans. Businessenvironmentisthesum totalofallexternalfactorsthatinfluence

thefunctioningofabusinessenterprise.

Thecomponentsofgeneralenvironmentare:

(i)Economicenvironment:

Economicenvironmentconsistsoffactorshavingeconomic

dimensionssuchasfiscalpolicy,monetarypolicy,industrialpolicyetc.

Impact:Bankingsectorreformshaveledtoattractivedepositavenuesand

easiercreditpolicy.Likewisereformsinleasing&financialinstitutionsare

alsocatalyzingcompany'seconomicgrowth.

(ii)Socialenvironment: Itdiscriminatescharacteristicsofthesocietyin

whichanenterpriseexists.Itconsistsofliteraryrates,educationallevels,

customsanddemographicdistributionetc.

Impact:Equalpayforequalworkforbothmaleandfemaleworkers,

reservationofjobsforminoritiesetc.

(iii)Politicalenvironment

Itconsistsofthepoliticalforcesresponsibleforthemanagementofpublic

affairsandtheirinfluenceonbusiness.



Impact:GovernmentallowedPepsitoenterIndianmarketagainforgiving

boosttothefoodprocessingindustry.

(iv)Technologicalenvironment

Itcomprisesofthevariousprocesses,techniques,approachesetc.by

whichanorganizationtransformsinputsintooutput.

Impact : Digital watches have pushed out
traditionalwatches.

(v)LegalEnvironment: Itcharacterisesvariousgovernmentalrules,

regulationsandlegislationsetc.thatallmembersofbusinesscommunity

mustfollow.

Impact:Removalofcontrolonforeignexchangeandliberalizationof
foreigndirectinvestments.

2. Whatdoyouunderstandbyeconomicenvironment?Listthemainaspects

ofeconomicenvironment.

Ans. Economicenvironmentconsistsoffactorslikesinflationrates,interestrates,

consumer’sincomes,economicpolicies,marketconditionsetc.whichaffect

theperformanceofabusinessfirm.

Followingarethemainaspectsofeconomicenvironment:

(i)Theroleofpublicandprivatesectorintheexistingstructureofthe
economy.

(ii)TherateofincreaseinGNPandpercapitaincomebothatcurrentand

constantprices.(iii)Quantum ofexportsandimportsofdifferentproducts.

(iv)Increaseintransportationand

communicationfacilities.(v)Trendsin

agriculturalandindustrialproductions.

(vi)Amountofsavingsandinvestments.

3. Socialenvironmentofbusinessisimportantforabusinessenterprise".
Explain?

Ans. A businessisapartofthesocietyinwhichitoperates.Thebuyingand

consumptionhabitsofthepeople,theirlanguages,customs,preferences,

tastesetc.arethefactorsthatinfluencethebusiness.Businessmenshould

bealertenoughtovisualizethefactorsthatdirectlyorindirectlyaffecttheir

organization.Cooperationbetweenbusinessandsocietywillseebusiness

boom andwillhelpgrowthofprofessionalmanagers.Thefailureofany

businessorganizationinadaptingtochangesinthesocialenvironmentwill

leadtodissatisfactionamongstitscustomersandrejectionofitsproducts.

Thisshiftofdemandcanevenendangertheverysurvivalofabusiness.



Forexample,equalpayformaleandfemaleworkers,demandfor

reservationinjobsforminoritiesandwomenetc.

4. Enumeratenegativeimpactsofliberalizationandglobalisation.

Ans. Thenegativeimpactsofliberalizationandglobalizationareasfollows;

(i) Threatsfrom MultinationalCompanies(MNCs).

(ii) Corporatevulnerability.

(iii) Increasedcompetition.

(iv) Fastchangingtechnology.

(vi) Highobsolescenceofmaterialresources.

(vii) Highlabourturnover.

(vii) Threattoindigenouscultureandvalues.

5. EnumerateanytenPositiveimpactsofliberalizationandglobalization.

Ans. Thepositiveimpactsofliberalizationandglobalizationareasfollow:

(i) Opportunitiesfornewentrepreneurs.

(ii) Latesttechnologybecomingavailable.

(iii) Openingupofforeignmarkets.

(iv) Easyimportsofcapitalgoods.

(v) DirectinvestmentbyIndiancompaniesabroad.

(vi) Changedattitudeoflaborunions,

(viii) Easyinflowofforeigncapital.
(ix) Freedom toexpandanddiversify.
(x) Restructuringofindustries.

(x) Wideningofproductchoicesforconsumers.

6. Explainanyfivenegativeimpactsofliberalizationandglobalization.

Ans. Followingarethenegativeeffectsofliberalizationandglobalization.

(i)Threatsfrom multinationalcompanies(MNCs)

Withthearrivalofmultinationalsitisbecomingdifficultforsmalland

medium businessunitstoevensurvive.Themassiveentryandconsolidation

tomultinationalsintheIndianmarketsisachallengethathasalreadyforced

somebusinessenterprisestotaketheexitroute.

(ii)Destabilizationofprotectedenvironment

With easierentry of multi-nationalcompanies,Indian business

environmentisfastlosingitsprotectiveshield.Thenew entrepreneurial

freedom iscreatingproblemsfortheexistingplayers.Evenmanufacturersof



Maruticarcouldnotretaintheirmarketshareandhadtoremodeltheir

productsandannounceheavilypricereductionsfrom timetotime.

(iii)Declineinpublicsector

Public sectoris losing markets and theircapacityutilization has

declined,hamperingtherebypaceofcountry'stechnologicalandeconomic

growth.

(iv)Sellers'marketturnedintobuyers'market

Withtheentryofforeigngoods.andservices,shortageofgoods,

whichisboonforthesellers,hasnow turnedinto surplus.Resultantly,

sales/margintomanysellershavecomedownsubstantially.Buyersarenow

freetobuyanyproductoftheirchoiceatapricetheycanafford.

(v)Fallinthevalueofrupee

IndianrupeehasbeendevaluingagainstDOLLAR,EURO andmany
other foreign currencies. This phenomenon has forced even some
establishedexporterstoencashtheirstakepartly/fully.

QUESTIONSWITHDIFFERENTDIFFICULTYLEVELS

1. Whyisbusinessenvironmentuncertain? -1
Mark

Ans. Futurehappeningsareverydifficultto
predict.

2. WhatismeantbyMarketOrientation? -1Mark

Ans. Thefirmsproducegoodsafteranalysingthemarketneeds.

3. Howcanenvironmentawarenesshelpmanagers? -1
Mark

Ans. Variousthreatsareidentifiedintime.

4. Howcanpoliticalstabilitybebeneficialtotheeconomy? -1Mark

Ans. Confidenceamongthebusinesspeopleisbuiltuptoinvestandtakeupnew
ventures.

5. Whatwastheimmediatecauseofeconomicreformsin1991? -1Mark

Ans: HighGovernmentdeficit.

6. Whatismeantbythreats?- 1Mark

Ans. Itreferstothoseenvironmentaltrendswhichhindertheperformanceofan
enterprise

7. Give one of the most important objectives of Indian development

programmesatthetimeofindependence.- 1Mark

Ans. RapidEconomicGrowth



8. 'Environmentprovidesbothconstraintsandopportunities."Comment.
Ans. Businessenvironmentprovidesbothconstraintsandopportunities.Someof

theconstraintsareeconomicconditions,customs,governmentregulations,

availabilityofnaturalresourcesetc.Inspiteofmanyinitiatives,FDIisnot

pickingupinIndiaduetopoliticalandbureaucratichurdles.

Ontheotherhand,environmentalso offersvariousopportunities

whichincludechangingneedsofcustomers,technologicaladvancesetc.

Forexample,thegrowingdemandforA.C.hasattractedmanynewplayers,

domestic(Godrej,Kirloskar)aswellasmultinationals(LG Electronics)to

thisindustry. 3 or 4

Marks

9. Business environment or Environmental Scanning helps in the

identificationofthreatsandearlywarningsignals."Explain?-3or4Marks

Ans. Environmentalscanning helps an enterprise to recognize

qualitativeinformationinadvance,whichcanbeusedtoprepareit

forfacinglikelychallenges.Forexample,ifanynew multinational

companyisenteringtheIndianmarket,themanagerofanIndian

firm dealingwithsameproduct,asthatofthemultinational

company,shouldtakeitasawarningsignal.Heshouldtakemeasures

likeimprovingthequalityofhisproduct,heavyadvertisementetc.tofacethe

challenge.

10. Whatismeantbyliberalization?Listtheimpactofchangesingovernment
policyOnbusinessandindustry. -3or4Marks

Ans.Indianeconomyhasgraduallybecomemoreliberalandglobalsince

1991.Liberalizationreferstotheremovalofvariousoutdatedrules,

regulationsetc.andprovidingmorehelpfulnormsforthebusinesstogrow,

particularlyinthefieldsofexportsandimports.

Someoftheimpactsofchangesingovernmentpolicyonbusinessand

industryareasunder:

(i) Increasingcompetition.
(ii) MoredemandingCustomers
(iii) Rapidlychangingtechnologicalenvironment
(iv) Necessityforchange.
(v) Needfordevelopinghumanresource.

(vi) Marketorientation.



(vii) Lossofbudgetarysupporttothepublicsector.

11. Explainthemeaningoftheterm Privatisation?Listanytworeformsmade
underPrivatisation. -3or4Marks

Ans. Privatisationreferstoreducingtheroleofpublicsectorandincreasingthe

roleofprivatesectorforrapiddevelopmentofthenation.

TworeformsmadeunderPrivatisation:

(i)Lossmakingorsickpublicsectorenterpriseswereeitherclosedor
handedovertoBoardofIndustrialandFinancialReconstruction.

(ii)Disinvestmentofpublicsectorenterprises.

12. Enumeratethevariouswaysinwhichmanagersrespondtochangesin

businessenvironment. -3or4Marks

Ans. Followingarethewaysinwhichmanagersrespondtochangesinbusiness

environment:

(i) Strategicalliances,mergersandacquisitionsofbusinesses.

(ii) Diversification.

(iii) Collaborationwithmultinationals.

(iv) Brandbuilding.

(v) Restructuringofbusinessactivities.

(vi) Capitalrestructures.

(vii) Customerfocus.

(viii) Latesttechnology.

(ix) Compensationlevelsandincentiveschemes.

13. Mentionfourexamplesofacquisitionsandmergers.-3or4Marks

Ans. Fourexamplesofmergersandacquisitionsare:

(i) SRFbuyCeat'sRayonTyreCord.

(ii) Parle'stake-overbyCoke.

(iii) GodrejhasboughtoverGoodnight.

(iv) HutchbyVodafone.



14. ExplainthechangesinitiatedbytheGovernmentofIndiasince1991.
-5or6Marks

Ans. Followingchangeshavebeenobservedsince1991:

(i)NewIndustrialPolicy:

• Governmenthasbegundisinvestinginpublicsectorundertakings.

• TherearenewschemestoattractForeignDirectInvestment(FDI).

• Thereispromptclearanceofforeigninvestmentproposals.

• TaxconcessionsaregiventounitsinSpecialEconomicZones(SEZs).

• Thereisbroadbandfacilityintelecom sector.

• Abolitionofindustrialregistrationschemes.

(ii)NewTradePolicy:

• Thereisliberalizationofimportpolicy.

• Deemedexportersareentitledtospecialimportlicenses.

• TherearegreaterconcessionstoExportOrientedUnits(EOU)andunitsin
ExportPromotionZones(EPZ).

• Creditisnowlessexpensiveandmanyimportsaredutyfree.

• Simplificationofproceduresrelatedtoexportpromotion.

• Removalofexportquotas&reductioninimportduties.

(iii)FiscalReforms

• Measureshavebeentakentobringdownfiscaldeficit.

• Taxreformshavebeeninitiatedtoincreaserevenueandtaxcompliance.

• Reductionindirectandindirecttaxes.

• Decreaseinsubsidies.

(iv)MonetaryReforms

• Phasedreductionofstatutoryliquidityratio(SLR).

• Privatesectorbanksallowedtosetupnewbranches.

• Bankshavenowbeenallowedtoaccesscapitalmarketforraisingcapital.

• Permissionfordisinvestment(upto49%oftotalequity).

(v)CapitalMarketReforms

•Ceilingonrateofinterestondebenturesandbondsabolished.FIIscan



accesscapitalmarkets.

• Privatesectorcansetupmutualfunds.

• Bonusissueshavebeenmademoreliberal.

• SecurityandExchangeBoardofIndia(SEBI)hasbeenmadeastatutory
body

15. 'Explain'fiscalreforms'and'monetaryreforms'aspereconomicchange

initiatedbyGovernmentofIndiasince1991.-5or6Marks

Ans. (i)FiscalReforms

•Measureshavebeentakentobringdownfiscaldeficit.

•Taxreformshavebeeninitiatedtoincreaserevenueandtaxcompliance

•Reductionindirectandindirecttaxes.

•Decreaseinsubsidies.

(ii)MonetaryReforms

•Phasedreductionofstatutoryliquidityratio(SLR).

•Privatesectorbanksallowedtosetupnewbranches.

•Bankshavenowbeenallowedtoaccesscapitalmarketforraisingcapital.

•Permissionfordisinvestment(upto49%oftotalequity).

16. Explainanyfivewaysinwhichmanagershaverespondedtochangesin

businessenvironment. -5or6Marks

Ans. Followingarethewaysinwhichmanagershaverespondedtochangesin

businessmenenvironment:

i)Strategicalliance,mergersandconsolidationofbusinesses

Toachievetheobjectivesofmarketdominance,marketentry,productranges

etc.,the Indian business enterprises are also indulging in mergers,

acquisitions,amalgamationsandtakeovers.Initiativeforsamehasnaturally

comefrom managersofsuchenterprises.

ii)Diversification spree:Managers are leading diversification oftheir

companiesintovariousfields.

Forexample,Relianceisnowalsointhebusinessofcommunications,

retailchainsetc.Likewise,theyareboldenoughtodiversifyintoother

nationstooifneedbe.



iii)Consolidation ofmultinationals:Manymultinationalcompanieshave

enteredIndiathroughnewjointventures.Forexample,GeneralMotors'entry

throughajointventurewithHindustanMotors.

iv)BrandBuilding:Companiesarebecomingmoreaggressivetowardsbrand

building.Theirmanagersarespendinghugeamountsonsame.Focusison

securingprimepositionsfortheirbrands,throughcreativemedia-mix,inthe

mindsofconsumers.

v)Labour:Managersarechangingtheirbehaviourtowardslabour.Labour
isalsobenefittedthroughhigherwagesandotherfacilitiesliketrainingto
upgradetheirskillsandjobenrichment.



CHAPTER-4
PLANNING

CONCEPTMAPPING

Concept : Decidinginadvancewhattodoandhow todoit.Itinvolves

settingobjectivesanddevelopinganappropriatecourseof

actiontoachievetheseobjectives.

Importance : (a)providesdirection(b)reducesrisksofuncertainty(c)

reduces overlapping and wastefulactivities (d)promotes

innovation (e) facilitates decision making (f) provides

standardsforcontrolling

Limitations : (a)rigidity(b)reduces creativity(c)huge costs (d)time

consuming(e)doesnotguaranteesuccess(f)maynot

workindynamicenvironment

Process : (a)settingobjectives(b)developingpremises(c)identifying

alternatives(d)evaluatingalternatives (e)selectingan

alternative(f)implementtheplan(g)followupaction

Types : (a)objectives(b)strategy(c)policy(d)procedure(e)method
(f)rule(g)programme(h)budget

KEYCONCEPTSINNUTSHELL

Meaning- Itistheprocessofsettingobjectivesandtargetsforagiventime

periodandformulatinganactionplantoachievethem effectivelyand

efficiently.Itconcernsitself

withbothendsandmeansthatiswhatistobedoneandhowitistobe
done.

Present
Position
Herewe
are

Planning

Bridgesthis
gap

Future

positionwhere

wewantto



Definition-

“Planningseekstobridgethegapbetweenwhereweareandwherewe

wanttogo.Planningisatraptocapturethefuture.

Importanceofplanning.

i) Providesdirection-Bystatinginadvancethefuturecourseofactionofwhatis

tobedoneandhowitistobedone.Bystatinginadvanceitfacilitatesunityof

direction.

ii) Reducestheriskofuncertainty-Bypredictingfutureeventsandpreparingthe

organizationtoanticipatethefutureandfaceunexpectedevents.

iii)Facilitatesdecisionmaking-planninghelpsthemanagertolookintothefuture

andmakeasoundjudgmentorchoicefrom amongthevariousalternatives.

iv) Reduces overlapping and wastefulactivities-Through elimination and

minimizationofuselessandredundantactivitiesfacilitatingclarity.

v) Promotes innovative ideas- Through better new methods,ideas and

procedurestoreachtheobjectivesandgoalsoftheenterprise.Itinducesthe

managementtopredictthechangesintheenvironmentandaccordinglyplan

thestrategiesforthesame.

vi.Establishesstandardforcontrolling-“controlisblindwithoutplanning”.It

helpsprovidestandardagainstwhichtheactualperformancearecompared

andevaluatedtoestimatethedeviations.

Limitationsofplanning:

i. Planningdoesnotworkinadynamicenvironment-Planningalsohastowork

amidsttheinfluenceofexternalenvironmentwhichcanrendereventhemost

effectiveplaninoperative.

ii. Planningisatimeconsumingprocessasitrequirescollectionofinformation,

itsanalysisandinterpretation.Itbecomesadifficultexerciseintimesof

unexpectedemergencies.

iii.Itinvolveshugecostinitsformulation.Asalotofmoneyneedstobe

expendedinthecollection,analysisandinterpretationofdata

iv.Itcreatesrigidityinthemodeoffunctioning.Astheemployeesarerequiredto

functionasperthedictatesofthepredeterminedpolicy.

v. Itdoesnotguaranteesuccess,asawrongoramisconceivedplanorawell

drawnplanwhennotimplementedcanleadtofailure.

vi. Itreducescreativityasthemiddlelevelmanagersandtheotherdecision

makershavetoonlyfollowandarenotallowedtodeviatefrom theplans.

vii.Thehumanelementcangivewaytoerrorsormistakesthroughwrong



assumptions.

viii.Itispronetoexternalinfluenceswhichcanreduceitsimpactlikenatural

calamity,technologychanges,policychanges,competition.

Stepsinplanningprocess

i. Settingupobjectives:Theprocessbeginswithidentifyingandsettingupof
objectives.
Itdetermineswheretoreach.Theorganizationalobjectivesarrivedatshould

bemeasurable,understandable,clearandattainable.

ii. Developing planning premises -Premises involve making assumptions

relatingtofutureconditions.Itprovidesrelevantfactsandinformationrelating

tofutureconditions.Hencesoundestimatesorforecastneedtobemade.

iii.Identifyingalternativecourseofaction:Theplannernowarrivesatthevarious

alternativesforperformanceofataskandevaluatetheprobableconsequence

ofeachoption.

iv.Evaluatingthealternativecourse-Thepositiveandnegativeimpactofeach

optioninlightofcost,riskandbenefitsisworkedout.

v. Selectingthebestalternative-Thisisactuallythestageofdecisionmaking

wherethemostsuitablecourseofactionisselected.Theselectedalternative

isobviouslytheonewhichismostfeasible,profitableandhasleastnegative

impact.

vi.Implementingtheplan:Theplanistransformedintoactionbyactivatingthe

othermanagerialfunctioninvolvingorganizingvariousresourcesandsecuring

cooperationandparticipationofothermembersoftheorganization.

vii.Followupplan:Thisfinalculminatingstepinvolvesreviewingtheexistingplan

foritsrelevanceandeffectiveness.



Typesofplans:

(A) StandingorRepeatedlyusedPlans:Astheirnameindicatesthattheseplans
areformulatedonceandtheyarerepeatedlyused.Theseplanscontinuously
guidethemanagers.Thatiswhyitissaidthatastandingplanisastanding
guidetorecurringproblems.Theseplansinclude:

1.Objectives
2.Strategies
3.Policies
4.Procedures
5.Methodsand
6.Rules

(B) Single–useorSpecialorAdhocPlans:Theseplansareconnectedwithsome
specialproblem.Theseplansendthemomenttheproblemsaresolved.After
havingbeenusedoncethereisnoimportanceoftheseplansandinfuture,
whenevertheyareneededtheyarere-created.Theseplansinclude

1.Budgetand
2.Programme.

DifferencesbetweenStandingandSingle-usePlans

Basis StandingPlans Single-usePlans

1.Period
Theseplansareformulatedfora
longperiod

Theseplansareforashortperiod
andarerepeatedlyformulatedin
caseofneed.

2.Object Theseplansareformulatedto Theseplansaredesignedtorun



bringuniformityindecisions
successfullysomeparticular
activities

3.Types

Theyareofsixtypesi.Objectives
ii.Strategiesiii.Policiesiv.
Proceduresv.Methodsandvi.
Rules

Theyareoftwotypesi.Budgets
andii.Programmes

4.Scope
Theyguidethemanagersin
particularmatterslikepricepolicy
andsalespolicy

Theseplansguideinmattersof
dailyroutine.

5.Basis
Theyarebasedonthemain
objectivesoftheorganisaton

Theyarebasedonthestanding
plansoftheoorganisation.

1) Objectives-Aretheendswhichthemanagementseekstoachievebyitsoperation.

• Representtheendpointofmanagement.

• Setbytopmanagement.

• Definesthefuturestateofaffairs.

• Guidestheoverallbusinessplanning.

• Canbeexpressedinspecificterms.Theycanbemeasured.

2) Strategy-Providesbroadshapeoforganization’sbusiness,referstothefuture

decisionsdefiningtheorganization’sdirectionsandscopeinthelongrun.

•Itinvolvesacomprehensiveplanwhichcoversthedeterminationoflongterm

objectives,adoptionofaparticularcourseofactionandallocationofresources.

3) Policies-aregeneralstatementswhichguidethinkingindecisionmaking.

•Theyarebasedonobjectives.

•Theyguidemanagerialactionanddecisions.

• Theyexistatalllevelsanddepartmentsoftheorganization.

4) Procedures-Areachronologicalsequenceofroutinestepsonhowtocarryan
activity.

Theydetailtheexactmannerinwhichtheworkistobeperformed.

•Itismeantfortheinsiderstofollow.

•Policiesandproceduresareinterlinked.

5) Rules-Arespecificstatementsthatinform whatistobedone.

•Reflectsmanagerialdecision.

•Simplestplan.

•Theyaretobeenforcedrigidly.

6) Methods -Are standardized ways ormanners in which a task has to be

performedconsideringtheobjectives.

•Selectionofapropermethodsavestime,moneyandeffort.



7) Programmes -Detailed statementswhich are combination ofgoals,policies,

procedures,rulestasks,humanandphysicalresourcesrequiredandthebudget

toimplementanycourseofaction..Alltheseplanstogetherform aprogramme.

8) Budget-Isastatementofexpectedresultsexpressedinnumericaltermsfora

definiteperiodoftimeinthefuture.

•Itquantifiesfuturefactsandfigures.

•Servesasastandardformeasuringactualperformance.

•Itispreparedforvariousgroupsofactivities.

VERYSHORTANSWERTYPEQUESTIONS(1MARK)

1. Whatisplanning?

Ans. Planningisdecidinginadvanceastowhatneedstobedoneinfuture.

2. Whichfunctionofmanagementbridgesthegapbetweenwhereweareand

wherewewanttogoto?

Ans. Planning.

3. Nametheprimaryfunctionofmanagement.

Ans. Planning.

4. OneofthefunctionsofManagementisconsideredasbase'forallotherfunctions.

Namethatfunction.

Ans. Planning

5. Whatallqualitiesarerequiredfordoingplanning?

Ans. Intelligence,Imagination,Foresight,SoundJudgment.
6. Namethefeatureofplanningwhichsaysplanningisaforwardlookingfunction?

Ans. Planningisfuturistic.

7. Howdoesplanningcreaterigidity?

Ans. Planningcreatesrigiditybyputtingadverseeffectoninitiativetakenbythe
managers.

8. Whatisthebasisforcreatingfuturecourseofaction?

Ans. Forecasts.

9. Giveonelimitationofplanningfunction.

Ans. Planningdoesnotguaranteesuccess.

10. Whichisthemostcrucialstepinplanningprocess?

Ans. Settingobjectives.

11. Define'Objective'?



Ans. Objectivesaredesiredfuturepositionthatthemanagementwouldliketoreach.

12. Define'Strategy'.
Ans. Astrategyreferstofuturedecisionaction,definingtheorganisation'sdirection

andscopeinthelongrun.

13. Define'Policy'.

Ans. Policyisageneralstatementwhichguidesdecisionmakinginagivensetof
situations

14. Define'Rules'.

Ans. Rulesarespecificguidelinesforbehaviorandaction.

15. Giveanyoneexampleof'budget'.

Ans. Cashbudget.

SHORTANSWERTYPEQUESTIONS(3OR4MARK)

1. Whatdoyoumeanbyplanning?

Ans. Planningisdecidinginadvanceaboutworktobedoneinfuture.Itisthatfunction

ofmanagementwhichlaysdowntheobjectivesandvariousactionstobetaken

fortheachievementofthoseobjectives.

AccordingtoKoontzandO'Donnel"Planningisanintellectualprocess,the

consciousdeterminationofcoursesofaction,thebasingofdecisiononpurpose,

factsandconsideredestimated".

2. Whatdoyoumeanbyaplan?

Ans. A planisaformulationofcertainstepsandactionswhichareessentialfor

achievingcertainspecificresults.Planscanbeclassifiedonthebasisofwhat

theyfocustoachieveandthemethodsadoptedviz.objectives,strategy,policyetc.

Forexample,iftheplannedoutputforaweekis1,000unitsandactual

outputis580unitsonly,theplannershavetocriticallyreview theirplansand

modify:them,ifneedbe,soastoachievetheplannedoutput.

3. Enumeratesixpointsofimportanceofplanning.

Ans. Importanceofplanningisasunder:

(i) Itprovidesdirectionforaction.

(ii) Itreducestheriskofuncertainty

(iii) Itfacilitatesdecisionmaking.

(iv) Itestablishesstandardsforcontrolling.

(v) Itpromotesinnovativeideas.

(vi) Itreducesoverlappingandwastefulactivities.

5. Howisplanningapervasivefunctionofmanagement?

Ans. Planningisnotthefunctionoftopmanagementoranyparticulardepartmentonly.



Itisrequired atallthelevelsofmanagementand in alldepartmentsofan
organisation.Howeverthescopeandnatureofplanningisdifferentatdifferent
levelsandindifferentdepartments.Forexamplethetopmanagementlaysdown
theplansfortheorganisationasawhole.Middlelevelmanagementhastomake
plansforeachdepartmentandtheplansregardingthedailyoperationsofan
organisationarelaiddownbyoperationalmanagement.

6. Howisplanningforwardlooking?

OR

Planningisfuturistic'explain?

Ans. Planningisalwaysforthefutureandneverforthepast.Itinvolvespeepinginto

future,analyzingandpreparingplansaccordingly.Thus,planningisfuturisticasit

helpsinmeetinglikelyfutureeventseffectivelyandefficientlytobestadvantage

oftheorganisation.

Forexample,onthebasisofsalesforecasts,annualplansforproductionand

salesaredrawn.

7. Planninginvolvesdecisionmaking".Explain.

Ans. Planning is essentially a process ofmaking choice from among various

alternatives.Therewillbenoneedforplanning,ifthereisonlyonecourseof

action,becausetherewillbenochoice.Henceneedforplanningdependsonthe

availabilityofalternatives.Amanager,afterexaminingandevaluatingthevarious

alternatives,choosesthemostappropriateone.

8. 'Planningreducescreativity'.How?

Ans. Usuallyinanorganisation,planningfunctionisperformedbythetopmanagement

andtherestofthemembersarerequiredtoimplementtheseplans.Asaresult,

middlemanagementandothermembersareneitherallowedtodeviatefrom plans

noraretheygrantedauthoritytoactontheirown.Hencemostoftheinitiativeand

creativityinthem getsreduced.

9. 'Planningdoesnotguaranteesuccess'.Comment.

Ans.Anorganisationissuccessfulonlywhentheplansareeffectivelydrawnand
implemented.

Aplanmustbeconvertedintoactionotherwiseitbecomesmeaningless.
Generally,itisseenthatmanagersareinthehabitofdependingonpreviouslytried
andtestedsuccessfulplans.Butthispracticesometimesdoesnotworkandmay
actuallyleadtofailureinsteadofsuccess.

10. Enumeratethestepsinvolvedintheplanningprocess.

Ans. Stepsofplanningareasfollows:

(i) Settingupofobjectives

(ii) Developingpremises.

(iii) Identifyingalternativecoursesofaction.

(iv) Evaluatingalternativecourses



(v) Selectinganalternative.

(vi) Implementationofplan.

(vii)Followup

11. Whatdoyoumeanbyobjectives?

Ans. Objectivecanbedefinedasapositionwherethemanagementwantstoreachin

thefuture.Thesearetheendswhichanorganisationwantstoachievethroughits

operations.Theyaremeasurableinquantitativeterms.

Forexample,oneobjectiveofanorganisationmaybetoincreasesalesby

20%andreturnoninvestmentby10%intheforthcomingyear.

12. Explainthemeaningofpolicies.

Ans. A policycanbedefinedasageneralstatementthatprovidesguidelinesfor

constructivethinking.Theyactasaguidetomanagerialactionsanddecisionsin

implementingthestrategy.A welldefinedpolicyhelpsinsolvingthecomplex

problemseasily.

Forexample,anorganisationmayhaveacreditpolicy,pricingpolicyetc.on

thebasisofwhichobjectivesaredecidedanddecisionsaremade.

13. Whatismeantbyprocedures?

Ans. Proceduresareroutinestepsframedtocarryoutactivities.Theseareplansthat

determinetheorderofanyworkperformance.Proceduresaregenerallymeantfor

insidersanddefinethechronologicalsequenceofdoinganyworkforattaining

predeterminedobjectives.

14. Whatdoyoumeanbymethods?

Ans. Methodsarestandardwaysofdoingplannedjobsforattainingtheobjectives.

Theyaremoredetailedthanprocedures.Methodsarehelpfulinsimplification,

standardizationandsystematizationofwork.Fordoingdifferentjobs,different

methodscanbeadopted.

Forexample,forimpartingtrainingtoemployeesatdifferentlevels,different

methodsoftrainingcanbeusedvizforhigherlevellecturesorseminarsandfor

supervisorylevelonthejobtrainingcanbeused.

15. Whatdoyoumeanbyrules?

Ans. Rulescanbedefinedasstatementsthattelluswhatistobedoneandwhatisnot

tobedone.Deviationsfrom rulesarenotpermittedunlessapolicydecisionis

taken.Theyenforcerigidityandthereisfineorpenaltyiftheyarenotfollowed.

Forexample,prohibitiononsaleoftobacco withincertainradiusofan

educationalinstitutionisaruletobefollowedbyall.

16. Whatdoyoumeanbyprogrammes?

Ans. Programmesareasolidcombinationofgoals,policies,procedures,rules,

tasks,assignments,stepsto betaken,resourcesto beemployed and other



elementsnecessarytocarryoutagivencourseofaction.Programmesinterlink

theobjectives,policiesandprocedures.Theyworkouteventheminutestdetail

withinbroadpolicyframeworkoftheorganisation.

17. Whatismeantbybudget?

Ans. Budgetisaplaninnumericaltermswhichquantifiesdesiredfactsandfigures.Itis

astatementofexpectedresultsexpressedinquantitativeterms.Forexample,a

salesbudgethelpsinforecastingthesalesofaparticularproductindifferent

areasduringaparticularmonth.Similarly,abudgetmaybepreparedtoshowthe

numberofworkersrequiredinfactoryatthetimeofpackingtheproducts.

LONGANSWERTYPEQUESTIONS(5OR6MARKS)

1. Defining'organizationalobjectives'isthefirststepintheprocessofplanning.

Explain,inbrief,theotherstepsofthisprocess.

Or

Explainthestepsinvolvedintheprocessofplanning.

Ans. Ithasbeenrightlysaidthatdefiningorganizationalobjectivesisthefirststepin

theprocessofplanning.Otherstepsintheprocessofplanningaasfollows:

(i) Establishplanningpremises

Thisstepinvolvestheestablishmentofplanningpremisesinwhichplans

are,expectedtooperate.Planningpremisesareassumptionsrelatingtofuture

conditionsandeventswhicharelikelytohaveaneffectonachievementofgoals

(ii) Identifyingalternativecoursesofaction

Underthisstep,variouspossiblealternativesforreachingobjectivesshouldbe

identifiedbymanagers.

(iii) EvaluatingAlternativeCourses

Thisstepinvolvesdeepevaluationofvariousalternativecoursesofaction

inlightofthevariousobjectivestobeachieved.Thepositiveandnegativeaspectof

eachalternativeisevaluated.

(iv) Selectinganalternative

Thisstepinvolvestheselectionofthemostoptimum andrealisticplanwith

leastnegativeresults.

(v) Implementtheplan

Underthisstepthebestselectedplanisputintoaction.

(vi) Followup

Underthisstep,itismonitoredwhethertheplansarebeingimplementand

whethertheactivitiesarebeingperformedaccordingtotheschedule.

2. Differentiatebetweenproceduresandrules.

Ans.



DIFFERENCEBETWEENPROCEDURESANDRULES

Basis Procedures Rules

1.Meaning Procedureisaguideforactionin

agivensituation.

Ruleisacodeof

conductgoverningor

restrictingflexibilityor

discretion
2.Nature Proceduresarespecifiedin

chronologicalorder.

Rulesdonotplaceactivities

inchronologicalorder

3.Purpose Thepurposeofprocedureisto

facilitateandsimplifytheoperation

andeliminateduplication.

Thepurposeofruleis

tosmaintaindisciplinein

an

organisation.4.Scope Thescopeofproceduresiswide

becauseithasItsownrulesand

regulations.

Arulehasnoprocedure.

QUESTIONSWITHDIFFERENTDIFFICULTYLEVELS

1. Howdoesplanningreducetheriskofuncertainty? -1Mark

Ans. Planningreducestheriskofuncertaintybyvisualizing/assessingfutureeventsand

providingremedies/coursesofactionforsuchkindsofeventstotheextent

possible.

2. A companywantstoincreasesales;thealternativesmaybereducingprices

hangingpackaging,improvingpackaging,etc.Whichstepofplanningprocess

relateswiththeaboveexample? -1Mark

Ans. Identifyingalternativecoursesofaction.

3. Writeanyonedifferencebetweenpoliciesandprocedures.-1Mark

Ans. Proceduresconsistofseriesofstepswhereaspoliciesareguidelinesfordecision
making.

4. Acompanyneedsadetailedplanforitsnewproject?‘ConstructionofaShopping

Mall'.Whattypeofplanisit? -1Mark

Ans. Programme

5. GiveanyonedifferencebetweenPolicyandRule. -1Mark

Ans. Policyisflexiblewhereasruleisrigid.

6. "These are generalstatements thatguide thinking and channelise energise

towardsaparticulardirectionandhelpinsolvingroutineproblems”.Identifythe

typeofplan. -1M

Ans. Policy

7. 'Planningpromotesinnovativeideas’.Explain? -3or4Marks

Ans. Planningconsideredtobethemost,challengingfunctionofthemanagementasit



guidesallFutureactionsandfacilitatesgrowthandprosperityofthebusiness

organisation.Planning encourages managers to think creatively generate

innovative ideas;improve methods for Work execution etc.Dealing with

uncertaintiesoffuture,planningisthemostchallengingfunction,whichprovides

basisforgrowthandProsperityofthebusinessenterprise

8. 'Planningfocusesonachievingobjectives'.Explain. -3or4Marks

Ans. Planning is a goaloriented processwhich helps in defining objectives,and

preparationofnecessaryactionplanstoachievegoals.Thus,planningisfocused

onclarifyingwhatistobedoneandhowisthattobedone.Theplanningholdsno

purposeifitdoesnotfocusonachievementofpresetorganizationalorcorporate

objectives.

9. 'Planningisthebasicfunctiononofmanagement'.Comment. -3or4Marks

Ans. Everymanagementstartswithplanning.Allotherfunctionslikeorganizing,staffing,
directingandcontrollingarebasedonplanning.Itprecedestheexecutionofall
othermanagerialfunctionsand allowsmangerstoorganized,staff,directand
controltheactivitiesinabetterwaysoastoachieveorganizationalgoals.Allthe
activitiesarecreatedinsuchawaythatplansareeasilycarriedout.Thisisalso
referredtoasprimacyofplanning.

10. Whyisplanningconsideredasamentalexercise? -3or4Marks

Ans. Planningisanintellectualactivityrequiringapplicationofthemind,imagination

andsoundjudgment.Itisathinkingfunctionratherthanadoingfunctionasit

determinesthe actionsto be taken.Moreover,planning requires logicaland

systematicthinkingbasedontheanalysisoffactsandfigures.

11.Giveanexampleeachofanythreelimitationsofplanningwhicharebeyondthe

controlofanorganization. -3or4Marks

Ans. Limitationsofplanningonwhichtheorganizationdoesnothaveasignificant
controlareasfollows:

S.No. Limitations Examples

1. Planningmaynotwork

indynamicenvironment.

Frequentchangesinthepoliticalor

economicenvironmentmayupsetin

thefinancialplans.

2 Planningleadstorigidity Followingapre-decidedplan

whencircumstanceshave

changed.3. Planninginvolveshugecosts Incidentalexpensessuchasexpenses

onboardroom meetingsand

discussionswithprofessionalexperts

involvehugecost.



12. Howcan(i)Politicalclimateand(ii)Policiesofcompetitorsobstructplanning?
-3or4Marks

Ans. (i)Obstructioninplanningduetopoliticalclimate

Whenthegovernmentregulatesthebusinesspracticesorintroducesnewtrade

policies,theplansofbusinessenterprisesmaygetupset.Alsopoliticalinstability

affectsbusinessplans.

Forexample,changeinthetaxationpolicy.

(ii)Obstructioninplanningduetopoliciesofcompetitors

Thepoliciesofcompetitorsmayleadtochangeinbusinesspolicies.

Forexample,discountingpoliciesofthecompetitorsmayleadto

changeinpricingpolicyofabusinessenterprise.

13. Whatdoyoumeanbyplanningpremises? -3or4Marks

Ans. Planningpremisesareassumptionsrelatingtofutureconditionsandeventswhich

arelikelytohaveaneffectonachievementofgoals.Thesearethebasesupon

whichtheentirestructureofplanningisbuilt.Everyplanisdrawnwithcertain

assumptions.Tomakeplanningeffective,itisnecessarythatthepremisesshould

bebasedonaccurateforecasts,existingplansoranypastinformationabout

policiesetc.

Forexample,demandforaproduct,costofrawmaterials,interestrates,
stateoftechnology,intensityofcompetition,governmentpoliciesetc.

14. 'Thoughplanningisanimportanttoolofmanagement,yetitisnotaremedyfor

alltypesofproblems",Doyouagreewiththisstatement?Giveany fivereasons

insupportofyouranswer. -5or6Marks

Or

Explainthelimitationsofplanning.

Or

Whydoplansfailinspiteofthebesteffortsofmanagement?

Ans. LimitationsofPlanning:

(i)Planningcreatesrigidity

Inanorganisation,awelldefinedplanisdrawntoachievesomespecified

goalswithinaspecifiedperiodoftime.Theseplanslaydownthefuturecourseof

actionanditisnotpossibleforthemanagerstochangethem.Hence,itisnotinthe

organisationalinterestto follow a particularplan when circumstances have

changed.

(ii)Planningdoesnotworkinadynamicenvironment

The various forces ofbusiness environmentlike social,economic,

political,technologicalandlegalkeeponchangingandtheorganisationshaveto

adaptthemselvestothesechanges.Thus,itbecomesverydifficulttoforecast



whenthereischangeingovernmentpolicies,naturalcalamity,politicalinstability

inthecountryetc.

(iii)Planningreducescreativity
Usuallyin an organisation planning function is performed bythe top

managementandtherestofthemembersarerequiredtoimplementtheseplans.

Asaresult,middlemanagementandothermembersareneitherallowedtodeviate

from plansnorgrantedauthoritytoactontheirown.Hencemostoftheinitiative

andcreativityinthem getsreduced.

iv)Planninginvolveshugecost

Hugecostisinvolvedintheformationofplans.Thiscostisintermsof

moneyandtime.Forexample,alotoftimeisinvolvedinscientificcalculationsto

certainfactsandfiguresandtochecktheaccuracyoffactswhileformulatinga

plan.Likewise,alotofmoneyisspentonboardroom meetings,discussions

with expertsandpreliminaryinvestigationstofindouttheeffectivenessofthe

plansMoreoversometimesthecostincurredinformulatingplansishigherthan

thebenefitsreceivedfrom theseplans.

v)Planningisatimeconsumingprocess

Sometimestoplevelmanagementconsumesalotoftimein

formulatingtheplansasaresultofwhichverylesstimeisleftwiththem to

implementtheseplans.

vi)Planningdoesnotguaranteesuccess

Anorganisationissuccessfulonlywhentheplansareeffectivelydrawn
andimplemented.Managersareinthehabitofdependingonpreviouslytriedan
testedsuccessfulplans,butthispracticesometimesdoesnotworkandmaylead
tofailureinsteadofsuccess.

15. DistinguishbetweenPoliciesandRules. -5or6Marks

Ans.

DIFFERENCEBETWEENPROCEDURESANDRULES

Basis Procedures Rules

1.Meaning

flexibilityor

Apolicyisaguideforthinking. Aruleisaspecificstatement,

whichrestrictsthe

discretion

2.Nature Policylaysdownthebroadareas

ofactioninanorganisation.

Rulelaysdownanyspecific

sequenceofactionsinan

organisation

3.Objective Policyisframedtoachieve

objectivesoftheorganisation.

Rulesareusedtomaintain

disciplineandcommandin

anyorganisation.



4.Manager’s

Discretion

Policyprovidessomescopeforthe

manager’sdiscretioninhiscourse

ofaction

Rulesprovidenoscopefor

manager’sdiscretionandthey

arebindingforall.



CHAPTER-5

ORGANISING

ConceptMapping:-

1.Conceptandimportance.

2.OrganizingProcess.

3.Structureoforganization–functionalanddivisional

4.Formalandinformalorganization.

5.Delegation:concept,elementsandimportance.

6.Decentralization:conceptandimportance.

KEYCONCEPTINNUTSHELL

Organizingistheprocessofdefiningandgrouping,activitiesandestablishingauthority

relationshipsamongthem.

Process:theprocessoforganizingconsistsofthefollowingsteps:

(a).Identificationanddivisionofwork

(b).Departmentalization

(c).AssignmentofDuties

(d).Establishingreportingrelationships.

Importance:Organisingisconsideredimportantbecauseitleadstodivisionofwork,

clarity in reporting relationships,optimum utilization of resources,growth,better

administrationandgreatercreativity.

Organisationalstructureistheframeworkwithinwhichmanagerialandoperatingtasks

areperformed.Itcanbefunctionalordivisional.

Spanofmanagementisthenumberofsubordinatesunderasuperior.

Functionalstructuregroupsactivitiesonthebasisoffunctions.Theadvantagesofsucha

structurearespecialization,bettercontrol,managerialefficiencyandeaseintraining

employees.Thedisadvantagesarefunctionalempires,conflictofinterest,inflexibilityand

restrictioninmanagerialdevelopment.

Divisionalstructure groups activities on the basis ofProduct.The advantages are

integration,productspecializationgreateraccountability,flexibility,bettercoordinationand

moreinitiative.Thedisadvantagesaredepartmentalconflicts,costlyprocess,ignoringof

organizationalinterests,andincreaseinrequirementsofgeneralmanagers.

Formalorganizationisdesignedbythemanagementtoachieveorganizationalgoals.Its

advantagesarefixationofresponsibility,clarityofroles,unityofcommandandeffective



accomplishmentofgoals.Itsdisadvantagesareproceduraldelays,inadequaterecognition

ofcreativity,limitedinscope.

Informalorganizationarisesoutofinteractionamongpeopleatwork.Itsadvantagesare

speed,fulfillmentofsocialneeds,fillsinadequaciesofformalstructure.Itsdisadvantages

aredisruptiveforce,resistancetochangeandprioritytogroupinterests.

Delegationisthetransferofauthorityfrom superiortosubordinate.Ithasthreeelements:

Authority,ResponsibilityandAccountability.Importanceofdelegationisthatithelpsin

effectivemanagement,employeedevelopment,motivation,growthandcoordination.

Decentralizationisdelegationofauthoritythroughouttheorganization.Importanceof

decentralization isthatithelpsin developmentofmanagerialtalent,quickdecision

makingburdenontopmanagement,developmentofinitiative,growthandbettercontrol.

KEYCONCEPTSQUESTIONSWITHANSWERS

1).Nametheorganizationwhichisdeliberatelycreated? 1M

A:FormalOrganisation

2).Enumeratethestepsintheprocessoforganizing? 3M

A: 1)Identificationanddivisionofwork 2)GroupingJobsandDepartmentalisation

3)Assignmentofduties 4)Establishingauthorityrelationship

3).Organizinghelpsinoptimum utilizationofresources.Whichtypeofresourcesdoesit

refer? 1M

A:Allmaterial,financialandhumanresources.

4).Giveanyoneimportanceoforganizing? 1M

A:Developmentofpersonnel.

5).Divisionalstructureismoresuitableforthefirmshavingseveralproductsandeach

producthasdistinctfeatures.Doyouagree? 1M

A:Yes,Idoagree.

6).Distinguishbetweenfunctionalstructureanddivisionalstructure. 4M

Basis FunctionalStructure DivisionalStructure.

Formation Itisbasedonfunctions Itisbasedonproductlines

Specialisation FunctionalSpecialisation ProductSpecialisation

Responsibility Difficulttofixona

departments

Easytofixresponsibility

Cost Economical Costly



Coordination Difficultformultiproduct

company

Easy,becauseallfunctionsrelated

toaparticularproductare

integratedinonedepartment.

Managerial

Development

Difficult,aseachfunctional

managerhastoreporttothe

topmanagement

Easier,autonomyaswellasthe

chancetoperform multiple

functionshelpsinmanagerial

development.

7).Whataretheadvantagesanddisadvantagesofdivisionalstructure? 5/6M

A):Advantages:

1).Allactivitiesassociatedwithoneproduct.Itcanbeeasilyintegrated.

2).Decisionmakingisfaster.

3).Performancecanbeeasilyassessedremedialactioncanbetaken

4).Itfacilitatesexpansionandgrowthasnewdivisionscanbeadded.

Disadvantages:

1).Thisgivesrisetoduplicationofeffortamongitsdivisions.

2).Managesineachdepartmentfocusontheirownproductwithoutthinkingtherestofthe

organization.

3).Theremaynotbefullutilizationofdifferentequipments

4).Conflictmayariseamongdifferentdivision.

8)Namethetypeoforganizationinwhich: 1M

a.Friendlyrelationshipexistsamongthemembers.

b.Officialrelationshipexistsamongthemembers.

A: a)InformalOrganisation b)FormalOrganisation.

9).Distinguishbetweenformalandinformalorganizationsonthebasisof 5/6M

a)Formation b.Purpose c.structure d.Behaviorofmembers e.stabilityandf.

adherencetorules.

.Ans:

Basis FunctionalStructure DivisionalStructure.

Formation DeliberatelyPlanned EmergesSpontaneously

amongpeople

Purpose Toachieveorganizational

goals

Tosatisfysocialandcultural

needs

Structure Welldefinedstructure Doesnothaveaclear-cut



structure

Behaviorofmembers Standardsofbehavior Mutualconsentamong

members

Stability Itisstable Neitherstablenor

predictable.

Adherencetorules Violationofrulesmaylead

topenalties

Nosuchpunishment.

10).Whichterm denotes“Thenumberofsubordinatesthatcanbeeffectivelymanaged

byasuperior? 1M

Ans:-Spanofcontrol.

11)Whataretheelementsofdelegationofauthority? 1M

Ans:Responsibility,Authority,Accountability.

12)Distinguishbetweenauthorityandresponsibilityonthebasisof: 3M

a.Directionofflow b.Delegation c.Origin

Basis Authority Responsibility

Directionofflow Authorityflows

downwards

Responsibilityflows

upwards

Delegation Authoritycanbedelegated Responsibilityisabsolute

andcannotbedelegated.

Origin Arisesfrom law Arisesfrom authority.

13)“Amanagerisoftheviewthatheisnotresponsibleforthequalityofworkthathe

hasdelegatedtohissubordinate”.Doyouagreewithhisviewpoints?Justifyyour

answerbygivingarguments. 4M

A:NoIdonotagreewithmanagersviewpoint.

Thereasonsareasfollows:

i) Principleofdelegationbyresultsexpected.

ii) Principleofparityofauthorityandresponsibility

iii) Principleofabsoluteresponsibility.

iv) Authoritylevelprinciple

14)Scopeofdecentralizationofauthorityiswiderthandelegation.Why? 1M

A:Decentralizationimpliesextensionofdelegationtothelowestlevelofmanagement.

15)Distinguishbetween‘delegation’and‘decentralisation’ofauthorityonthebasisof

i)purpose ii)partiesinvolvedand iii)withdrawalofauthority.



Ans:

Basis Delegation Decentralisation

Purpose Itmeansgettingthingsdone

throughsubordinates

Topreparetheorganizationfor

handlingmajorexpansionofits

activities

Parties

involved

Itisconfinedwithmanager

andhisimmediatesubordinate

Itindicatesrelationshipbetweentop

managementandvariousother

departments

Withdrawal

of

authority

Thedelegatedauthoritycanbe

withdrawnbythedelegator

Withdrawalofauthorityisdifficult

QUESTIONSWITHDIFFERENTDIFFICULTYLEVELS

1. Nameofthefunctionofmanagementwhichco-ordinatesthephysical,financial

andhumanresourcesandestablishesproductiverelationsamongthem forachievement

ofspecificgoals. 1M

A:Organising

2.Nameand explainthetwo stepsintheprocesso organizingwhichcomeafter

‘Identificationanddivisionofwork’and‘Departmentalization’. 3M

A:Identificationanddivisionofwork: Dividingthetotalworkintojobsisnecessary

becausetheentireworkcannotbedonebyindividual(ii)Departmentalisation:Inthisstep

combineorgroupsimilarjobsintolargerunitscalleddepartments.

3.Organisingleadstoasystematicallocationofjobsamongsttheworkforce.Which

importanceoforganizingisstatedhere? 1M

A:Benefitsofspecialisation.

4.Organisingclarifieslinesofcommunicationandspecifieswhoistoreporttowhom.

Mentiontheimportanceoforganizingindicatedhere. 1M

A:Clarityinworkingrelationships.

5.AmanLtd.Ismanufacturingtoysandhasproduction,sales,PurchaseandFinance

Departments.Whichtypeoforganizationstructurewouldyousuggesttothem? State

anythreeadvantagesofthisorganizationstructure.

3M

A:IwouldsuggestfunctionalstructureforAmanLimited.

Advantagesofthisstructure:



i.Supervisionisfacilitated.

ii.Coordinationwithinthedepartmentiseasier.

6.HindustanLtd.,ismanufacturingcomputers,soapsandtextiles.Whichtypeof

organizationalstructurewouldsuittherequirementsofsuchorganization?Stateany

threeadvantagesofthisorganizationstructure. 4M

A:DivisionalstructurewouldshoottherequirementsofHindustanlimited.

Advantages:

i.Allactivatesassociatedwithoneproductcanbeeasilyintegrated.

ii.Decisionmakingisfasterandeffective.

iii.Performanceofindividualproductcanbeeasilyassessed.

7.Itisanetworkofpersonalandsocialrelationsnotestablishedorrequiredbythe

formalorganizationbutarisingspontaneouslyaspeopleassociatewithoneanother.

Namethisorganizationandgiveitsthreeadvantages. 4M

A:Informalorganization:

Advantages:

1.Itbringsfeelingofbelongingness.

2.Informalorganizationsatisfiessocialandculturalneeds.

3.Itprovidesusefulchannelofcommunication.

8.Itmerelymeansthegrantingofauthoritytosubordinatestooperatewithinprescribe

limits.Mentiontheconceptreferredhere. 1M

A:DelegationofAuthority

9.Delegationprovidesareadyworkforcetotakeupleadingpositionsinnewventures.

Whichimportanceofdelegationisstatedhere?

A:Facilitationofgrowth 1M

10.“Authoritycanbedelegatedbutaccountabilitycannot.” Explainthestatement.3M

A:Accordingtotheprincipleofabsoluteresponsibility,authoritycanbedelegatedbut

responsibilitycannotbedelegatedbyamanager. Themanagerremainsresponsible

tohisownsuperiorforthetaskwhichhemayassigntohissubordinates.Everysuperior

isresponsiblefortheactsofthissubordinatestowhom hedelegatesauthorityforany

work.

11.TheMarketingManagerofanorganizationhasbeenaskedtoachieveatargetsales

of100generatorsperday.Hedelegatesthetaskto10salesmanagersworkingunder

him.Twoofthem couldnotachievetheirrespectivetargets.Isthemarkingmanager

responsible?Brieflyexplaintherelevantprincipleinsupportofyouranswer. 4M



A:Yes,Marketingmanagerisresponsibleforthenon-achievementofthetargetsalesto

his

superior.

Theprinciplerelatedtothisstatementisabsoluteresponsibility.Itstatesthatauthority

canbedelegatedbutresponsibilitycannotbedelegatedbymanager.Themanager

remainsresponsibleareaccountabletothisownsuperiorforthetaskwhichhemayhave

assignedtohissubordinate.

12. Itreferstothesystematicdelegationofauthorityfrom topmanagementtothe

lowerlevelmanagers.Mentionit. 1M

A:Decentralizationofauthority.

13. Ifwedelegatetheauthoritywemultiplyitbytwo,Ifwedecentralizeit,wemultiply

itbymoney. 3M

A: Scopeofdelegationofauthorityislimited.Itisclearthatifwedelegatethe

authoritywemultiplyitby2thatisdelegatorandhissubordinatetowhom authorityis

delegated.

Scopeofdecentralizationofauthorityiswiderthandelegation.Itinvolvesmanypeople

from toleveltobottom lowerlevelofauthority.



CHAPTER-6
STAFFING

6Marks

CONCEPTMAPPING:

1.Conceptandimportanceofstaffing.

2.StaffingasapartofHumanResourceManagement.

3.Staffingprocess:

a.Recruitment–sources

b.Selection–process

4.Traininganddevelopment–conceptandimportance.

5. Methodsoftraining–onthejobandoffthejob–inductiontraining,vestibule

training,apprenticeshiptrainingandinternshiptraining.

KEYCONCEPTINNUTSHELL

MEANINGOFSTAFFING:

Staffinghasbeendescribedasthemanagerialfunctionoffillingandkeepingfilled,the

positionsinanorganizationstructure.Staffingisidentifyingtherequirementofworkforce

followedbyrecruitment,selection,placement,promotion,appraisalanddevelopmentof

personnel,tofilltherolesdesignedintotheorganizationstructure.

NEEDANDIMPORTANCEOFSTAFFING:

Inanyorganization,thereisaneedforpeopletoperform work.Thestaffingfunctionof

managementfulfillsthisrequirementandfindstherightpeoplefortherightjob.The

staffingfunctionhasassumedgreaterimportancethesedaysbecauseofrapid

advancementoftechnology,increasingsizeoforganizationandcomplicatedbehaviorof

humanbeings.Theabilityofanorganizationtoachieveitsgoalsdependsuponthequality

ofitshumanresources.

Staffingasapartofhumanresourcemanagement:

Staffingisafunctionwhichallmanagersneedtoperform.Itisaseparateandspecialized



functionandtherearemanyaspectsofhumanrelationstobeconsidered.

Itistheresponsibilityofallmanagerstodirectlydealandselectpeopletoworkforthe

organization.Whenthemanagerperformsthestaffingfunctionhisroleisslightlylimited.

Insmallorganizationsmanagersmayperform alldutiesrelatedtoemployeessalaries,

welfareandworkingconditions.

Busasorganizationsgrowandnumberofpersonsemployedincreases,aseparate

departmentcalledthehumanresourcedepartmentisformedwhichhasspecialistsinthe

fieldtomanagepeople.Humanresourcemanagementincludesmanyspecialized

activitiesanddutieswhichthehumanresourcepersonnelmustperform.

RECRUITMENT:

Recruitmentreferstotheprocessoffindingpossiblecandidatesforajobor

function.Ithasbeendefinedas‘theprocessofsearchingforprospective

employeesandstimulatingthem toapplyforjobsinanorganisation.’

ProcessofRecruitment:

Thevariousactivitiesinvolvedwiththeprocessofrecruitmentincludes

(a)identificationofthedifferentsourcesoflaboursupply,

(b)assessmentoftheirvalidity,

(c)choosingthemostsuitablesourceorsources,and

(d)invitingapplicationsfrom theprospectivecandidates,forthevacancies

SOURCESOFRECRUITMENT:

1)InternalSources

2)ExternalSources

INTERNALSOURCES:

Transfers:Itinvolvesshiftingofanemployeefrom onejobtoanother,one

departmenttoanotherorfrom oneshifttoanother,withoutasubstantivechangein

theresponsibilitiesandstatusoftheemployee

Promotions:Promotionleadstoshiftinganemployeetoahigherposition,carrying

higherresponsibilities,facilities,statusandpay.Promotionisaverticalshiftingof

employees

MERITSOFINTERNALSOURCES:

Employeesaremotivatedtoimprovetheirperformance

Simplifiestheprocessofselectionandplacement

Transferisatooloftrainingtheemployeestopreparethem forhigherjobs.



Shiftingworkforcefrom thesurplusdepartmentstothosewherethereisshortage

ofstaff

Cheaperascomparedtogettingcandidatesfrom externalsources.

LimitationsofInternalSources:

Whenvacanciesarefilledthroughinternalpromotions,thescopeforinductionof

freshtalentisreduced.

Employeesmaybecomelethargiciftheyaresureoftimeboundpromotions

Enterprisecannotuseinternalsourcesofrecruitment.

Spiritofcompetitionamongtheemployeesmaybehampered.

Frequenttransfersofemployeesmayoftenreducetheproductivityoftheorganisation

ExternalSources:

DirectRecruitment:Thedirectrecruitment,anoticeisplacedonthenoticeboard.

oftheenterprisespecifyingthedetailsofthejobsavailable.Jobseekersassemble

outsidethepremisesoftheorganisationonthespecifieddateandselectionis

doneonthespotrecruitment.

CasualCallers:organisationskeepadatabaseofunsolicitedapplicantsintheir

offices.Suchjob¬seekerscanbeavaluablesourceofmanpower.Alistofsuch

job¬seekerscanbepreparedandcanbescreenedtofillthevacanciesastheyarise.

Advertisement:Theadvantageofadvertisingvacanciesisthatmoreinformation

abouttheorganisationandjobcanbegivenintheadvertisement.Advertisement

givesthemanagementawiderrangeofcandidatesfrom whichtochoose.

disadvantageisthatitmaybringinafloodofresponse,andmanytimes,from quite

unsuitablecandidates.

EmploymentExchange:EmploymentexchangesrunbytheGovernmentareregarded

asagoodsourceofrecruitmentforunskilledandskilledoperativejobs.Disadvantage

ofitisthatismaybeuptodateandmanyofthecandidatesreferredbythem maynot

befoundsuitable.

PlacementAgenciesandManagementConsultants:

Theseprovideanationwideservice.Theseagenciescompilebio¬dataofalarge

numberofcandidatesandrecommendsuitablenamestotheirclients.Suchagencies

chargefeefortheirservicesandtheyareuseful.

CampusRecruitment:organisationsmaintainacloseliaisonwiththeuniversities,

vocationalschoolsandmanagementinstitutestorecruitqualifiedpersonnelfor

variousjobs.



RecommendationsofEmployees:Applicantsintroducedbypresentemployees,or

theirfriendsandrelativesmayprovetobeagoodsourceofrecruitment.Such

applicantsarelikelytobegoodemployeesbecausetheirbackgroundissufficiently

known

LabourContractors:Workersarerecruitedthroughlabourcontractorswhoare

themselvesemployeesoftheorganisation.Thedisadvantagesofthissystem are

thatifthecontractorhimselfdecidestoleavetheorganisation,alltheworkers

employedthroughhim willfollowsuit.

AdvertisingonTelevision:generallyadvertisedthroughtelevisionandnewspaper

Thedetailedrequirementsofthejobandthequalitiesrequiredtodoitare

publicisedalongwiththeprofileoftheorganisationwherevacancyexists.

WebPublishing:Therearecertainwebsitesspecificallydesignedanddedicatedfor

thepurposeofprovidinginformationaboutbothjobseekersandjobopening.

MeritsofExternalSource:

QualifiedPersonnel

WiderChoice

FreshTalent

CompetitiveSpirit

LimitationsofExternalSources:

Dissatisfactionamongexistingstaff

Lengthyprocess

Costlyprocess

Selection:

Selectionistheprocessofidentifyingandchoosingthebestpersonoutofa

numberofprospectivecandidatesforajob.Towardsthispurpose,thecandidates

arerequiredtotakeaseriesofemploymenttestsandinterviews.

ProcessofSelection:

PreliminaryScreening:Preliminaryscreeninghelpsthemanagereliminate

unqualifiedorunfitjobseekersbasedontheinformationsuppliedintheapplication

forms.

SelectionTests:Anemploymenttestisamechanism (eitherapaperandpenciltest

oranexercise)thatattemptstomeasurecertaincha¬racteristicsofindividuals.

Thesecharacteristicsrangefrom aptitudes,suchasmanualdexterity,to



intelligencetopersonalities.

ImportantTestsUsedforSelectionofEmployees

IntelligenceTests

AptitudeTest

PersonalityTests

TradeTest

InterestTest

EmploymentInterview:Theroleoftheintervieweristoseekinformationandthatof

theintervieweeistoprovidethesame.Though,inpresenttimes,theinterviewee

alsoseeksinformationfrom interviewer.

ReferenceandBackgroundChecks:Manyemployersrequestnames,addresses,

andtelephonenumbersofreferencesforthepurposeofverifyinginformationand,

gainingadditionalinform¬ationonanapplicant.

SelectionDecision:Thefinaldecisionhastobemadefrom amongthecandidates

whopassthetests,interviewsandreferencechecks.

MedicalExamination:Aftertheselectiondecisionandbeforethejobofferismade,

thecandidateisrequiredtoundergoamedicalfitnesstest.fitcandidatesaregive

thejob.

JobOffer:jobofferismadethroughaletterofappointment/confirm his

acceptance.Suchalettergenerallycontainsadatebywhichtheappointeemust

reportonduty.

Basicinformationthatshouldbeincludedinawrittencontractofemploymentwill

varyaccordingtothelevelofthejob,butthefollowingchecklistssetsoutthe

typicalheadings:JobTitle,Duties,Responsibilities,Datewhencontinuous

employmentstartsandthebasisforcalculatingservice,ratesofpay,allowances,

hoursofwork,leaverules,sickness,grievanceprocedure,disciplinaryprocedure,

workrules,terminationofemployment.

TrainingAndDevelopment:

TrainingandDevelopmentisanattempttoimprovethecurrentorfutureemployee

performancebyincreasinganemployee’sabilitytoperform throughlearning,usuallyby

changingtheemployee’sattitudeorincreasinghisorherskillsandknowledge.

ImportanceofTrainingandDevelopment:

Therapidchangestakingplaceduringthelastquartercenturyinourhighly

sophisticatedandcomplexsocietyhavecreatedincreasedpressuresfor



organisationstoreadapttheproductsandservicesproduced,themannerinwhich

productsandservicesareproducedandoffered,thetypesofjobsrequiredandthe

typesofskillsnecessarytocompletethesejobs.

Benefitstotheorganisation:

wastageofeffortsandmoneyisminimised.

leadingtohigherprofits.

increasesemployeemoraleandreducesabsenteeism andemployeeturnover.

Ithelpsinobtainingeffectiveresponsetofastchangingenvironment.

BenefitstotheEmployee:

Improvedskillsandknowledge

Increasedperformanceandhelpinearningmoremoney.

Trainingmakestheemployeemoreefficient.

Trainingincreasesthesatisfactionandmoraleofemployees.

Training,DevelopmentandEducation:

Training:isanyprocessbywhichtheaptitudes,skillsandabilitiesofemployeesto

perform specificjobsareincreased.Itisaprocessoflearningnewskillsand

applicationofknowledge.Itattemptstoimprovetheirperformanceonthecurrent

joborpreparethem foranyintendedjob.

Education:istheprocessofincrea¬singtheknowledgeandunderstandingof

employees.Itistheunderstandingandinterpretationofknowledge.Itdoesnot

providedefiniteanswers,butratherdevelopsalogicalandrationalmindthatcan

determinerelationshipsamongpertinentvariablesandtherebyunderstanda

phenomenon

Development:referstothelearningopportunitiesdesignedtohelpemployeesgrow.It

coversnotonlythoseactivitieswhichimprovejobperformancebutalsothosewhich

bringaboutgrowthofthepersonality,helpindividualsintheprogresstowardsmaturity

andactualizationoftheirpotentialcapacitiessothattheybecomenotonlygood

employeesbutbettermenandwomen



KEYCONCEPTSQUESTIONSWITHANSWERS

1)“Staffingmakesforhigherperformancebyputtingrightpersonontherightjob”.Is

thisstatementtrueorfalse?

1M

A)True

2)“Thereisnoneedofhumanresourceplanningassomanypeopleareavailableinthe

marketthesedays.”Doyouagreewiththisstatement?Givereasons.

3M

A)No,Idon’tagreewiththisstatement.Thereisagreatneedofmanpowerplanningdue

tothefollowingreasons.:

1.Organisationneedsmanpowerplanning:Tomeetthedemandsofchangingjob

requirementsduetochangeoftechnology.

2.Manpowerrequiresforecasting:Providesabasisofrecruitment,transferand

trainingemployees.

3)Humanresourcemanagementisapartofstaffing.Doyouagree? 1M

A)No.

4)“Thepresentdayhumanresourcemanagementisabroaderconcept.”Explain4M

A)Thepresentdayhumanresourcemanagementincludesthefollowingactivites:

a.Helpstheorganizationtoachieveitsgoals

b.Employeestheskillsandknowledgeofemployeesefficientlyandeffectively.

C.Enhancejobsatisfaction.

d.Maintainhighmoraleandgoodhumanrelationswithintheorganization.

5)whyisinductionisnotrequiredintheinternalsourceofrecruitment. 1M

A)Becauseemployeesarealreadywellfamiliarwiththeorganization.

6)Statethemeaningofplacementasastaffingfunction. 1M

A)Placement:Oncethejobofferhasbeenacceptedbytheselectedcandidateheplaced

onthisnewjob.Properplacementofanemployeereducesabsenteeism

Placementthereforereferstoplacingtherightpersonontherightjob.

7)Describebrieflythestepsinvolvedintheprocessofstaffing.

5/6M



A)ManpowerPlanning:Theorganizationestimatethetotalmanpowerrequirementby

consideringallthedepartmentsoftheorganization.

Recruitment:Thesecondstepaftermanpowerplanningisrecruitmentandselection.

Recruitmentaimsatattractingjobapplicantsprepositionintheorganization.

Selection:Selectionconsistsofmakingchoiceamongapplicants.

PlacementandOrientation:Itreferstoplacingtherightpersonontherightjob.

Induction: itisconcernedwiththeprocessofintroductionofanewemployeetothe

organization.

Traininganddevelopment:Itismoreaccuratelyconsideredasaprocessofskill

formationandbehavioralchange.

Performanceappraisal

Promotionandcareerplanning

Compensation

8)Nametwowebsiteswhicharecommonlyvisitedbothbytheprospectiveemployees

andtheorganizationssearchingforsuitablepeople. 1M

A)www.naukari.com;www.jobstreet.com

9)‘Internalsourcesofrecruitmentarebetterthanexternalsourcesofrecruitment.’Do

youagreewiththisstatement?Giveanytworeasonsinsupportofyouranswer.3M

A)Yes,Iagreewiththisstatement.

Advantages:1.Itwillassistindevelopinghighmoralofemployees.

2.Thecandidatesalreadyworkingintheorganizationcanbeevaluatedmoreeconomically

astheexpenditureisrelativelyless.

10)Nametheconceptwhichrelatestothefollowing:

a)Searchingofprospectivecandidates.

b)Streamliningtheattributesofapersonrequiredfordoingajob.

A) a.Recruitment b.Selection.

11)Listthedifferenttypesoftestsusedinselectionprocess.

A) i.Intelligencetest ii.Aptitudetest iii.Personalitytest.Iv.Tradetest

v.Interesttest

12)Whatismeantby‘Selection’?Explainanyfivestepsinvolvedintheprocessof



selectionofemployees.

6M

A)Selectionistheprocessofcarefullyscreeningthecandidateswhoofferthemselvesfor

appointmentsoastochoosethemostappropriatepersonforthejob.

Steps:1.Thepreliminaryscreening:Abriefscreeninginterviewisconductedasthefirst

stepintheselectionprocess.

2.Selectiontest:Eachcandidateappearsforemploymenttest.

3.EmploymentInterview:Interviewisaphaseoftestingonthebasisoffacetoface

interactionbetweentheinterviewerandtheapplicant.

4.Referenceandbackgroundchecking:Gathermoreinformationaboutthecandidates

from indirectpersonalsources.

5.Selectiondecision:Aftercandidatesprocessthetestsandinterviewfinaldecisionfor

selectionismadeafterconsideringtheviewofconcernedmanager.

6.MedicalTest: Theselectionprocessisnotcompletewithoutthemedicaltest.

7.Joboffer:Letterofappointmentmentioningthedatebywhichacandidatehasto

reportondutyishandedovertotheappointee.

8.Contractofemployment:Itincludesvariousdetailssuchaspay,allowances,workrules

etc.

13)TrainingandDevelopmentareoneandthesamething.Doyouagree?

A)Notheyaredifferent

14)Distinguishbetweentraininganddevelopment. 4M

A)

Training Development

Itisusedtoaddskillsabilities

oftheworkers

Developmentinvolvesimprovingthe

capacitiesandcapabilityofthe

managerialpersonnel.

Theterm trainingisgenerally

usedtoimpartspecificskills

amongoperativeworkers

Itisassociatedwiththeoverallgrowth

oftheexecutives.

itistoenabletheemployeeto

dothejobbetter

Itistoenabletheoverallgrowthofthe

employee



Itisajoborientedprocess Itisacarrierorientedprocess.

15) Statethebenefitsofemployee’straining. 4M

A)Benefitstotheorganization

a)Economicoperations:Trainedpersonalwillmakeeconomicandefficientuseof

resources.

b)Increasesproductivity;Itimprovesthequalityandquantityoftheproduction

Benefitstotheemployees:

a)Acquisitionofnewskills:Atrainedemployeeacquiresnewskills.

b)HigherEarnings:Trainedemployeescanperform betterandtherebyearnmore.

16) Whatdoyoumeantby‘onthejobtraining’?Explainanythreemethodsof‘offthe

job’training. 5/6M

A) Onthejobtraining:Learningbydoingbythesubordinatesunderthesupervisionof

superiorsattheactualworkplace.

B) Methods:i.ApprenticeshipProgramme:Itisdesignedforhigherlevelsofskills.

Itensuresonthejobtrainingandisexplainedwithclassroom instructioninaparticular

subject.

ii.Coaching:Atlowerlevelsthecoachingmaysimplyconsistoftraineeobservinghis

supervisorsoastodevelopthebasicskillsnecessaryforoperatingmachine.

iii.Internshiptraining:Technicalinstitutesandbusinessorganizationsjointlyimpart

trainingtotheirmembers.

iv.Jobrotation:Itisamethodoftrainingwhichservesthepurposeofemployees’

developmentthroughprovisionofdiversifiedtraining.

QUESTIONSWITHDIFFERENTDIFFICULTYLEVELS

1.Itisdescribedasthemanagerialfunctionoffillingandkeepingfilledthepositionsin

theorganizationstructure.Whichfunctionofmanagementisreferredhere? 1M

A:Staffing

2.Itisrecruitment,selection,development,utilization,compensationandmotivationof

humanresourcesoftheorganization.Givethenameoftheconceptmentionedhere.

1M

A:HumanResourceManagement.



3.Itimpliesintroducingtheselectedemployeetootheremployeesandfamiliarizinghim

withtherulesandpoliciesoftheorganization.Nameit. 1M

A:Orientation.

4.Whatisthenextstepafterselection? 1M

A:PlacementandOrientation.

5.Itseekstoattractsuitableapplicantstoapplyforavailablejobs.Givetheterm.1M

A:Recruitment.

6.ThesearerunbytheGovernmentasasourceofrecruitmentforunskilledandskilled

operativejobs.Whatisbeingreferredhere? 1M

A:Employmentexchanges.

7.Whichtypeofpersonnelisrecruitedbymanagementconsultancyfirms?

A:Managementconsultancyfirmshelptheorganizationtorecruittechnical,professional

andmanagerialpersonnel.

8.Hamishisworkingasasupervisorinacompany.Duetohishardworkheispromoted

tothepostofProductionManager.Nowthepostofsupervisorisvacantandnoonecan

betransferredorpromotedtothispost.Namethesourceofrecruitmentthecompany

willusetofillupthispost.Stateanythreeadvantagesofusingthissourceof

recruitment. 4M

A:TheCompanywilluseexternalsourceofrecruitment.

Advantages:i.Freshtalent ii.Widerchoice iii.Qualifiedpersonnel

9.Itistheprocessofidentifyingandchoosingthebestpersonoutofanumberof

prospectivecandidatesforajob.Nameit. 1M

A:Selection.

10.Namethetestwhichisusedasameasureofindividual’spotentialforlearningnew

skills.

A:Aptitudetest. 1M

11.Whichstepintheprocessofselectionhelpsthemanagereliminateunqualifiedor

unfitjobseekersbasedontheinformationsuppliedintheapplicationforms? 1M

A:PreliminaryScreening

12.whatisformal,in-depthconversationconductedtoevaluatetheapplicant’ssuitability

forjobcalled. 1M

A:Employmentinterview.



13.Whyisselectionconsideredasnegativeprocess? 1M

A:Becauseitisaprocessinwhichapersonisselectedandtheothersarerejected.

14.Itisatestusedforselectionofemployeestomeasureindividual’spotentialfor

learningnewskills.Mentionitsnameandexplaintwoothertestsalso. 1M

A:Aptitude.

OtherTests:a)PersonalityTest:Thesetestsareusedjudgethepsychologicalmakeupof

aperson.

b)InterestTest:Thesetestsidentifyindividuallikesanddislikesinrelationtowork.

15.Itistheprocessofincreasingtheknowledgeandskillsofanemployeefordoinga

particularjob.Whichprocessisreferredtohere? 1M

A:Training

16.Whichoftypeoftrainingisajointprogrammeoftraininginwhicheducational

institutionsandbusinessfirmscooperate? 1M

A:Internshiptraining

17.Traineeisputundertheguidanceofamasterworkertoacquireahigherlevelofskill,

forexampletobecomeplumber,electrician,etc.Whichmethodoftrainingisreferred

here? 1M

A:Apprenticeshipprogramme

QuestionsbasedonValues:

1.Whileselectingemployees,anorganizationisnotgivinganyprioritytodisabled

candidates,weakersectionsinthesocietyandevenwomen.Identifythevalues

missinginthecompany’sselectionprocessandalsosuggestaremedy.

Ans.i.Socialobjectivesarenotfollowed.

ii.Genderbiased.

iii.Inclusiveemploymentpolicyisviolated

iv.Company’sselectionpolicyisnotgood.

Companyshouldgiveequalopportunitytoalltheprospectivecandidates.



CHAPTER-7

DIRECTING
CONCEPTMAPPING:

 Conceptandimportance

 ElementsofDirecting

- Supervision-concept,functionsofasupervisor.

- Motivation-concept,Maslow’shierarchyofneed:Financialandnon-financial

incentives.

- Leadership-concept,styles-authoritative,democraticandlaissezfaire.

- Communication-concept,formalandinformalcommunication;barriersto

effectivecommunication,howtoovercomethebarriers.

KeyConceptsinNutshell



 MeaningofDirecting:Itreferstoinstructing,guiding,communicatingandinspiring

peopleintheorganisation.

 ImportanceofDirecting:(1).Itinitiatesaction.(2).Itintegratesemployees’efforts.

(3)Itisthemeansofmotivation.(4)Itfacilitatesimplementingchanges.

(5)Itcreatesbalanceintheorganization.

 ElementsofDirecting:(1)Supervision(2)Communication(3)Leadership

(4)Motivation

 ConceptofSupervision:Supervisionreferstomonitoringtheprogressofworkof

one’ssubordinatesandguidingthem properly.

 FunctionsofaSupervisor:(1)Facilitatescontrol(2)Optimum utilizationof

resources(3)Maintenanceofdiscipline(4)Feedback(5)Improvescommunication

(6)Improvesmotivation

 Motivation-Motivationprocessofstimulatingpeopletoaccomplishdesiredgoals.

Itdependsuponsatisfyingtheneedsofpeople.

 Maslow’sHierarchyofNeeds:-AccordingtoMaslow,mandoeseveryworkto

satisfyhisneed.Amanhasvariousneedsandtheirordercanbedetermined.The

needsofahumanbeingserveasamotivationforhim.Onthebasisofpriority

humanneedscanbedividedintofiveparts(i)Physiologicalneeds,(ii)Safetyneeds,

(iii).Affiliationorsocialneeds,(iv)Esteem needsand(v)Self-actualizationneeds.

 FinancialorMonetaryIncentives:Financialincentivesarethoseincentiveswhich

areevaluatedintermsofmoney.ThesearehelpfultosatisfyPhysiologicaland

SafetyNeeds.Itincludesthefollowing(i)Payandallowances,(ii)Productivity-

linked wage Incentives,(iii)Bonus,(iv)Profitsharing,(v)Co-partnership (iv)

Suggestions,(vi)Retirementbenefits,(vii)Perquisites.

 Non-financialorNon-monetaryIncentives:Non-financialincentivesarenotdirectly

relatedwithmoney.Theseincentiveshelpinthesatisfactionoftophierarchyneeds

likesocial,esteem andself-actualization.Itincludesthefollowing(i).Status(ii)

Organizationalclimate(iii)Careeradvancementopportunity(iv)Jobenrichment(v)

Employeerecognitionprogrammes(vi)Jobsecurity(vii)Employeeparticipation(viii)



Employeeempowerment.

 MeaningofLeadership:Itreferstoinfluenceothersinamannertodowhatthe

leaderswantsthem todo.

LeadershipStyles:

I.AutocraticLeadershipStyle:-

(a).Meaning:Itreferstothatleadershipstyleinwhichtheleadertendstoruntheshowall

byhim-self.

(b).Characteristics:(i)CentralizedAuthority,(ii)Single–manDecision,(iii)WrongBelief

RegardingEmployee,(iv)OnlyDownwardCommunications.

(c).Advantages:(i)QuickandClearDecisions,(ii)SatisfactoryWork,(iii)Necessaryfor

LessEducatedEmployees.

(d).Disadvantages:(i)LackofMotivation,(ii)AgitationbyEmployees,(iii)Possibilityof

Partiality.

II.DemocraticLeadershipStyle:-

(a).Meaning:Itreferstothatleadershipstyleinwhichtheleaderconsultwithhissub

ordinatesbeforemakinganyfinaldecisions.

(b).Characteristics:-(i)CooperativeRelations,(ii)BeliefinEmployees,(iii)Open

Communication.

(c).Advantages:(i)HighMorale,(ii)CreationsofMoreEfficiencyandProductivity,(iii)

AvailabilityofSufficientTimeforConstructiveWork.

(d).Disadvantages:(i)RequirementofEducatedSubordinates,(ii)DelayinDecisions,

(iii)LackofResponsibilityinManagers.

III.Laissez-faireorFree-reinLeadershipStyle:-

(a).Meaning:Itreferstothatleadershipstyleinwhichtheleadergiveshissubordinates

completefreedom tomakedecisions.

(b)Characteristics(i)Fullfaithinsubordinates,(ii)IndependentDecision-makingsystem,(iii)

DecentralisationofAuthority(iv)Self-DirectedSupervisoryandControlled.

(c).Advantages.(i)DevelopmentofSelf-confidenceinSubordinates,(ii)High-level

Motivation,(iii)HelpfulinDevelopmentandExtensionoftheEnterprise.

(d).Disadvantages.(i).DifficultyinCooperation,(ii)LackofImportanceofManagerialPost,

(iii)SuitableonlyforHighlyEducatedEmployees.



Communication:Communicationreferstoprocessofexchangeofideasbetweenor

amongpersonsandcreatesunderstanding.Communicationprocessinvolvesthe

elementsofsource,encoding,channel,receiver,decodingandfeedback.

FormalCommunicationsreferstoallofficialcommunicationsintheform oforders,

memos,appeal,notes,circular,agenda,minutesetc.

InformalCommunicationsareusuallyintheform ofrumours,whispersetc.Theyare

unofficial,spontaneous,unrecorded,spreadveryfastandusuallydistorted.

Barriersmayexistforeffectivecommunications.Someofthesebarriersinclude-semantic

barriers,organizationalbarriers,languagebarriers,transmissionbarriers,psychological

barriersandpersonalbarriers.

Managershouldtakeappropriatemeasurestoovercomethesebarriersandpromote

effectivecommunicationintheorganizationsuchas

Improvingcommunicationeffectiveness:

i.Clarifytheideasbeforecommunicationii.Communicateaccordingtotheneedsof

receiver.iii.Consultothersbeforecommunicatingiv.Beawareoflanguage v.Convey

thingsofhelpandvaluetolisteners vi.Ensureproperfeedbackvii.Communicatefor

presentaswellasfuture viii.Followupcommunicationsandix.Beagoodlistener.

KEYCONCEPTQUESTIONSWITHANSWERS

Q1)WhatismeantbyDirecting?Explaintheimportanceofdirecting? 6M

Ans:Directingistellingpeoplewhattodoandseeingthattheydoittothebestoftheir

ability.Itincludesmakingassignment,explainingprocedures,seeingtheirmistakesare

corrected,providingonthejobinstructionsandissuingorders.

ImportanceofDirecting:-

1.Itinitiatesaction

2Itintegratesemployees’efforts

3.Itisthemeansofmotivation

4.Itfacilitatesimplementingchanges.

5.Itcreatesbalanceintheorganization

Q2)Mentiontheelementsofdirecting? 1M

Ans:1)supervision2)motivation3)leadership 4)communication

Q3)Explainhowdirectingisapervasivefunctionofmanagement 1M

Ans:Directingisapervasivefunctionaseverymanagerfrom topexecutivetosuperior



performsit.

Q4).‘Directingistheleastimportantfunctionofmanagement.’Doyouagreewiththis

statement?Giveanytworeasonsinsupportofyouranswer. 4M

A:No,Idon’tagreewiththisstatement.

Importanceofdirection:Directionmayberegardedastheheartofthemanagement

process.

Itisexplainedunderthefollowingparts:

a).Initiatesaction:Allorganizationalactivatesareinitiatedthroughdirection.

b).Integratesemployees’efforts:Atalllevelsofmanagementthesubordinatesunderthe

managers.

Managersintegratetheworkofsubordinates.

c).Meansofmotivation:Directinghelpsinmotivatingemployeestowardsorganizational

goals

Q5).“Thepostofsupervisorshouldbeabolishedinthehierarchyofmanagers”.Doyou

agree?Giveanythreereasonsinsupportofyouranswer. 6M

A).No,Idon’tagree,becauseasupervisorperformsthefollowingfunctionstoachieve

organizationgoals.

Functionsofthesupervisor:

a).Planningthework.Thesupervisorhastodetermineworkscheduleforeveryjob.

b).Issuingorders:Supervisorissuesorderstotheworkersforachievingcoordinationin

hiswork.

c).Providingguidanceandleadership:Thesupervisorleadstheworkersofhis

department.

d).Explainsthepoliciesandprogrammesoftheorganizationtohissubordinatesand

provideguidance

e).Makenecessaryarrangementforsupplyofmaterialsandensuretheyareefficiently

utilized.

f).Deviationsfrom thetargetifanyaretoberectifiedattheearliest.

g).Tohelpthepersonneldepartmentsinrecruitmentandselectionofworkers.

Q6).Whatismeantby‘Esteem needs’and‘Self-actualizationneeds’inrelationto

motivationoftheemployees? 4M

A:i.Esteem Needs:theseneedsareneedsforselfesteem andneedforotheresteem

.ForExample:Self-respect,self-confidenceetc.

ii.Self-actualizationNeeds:Thisistheneedstobewhatoneiscapableofbecomingand



includesneedsforoptimaldevelopment.

Q7).Itisthroughmotivationthatmanagerscaninspiretheirsubordinatestogivetheir

besttotheorganisation’.Inthelightofthisstatement,explain,inbrief,theimportance

ofmotivation.

5/6M

A:Importanceofmotivation:

i.Motivationsetsinmotiontheactionofpeople:Motivationbuildsthewilltoworkamong

employeesandputsthem intoaction.

ii.Motivationincludestheefficiencyofworkperformance:Performanceofemployees

dependencenotonlyonindividualabilitiesbutalsoonhiswillingness.

iii.Motivationensuresachievementoforganizationalgoals:Ifemployeesarenot

motivated,nopurposecanbeservedbyplanningorganizingandstaffing.

iv.Motivationcreatesfriendlyrelationships:Motivationcreatesfriendlyandsupportive

relationshipsbetweenemployerandemployees.

V.Motivationleadstostabilityintheemployees:Motivationhelpsinreducing

absenteeism andturnover.

vi.Motivationhelpstochangenegative/indifferentattitudesofanemployee

Q8).“Allmanagersareleaders,butallleadersarenotmanagers.”Doyouagreewiththis

statement?Giveanythreereasonsinsupportofyouranswer. 3/4M

A:Yes,Iagreewiththisstatement.

Differencebetweenleadershipandmanagement:

Basis Leadership Management

Origin Leadershiporiginatesoutof

individualinfluence

Managementoriginates

outofofficialpowerand

rights.

FormalRights Aleaderhasnoformalrights Amanagerhascertain

formalrights

Follower&

subordinates

Aleaderhasfollowers Amanagerhas

subordinates

Q9)Explainthevariousleadershipstyles? 6M



Ans):Autocraticleadershipstyle:Thisstyleisalsoknownasleadercenteredstyle.The

leaderkeepsalltheauthorityandemployeeshavetoperform theworkexactlyasperhis

order.Hedoesnotdecentralizeshisauthority.Theresponsibilityofthesuccessorthe

failureofthemanagementremainswiththemanager.

Democraticleadership:Thisstyleisalsoknownasgroupcenteredleadershipstyle.

Managerialdecisionsarenottakenbythemanagerinconsultationwithemployees.This

leadershipstyleisbasedondecentralization.Managersrespectthesuggestionsmadeby

hissubordinates.

Laissez-faireleadershipstyle:thisstyleasleadershipisalsoknownasfreebrain

leadershiporindividualcenteredstyle.Themangertakeslittleinterestinmanagerial

functionsandthesubordinatesareleftontheirown.Managerexplainoverallobjectives;

helpsub-ordinatesindeterminingtheirownobjectives.Theyprovideresources.Theyalso

advisetheemployees.

Q10)Mentionthecharacteristicsofautocraticleadershipstyle. 3M

Ans).1.Centralizedauthority2.Singlemandecisions3.Wrongbeliefregardingemployees

4.Onlydownwardcommunication.

Q11).Explainthreeadvantagesandthreedisadvantagesofautocraticleadershipstyle.

Ans).Advantages:1.quickandcleardecisions 2.Satisfactorywork3.Necessaryforless

educatedemployees

Disadvantages:1.lackofmotivation2.Agitationbyemployees3.Possibilitiesofpartiality.

6M

Q12).Explainthreeadvantagesandthreedisadvantagesofdemocraticleadership.6M

1)Ans:Advantages:1.Democraticleadershipstyle

advantages,2.Morale,3.Creationofmoreefficiencyand

productivbity,4.Availabilityofsufficienttimeforconstructivework

2)Disadvantages:1.Requirementofeducatedsubordinates2.Delayindecisions

3.Lackofresponsibilityandmanagers

Q13).Mentionfeaturesofdemocraticleadershipstyle? 3M

Ans: 1)cooperativerelations2).Reliefinemployees3).Opencommunication

Q14).Mentionthecharacteristicsoflaissez-faireleadershipstyle 3M

Ans:Fullfaithinsub-ordinates1).Independentdecisionmakingsystem

2).Decentralizationofauthority



3).Selfdirected

Q15).Mentionthreeadvantagesandthreedisadvantagesoflaissez-faire6M

Ans:-1.Developmentofselfconfidenceinsubordinates,2.Highlevelmotivation,3.Helpin

developmentofextensionandenterprise

Disadvantages:1.Difficultyincooperation,2.Lackofimportanceofmanagerialpost,

3.Suitableonlyforhighlyeducatedemployees

Q16).“Managerialfunctionscannotbecarriedoutwithoutanefficientsystem of

communication.”Doyouagree?Giveanythreereasonsinsupportofyouranswer.4M

A: Yes,Iagreewiththisstatement.

Communicationisimportantbecauseofthefollowingreasons.

i.Communicationfacilitatesplanninginanumberofways

ii.Communicationhelpsmanagementinarrivingatvitaldecisions

iii.Communicationisnecessaryincreatingunityofactionofaction

Q17).Mentiononebarriertoeffectivecommunication. 1M

A:Poorlisteningskillsofpeople.

Q18).Giveanyonemeasuretoimprovecommunication. 1M

A:Communicateaccordingtotheneedsofreceiver.

Q19).Whatdoyoumeanbygrapevine?Explaintwotypesofgrapevinealongwith

diagram.

A:Grapevine:Thenetworkorpathwayofinformalcommunicationisknownasgrade

pointcommunication.

Twotypesofgrapevinecommunication

Gossip SingleStrand

Q20).Explainanythreemeasurestoovercomethebarrierstoimprovecommunications

effectiveness.



Ana: 1.Clarifytheareasbeforecommunication:Beforecommunicatingtoemployeesa

managershouldmakeananalysisofthesubjectmatter.

2.Consultothersbeforecommunication:Amanagershouldencourageparticipationof

subordinateswhichwillensuretheirsupportandcooperation.

3.Communicateaccordingtotheneedsofreceiver:Themanagershouldmake

adjustmentsaccordingtotheneedsofthereceiver.

QUESTIONSWITHDIFFERENTDIFFICULTYLEVELS

1).Itisconcernedwithinstructingguidingandinspiringpeopleintheorganizationto

achieveitsobjectives.Nameit. 1M

A: Directing

2) Everymanagerfrom topexecutivetosuperiorperformsthefunctionofdirecting.

Whichcharacteristicofdirectingisreferredhere? 1M

A) Directingtakesplaceeverylevelofmanagement.

3) Itmeansoverseeingthesubordinatesatwork.Whichelementofdirectingis

referredto? 1M

A:Supervision.

4) Supervisoractsasalinkbetweenworkersandmanagement.How? 1M

A:Supervisorconveysmanagementideastotheworkersononehandandworkers

problemstothemanagementontheother.

5) Itreferstothewayinwhichurges,drives,desires,aspirations,strivingsorneeds

directcontrolandexplainthebehaviorofhumanbeings.Whichelementofdirectingis

indicatedhere? 1M

A:Motivation.

6) Motivationcanbeeitherpositiveornegative.Givetwoexamplesofnegative

motivation. 1M

A)a)Stoppingincrements b)Treating

7).Whichneedinthehierarchytheoryofmotivationreferstoaffection,acceptanceand

friendship? 1M

A:Belongingneeds

8) Itisanincentiveofferedoverandabovethewages/salarytotheemployees.

Namethetypeoffinancialincentivereferredhere. 1M

A) Bonus

9) Nametheincentivewhichrefersto‘givemoreautonomyandpowersto



subordinates’andhowarepeopleaffectedbythisincentives? 1M

A)EmployeeEmpowerment:Duetothisincentivepeoplestartfeelingthattheirjobsare

importantandtheycontributepositivelytousetheirskillsandtalentinthejob

performance.

10) Itisdefinedasaprocessofinfluencingotherpeopletoworkwillinglyforgroup

objectives.Mentionthiselementofdirecting. 1M

A)Leadership

11) Itisprocessbywhichpeoplecreateandshareinformationwithoneanotherin

ordertoreachcommonunderstanding.Whichelementofdirectingisreferredhere?

1M

A) Communication.

12) Whichelementincommunicationprocessrelatestotheprocessofconverting

encodedsymbolsofthesender? 1M

A) Decoding

13) Inwhichkindofcommunicationnetwork,asubordinateisallowedto

communicatewhichhisimmediatesuperioraswellashissuperior’ssuperior? 1M

A)Inverted V.

14) AmitandMikkiareworkinginthesameorganizationbutdifferentdepartments.

OnedayatlunchtimeMikkiinformedAmitthatduetocomputerizationmanypeopleare

goingtoberetrenchedsoonfrom theorganization. 4M

A) Itisanexampleofinformalcommunication.

Limitationsofinformalcommunication:

Messagestendtobedistorted.

Itoftencarriesrumors.

Itisunsystematic.

15) Therearesomebarriersincommunicationwhichareconcernedwiththestateof

mindofboththesenderandthereceiver.Stateanythreesuchbarriers.3/4M

A)Itreferstophysiologicalbarriers:i.prematureevaluationii.Lossbytransmissionand

poorretention.Iii.Lackofattention.



CHAPTER–8

CONTROLLING

CONTROLLING 6MARKS
CONCEPTMAPPING:



ProcessofControlling

KeyConceptsinnutshell:

1.Meaningofcontrolling:Comparingactualperformancewithstandardsandfinding

deviationsifanyandtakingcorrectiveaction.

ActualPerformance=Standards=Nodeviation



Features/NatureofControlling:

• Controllingispervasive

• Controllingisaprimaryfunction

• Controllingisacontinuousprocess

• Controllingisagoalorientedfunction.

2.ProcessofControlling:
1.Settingperformancestandards:StandardsaretheCriteriaagainstwhichactual

performancewouldbemeasured.Standardsserveasbenchmarks.Theycanbesetin

bothquantitativeaswellasqualitative.

2.Measurementofactualperformance:Performanceshouldbemeasuredinanobjective

andreliablemanner.

3.Comparingactualperformancewithstandards:

4.Analyzingdeviations:Majordeviationorminordeviationandanalyzingthecausesof

deviation.

a)Criticalpointcontrol:FocusonlyonKeyResultAreas(KRAs).

b)ManagementbyException:Concentrateonlyonmajordeviationsonly.

5.Takingcorrectiveaction:Whendeviationsgobeyondtheacceptablerange,especiallyin

theimportantareas,itdemandsimmediatemanagerialattentionsothatdeviationsdonot

occuragainandstandardsareaccomplished.

Conclusion:Incasethedeviationcannotbecorrectedthroughmanagerialaction,the

standardsmayhavetoberevised.

IMPORTANCEOFCONTROLLING



Controllingensuresorderanddisciplinebyfixingstandardsinadvancewhichleadsto

improvedemployeemotivation,italsofacilitatesefficientuseofresources,judgingthe

accuracy of standards,facilitates coordination in action which willresult into

accomplishmentoforganizationalgoals.

LIMITATIONSOFCONTROLLING:

1.Difficultyinsettingquantitativestandards:Itisdifficulttosetstandardsforalltypesof

activitiesthismakesmeasurementofperformanceandtheircomparisonwithstandardsa

difficulttask.



2.Littlecontrolonexternalfactors:Businessenvironmentiseverchanging.Thefirm has

nocontrolonexternalfactorssuchasgovernmentpolicies,technologicalchanges,

competitionetc.

3.Resistancefrom employees:Employeesopposecontrollingmeasurestakenbyany

organisation.

4.Costlyaffair:Itisacostlyaffairasitinvolvesalotofexpenditure,timeandeffort.

Especiallysmallorganizationscannotafford.

RELATIONSHIPBETWEENPLANNINGANDCONTROLLING:

 Planningandcontrollingareinseparabletwinsofmanagement.Planninginitiates

theprocessofmanagementandcontrollingcompletestheprocess.Plansarethe

basisofcontrolandwithoutcontrolthebestlaidplansmaygoastray.

 Planningisclearlyaprerequisiteforcontrolling.Itisutterlyfoolishtothinkthat

controllingcouldbeaccomplishedwithoutplanning.

 Planningisprescriptiveandcontrollingisevaluative

 Itisoftensaidthatplanningislookingaheadwhilecontrollingislookingback.

However,thestatementisonlypartiallycorrect.Plansarepreparedforfutureand

involvelookingahead.Onthecontrary,controllingislikeapostmortem ofpast

activitiestofindoutdeviationsfrom thestandards.Inthatsensecontrollingisa

backwardlookingfunction. However,itshouldbeunderstoodthatplanningis

guidedbypastexperiencesandthecorrectiveactioninitiatedbycontrolfunction.

Questions(withsomehintswherevernecessary)

Importantquestionsareshownwith*markandtheMostimportantquestionsareshown



with**mark

*1.GivethemeaningofControlling.

1M

2.DefineControlling.

1M

Ans:Itisaprocessoftakingstepstobringactualresultsanddesiredresultscloser

together.

3..Whichfunctionofmanagementensuresthatactualactivitiesconfirm toplanned

activities?

1M

Ans:Controlling

4..Namethefunctionofmanagementwhichreviewstheoperationsinabusinessunit.

1M

Ans:Controlling

5..Whyitissaidthatplanningismeaninglesswithoutcontrolling? 1M

Ans.Intheabsenceofcontrolling,actualperformancewillnotbemeasuredand

compared.So,howfarplansareimplementedcannotbeknown.

6..Whyitissaidthatcontrollingisblindwithoutplanning? 1M

Ans.Withoutlaidstandardsactualperformancecannotbecompared.

**7.ExplainthelimitationsofControlling.

3M

**8.Planningislookingaheadwhereascontrollingislookingback.Discuss. 3M

9.Explainhowcontrollinghelpsin‘achievingbetterco-ordination’and‘betterplanning’.

3M

Hint:ReferImportanceofControlling.

10.Controllingisapervasivefunction.Explain

3M

Ans:Itisapervasivefunction,itisrequiredeverylevelandinanytypeoforganisation.

11.Doescontrolhelpin‘judgingtheaccuracyofstandards’and‘improvingmotivationof

theemployees’?Explain

3M



Hint:ReferimportanceofControlling

**12.ExplainthedifferencebetweenPlanningandControlling. 3M

Hint:ReferRelationshipbetweenPlanningandControlling

13.‘PlanningandControllingaremutuallyinterrelatedandinterdependentactivities’How?

3M

Hint:Relationship

14.“Controllingisforwardlooking”Explain 3M

15..Controllingislookingback.Explain

3M

*16.“Ifyoutrytocontrollingeverythingyoumayendupbycontrollingnothing”Discuss

3M

Hint:Managementbyexception.

*17.“Controllingisnotapanaceaforeveryproblem intheorganisation”Discuss3M

Hint:Limitationsofcontrolling.

*18..WhatisCriticalPointControl?

3M

Ans:Itisneithereconomicalnoreasytokeepacheckoneachandeveryactivityinan

organisation.Controllingshouldfocusonkeyresultareas(KRAs)onlywhicharecriticalto

thesuccessoftheorgnisation.

19.“Planningisthefirstfunctionandcontrolisthelastfunctionofmanagerialprocess

“Discuss

3M

20.Controlmovesfrom downwardtoupwardwhereasplanningmovesfrom topto

bottom.Discuss

3M

21..Controllingisacontinuousactivityinanorganisation. 3M

*22..Whatarethefactorstobekeptinmindwhilesettingstandards? 3M

Ans:

i)Standardsshouldbeinmeasurableterms

ii)Standardsshouldbeflexibletochange

iii)Theymaybeinqualitativeorquantitative



iv)Theyshouldbestatedincleartermswithoutanyambiguity

**23.“Measurementofacompany’sperformancemayinvolvecalculationofcertain

ratioslikegrossprofitration,netprofitratio,returnoninvestmentrationetc.”Identify

thefunctionofmanagementinvolvedinthegivenstatementandexplaintherelevant

step. 3M

Hint:Controlling,Step:Measurementofactualperformance.

24.Howdoescontrollinghelpin‘achievingobjectives’and‘improvingemployeemorale’?

3M

Hint:ReferimportanceofControlling

25.Controllingisanindispensablefunctionofmanagement.Doyouagree?Givefour

reasonsinsupportofyouranswer. 5M

Hint:ImportanceofControlling

26.Ifplanningisdonecarefullyandaccordinglyotherfunctionsofmanagementare

goingintherightdirection,thenthereisneedofthecontrollingfunctionofmanagement.

Doyouagreewiththestatement?Givereasonsinsupportofyouranswer.

5M

Hint:ImportanceofControlling

**27.“ThereiscloseandreciprocalrelationshipbetweenPlanningandControlling”

Explainthisstatementthroughanexample. 5M

28.TherearetwomanagersofacompanyRahulandRohit.Rahulissayingthat

‘Planningislookingaheadwhereascontrollingislookingback’.Ontheotherhand,

accordingtoRohitplanningislookingbackwhereasascontrollingislookingahead.

Whoiscorrectandwhy?

5M

Hint:Botharecorrect.

29.Controlisconsideredimportantformanyreasons.Explainanyfivesuchreasons.

5M

**30.“Aproductioninchangewasgivenastandardtoytrain.Hewasaskedtoproduce

similarothertoytrains.Whatcontrolprocesswouldhehavefollowed? 5M

Hint:ProcessofControlling.

**31.“Anidealcontroltechniqueisonethatcheckseverybitofperformance”Comment.

5M

Hint:Managementbyexception.



**32.Suggestthecorrectiveactionstobetakenforthefollowingcausesofdeviation.

i)Defectivematerial

ii)Defectivemachinery

iii)Obsoletemachinery

iv) DefectiveProcess

v)Defectivephysicalconditionsofwork

5M

Ans:

i)Changethequalityspecificationforthematerialused.

ii)Repairtheexistingmachineorreplacethemachineifitcannotberepaired.

iii)Undertaketechnologicalupgradationofmachinery

iv)Modifytheexistingprocess

v)Improvethephysicalconditionsofwork

**33.Explaintheprocessofcontrolling. 6M

**34.Explaintheimportanceofcontrolling. 5M

**35.ExplaintherelationshipbetweenPlanningandControlling. 5M

36.Explainbrieflythevariousstepsinvolvedintheprocessofcontrolling. 6M

37.“Comparingtheactualperformancewithlaidstandard,findingoutdeviationsand

takingcorrectiveactionisanimportantprocessofafunctionofmanagement”Name

andexplaintheprocessofthatfunction. 6M

Hint:ProcessofControlling

**38.“Controldoesnotrequireanyprocess”Comment 6M

Hint:Thisstatementiswrong.Controllinghasaprocesswhichcontainsfivestepsina

givenserialorder.

39.“Controllingisasystematicprocessinvolvingaseriesofsteps”Explain 6M

*40.Explaintheimportanceofmanagerialfunctionwhichprovidesdirectiontowork

effortinconformitywiththeplans.

6M

Hint:ImportanceofControlling

**41.“Intheabsenceofofamanagerialfunction,planninggoesunchecked“Namethe



functionandexplainitsimportance.

6M

Ans.

(i)Accomplishing organizationalgoals:The controlling function measuresprogress

towardstheorganizationalgoalsandbringstolightthedeviations,ifany,andindicates

correctiveaction.

(ii)Judgingaccuracyofstandards:Agoodcontrolsystem enablesmanagementtoverify

whetherthestandardssetareaccurateandobjective.

(iii)Makingefficientuseofresources:Byexercisingcontrol,amanagerseekstoreduce

wastage and spoilage ofresources.Each activityis performed in accordance with

predeterminedstandardsandnorms.

(iv)Improvingemployeemotivation:Agoodcontrolsystem ensuresthatemployeesknow
wellinadvancewhattheyareexpectedtodoandwhatarethestandardsofperformance
onthebasisofwhichtheywillbeappraised.It,thus,motivatesthem andhelpsthem to
givebetterperformance.

(v)Ensuring orderand discipline:Controlling creates an atmosphere oforderand
disciplineintheorganisation.Ithelpstominimizedishonestbehaviouronthepartofthe
employeesbykeepingaclosecheckontheiractivities.

(vi)Facilitatingcoordinationinaction:Controllingprovidesdirectiontoallactivitiesand
effortsforachievingorganizationalgoals.
**43.Planningwithoutcontrollingisblind andvice-versa.Discuss. 5M

Ans.Planningandcontrollingareinseparabletwinsofmanagement.Asystem ofcontrol

presupposestheexistenceofcertainstandards.Thesestandardsofperformancewhich

serve as the basis ofcontrolling are provided byplanning.Once a plan becomes

operational,controlling is necessary to monitorthe progress,measure it,discover

deviationsand initiatecorrectivemeasuresto ensurethateventsconform to plans.

Planningwithoutcontrollingismeaningless.Similarly,controllingisblindwithoutplanning.

Ifthestandardsarenotsetinadvance,managershavenothingtocontrol.Whenthereis

noplan,thereisnobasisofcontrolling.Planningisclearlyaprerequisiteforcontrolling.It

isutterlyfoolishtothinkthatcontrollingcouldbeaccomplishedwithoutplanning.Without

planningthereisnopredeterminedunderstandingofthedesiredperformance.

@@@@@@@@@@@@@@@@@@@@@@@@@@@@@@@



FINANCIALMANAGEMENT 12MARKS
CONCEPTMAPPING:

KeyConceptsinnutshell:

MeaningofBusinessFinance: Moneyrequiredforcarryingoutbusinessactivitiesis

calledbusinessfinance.

FinancialManagement:Itisconcernedwithoptimalprocurementaswellasusageof

finance.

RoleofFinancialManagement:Itcannotbeover-emphasized,sinceithasadirectbearing

onthefinancialhealthofabusiness.ThefinancialstatementssuchasProfitandLoss



A/CandB/Sreflectafirm’sfinancialpositionanditsfinancialhealth.

i)Thesizeaswellasthecompositionoffixedassetsofthebusiness

ii)Thequantum ofcurrentassetsaswellasitsbreak-upintocash,inventoriesand

receivables.

iii)Theamountoflong-term andshort-term financingtobeused.

iv)Break-upoflong-term financingintodebt,equityetc.

v)Allitemsintheprofitandlossaccounte.g.,interest,expenses,depreciationetc.

ObjectivesofFinancialManagement:Maximisationofowners’wealthissoleobjectiveof

financialmanagement. Itmeansmaximizationofthemarketvalueofequityshares.

Marketpriceofequityshareincreasesifthebenefitsfrom adecisionexceedthecost

involved.

FINANCIALDECISIONS



InvestmentDecision:Itrelatestohow thefirm’sfundsareinvestedindifferentassets.

Investmentdecisioncanbelong-term orshort-term.Along-term investmentdecisionis

alsocalledaCapitalBudgetingdecision.

FactorsaffectingCapitalBudgetingDecision/InvestmentDecision:

1.Cashflowsoftheproject:Ifanticipatedcashflowsaremorethanthecostinvolved

thensuchprojectsareconsidered.

2.Therateofreturn:Theinvestmentproposalwhichensureshighestrateofreturnis

finallyselected.

3.Theinvestmentcriteriainvolved:Throughcapitalbudgetingtechniques,investment

proposalsareselected.

FinancingDecision:-Itrefersto thequantum offinancetoberaisedfrom various

sourcesoflong-term offinance. Itinvolvesidentificationofvariousavailablesources.

Themainsourcesoffundsforafirm areshareholdersfundsand borrowed funds.

Shareholdersfundsrefertoequitycapitalandretainedearnings.Borrowedfundsreferto

financeraisedasdebenturesorotherformsofdebt.



FactorsAffectingFinancingDecision:-

a)Cost:Thecostofraisingfundsthroughdifferentsourcesisdifferent.Aprudent

financialmanagerwouldnormallyoptforasourcewhichisthecheapest.

(b)Risk:Theriskassociatedwithdifferentsourcesisdifferent.

(c)FloatationCosts:Higherthefloatationcost,lessattractivethesource.

(d)CashFlow PositionoftheBusiness:Astrongercashflow positionmaymakedebt

financingmoreviablethanfundingthroughequity.

(e)LevelofFixedOperatingCosts:Ifabusinesshashighleveloffixedoperatingcosts

(e.g.,buildingrent,Insurancepremium,Salariesetc.),Itmustoptforlowerfixedfinancing

costs.Hence,lowerdebtfinancingisbetter.Similarly,iffixedoperatingcostisless,more

f)ControlConsiderations:Issuesofmoreequitymayleadtodilutionofmanagement’s

controloverthebusiness.Debtfinancinghasnosuchimplication.Companiesafraidofa

takeoverbidmayconsequentlypreferdebttoequity.

g)StateofCapitalMarkets:Healthofthecapitalmarketmayalsoaffectthechoiceof

sourceoffund.Duringtheperiodwhenstockmarketisrising,morepeoplearereadyto

investinequity.However,depressedcapitalmarketmaymakeissueofequityshares

difficultforanycompany.

DIVIDENDDECISION:-Thedecisioninvolvedhereishowmuchoftheprofitearnedby

company(afterpayingtax)istobedistributedtotheshareholdersandhowmuchofit

shouldberetainedinthebusinessformeetingtheinvestmentrequirements.

FACTORSAFFECTINGDIVIDENDDECISION:-

a)Earnings:Dividendsarepaidoutofcurrentandpastearning.Therefore,earningsisa

majordeterminantofthedecisionaboutdividend.

(b)StabilityofEarnings:Otherthingsremainingthesame,acompanyhavingstable

earningisinapositiontodeclarehigherdividends.Asagainstthis,acompanyhaving

unstableearningsislikelytopaysmallerdividend.

c)StabilityofDividends:Ithasbeenfoundthatthecompaniesgenerallyfollowapolicyof

stabilisingdividendpershare.

(d)Growth Opportunities:Companieshaving good growth opportunitiesretain more

moneyoutoftheirearningssoastofinancetherequiredinvestment.

(e)Cash Flow Position:Dividendsinvolve an outflow ofcash.A companymaybe



profitablebutshortoncash.Availabilityofenoughcashinthecompanyisnecessaryfor

declarationofdividendbyit.

(f)ShareholderPreference:Whiledeclaringdividends,managementsusuallykeepinmind

thepreferencesoftheshareholdersinthisregard.

(g)TaxationPolicy:Thechoicebetweenpaymentofdividendsandretainingtheearnings

is,tosomeextent,affectedbydifferenceinthetaxtreatmentofdividendsandcapital

gains.

(h)StockMarketReaction:Investors,ingeneral,view anincreaseindividendasagood

newsandstockpricesreactpositivelytoit.Similarly,adecreaseindividendmayhavea

negativeimpactonthesharepricesinthestockmarket.

(i)AccesstoCapitalMarket:Largeandreputedcompaniesgenerallyhaveeasyaccessto

thecapitalmarketandthereforemaydependlessonretainedearningstofinancetheir

growth.Thesecompaniestendtopayhigherdividendsthanthesmallercompanieswhich

haverelativelylowaccesstothemarket.

(j)LegalConstraints:Certain provisionsoftheCompany’sActplacerestrictionson

payoutsasdividend.Suchprovisionsmustbeadheredtowhiledeclaringthedividends.

(k)ContractualConstraints:Whilegrantingloanstoacompany,sometimesthelender

mayimposecertainrestrictionsonthepaymentofdividendsinfuture.

FINANCIALPLANNING

FinancialPlanningisessentiallypreparationoffinancialblueprintofan

organisations’sfutureoperations.Theobjectiveoffinancialplanningistoensurethat

enoughfundsareavailableatrighttime.

OBJECTIVES

(a)Toensureavailabilityoffundswheneverthesearerequired:Thisincludeaproper

estimationofthefundsrequiredfordifferentpurposessuchasforthepurchaseoflong-

term assetsortomeetday-to-dayexpensesofbusinessetc.

(b)Toseethatthefirm doesnotraiseresourcesunnecessarily:Excessfundingisalmost

asbadasinadequatefunding.

IMPORTANCEOFFINANCIALPLANNING

(i)Ittriestoforecastwhatmayhappeninfutureunderdifferentbusinesssituations.By

doingso,ithelpsthefirmstofacetheeventualsituationinabetterway.Inotherwords,it

makesthefirm betterpreparedtofacethefuture.

(ii)Ithelpsinavoidingbusinessshocksandsurprisesandhelpsthecompanyinpreparing

forthefuture.



(iii)Ifhelpsinco-ordinatingvariousbusinessfunctionse.g.,salesandproduction

functions,byprovidingclearpoliciesandprocedures.

(iv)Detailedplansofactionpreparedunderfinancialplanningreducewaste,duplication

ofefforts,andgapsinplanning.

(v)Ittriestolinkthepresentwiththefuture.

(vi)Itprovidesalinkbetweeninvestmentandfinancingdecisionsonacontinuousbasis.

(vii)Byspellingoutdetailedobjectivesforvariousbusinesssegments,itmakesthe

evaluationofactualperformanceeasier.

CAPITALSTRUCTURE:Capitalstructurereferstothemixbetweenownersandborrowed

funds.

FACTORSAFFECTINGTHECHOICEOFCAPITALSTRUCTURE

1.CashFlow Position:Sizeofprojectedcashflowsmustbeconsideredbeforeissuing

debt.

2.InterestCoverageRatio(ICR):Theinterestcoverageratioreferstothenumberoftimes

earningsbeforeinterestandtaxesofacompanycoverstheinterestobligation.

3.DebtServiceCoverageRatio(DSCR):DebtServiceCoverageRatiotakescareofthe

deficienciesreferredtointheInterestCoverageRatio(ICR).

4.ReturnonInvestment(RoI):IftheRoIofthecompanyishigher,itcanchoosetouse

tradingonequitytoincreaseitsEPS,i.e.,itsabilitytousedebtisgreater.

5.Costofdebt:Afirm’sabilitytoborrowatalowerrateincreasesitscapacitytoemploy

higherdebt.Thus,moredebtcanbeusedifdebtcanberaisedatalowerrate.

6.TaxRate:Sinceinterestisadeductibleexpense,costofdebtisaffectedbythetaxrate.

7.CostofEquity:Stock owners expecta rate ofreturn from the equitywhich is

commensuratewiththerisktheyareassuming.Whenacompanyincreasesdebt,the

financialriskfacedbytheequityholders,increases.

8.FloatationCosts:Processofraisingresourcesalsoinvolvessomecost.Publicissueof

sharesanddebenturesrequiresconsiderableexpenditure.Gettingaloanfrom afinancial

institutionmaynotcostsomuch.

9.RiskConsideration:Asdiscussedearlier,useofdebtincreasesthefinancialriskofa

business.

10.Flexibility:Ifafirm usesitsdebtpotentialtothefull,itlosesflexibilitytoissuefurther

debt.

11.Control:Debtnormallydoesnotcauseadilutionofcontrol.



12.RegulatoryFramework:Everycompanyoperates within a regulatoryframework

providedbythelawe.g.,publicissueofsharesanddebentureshastobemadeunderSEBI

guidelines.

13.Stockmarketconditions:Ifthestockmarketsarebullish,equitysharesaremore

easilysoldevenatahigherprice. However,duringabearishphase,acompanymayfind

raisingofequitycapitalmoredifficultanditmayoptfordebt.

14.CapitalStructureofothercompanies:A usefulguidelineinthecapitalstructure

planningisthedebt-equityrationsofothercompaniesinthesameindustry.Thereare

usuallysomeindustrynormswhichmayhelp.

MANAGEMENTOFFIXEDCAPITAL

Fixedcapitalreferstoinvestmentinlong-term assets.Managementoffixedcapital

involvesaroundallocationoffirm’scapitaltodifferentprojectsorassetswithlong-term

implicationsforthebusiness.Thesedecisionsarecalledinvestmentdecisionsorcapital

budgetingdecisionsandaffectthegrowth,profitabilityandriskofthebusinessinthelong

run.Theselong-term assetslastformorethanoneyear.

IMPORTANCEOFCAPITALBUDGETINGDECISIONS

(i)Long-term growthandeffects:Thesedecisionshavebearingonthelong-term growth.

Thefundsinvestedinlong-term assetsarelikelytoyieldreturnsinthefuture.

(ii)Largeamountoffundsinvolved:Thesedecisionsresultinasubstantialportionof

capitalfundsbeingblockedinlong-term projects

(iii)Riskinvolved:Fixedcapitalinvolvesinvestmentofhugeamounts.Itaffectsthe

returnsofthefirm asawholeinthelong-term.Therefore,investmentdecisionsinvolving

fixedcapitalinfluencetheoverallbusinessriskcomplexionofthefirm.

(iv)Irreversibledecisions:Thesedecisionsoncetaken,arenotreversiblewithoutincurring

heavylosses.

FACTORSAFFECTINGTHEREQUIREMENTOFFIXEDCAPITAL

1.Nature ofBusiness:The type ofbusinesshasa bearing upon the fixed capital

requirements.Forexample,atradingconcernneedslowerinvestmentinfixedassets

comparedwithamanufacturingorganisation.

2.ScaleofOperations:Alargerorganisationoperatingatahigherscaleneedsbigger

plant,morespaceetc.andtherefore,requireshigherinvestmentinfixedassetswhen

comparedwiththesmallorganisation.



3.ChoiceofTechnique:Someorganisationsarecapitalintensivewhereasothersare

labourintensive.Acapital-intensiveorganisationrequireshigherinvestmentinplantand

machineryasitrelieslessonmanuallabour.

4.TechnologyUp gradation:In certain industries,assets become obsolete sooner.

Consequently,theirreplacementsbecomeduefaster.Higherinvestmentinfixedassets

may,therefore,berequiredinsuchcases.

5.Growth Prospects:Highergrowth ofan organisation generally requires higher

investmentinfixedassets.

6.Diversification:Afirm maychoosetodiversifyitsoperationsforvariousreasons,With

diversification,fixedcapitalrequirementsincreases.

7.FinancingAlternatives:Adevelopedfinancialmarketmayprovideleasingfacilitiesas

analternativetooutrightpurchase.Availabilityofleasingfacilities,thus,mayreducethe

funds required to be invested in fixed assets,thereby reducing the fixed capital

requirements.Suchastrategyisspeciallysuitableinhighrisklinesofbusiness.

8.LevelofCollaboration:Attimes,certainbusinessorganisationsshareeachother’s

facilities.Forexample,abankmayuseanother’sATM orsomeofthem mayjointly

establishaparticularfacility.Suchcollaborationreducesthelevelofinvestmentinfixed

assetsforeachoneoftheparticipatingorganisations.

WORKINGCAPITALREQUIREMENTS

Networkingcapitalmaybedefinedastheexcessofcurrentassetsovercurrentliabilities.

FACTORSAFFECTINGWORKINGCAPITALREQUIREMENTS

1.NatureofBusiness:TradingOrganisations–Lessworkingcapital

ManufacturingOrganisations–moreworkingcapital

2.ScaleofOperations:Largescaleorganizations–moreworkingcapital

Smallscaleorganizations–lessworkingcapital

3.BusinessCycle:Boom period -moreworkingcapita

Depressionperiod-lessworkingcapital

4.Seasonalfactors:Peakseason–moreworkingcapital

Leanseason–lessworkingcapital

5.Productioncycle:Longerproductioncycle–moreworkingcapital

Shorterproductioncycle–lessworkingcapital



6.Creditallowed: Conservative/strictcreditpolicy–lessworkingcapital

Liberalcreditpolicy–moreworkingcapital

7.Creditavailed:Ifcreditisavailableeasilyfrom suppliers -lessworkingcapital

Ifcreditisnotavailableeasilyfrom suppliers–moreworkingcapital

8.Operatingefficiency:Ifcurrentassetsaremanagedefficiently–lessworkingcapital

Ifcurrentassetsarenotmanagedefficiently–moreworking

capital

9.AvailabilityofRawMaterial:Easyandtimelyavailabilityofrawmaterial–lessworking

capital

Difficultyandlengthytimeperiodareinvolvedingettingrawmaterials–moreworking

capital

10.GrowthProspects:Ifthereispossibilityofgrowthpotential-moreworkingcapital

Ifthereisnopossibilityofgrowth–lessworkingcapital

11.LevelofCompetition:Ifthereisstiffandcut-throatcompetition–moreworking

capital

Lesscompetitionandmonopolylikesituation–lessworking

capital

12.Inflation:Duringinflation–moreworkingcapital

Duringrecession–lessworkingcapital

FINANCIALLEVERAGE/CAPITALGEARING/TRADINGONEQUITY

Itisanassumptionthatbyusingfixedchargebearingsecuritiesinthecapital

structureofacompany,returntotheequityshareholderscanbeincreased.Butthisis

possibleonlywhentherateofreturnofthecompanyishigherthantherateinterestwhich

acompanypaysonitsdebtcapital.

ForexampleacompanyhasRs.10crorescapital.Option1thecompanyusesonly

equitycapitalOption2thecompanyuses50%equityand50%debtcapitalinitscapital

structure. Rateofinterestondebtis15%.RateofIncome-taxis30% .Profitbefore

interestandtaxisRs.2crores.

Particulars Option1 Option2
Profitbebore interestand taxes
(PBIT)

2,00,00,000 2,00,00,000



Less:Interestondebt ------------- 15,00,000
Profitaftertax 2,00,00,000 1,85,00,000
Less:Income–tax@30% 60,00,000 55,50,000
Profitaftertaxandinterest 1,40,00,000 1,29,50,000
No.ofequityshares(FV Rs.10
each)

20,00,000 10,00,000

Returntoshareholders(EPS) Rs.7 Rs.12.95

Questions(withsomehintswherevernecessary)

Importantquestionsareshownwith*markandtheMostimportantquestionsareshown
with**mark

*1.Namethecheapestsourceoffinancetoacompany.
1M

Ans.Debtcapital

2.Namethedecisiontoacquireanewandmodernplanttoupgradeanoldone.
1M

Ans.Investmentdecision

**3.WhatismeantbyCapitalStructure?
1M

**4.Enumeratethreeimportantdecisionstakeninfinancialmanagement.
1M

5.Whatisthelinkbetweenoperatingcycleandworkingcapital?
1M

**6.CanaraBankwantstoopenanewbranchofhisbank?Whatisthisdecisioncalled?
1M

Ans.Investmentdecision

*7.Whatisthecostofraisingfundscalled?
1M

Ans.Floatationcost

8.Whyinvestorswantdividend?
1M

9.Definebusinessfinance.
1M

10.HowtheEPSiscomputed?
1M

Ans.Earningsavailableforequityshareholders/No.ofequityshares

11.HowtheInterestCoverageRatioiscomputed?



1M

Ans.EBIT/Interest

12.HowtheReturnonInvestmentiscomputed?
1M

Ans.EBIT/CapitalEmployedX100

*13.Whichisthemostcostlycapitalforacompany?
1M

Ans.Equitysharecapital

14.Nametheconceptwhichincreasesthereturnonequityshareswithachangeinthe
capitalstructureofacompany.
1M

Ans.TradingonEquity

**15.Statewhytheworkingcapitalneedsfora‘Service-industry’aredifferentfrom that
ofaManufacturingindustry.
1M

Ans.Serviceindustriesneedlessworkingcapitalbecausetheydonotrequireany
inventory.Theydonothaveanymanufacturingprocess.

**16.Nameanytwoessentialingredientsofsoundworkingcapitalmanagement.
1M

Ans.Inventory,debtors

**17.‘Costofdebt’islowerthanthe‘costofequitysharecapital’Givereasonswhyeven
thenacompanycannotworkonlywiththedebt.
1M

Ans.Acompanycannotexistwithoutequitysharecapital

*18.WhatismeantbyGrossworkingcapital?
1M

Ans.Totalinvestmentoncurrentassets(Currentliabilitiesshouldnotbededucted)

19.Namethatportionofcurrentassetswhichisfinancedbyfixedliabilities.
1M

Ans.Networkingcapital

20.Whyisworkingcapitalneeded?Giveanyonereason.
1M

Ans.Itisrequiredtomeetdaytodayexpenses.

21.Discusstwoobjectivesoffinancialplanning.
3M

22.Whatisfinancialrisk?Whydoesitarise?



3M

23.Definecurrentassetsandgivefourexamples.
3M

24.Financialmanagementisbasedonthreebroadfinancialdecisions.Whatarethese?
3M

**25.Whatisthemainobjectiveoffinancialmanagement?
3M

26.Discussaboutworkingcapitalaffectingbothliquidityaswellasprofitabilityofa
business.
3M

Hint:Theworkingcapitalshouldneitherbemoreorlessthanrequired.Boththese
situationsareharmful.Itisconsideredasanecessaryevil.

27.Howdoescostofcapitalaffectthecapitalstructureofacompany?
3M

*28.“SoundFinancialManagementisthekeytotheprosperityofbusiness:Explain
3M

Hint:Roleoffinancialmanagement

*29.Explainthefactorsaffectingtheinvestingdecisionofacompany.
3M

30.Statethetwoimportantobjectivesoffinancialplanning.
3M

Hint:i)Toensuretimelyavailabilityoffinanceii)Toensureproperbalanceoffinance.

31.ExplainthemeaningofFixedCapital.Explainanytwofactorsthatdeterminethe
fixedcapitalofacompany.
3M

32.Whatistheroleof‘Leasing’indeterminingtherequirementoffixedcapital?
3M

33.‘Fixedcapitaldecisionsinvolvemorerisk’How?
3M

34.How‘scaleofoperations’affecttherequirementoffixedcapital?
3M

35.Lengthofproductioncycleaffectstheworkingcapitalrequirementsofan
organisation.Explain
3M

36.Howare‘GrowthProspects’relatedwiththerequirementofworkingcapital?
3M

37.Howdoes‘Riskconsideration’affectthecapitalstructuredecision?
3M



38.How‘CapitalStructureofothercompanies’affectsthecapitalstructuredecision?
3M

39.WhatdoyoumeanbyFinancialLeverage?
3M

Hint:Tradingonequity

40.Explainthe‘EarningsBeforeInterestandTaxes’-EBIT
3M

41.“ShareCapitalisbetterthandebtcapital”Inthefavourofthisstatementexplainone
factorwhichaffectsthecapitalstructure.
3M

Hint:Cashflowpositionorotherrelevantpointwhichfavoursequitycapital

42.Whendebtcapitalischeaperthantheequitycapital,whydon’tcompaniesgofor
debtcapitalalone?
3M

Hint:Apubliccompanycannotbeincorporatedwithoutequitysharecapital

43.Howthecontrolofexistingshareholdersaffects?Howthissituationcanbeavoided?3M

Hint:Thissituationcanbeavoidedbyraisingdebtcapitalratherthanequitycapital

44.“Taxbenefitisavailableonlyincaseofpaymentofinterestandnotonthepayment
ofpreferencedividend“Why
3M

Hint:Interestondebtonlytaxdeductableexpensebutnotpreferencedividend.

45.‘Capitalstructuredecisionisessentiallyoptimizationofrisk-returnrelationship’
Comment
4M

46.ACapitalbudgetingdecisioniscapableofchangingthefinancialfortuneofa
business.Doyouagree?WhyorWhynot?
4M

47.Whatistheimportanceofcapitalbudgetingdecisions?
4M

**48.Toavoidtheproblemsofshortageandsurplusoffundswhatisrequiredin
financialmanagement?Nametheconceptandexplainitsanythreepointsof
importance.
4M

Hint:FinancialPlanning.

49.Explainbrieflyanyfourpointsoftheroleoffinancialmanagement.
4M

50.Totackletheuncertaintyinrespectofavailabilityandtimingsoffundswhatis
required?Nametheconceptinvolvedandexplainitsthreepointsofimportance.



4M

Hint:Financialplanning

**51.Nametheprocesswhichhelpsindeterminingtheobjectives,policies,procedures,
programmesandbudgetstodealwiththefinancialactivitiesofanenterprise.Explainits
threepointsofimportance.
4M

Hint:FinancialPlanning

52.Explainbygivinganyfourreasons,whycapitalbudgetingdecisionsareimportant.
4M

53.WhatisthemeaningofFinancialPlanning?Whyisitimportant?Giveanytwo
reasons.
4M

**54.Explainthefactorsaffectingthedividenddecision.
5M

**55.Explaintheterm ‘TradingonEquity’.Why,WhenandHowitcanbeusedbya
businessorganisation?
5M

56.“Asoundfinancialplanisthekeytosuccessofsoundfinancialmanagementofthe
company”Discuss
5M

Hint:ImportanceofFinancialPlanning.

*57.Howcanthereturnonequitybeincreasedbyusingdebtinthecapitalstructure?
Illustratewithasuitableexample.
5M

Hint:Tradingonequity.

58.“Financialplanningdoesnotserveanyusefulpurpose”Comment
5M

Hint:No,Explaintheimportance

**59.Abusinessmanwhowantstostartamanufacturingconcernapproachesyouto
suggesthim whetherthefollowingmanufacturingconcernswouldrequirelargeorsmall
workingcapital:

i)Bread ii)Sugar iii)Furnituremanufacturingagainstspecificorderiv)Coolers v)
MotorCar
5M

Hint:i)Bread–less ii)Sugar–More iii)Furnituremanufacturingagainstspecificorder
–lessiv)Coolers–More v)MotorCar-More.

60.Whatismeantbyfinancialmanagement?Explainanythreedecisionsinvolvedinit.
5M



**61.Explainthemeaningoffixedcapital.Brieflyexplainanyfourfactorsthatdetermine
thefixedcapitalofacompany.
5M

62.Explainanyfivefactorswhichaffectthedividendpolicyofacompany.
5M

63.“FinancialPlanningdoesnotserveanyusefulpurpose”Comment
5M

64.Howareshareholderslikelytogainwithaloancomponentinthecapitalemployed?
Brieflyexplain
5M

Hint:Tradingonequity

**65.“Determiningtheoverallcostofcapitalandthefinancialriskoftheenterprise
dependsuponvariousfactors.”Explainanyfivesuchfactors.
5M

Hint:Factorsaffectingcapitalstructure

**66.YouareaFinanceManagerofanewlyestablishedcompany.TheDirectorshave
askedyoutodeterminetheamountofFixedCapitalrequirementforthecompany.
Explain anyfourfactorsthatyou willconsiderwhile determining the fixed capital
requirementforthecompany.
6M

**67.Whatisworkingcapital?Howisitcalculated?Discussfiveimportantdeterminants
ofworkingcapitalrequirements.
6M

**68.Explainanysixfactorswhichaffectthecapitalstructureofacompany.
6M

**69.Whatis fixed capitalmanagement?Explain anyfive factors determining the
amountoffixedcapital.
6M

70.Whatismeantbyfinancialmanagement?Explainitsrole.
6M

**71.Explainanysixfactorsaffectingthefinancingdecisionofacompany.
6M

72.Explainanysixfactorsaffectingthedividenddecisionofacompany.
6M

73.Whatdo you mean byfinancialplanning?Discussthe importanceoffinancial
planninginfinancialmanagement.
6M

74.TheBoardofDirectorshasaskedyoutodesignthecapitalstructureofthecompany.
Explainanysixfactorsthatyouwouldconsiderwhiledoingso.
6M



75.“Determinationofcapitalstructureofacompanyisinfluencedbyanumberof
factors”Explainanyfoursuchfactors
6M

CHAPTER10
FINANCIALMARKETS

8Marks
CONCEPTMAPPING:



KeyConceptsinnutshell:

CONCEPTOFFINANCIALMARKET:

Itreferstothemarketwhichcreatesandexchangesfinancialassets.

FUNCTIONSOFFINANICIALMARKET

1.Mobilization ofsavings and channeling them into the mostproductive uses:A

financialmarketfacilitatesthetransferofsavingsfrom saverstoinvestors(industries)



2.Facilitatespricediscovery:Inthefinancialmarket,thehouseholdsaresuppliersof

fundsandbusinessfirmsrepresentthedemand.Theinteractionbetweenthem helpsto

establishapriceforthefinancialassetwhichisbeingtradedinthatparticularmarket.

3.Provideliquiditytofinancialassets:Financialmarketsfacilitateeasypurchaseandsale

offinancialassets.Indoingsotheyprovideliquiditytofinancialassets,sothattheycan

beeasilyconvertedintocashwheneverrequired.

4.Reducethecostoftransactions:Financialmarketsprovidevaluableinformationabout

securitiesbeingtradedinthemarket.Ithelpstosavetime,effortandmoney.



Instruments:

1.TreasuryBill(T-bills): Itisbasicallyaninstrumentofshort-term borrowingbythe

GovernmentofIndiamaturinginlessthanoneyear.TheyarealsoknownasZeroCoupon

Bonds.

2.CommercialPaper: Itisashort-term unsecuredpromissorynote,negotiableand

transferablebyendorsementanddeliverywithafixedmaturityperiod.Itisissuedbylarge

andcreditworthycompaniestoraisesort-term fundsatlowerratesofinterestthanmarket

rates.Itusuallyhasamaturityperiodof15daystooneyear.

3.CallMoney:Itisashort-term financerepayableondemand,withamaturityperiodof

onedaytofifteendays,usedforinter-banktransactions.Itisamethodbywhichbanks

borrowfrom eachothertobeabletomaintainthecashreserveratio.

4.CertificateofDeposit(CD):Itisaunsecured,negotiableshort-term instrumentsin

bearerform,issuedbycommercialbanksanddevelopmentfinancialinstitutions.Itcanbe

issuedtoindividuals,corporationsandcompanies.

5.CommercialBill(TradeBill):Itisashort-term ,negotiable,self-liquidatinginstrument

whichisusedtofinancethecreditsalesoffirms.Thebillcanbediscountedwithabankif

theseller(drawer)needsfundsbeforethebillmaturity.



TYPESOFCAPITALMARKET:

PrimaryMarket:Itisalsoknownasthenewissuesmarket.Itdealswithnewsecurities

beingissuedforthefirsttime.Acompanycanraisecapitalthroughtheprimarymarketin

theform ofequityshares,preferenceshares,debentures,loansanddeposits.

SecondaryMarket:Itisalsoknownasstockmarketorstockexchangeorsecond-hand

market.Itisamarketforthepurchaseandsaleofexistingsecurities.

DifferencebetweenPrimaryMarketandSecondaryMarket

PrimaryMarket SecondaryMarket

1.Itisthemarketfornew
securities.
2.Securitiesareexchanged
betweencompanyandthe
investors.
3.Itpromotescapitalformation
directly.
4.Onlybuyingofsecuritiestakes
place.Securitiescannotbesold
here.
5.Thereisnofixedgeographical
location.
6.Pricesaredeterminedand
decidedbythemanagementofthe

1.Itisthemarketforexisting
securities.
2.Securitiesareexchangedbetween
investors.

3.Itpromotescapitalformation
indirectly.
4.Bothbuyingandsellingof
securitiescantakeplaceinthestock
exchange/stockmarket.
5.Thereisaspecifiedlocation.

6.Pricesaredeterminedbydemand
andsupplyforthesecurityinthe



company.
7.Securitiesareissuedto
investorsforthefirsttime.

stockexchange.
7.Securitiesmaybeboughtandsold
manytimesbutnotthefirsttime.

MethodsofFloatation:

Followingarethemethodsofraisingcapitalfrom theprimarymarket:

• 1.Publicissuethroughprospectus:underthismethodthecompanywantingto

raisecapitalissuesaprospectustoinform andattracttheinvestingpublic. It

invitesprospectiveinvestorstoapplyforthesecurities.

• 2.Offerforsale:underthismethodthesaleofsecuritiestakesplaceintwosteps.

Inthefirststepthecompanysellstheentirelotofsharestotheintermediaryfirms

ofstockbrokersatanagreedprice.Inthesecondstep,theintermediaryresells

thesesharestoinvestorsatahigherprice.

• 3.Privateplacement:In privateplacementtheentirelotofnew securitiesis

purchasedbyanintermediaryatafixedpriceandsoldnottothepublicbutto

selectedclientsatahigherprice.

• 4.Rightsissue(forexistingcompanies:Thisistheofferofnewshares(additional

shares)byanexistingcompanytotheexistingshareholders.Theshareholdermay

eitheraccepttheofferforhimselforassigntoanother. A rightsissuetothe

existingshareholdersisamandatoryrequirement.

• 5.e-IPOs:Acompanyproposingtoissuecapitaltothepublicthroughtheon-line

system ofthestockexchangehastoenterintoanagreementwiththestock

exchange.ThisiscalledanInitialPublicOffer(IPO).Theissuercompanyshould

also appointa registrarto the issue having electronic connectivity with the

exchange.

STOCKEXCHANGE



• MeaninganddefinitionofStockexchange:Thestockexchangeisamarketinwhich

existingsecuritiesareboughtandsold.

• Thesecuritiescontract(regulation)act,1956defines“astockexchangeas

anassociation,organization,bodyofindividuals,whetherincorporatedornot,

establishedforthepurposeofassisting,regulatingandcontrollingofbusinessin

buying,sellinganddealinginsecurities”.

Functionsofstockexchange

1.Providing Liquidityand Marketabilityto Existing Securities:Itgivesinvestorsthe

chancetodisinvestandre-invest.Thisprovidesbothliquidityandeasymarketabilityto

alreadyexistingsecuritiesinthemarket.

2.PricingofSecurities:Sharepricesonastockexchangearedeterminedbytheforcesof

demandandsupply.Astockexchangeisamechanism ofconstantvaluationthrough

whichthepricesofsecuritiesaredetermined.

3.SafetyofTransactions:Themembershipofastockexchangeiswellregulatedandits

dealingsarewelldefinedaccordingtotheexistinglegalframework.Thisensuresthatthe

investingpublicgetsasafeandfairdealonthemarket.

4.ContributestoEconomicGrowth:A stockexchangeisamarketinwhichexisting

securitiesarere-soldortraded.Throughthisprocessofdisinvestmentandre-investment

savingsgetchannelizedintotheirmostproductiveinvestmentavenues. Thisleadsto

capitalformationandeconomicgrowth.

5.SpreadingofEquityCult:Theexchangecanplayavitalroleinensuringwidershare

ownershipbyregulatingnewissues,bettertradingpracticesandtakingeffectivestepsin

educatingthepublicaboutinvestments.

6.ProvidingScopeforSpeculation:Thestockexchangeprovidessufficientscopewithin

intheprovisionsoflawforspeculativeactivityinarestrictedandcontrolledmanner.



TRADINGPROCEDURE:-

Theprocedureforpurchaseandsaleofsecuritiesinastockexchangeinvolvesthe
followingsteps:

1.Selectionofbroker

Thefirststepistoselectabrokerwhowillbuy/sellsecuritiesonbehalfofthe
investor.Thisisnecessarybecausetradingofsecuritiescanonlybedonethrough
SEBIregisteredbrokerswhoarethemembersofastockexchange.Brokersmaybe
individual,partnershipfirmsorcorporatebooks.Thebrokerchargesbrokerage/
commissionforhisservices.

2.Openingdemataccount

Thenextstepistoopenademataccount.Demat(Dematerialised)accountrefers
toanaccountwhichanIndiancitizenmustopenwiththedepositoryparticipant
(banks,stock,brokers)totradeinlistedsecuritiesinelectronicform.

Thesecuritiesareheldintheelectronicform byadepository.Atpresent,thereare
twodepositoriesinIndiaNSDL(NationalSecuritiesDepositoryLtd.)andCDSL
(CentralDepositoryServicesLtd.)

Depository interacts with the investors through depository participants.Your
DepositoryParticipantwillmaintainyoursecuritiesaccountbalancesandintimate
toyouthestatusofyourholdingfrom timetotime.

3.Placingtheorder

Thenextstepistoplacetheorderwiththebroker.Theordercanbecommunicated
tothebrokereitherpersonallyorthroughtelephone,cellphone,e-mailetc.

Theinstructionsshouldspecifythesecuritiestobeboughtorsoldandtheprice
range within which theorderisto beexecuted.Onlythe securitiesoflisted
companiescanbetradedonthestockexchange.

4.Executingtheorder

Accordingtotheinstructionsoftheinvestor,thebrokerbuysorsellssecurities.

Thebrokerthenissuesacontractnote.Acopyofthecontractnoteissenttothe
client.Thecontractnotecontainsthenameandthepriceofthesecurities,names
oftheparties,brokeragecharged.Itissignedbythebroker.

5.Settlement

Thisisthelaststageinthetradingofsecuritiesdonebythebrokersonbehalfof
theirclients.Themodeofsettlementdependsuponthenatureofthecontract.

EquityspotmarketfollowsaT+2rollingsettlement.Thismeansthatanytrade
takingplaceonMondaygetssettledbyWednesday.Alltradingonstockexchanges
takesplacebetween9:55am and3:30pm.IndianStandardTime,MondaytoFriday.



Deliveryofsharesmustbemadeindematerializedform,andeachexchangehasits
ownclearinghouse,whichassumesallsettlementrisk.

DEPOSITORYSERVICES:-

Itreferstothatservicethroughwhichthetransferofownershipinsharestakesplaceby

meansofbookentrywithoutthephysicalmovementofshares.

PARTICIPANTSOFDEPOSITORYSERVICES:

i.DEPOSITORY:-ADepositoryisaninstitutionwhichholdsthesharesof

aninvestorinelectronicform.Atpresent,therearetwodepository

institutionsinIndia:

1.NSDL–NationalSecuritiesDepositoryLimited.

2.CDSL–CentralDepositoryServicesLimited.

ii.DEPOSITORY PARTICIPANT:A DepositoryParticipant(DP)is an

agentofthedepository.Hefunctionsasamediatorbetweenthe

issuing companyand the investorsthrough the depository..He

openstheaccountsandmaintainsthesecuritiesaccountbalanceof

theinvestorsandconveysthem thestatusoftheirholdingfrom time

to time..As perSEBIguidelines,banks,stockbrokers etc can

becomedepositoryparticipants.

iii.INVESTOR:Heisapersonwhowantstodealinsharesandwhose

nameisrecordedwithaDepository.

iv.ISSUINGCOMPANY:Itisthatorganizationwhichissuesthesecurities.

Theissuingcompanysendsalist oftheshareholdersto the

depositories.

D’MAT/DematACCOUNT:

Dematerialization (popularlyknown as D’Mat)is the process ofconverting a share

certificatefrom itsphysicalform toelectronicform andcreditthesamenumberof

holdingstotheD’MatA/cwhichtheinvestoropenswithadepositoryparticipant.

D’MatAccountreferstothataccountwhichisopenedbytheinvestorswithdepository

participanttofacilitatetradinginshares.

BENEFITSOFDEPOSITORYSERVICESand D’MATACCOUNT:



i) Exemptionofstampdutyfordealinginsharesintheelectronicform.

ii) Eliminationofproblemsassociatedwithtransferofsharesinphysicalform.

iii) Increasedliquiditythroughspeedysettlement.

iv) Reductioninpaperwork.

v) Attractsforeigninvestorsandpromotingforeigninvestments



• SEBI’SCHAIRMANMR.U.K.SINHA
• Itwassetupin1988toregulatethefunctionsofthesecuritiesmarketswithaview

topromotingtheirorderlyandhealthydevelopment,toprovideadequateprotection

to investors and thus to create an environmentto facilitate mobilization of

adequateresourcesthroughthesecuritiesmarket.

• 1stMay,1992SEBIwasgrantedlegalstatus. Itisabodycorporatehavinga

separatelegalexistenceandperpetualsuccession

OBJECTIVESOFSEBI
• 1.Toregulatestockexchangesandthesecuritiesindustrytopromotetheirorderly

functioning.

• 2.Toprotecttherightsandinterestsofinvestors,particularlyindividualinvestors

andtoguideandeducatethem.

• 3.Topreventtradingmalpracticesandachieveabalancebetweenselfregulation

bythesecuritiesindustryanditsstatutoryregulation.

• 4.Toregulateanddevelopacodeofconductandfairpracticesbyintermediaries

likebrokers,merchantbankersetc.,withaviewtomakingthem competitiveand

professional.

FUNCTIONSOFSEBI

ProtectiveFunctions:

(i)SEBIprohibitsfraudulentandunfairtradepracticesinthesecuritiesmarketsuchas

(a)PriceRigging–Makingmanipulationswiththesoleobjectiveofinflatingordepressing



themarketpriceofsecurities.

(b)Misleadingstatements:SEBIprohibitsmisleadingstatementswhicharelikelytoinduce

thesaleorpurchaseofsecurities.

(ii)SEBIProhibitsinsidertrading.Aninsiderisapersonconnectedwiththecompanywho

is reasonablyexpected to have access to price sensitive information in respectof

securitiesofacompanywhichisnotavailabletopublicatlarge. Directors, promoters

etc.,areconsideredasinsiderswhentheymakeuseofprivilegedinformationtomake

individualprofitsbybuyingorsellingofthesecuritiesothecompanyiscalledinsider

trading.

(iii)SEBIundertakesstepstoeducateinvestorsthroughinvestors,camps,T.V,News

papersetc.,

(iv)SEBIpromotesfairpracticesandcodeofconductinsecuritiesmarketsuchas

a)Companiescannotrolloverthedebentureholders,fundsunilaterallyandcannotchange

terms - term.

b)SEBIisempoweredtoinvestigatecasesofinsidertradingandhasprovisionsforstill

fineandimprisonment.

c)SEBIhasstoppedthepracticeofmakingpreferentialallotmentofsharesatlowerprices

thanmarketprice.

(v)SEBIissuestimelyguidelinesclarificationstoinvestorsduringstockmarketup’sand

downs.

DevelopmentFunction:

i.SEBIpromotestrainingofintermediariesofthesecuritiesmarketsuchasbrokers,sub–

brokersetc.,

ii.SEBIhaspermittedinternettradinginalimitedwaythroughregisteredstockbrokers.

iii.Inordertoreducethecostofissue,SEBIhasmadeunder–writingoptional.

iv.SEBIhasacceptedthesystem ofusingthestockexchangestomarketIPO’s

v.AllintermediariesincludingcollectingbanksheretoregisterwithSEBI

vi.RegistrationofforeignInstitutionalinvestors(FIIs)allowedforthedevelopmentand

growthofIndianmarkets.

vii.PSUbondsbroughtunderSEBI’spurview

viii.Privatemutualfundsareallowedforthebenefitofsmallinvestors.

ix.DebenturetrusteestoberegisteredbySEBIetc.



RegulatoryFunctions:

i.SEBIregistersandregulatestheworkingofmutualfunds.

ii.SEBIregulatestakeoverofcompanies

iii.SEBIconductsinquiresandauditofthestockexchange.

iv.SEBIregistersandregulatestheworkingofstock–brokers,Sub–Brokers,Brokersto

anissue,andRegistrarstoanissue,sharetransferagentsandsuchotherintermediaries

inthestockmarket.

v.SEBIregulatesthebusinessinstockexchangesandsecuritiesmarket.

vi.SEBIhas notified rules and regulations and a code ofconductto regulate the

intermediariesinthesecuritiesmarketsuchasunderwriters,merchants,brokersetc.,

vii.LevyingfeeorotherchargesforcarryingoutthepurposesoftheAct.

Questions(withsomehintswherevernecessary)

Importantquestionsareshownwith*markandtheMostimportantquestionsareshown

with**mark

*1.WhatisaTreasuryBill?

1M

*2.Whatisfinancialmarket?

1M

3.DefineCapitalMarket.

1M

4.WhatismeantbyCommercialPaper?

1M

5.Listouttheinstrumentofcapitalmarket.

1M

6.Definestockexchange.

1M

7.Whatiscallmoney?

1M

8.Whatisprimarymarket?

1M

9.WhatdoyoumeanbySecondaryMarket?

1M



10.Definemoneymarket.

1M

11.WhatisD’MatAccount?

1M

12.Nametheform ofsharesinwhichtheyarestoredunderDepositorysystem?

1M

Hint:ElectronicForm

13.WritethenameofanyoneIndianDepositorySystem .

1M

14.Whatismeantby‘Rightsissueofshares’?

3M

15.DifferentiatebetweenCPandCD

3M

16.“Stockmarketimpartsliquiditytoinvestment”–Comment

3M

17.Whatarethecomponentsoffinancialmarkets?

3M

18.WhatisthedifferencebetweenCDandFD?

3M

19.WhatareT-bills?

3M

20.ExplainthesegmentsofCapitalmarket.

3M

Hint:PrimaryMarketandSecondaryMarket

21.Whatispre-emptiveright/rightsissue?

3M

22.“Moneymarketinstrumentsaremoreliquidthancapitalmarketinstrument”

Comment

3M

23.WhataredevelopmentalfunctionsofSEBI?

3M

24.WhatareprotectivefunctionsofSEBI?

3M

25.Nameanysixregionalstockexchanges.



3M

26.Natureofcapitalmarketcanbewellexplainedwiththehelpofitsfeatures.Stateany

threesuchfeaturesofcapitalmarket.

3M

*27.WhataretheobjectivesofSEBI?

3M

28.Explainthescopeofcapitalmarket.

4M

Hint:i)Usesoffundsii)Suppliersoffundsiii)Capitalmarketinstrumentsiv)Financial

intermediaries.

**28..Distinguishbetweenprimarymarketandsecondarymarket.

4M

**29whatarethefunctionsoffinancialmarkets?

4M

30.WhatismeantbyPrimaryMarket?Brieflyexplaintheconceptof‘Rightsissuefor

existingcompanies’.

4M

31.Definestockexchange.Explainanytwofeaturesofstockexchange.

4M

*32.DistinguishbetweenCapitalMarketandMoneyMarketonthebasisof i)Expected

Returnii)Safety iiii)Instruments iv)Liquidity 4M

33.Whatismeantby‘PrimaryMarket’?Explainanytwomethodsoffloatingnewissued

inthePrimaryMarket. 4M

34.“Topromoteorderlyandhealthygrowthofsecuritiesmarketandprotectionof

investors,SecuritiesandExchangeBoardofIndiawassetup”Withreferencetothis

statementexplaintheobjectiveofSecuritiesandExchangeBoardofIndia.

4M

35.Whatismeantby‘FinancialMarket’ExplainanytwofunctionsofFinancialMarket?

4M

**36.DistinguishbetweenCapitalMarketandMoneyMarket.

5M

**37.Whatarethefunctionsofstockexchange?

5M



**38.Explainthevariousmoneymarketinstruments.

5M

39..Explaintheprocedureoftradingonastockexchange.

5M

Hint:i)Selectionofbrokerii)Placingtheorder iii)Executingtheorderiv)Settlement

*40.“SEBIistheregulatoryauthorityofthesecuritiesmarket”.Doyouagree?Giveany

fourreasonsinsupportofyouranswer.

5M

Hint:RegulatoryFunctionsofSEBI

41.“Primarymarkethelpsforcapitalformationwhereassecondarymarketprovides

liquidity”.Discuss

5M

*42.“SEBIisthewatchdogofthesecuritiesmarket”Comment

5M

Hint:Yes,RegulatoryFunctionsofSEBI

*43.“Intoday’scommercialworld,thestockexchangeperformsmanyvitalfunctions”Do

youagree?Giveanyfourreasonsinsupportofyouranswer.

5M *44.Stateanyfivemethodsoffloatingnewissuesintheprimarymarket.

5M

45.“Financialmarketplaysanimportantroleintheallocationofscarceresourcesinan

economybyperformingmanyimportantfunctions”Explainanyfoursuchfunctions.

5M

Hint:FunctionsofFinancialMarket

*46.ExplaintheFunctionsofSEBI.

6M

*47.WhatisIPO?Explainvariousmethodofmakingit.

6M

48.ExplaintheOrganisationalStructureofSEBIandobjectivesofitscommittees.

6M

49.Namethemechanism throughwhichtransactionsarecompletedinthedepository

service.

1M

Hint:Bookentry

50.WhatisdepositoryService?Explaintheparticipantsofthisservices.



6M

51.WhatdoyouunderstandbyD’MatAccount?Explainthebenefitsofit.

6M

THEORGANISATIONALSTRUCTUREOFSEBI

i)SEBIisworkingasacorporatesector

ii)Itsactivitiesaredividedintofivedepartments.Eachdepartmentisheadedbyan

executivedirector.

iii)TheheadofficeofSEBIisatMumbaiandithasbranchofficesatKolkata,Chennaiand

Delhi

iv)SEBIhasformedtwoadvisorycommitteestodealwithprimaryandsecondarymarkets.

v)Thesecommitteesconsistofmarketplayers,investorsassociationsandeminent

persons.

ObjectivesofthetwoCommitteesare:

i)ToadviseSEBItoregulateintermediaries

ii)ToadviseonissuesrelatedtodevelopmentofprimarymarketinIndia.

iii)ToadviseSEBIondisclosurerequirementsofcompanies

iv)Toadviseforchangesinthelegalframeworkforsimplificationandtransparencyinthe

primarymarket.

v)Toadvisetheboardonmattersrelatingtoregulationanddevelopmentofsecondary

marketinIndia.



CHAPTER–11

MARKETINGMANAGEMENT

14Marks

LINKINGCLASSXISYLLABUS:

Business→Trade→Aidstotrade→Marketing/Advertising.

CONCEPTMAPPING:

1.Market,Consumer,Seller/Marketer–meaning

2.Marketing–Meaning,Features

3.MarketingManagementPhilosophies

4.MarketingFunctions

5.MarketingMix–product,price,placeandpromotion

6.Advertising–meaning,features,meritsandlimitations..

7.Objectionstoadvertising

8.Salespromotion–meaningandvarietyofTools/methodsused.

9.Personalselling–Conceptandqualitiesofagoodsalesman



10.PublicRelations–conceptandrole.

KEYCONCEPTSINNUTSHELL

MARKET:Itreferstoaplacewherethebuyersandsellersmeeteachotherforsaleand

purchaseofthecommodity.

CUSTOMER:Customersreferstothepeopleororganizationthatseeksatisfactionoftheir

needsandwants.

SELLERORMARKETEER:Thesellersormarketersofferavarietyofentitiestocustomers.

MARKETING:Marketingmakesgoodsandservicesmoreusefultothesocietybycreating

place,timeandpossessionutilities.

FEATURESOFMARKETING:

a.Needsandwants

b.Creatingamarketoffering

c.Customervalue

d.Exchangemechanism

¬DIFFERENCEBETWEENSELLINGCONCEPTANDMARKETINGCONCEPT:

Points SellingConcept MarketingConcept

Startingpoint Factors Market

MainFocus Attractingconsumers Consumersatisfaction

Means
Advertising,personalsellingand

salespromotion
Variousmarketingactivities

Ends Profitthroughmaximum sales
Profitthroughconsumer

satisfaction

MARKETING MANAGEMENT:Itdeals with planning,organizing and controlling the

activitiesrelatedtothemarketingofgoodsandservicestosatisfytheconsumer’swants.

NATURE:



1.Itisgoaldiverted

2.Itdeterminestheappropriatemarketingmixifthefirm.

3.Itisafunctionalareaofmanagement

4.Itisaspecializedjob

5.Itisthemarketingconceptinaction

OBJECTIVES:

a.Creationofdemand

b.Marketshare

c.Goodwill

d.Profitablesalesvolumethroughcustomersatisfaction

e.Todeterminemarketingmixthatwillsatisfytheneedsofthecustomers

f. Togenerateadequateprofitsforthegrowthofthebusiness



MARKETINGFUNCTIONS:

1. Marketingresearch

2. Marketingplanning

3. Productplanningdevelopment

4. Buyingandassembling

5. Packagingandlabeling

6. Branding

7. Customersupportservices

8. Storageandwarehousing

9. Transportation

10. Promotionandselling

11. Standardisationandgrading

12. Pricing

13. Fixing

14. Risktaking

MARKETINGMIX,ELEMENTS:

1.ProductMix



2.PriceMix

3.PlaceMix

4.PromotionMix

MEANINGOFMARKETINGMIX:

Itreferstothecombinationoffourbasicelements,product,price,promotion

andtheplaceknownasthefourP’sofmarketing.

PRODUCT:Totalnumberofproductsanditemsthataparticularsellerofferstothe

marketiscalledmarketmix.

a.Branding

b.Trademark

c.Packaging

d.Labelling

PRICEMIX:Itistheworthofaproductorserviceinmonetaryterms:

Factorsconsideredbeforefixingpriceare

a)Companyobjectives

b)Cost

c)Competition

d)Customerdemand

PLACEMIX:Itreferstoasetofdecisionsthatneedtobetakeninordertomakethe



productavailabletotheconsumersforpurchaseandconsumption.

Channelsofdistribution.

Physicaldistribution

CostandservicetradeoffinLogistics

PROMOTION MIX: It is concerned with activities that are undertaken to

communicatewithbothcustomersandparticipateinthechannelofdistribution

suchthatsalesgoalsarerealized.

ACTIVITIESINVOLVEDINPHYSICALDISTRIBUTIONOFGOODS

a.Transportation

b.Inventory

c.Warehousing

d.Orderprocessing

FACTORSTOBEKEPTINMINDBEFOREPRICING

a.Costofproduction

b.Demandforproduct

c.Priceifcompetitivefirms

d.Purchasingpowerifcustomers

e.Governmentregulations

f. Objective

CHARACTERISTICSOFGOODBRANDNAME:

1.Simpleandshort



2.Easilypronounceable

3.Suggestive

4.Distinctive

VARIOUSLEVELSOFCHANNELSOFDISTRIBUTION

1.Directchannel/Zerolevelchannel

2.Indirectchannels

a.Onelevelchannel–ManufacturertoRetailer

b.Twolevelchannel–ManufacturertoWholesalertoRetailer

c.Threelevelchannel– ManufacturertoAgent– Wholesaler– Retailer-

Consumer

FUNCTIONSOFPACKAGING:

a)Protection

b)Identification

c)Convenience

FUNCTIONSOFLABELLING:

a)Identification

b)Classification

c)Promotion

ADVANTAGESOFBRANDING:



a)Brandnamehelpsinadvertisingineasierway

b)Brandnameestablishesthepermanentidentifyoftheproduct.

c)Brandnamepromotesrepurchasing.

d)Competitionbecomeseasierwiththehelpofbrandloyalty.

ADVERTISING:Itisdefined asanypaid form ofnon-personalpresentation or

promotionofideas,goodsorservicesbyanidentifiedsponsor.

Merits: 1)Massreach

2)Enhancingcustomersatisfaction

3)Expressiveness

4)Economical

Limitations:1)Lessforceful

2)Lackoffeedback

3)Inflexibility

4)Loweffectiveness

Features:a)Paidform

b)Impersonalpresentation

c)Speedyandmarscommunication

d)Identifiedsponsor

OBJECTIONSTOADVERTISEMENT

a)AddstoCosts:Advertisingcostsarepassedontotheconsumersintheform

ofhighprices.

b)SomeAdvertisementsareinbadtaste.



c)Underminessocialvalues.

d)Confusesthebuyers.

e)Encouragesthesaleofinferiorgoods.

PERSONALSELLING:Itinvolvesface-to-faceinteractionbetweenthesellerandthe

prospectivebuyer.

Features: 1) Personalinteraction

2) Twowaycommunication

3) Betterresponse

4) Relationship

QUALITIESOFAGOODSALESMAN:

i) PhysicalQualities–personality,stamina,health,tolerance

ii) MentalQualities–mentalalertness,sharpmemory,initiative,imagination

andselfconfidence.

iii) SocialQualities–Socialbilty,tact,soundcharacter,sweetnature.

iv) Vocationalqualities–Knowledgeofproduct,knowledgeofcompetitive

products,trainingandaptitude.

Salespromotion:Itrefersto shortterm useofincentivesorotherpromotion

activitiesthatseektostimulateinterest.

a)Rebates

b)Refunds

c)Discounts



d)Quantitydeals

e)Contents

f) Packagedpremium

g)Containerpremium

h)Premium Gifts

i) Sampling

j) Freeinmailpremiums

PUBLIC RELATIONS

Meaning:Publicrelationsarethedeliberate,plannedandsustainedeffortto

establishandmaintainunderstandingbetweenanorganizationanditspublic.

ROLEOFPUBLICRELATIONS:

i) Morecredible.

ii) EconomicalMedium

iii) Imagebuilding.

iv) Booststhesalesoftheorganization.

VARIOUS PUBLIC RELATION TOOLS TO SHAPE THE PUBLIC IMAGE IF THE

ORGANISATION



a) News

b) Speeches

c) Events

d) WrittenMaterials

e) Publicserviceactivities

QUESTIONS(WITHSOMEHINTSWHEREVERNECESSARY)

1.Definemarketinmodernmarketingsense. 1M

2.Giveanexampleofserviceswhichcanbemarketed. 1M

Hint:MarketOffer

3.Definemarketingmanagementinpresentcontext. 1M

4.“Theydon’tsellwhattheycanmake,buttheymakewhattheycansell“.

Namethemarketingphilosophytowhichthisstatementisrelated. 1M

5.Whichconceptofmarketingsuggeststhattheorganizationshouldearn

profitthroughconsumersatisfactionandsocialwelfare? 1M

6.Giveonefunctionofmarketing.

1M

7.Givefewexamplesofdirectchannel(zerolevel) 1M



8.Whatdoyoumeanbyproduct?

1M

9.Mentiononeadvantageofbrandingtoconsumers. 1M

10.Whatismeantbytrademark?

1M

11.Giveonefunctionofpackage.

1M

12.Statethefeaturesofadvertising(anyone) 1M

13.Mentiononeobjectiontoadvertising. 1M

Hint:Underminessocialvalues.

14.Definesalespromotion.

1M

15.Explainthevariousmethodofsalespromotion. 3/4M

16.Whatismeantbyproductconceptofmarketing? 3/4M

17.Explainthefeaturesofmarketing.

3/4M

18.‘Productisabundleofutilities’Doyouagree?Comment 3/4M

Hint:Itincludesphysicalobjects,services,ideas,place,experiences,properties,

events,information’s,personswhichcanbeofferedtothepotentialbuyersfortheir

use.

19.Outlinetheobjectivesofmarketingmanagement. 3/4M



20.Enlisttheadvantagesofpackagingofproducts.

3/4M

21.Explaintheterm personalsellingandexplainthequalitiesofagood

salesman..

5/6M

22.Advertisingandpersonalsellingbotharecommunicationtoolsusedbythe

marketerstopromotetheirproducts.Yet,theydifferintheirapproach.

Differentiatebetweenthetwobygivinganysixdifferences. 5/6M

Hints:Anyfivedifferences.

23.Expenditureonadvertisingisasocialwaste.Doyouagree?Discuss.5/6M

Hint:Partiallytrue,writeobjectionstoadvertising

24.Explaintheimportanceofadvertisingformanufacturers,consumersandthe

society.

5/6M

25.Explainthefactorsdeterminingchoiceofchannelsofdistributionofany

product.

5/6M

26.Discussthevariouselementsofmarketing–mix.

5/6M

27.Brieflyexplainthefunctionsofmarketing.

5/6M

28.

Whatdoyoumeanbymarketingmanagement?Explainitsobjectives.5/6M



29.Howpersonalsellingisimportanttobusinessmen,customersandthe

society.

5/6M

30.Whatarethemeritsandlimitationsofsalespromotion? 5/6M

31.WhatisPublicRelations?Explainitsrole. 6

M

QUESTIONSBASEDONVALUES:

Whilemarketingcertainbrandofcool-drinks,aMNCisfollowingdualstandardsin

EuropeandAsianCountries.Identifythevaluesmissing.

Ans.

i.Allcustomersshouldbetreatedequally.



ii.Customers’healthshouldbegiventoppriorityratherthaneariningprofits.

iii.Humanvaluesaremissing.



CHAPTER-12

CONSUMERPROTECTION 6Marks

ClassXISyllabusLinkage:

Manufacturer→Wholesaler→Retailer→Consumer→Protection

CONCEPTMAPPING:

 ConceptandImportanceofconsumerprotection

 ConsumerProtectionAct1986

 Meaningofconsumerandconsumerprotection.

 RightsandResponsibilitiesofconsumers.

 Whocanfileacomplaintandagainstwhom?

 Redressalmachinery.



 Remediesavailable

 Consumerawareness-RoleofconsumerorganizationandNGO’s

KEYCONCEPTSINNUTSHELL

Meaning:Consumerprotection refersto protecting the consumeragainstanti-

consumertradepracticesbytheproducersorsellers.

IMPORTANCEOFCONSUMERPROTECTION:

1.Businessisameansofhumanwelfare

2.Growthwithsocialjustice

3.SinglevsMultipleobjectives

4.Stakeholdersofsociety/moraljustification.

5.Powercentre/socialresponsibility

6.Selfinterest

7.Ethicalobligations

8.Publicsupport

9.Consumeristhepurposeofthebusinesslong-term interestofbusiness

CONSUMERRIGHTS:

1.¬Righttosafety

2.Righttobeinformed



3.Righttochoose

4.Righttobeheard

5.RighttoseekRedressal

6.RighttoConsumerEducation

CONSUMERPROTECTIONACT1986:

a)UnderthisAct,remediesavailabletoconsumersareasfollows:

1.RemovalofDefects

2.ReplacementofGoods

3.RefundofPrice

4.Awardofcompensation

5.RemovalofDeficiencyinservice

6.Discontinuousofunfair/RestrictiveTradepractice

CONSUMERRESPONSIBILITIES

1.Consumermustexercisehisrights:Theymustbeawareoftheirrightswhile

buying.

2.ConsmersshouldbuyonlystandardgoodslikeISI/AGMARKgoodsonly.

3.Filingcomplaintfortheredressalofgenuinegrievances.

4.Consumermustbequalityconscious/shouldnotcompromiseonquality.

5.Consumersshluldlearntherisksassociatedwithproductsandservices.



6.DonotforgettogetreceiptandGuarantee/WarrantyCard.

7.Consumersshouldreadlabelscarefully.

8.Consumersshouldbehonestintheirdealings.Theyshouldbuyonlylegal

boods.

9.Consumers should respect environment. Avoid waste,littering and

contributingtopollution.

10.Consumersshouldform consumersocieties.

WaysandMeansofConsumerprotection

a)Selfregulationbybusiness:Everyfirm insiststohaveastrongconsumer

basewhichmeansthatmoreandstillmovepeopleshouldbuytheirproducts.

Thisispossibleonlywhentheconsumersarefullysatisfiedwiththeproducts

ofthefirm.

b)BusinessAssociations:Businessassociationsprepareacodeofconductfor

businessmen.

c)ConsumerAwareness:Consumershouldprotecthimself

d)Consumerorganizations:theseorganizationscanforcebusinessfirmsto

avoidmalpracticesandexploitationofconsumers.



e)Government:Interestsoftheconsumersareprotectedbythegovernmentby

enactingvariouslegislations.ConsumerprotectionAct1986isanimportant

legislationbythegovernmenttoprovideprotectiontotheaffectedconsumer.

Variousremediesavailabletotheconsumersforredressingtheirgrievancesunder

theconsumerprotectionAct1986.

a)Districtforum:AccordingtoconsumerprotectionActstategovernmentcan

setuponeormoredistrictforum ineachdistrict.

1)Districtforum hearsdisputesinvolvingasum uptoRs.20Lacs.

2)Itcanfileappealagainstitwiththestatecommissionwithin30days.

b)Statecommission:

c)1)Statecommissionredressesgrievancesinvolvingasum exceedsRs.20

lacsanduptoRs.1crore.

2)Itcanfileanappealbeforethenationalcommissionwithin30days.

d)Nationalcommission:

e) 1)ItisappointedbytheCentralGovernment

2)Ithasthejurisdictiontohearcomplaintsinvolvingasum exceedingRs.1

crore.



3)ItcanfileanappealwiththeSupremeCourtwithin30days

ROLEofConsumerOrganisationsandNon-GovernmentOrganisations(NGO’s)

1.EducationConsumers

2.CollectingdataondifferentproductsandTestingthem

3.Filingsuitonbeliefifconsumers

4.HelpingEducationalinstitutions

5.Promotingnetworkofconsumerassociation.

6.ExtendingsupporttoGovernment

NGOs :Non-GovernmentOrganisations are those organizations which aim at

promotingthewelfareofthepeoplewithnon-profitconcept.Theyaretakingup

variousaspectsofconsumerexploitation.

a)Consumerco-coordinatingcouncils

b)Roleofthepress

c)RoleofUniversities/Schools

Legalprotectiontoconsumers:

a)TheConsumerProtectionAct1986

b)TheContractAct1982

c)TheSaleofGoodsAct1930

d)TheEssentialCommoditiesAct1955



e)TheAgriculturalproduce(GradingandMarketing)Act1937

f) ThePreventionofFoodAdulterationAct1954

g)TheStandardsofWeightsandMeasuresAct1976

h)TheTradeMarksAct1999

i) TheCompetitionAct2002

j) TheBureauofIndianStandardsAct1986.

Questions(withhintswherevernecessary)

1.Mentiontheactwhichprovidesprotectiontoconsumers. 1M

2.Thescopeofconsumerprotectionactisverywide.How? 1M

3.Mentiononereasonbehindimportanceofconsumerprotectionfrom consumer

pointofview.

1M

4.Whatdoesconsumerprotectionact1986aimsat? 1M

5.Consumersmightbeexploitedbyunscrupulous,exploitativeandunfairtrade

practices.Givefewexamplesofsuchpracticesadoptedbysellers.1M

6.Whoisaconsumerunderconsumerprotectionact? 3M

7.Explainthreeaspectsofconsumerprotection. 3M

8.Giveanythreepointsshowingtheimportanceofconsumerprotectionfrom

consumers’pointofview.



3M

9.GivethemeaningofRighttoSafety.

3M

10.Whataretheresponsibilitiesofconsumers? 3M

11.Explaintherightsofconsumers.

5M

12.Whataretheremediesavailabletoconsumersundertheconsumerprotection

act,1986?

5M

13.Explainbrieflyanyfivewaysandmeansofconsumerprotectionfollowedin

India.

5M

14.Explaininbriefanyfiveresponsibilitiesofconsumerstosafeguardtheir

interests.

5M



VALUEBASEDQUESTION

1.Ananyaisapurevegetarian.Shewenttoasnacksbarandaskedfor“Veg.

FrenchFries”.Lateron,shefoundthatithadsomenon-vegetariancontent.Neither

theadvertisement,norpackingoftheproductshowedthatitmayhavenon-

vegetariancontent.Identifythevaluesmissinghereinthiscontext.

Ans.Themanufacturerisnothonest.Sothevaluemissinghereis“Honesty”.

Therighttoinformationisviolated.

2.ApharmaceuticalcompanyismarketingitsmedicinesinIndiawhichwere

bannedinsomeothercountriesduetotheirsideeffects.Thecompanydidnot

mentionthisinformationanywhere.Identifythevaluesmissing.

Ans. I)Righttoinformationisviolated

ii)Consumerprotectionisignored.

iii)Thecompanyisnotfollowinguniform practicesinallthecountries.

iv)Indiashouldhavestringentlawstopunishsuchcompanies.

ALLTHEBESTOFLUCK


