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Short Answer Type Questions

Question 1. Define managem ent.

Answer: Management is definedas a process of getting things.done with the aim of achieving goals
effectively and efficiently.

or

It isa process of designing and maintaining an environment in which Individuals working in groups,
can achieve selected objectives efficiently and effectively.

Question 2. Name any two important characteristics of managem ent.

Answer: Pervasive and Multidim ensional

Question 3. Ritu isthe manager ofthe Northern division ofa large corporate house. At what level
does she work in the organisation? What are her basic functions?

Answer: Ritu isworking at the middle level Her baste functions are (number of functions should be
given according to the marks allotted for the question).

1. Interpreting the policies formed by the top level management andacting as a link between top
level management and operative managem ent

2. Assigning necessary duties tothe em ploy ees.

Question 4. Why is managem ent considered a multi-faceted concept?
Answer: Management is considered as a multi-faceted concept becauseit isa complex activity that
hasthree main dimensions. These are

1. Management of Work All organisations perform some work e.g., producing or selling. A
work is defined asthe goalsto be achieved

2. Management of People The main asset of an organisation IS the human resources. Thrs
resource has to be managed In such a manner that it helpsto achieve the goals of the
organisations.

3. Management of Operations All organisationseither produce a product or provide a service
This requires a production process which means using an operation to convert the inputsinto
the output It is interlinked with both managem ent of work and management of cutput

Question 5. Discussthe basic features of management asa profession.
Answer: Basic features of management asa profession management asa protession has the
following features which are as follows

1. Well-defined Body of Knowledge All professionals are based on a well-defined body of
knowledge that can be acquired through Instruction

2. Professional Association There are several associations of practicing managersin India,
like the AIMA (All India Managem ent Association) that haslaid the code of conduct to regulate
the activities of their members.

3. Service Motive All business organisations aim to provide good quality product or service at a
reasonable price thus serving the society



Thus, we can say managem ent doesnot meet the exact cnteria ofa profession but It has some features
asa profession

Long Answer Type Questions

Question 1. Management is considered to be both an art and science. Explain.

Answer : Art isthe skillful and personal applications of existing knowledge toachieve desired goal
Management s considered an art due to the following reasons

1. Existence of Theoretical Knowledge All art subjects are based on theoretical knowledge
e.g, written rnatenat IS available on dancing. time arts. music etc ssmeway thereis lot of
literature available on management and Its branches — finance, marketing human resource etc

2. Personalised Application The use ofthis basic knowledge differs from one individual tothe
other. Two painters, two dancers or two singers all use their knowledge in their own way Same
way twomanagers whohave acquired the same knowledge may use It in their own different
waystoget thework done

3. Based on Practice and Creativity All art 1& practical. Ilinvolves creative practice. The
more we practice it better we become at it. It alsorequues creativity.

Same way a manager applies his acquired knowledge In a unique manner. More practice makes him a
better manager and he also develops his own style of management
Management is an In-exact Science

1. Systematised Body of Knowledge Science is a systematised body of knowledge Its or-ne
pies are based on cause and effect relationship. e.g .. water evaporates on being heated Same
way managem ent is a body stlgmalised Knowledge All managerial principles have cause and
effect relationship

2. Principles Based on Experimentation Scientific principles are first developed through
observation and then tested through repeated experimentation. Sam e way management pr
nciples are also propounded after observation and repeated experimentation

3. Universal Validity All scientific principal have universal validity. They give same result
wherever applied

Principles of management do not have Universal validity. They have to be adjusted and applied
according tothe need ofthe stuation.

Thus. managem ent is an in-exact science.

Question 2. Doy ou think management hasthe characteristics of a full fledged profession?
Answer : No, management does not possess all the characteristics of a full fledged profession. The
reasons goas follows

1. Well-defined Body of Knowledge All professionsare based on a well-defined body of
knowledge that can be acquired teaching — learning process. This feature of a profession is
possessed by management aswell. There is vast knowledge available on management in the
form of definitions, concepts, theories, principles etc.

2. Restricted Entry All professionshavea restriction or the entry of its practitioners. They have
to acquire a specific degree to be professional e.g., LLB for a lawyer MBBS for a doctor etc. But
a manager can be an MBA qualified or not.

3. Professional Association All professions are affiliated to a professional association which
regulates entry, grants certificate of practice and formulates a code of conduct e.g., all lawyers
have to be a member of Bar Council to practice law. It isnot com pulsory for all managersto be
a member of AIMA.

4. Ethical Code of Conduct All professions are bound by a ethical code of conduct which
guides the behaviour of its members. But asit isnot com pulsory for all managers to be
members of AIMA, they all may not be aware ofthe prescribed code of conduct of AIMA.

5. Service Motive All basic motive to serve their client’s interest. e.g., lawyersto get justice for
their clients, doctors totreat the patients etc. All managers alsoworkin a manner where by



they show their effectiveness and efficiency in the form of good quality goods provided to the
customer ata reasonable price.
Thus, managem ent possesses som e characteristics of a profession but not all.
Question 3. Co-ordination is the essence of management. Doy ou agree? Give reasons.
Answer : Co-ordination play sa vital role as it binds all the other functions of management. It is the
comm on thread of all activities such as purchase, production, sales etc that runs through. Some of the
basic features are as follows

1. Integrates Group Efforts Co-ordination brings unity toall. It givesa common focus to
group efforts.

2. Ensures Unity of Actions It acts asa binding force between departmentsand ensures that
all action is aimed at achievingthe goals of the organisation.

3. Itis a Continuous Process Co-ordination isnot a one time function but a continuous
process. It begins at the planning stage and continues till controlling.

4. Itis an All Pervasive Funaion Co-ordination isrequired atall levels of management due
to the interdependent nature of activities of various departments. It integrates the efforts of
different departments and different levels.

5. Itisthe Responsibility of All Managers All managers need to co-ordinate som ething or
the other. A manager of production department needs to co-ordinate the workwithin his
department and alsowith the other departments at the same time.

6. Itis a Deliberate Function Whatever themanagersare doing in an organisation they are
doing it knowingly. Co-ordination is one of the most important functions of all managers. Thus
co-ordination is also done deliberately. Whatever the managers do, they doit deliberately to
achieved the predetermined goals and objectives.

Thus, we can say co-ordination isthe essence of management after analy zing these points.

Question 4. “A successful enterprise has toachieveits goals effectively and efficiently:’ Explain.
Answer : “A successful enterprise has toachieveits goals effectively and efficiently”. Thus,
management hasto see that task are completed and goals are achieved with the minimum resources.
Management is thus getting things done with the aim ofachievinggoals effectively and efficiently.
Being effective or doing work effectively basically means finishing the given task. It is concerned with
end result, it isachieved or not. Efficiency means doing thework correctly and with minimum cost. If
by using less resources more benefits are derived then efficiency hasincreased. It isthus essential for
any organisation to focus on efficiency as well as effectiveness. It is not only important to com plete the
work correctly but equally im portant to complete it with minimum cost. In the same manner, it is not
only im portant toreduce cost but equally important to com plete the work correctly.

Question 5. Management is a series of continuousinter-related functions. Comm ent.

Answer : Management isa series of continuous interrelated functions. Each one of them performed
to guide and direct the efforts of others.

1. Planning Planning isthe primary function which runsthrough all other functions. It isthe
process of thinking before doing. It bridges the gap between where we are and where we want
to go.

2. Organising It is the process of defining the formal relationship among people and resources
to accomplish the desired goals. It involves
(a) Identification and division of work
(b) Departmentalisation
(c) Assigning of duties
(d) Establishing reporting relationships

3. Staffing Organisational goalscan be achieved only through human efforts. It Is the duty of
management tomake the best possible use ofthis resource. Thus, placing the right person on
theright jobis very important. Staffing helps management tomotivate, select and place the
right person on theright job.



4. Directing Directing involvesleading, influencing and motivating employ ees to perform the
tasks assigned tothem. This requires establishing an atm osphere that encourages employees to
do their best. Directing com prises of four elem ents; supervision, motivation, leadership and
communication.

5. Controlling Controlling isthemanagement function of monitoring organisational
performance towards the attainment of organisational goals. The task of controlling involves
(a) Establishing standards of performance
(b) Measuring current performance
(c) Com paring this with established standards
(d) Taking corrective action

Multiple Choice Questions

Question 1. Which isnot a function of management of the following?

(a) Planning

(b) Staffing

(c) Co-operating

(d) Controlling

Answer : (c) Co-operating isnot the function of management.

Question 2. Management is

(a) an art

(b) a science

(c) Both art and science

(d) Neither

Answer : (c) Management has features of both art and science asit relies on practice, thusit an art
and it is based on the principleswhich are the outcome of science. Thus, it is science also.
Question 3. The following is not an objective of management

(a) earning projects

(b) growth ofthe organisation

(c) providing em ployment

(d) policy making

Answer : (d) Policy making is not the objective of management.

Question 4. Policy formulation is the function of

(a) top level managers

(b) middle level managers

(c) operational management

(d) All ofthese

Answer : (a) Toplevel managers focusses on determination of objectives and formulation of policies.
Question 5. Co-ordination is

(a) function of managem ent

(b) the essence of management

(c) an objective of management

(d) None of these

Answer : (b) Co-ordination brings unity of action and integrates different activities. Thus, it is
considered asthe essence of management.

Case Problems

1. Company X is facing a lot of problem s these day s. It manufactures white goods like washing
machines, micro-waves, refrigerators and air conditioners. The com pany’s margins are under
pressure and the profits and market share are declining. The production department blames
marketing for not meeting sales targets and marketing blames production department for producing
goods, which are not of good quality meeting customers expectations. The finance department blames
both production and marketing for declining return on investment and bad marketing.



Question : What quality of management doy ou think the com pany is lacking? Explain briefly. What
steps should the com pany management take to bring the com pany back on track?
Answer : Co-ordination IS missing in Com pany X. All the departments are not co-ordinannqwith
each other and that is why they end up blaming each other for the poor performance. To bring co-
ordination. management should take the following steps
1. After the goalsare established. it should be communicated toall departmentswell in advance
tounderstand its importance and their role In helping toachieveit.
2. Managers ensure that all departments co-ordinate with each other.
3. Wherever is the difference of interest. the managers should try and strike a balance so that they
all work in the same direction.
4. Meetingsbetween the departmental heads of production. marketing. finance etc should be
organised on regular basis and in routine to solve problems when they emerge.
2. A com pany wants tomodify its existing product in the market due to decreasing sales. You can
imagine any product about which you are familiar.
Question : What decisions/steps should each level of management take to give effect tothis
decision?
Answer : Thethreeleves of management will work together towards the modification ofthe product
with the motive of increasing sales. The following are the three levels of management.
1. Top Management
2. Middle Management
3. Lower Management
Decisions Taken by Top Management for Increasing Sales
1. Direction of modification.
2. Drafting salestargetsand various sales plansand sales incentives.
3. Howto enhance thevalue ofthe product in qualitative terms?
4. Thinking ofthe financial requirements.
5. Marketing and prom otional techniquesrequired for fastening the sales.
Decisions Taken by Middle Level Management for Increasing Sales
1. Interpretation of the policies framed by top management tothe lower level managem ent.
2. Hiring necessary personnel with the required qualities and qualifications.
3. Assigning responsibility as per capability and establishing the supervisor-subordinate
relationship.
4. Co-operating with the team membersaswell as first line supervisors.
5. Taking the feedback and arranging the follow up meeting.
Decisions Taken by Lower Level Management for Increasing Sales
1. Interpretation of planned targetsto theactual work force and labourers.
2. Helping and directing the workersregarding how to carry out the work.
3. Maintaining standards, quality control and frequent checks
4. Minimisation of wastage and motivating the workers so that they can deliver up to their
maximum potential.
5. Communicating the grievances and feedback tothe middle management and bringing in the
changes ifrequired
3. A firm plans in advance and hasa sound organisation structure with efficient supervisory staffand
control system. On several occasion, it finds that plansare not being adhered to, It leadsto confusion
and duplication of work.
Question : Advise remedy.
Answer : As per the case. the problem is in co-ordination and in communicating thework schedule.
Because the duplication of work implies that there isa lack of co-ordination in between the levels of
management aswell asthere isa problem in communication because the confusion is only arise when
the things arenot communicated properly.
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Multiple Choice Questions

Question 1. Principles of management are not

(a) universal

(b) flexible

(c) absolute

(d) behavioural

Answer (c¢) Principles of management are not absolute as they
are flexible behavioral and universal nature

Question 2. How are principles of managem ent formed?
(a) In a laboratory

(b) By experiences of managers

(c) By experiences of customers

(d) By propagation of social scientists

Answer (b) Principles of management are formed by the experiences of manager as It provides
useful Insightsintoreality.

Question 3. The principles of management are significant because of

(a) increasein efficiency

(b) initiative

(c) optimum utilization ofresources

(d) adaptation to changing technology

Answer (c) Principles of management are Significant because It helpsin increasing overall
efficiency.

Question 4. Henry Fayo wasa

(a) social scientist

(b) mining engineer

(¢) accountant

(d) production engineer

Answer (b) Henry Fayol was a mining engineer and management theorist.

Question 5. Which of the following statement best describes the principle of ‘Division of Work™
(a) Work should be divided into small tasks

(b) Labour should be divided



(c) Resources should be divided am ong jobs
(d) It leadsto specialisation
Answer (a) Division of work im plies division of work into small tasks.
Question 6. ‘She/He keeps machines, materials, tools etc ready for operations by concerned
workers’. Whose work is described by this sentence under functional foremanship?
(a) Instruction card clerk
(b) Repair boss
(c) Gang boss
(d) Route clerk
Answer (c¢) Gang boss, keeping machines and tools.
Question 7. Which ofthe following is not a Principle of management given by Taylor?
(a) Science, not rule of the thumb
(b) Functional foreman ship
(c) Maximum not restricted output
(d) Harmony not discord
Answer (b) Taylor adv ocated separation of planning and execution functions. This concept is known
as functional foreman ship.
Question 8. Management should find ‘One best way’to perform a task. Which technique of scientific
management is defined in this sentence?
(a) Time study
(b) Moation study
(c) Fatigue study
(d) Method study
Answer (d) The objective of method study is to find out one best way of doing job.
Question 9. Which ofthe following statements best describes ‘Mental Revolution’?
(a) It implies change of attitude
(b) The management and workers should not play the game of one upmanship
(c) Both managem ent and workersrequire each other
(d) Workers should be pain more wages
Answer (a) Mental revolution im plies change In the attitude of workers and managem ent towards
one another.
Question 10. Which ofthe following statem entsis false about Taylor and Fay ol ?
(a) Fayol wasa mining engineer whereas Taylor wasa mechanical engineer
(b) Fayol's principles are applicable in specialised situations whereas Taylor’s principles have
universal application
(c) Fay d’s principles were form ed through personal experiencewhereasTaylor’s principleswere
formed through experimentation
(d) Fayol’s principles are applicable at the top level of managem ent whereas Taylor’s principles are
applicable at the shop floor
Answer (b) Fayd’s principle are universally applicable whereas Taylor’s principles applied in special
situations
Short Answer Type Questions
Question 1. How is the Principle of ‘Unity of Command’ useful to management? Explain briefly.
Answer Principle of Unity of Command Implies that each and every subordinate should have one
and only one boss Orders and instructions should come from only one head This helps the working of
any organisation in the following manner
1. Authority responsibility relationship Is clearly defined.
2. Subordinates are known for whom they are accountable.
3. Discipline and order is maintained.
Question 2. Define scientific managem ent. State any three of its principles.



Answer Scientific management can be defined as knowing exactly what you want from men to do
and seeing that they do it In the best and cheapest way.

Scientific management aims at choosing the best. Method to get the maximum output from the
workers the principles of scientific managem ent are mainly applicable to the shop-floor level.
Three principles of scientific management are as follows

1. Science, Not Rule of Thumb When different managersuse their own different methods to
get thework doneit is rule of thumb. Taylor believed that there was only one best method to
maximise efficiency. Taylor advised that every organisation should compare theresults of
different methods, test them again and again and finally select one best method of getting the
work done.

2. Harmony, Not Discord Managersare an extension of the management and serve asa link
between workers and the owners. Workers have totake instructions from the managers and
managers haveto get the work done through the workers. Oftentimes the relation between
them is spoilt which isvery harmful for every one-workers, managers and owners. This class
conflict should be replaced by harm ony between the two. Both should change their thinking
towards each other. Both should give importance to each other. This is known as mental
revolution.

3. Co-operation, Not Individualism There should be com plete co-operation between the
labour and the management instead of individualism. This principle is an extension of the
principle of
‘Harm ony not discord.” The management and the workers should not com pete with each other
rather co-operate with each other. Managem ent should consider all good suggestions made by
the employ ees which can help in cost reduction. At the same time, workers should never think
of going or stickes in order toget their unreasonable demands fulfilled.

Question 3. If an organisation does not provide the right place for physical and human resources in
an organisation, which principle is violated? What are the consequences of it?

Answer The principle of order isviolated I if an organisation doesnot provide the right place for
physical and human resources.

If this principle is violated then

1. Lots of time will be wasted in locating the different resources.

2. Thiswill lead to delayed decisions.

3. Wastage of energy whichwill lead to in efficiency and delay In production.

4. Causeshindrancein the activities of business.

Question 4. Explain any four pointsregarding significance of Principles of management.
Answer Significance of principles of management

1. Providing Managers with Useful Insights into Reality When managers follow
principles it adds to their knowledge, ability and understanding of managerial situations and
circumstances. This im proves managerial efficiency e.g., when managersuse principle
of delegation then they get more time to concentrate on critical areas of working.

2. Scientific Dedsion Making management principles help in thoughtful decision making,
They emphasise on logic rather than blind faith. Here, decisions are based on the objective
assessment ofthe situation.

3. Optimum Utilisation of Resources and Effective Administration Principleshelp the
managers to conceptualise the net effect oftheir decision rather than going for trial and error
methodresulting in saved time, efforts and energy thereby increased productivity.

4. Management Training, Education and Research Principles of management are the base
for management theory. As such they are used asa basis for management training, education
and research. These principles provide basic groundwork for the development of managem ent
asa subject. Professional courseslike BBA, MBA also teachesthese principlesas part of their
curriculum.



Question 5. Explain the principle of ‘Scalar Chain’ and gang plank.

Answer Principle of Scalar Chain and Gang plank

The formal lines of authority from highest to lowest ranks are known as scalar chain. According to
Fay ol, “Organisation should have a chain of authority and communication that runs from topto
bottom and should be followed by managers and subordinates.

In the diagram, o is heading 2 teamswhere A and X are at the samelevel, B and Yare at the samelevel
and C and Z are at the samelevel. The line of communication is clearly defined Ato Bto CandXtoY
to Z. Authority responsibility relationship isalsovery clear. But Cand Z cannat directly contact each
other. This some times may take lot of time during an em ergency to communicateas per the
prescribed flow toavoid this problem a system known as ‘Gang Plank’was introduced where in Cor Z
could contact each other and same way Band Y could contact each other.

Long Answer Type Questions

Question 1. Explain the principles of scientific management given by Taylor.

Answer Principles of scientific management are given by FW Taylor

1. Science, Not Rule of Thumb When different managersuse their own different methodsto
get the work doneit is rule of thumb. Taylor believed that there was only one best method
maximise efficiency. Taylor advised that every organisation should compare theresults
of different methods, test them again and again and finally select one best method of getting
the work done.

2. Harmony, Not Discord Managersare an extension of the management and serve asa link
between workers and the owners. Workers have totake the instructions from themanagers
and managers haveto get the work done through theworkers. Som etim e therelation between
them is spoilt, which is very harmful tor everyone-workers, managers and owners. This class
conflict should be replaced by harm ony between the two. Both should change their thinking
towards each other. This is known as mental rev olution.

3. Co-operation, Not Individualism There should be com plete co-operation between the
labour and the management instead of individualism. This principle is an extension of
principle of harmony, not discord. The management and the workers should not com pete with
each otherrather co-operatewith each other. Management should consider all good
suggestions made by the employees which can help in cost reduction. At the same time workers
should never think of going on strikes in order toget their unreasonable demands fulfilled.

4. Development of Each and Every person to His or her Greatest Efficiency and
Prosperity Scientific management also stood for worker development. Taylor believed that
workers should be aware of the ‘best method’. On the other hand, all organisations should
select employ ee carefully in order to get maximum efficiency. When the duties are allotted,
perfect match should be made between the requirements of the job and the capabilities of the
worker. Training should be provided toim prove the skills further. In this way, efficiency will go
higher resulting in prosperity for both workers and com pany.

Question 2. Explain the following principles of management by Fayolwith examples.
(a) Unity of direction

(b) Equity

(c) Espirit de Corps

(d) Order



(e) Centralisation and decentralisation

(f) Initiative

Answer Fayol introduced general principles of management Some of them have been explained
below

(a) Unity of Direction All the units of an organisation should be moving towardsthe same
objective Each group of activities having the same objectivemust have one head and one plan. Each
group should have its own inchargeand on no account the working oftwo divisions neither be

ov erlaped.

(b) Equity This principle emphasise kindliness and justice in the behaviour of managerstowards
workers. This will ensureloyalty and dev otion Lazy personnel should be dealt sternly and strictly
There should be no discrimination against any one on account of gender, religion, caste languageor
nationality etc All decisions should be merit based

(c¢) Espirit de Corps This principle emphasises on building harm ony and team spirit among
employees. In a large organisation largework force teamwork is very im portant. Teamwork due to

a leadsto better co-ordination while working. The head of each team should give credit of good result
to the whole team rather than confining it to his own self.

(d) Order A place for everything and everyone in his/her place. Basically it means orderlinss. Ifthere
is a fixed place for different thingsn a factory and they remain In their placesthen notime iswasted
In locating them Same way if every personnel is allocated an area to operate from then his co-workers
head or subordinates, anyone can contact him easily.

(e) Centralisation and Decentralisation Concentration of authority in a few handsis
centralisation and its dispersal among more number of people is decentralisation Fay ol believed that
an organisation should not workwith anyone of them in isolation A combination of both is important
simple, easy and work ofroutine type should be decentralisedand critical im portant type of work
should be centralised.

(f) Initiative Initiativem eanstaking the first stepwlth self-motivation workers should be
encouraged to develop and carry out their plans for improvementsaccording to Fayol. initiatives
should be encouraged. A good com pany should Invite suggesllons from employees which can result in
substantial cost/time reduction Rewards can be given to fruitful suggestions.

Question 3. Explain the technique of ‘Functional Foremanship’ and the concept of ‘Mental
Revolution’ as enunciated by Taylor.

Answer Functional Foremanship Taylor advocated separation of planning and execution functions.
This concept was extended tothe lowest level ofthe shop floor. It was known as functional

foreman ship.



Instruction :
Card Clerk Boss

Route Clark Gang Boss
Time + Cost Cleri] Repair Boss
\mr-n Inspector /
\ .
Workman

Under the factory manager, thereisa planning incharge and a production incharge.
Under the planning incharge. thework goes as folows
1. Instruction Card Clerk Draft instructions for theworkers,
2. Route Clerk Specify the route of production.
3. Time and Cost Clerk Prepare time and cost sheet.
4. Disciplinarian Ensure discipline,
Under the production incharge. the work goesas follows
1. Speed Boss Timely and accurate com pletion of work,
2. Gang Boss Keeping toolsand machinesready for operation by workers.
3. Repairs Boss Ensure proper working conditions of machines.
4. Inspector Check the quality of work.
Mental Revolution

In a factory, the managers served as a link between the ownersand the workers The managershave to
get thework done from the workers which created som etimes problem between the two. Taylor

em phasized that there should be harm ony between the managem ent and workers Both should realise
that each oneis Im portant. For this both had tochange their thoughts for each other, This IS known
as ‘Mental Rev dution’. Management should share the gains of the com pany with the workersand at
the same time workers shouldwork hard and be ready toaccept any change made for the betterment

of the organisation.

Question 4. Discussthe following techniques of scientific work study
(a) Time study

(b) Moation study

(c) Fatigue study

(d) Method study

(e) Simplification and standardisation of work

Answer Some of the techniques of scientific work study are



(a) Time Study It determines the standard time taken to perform a well-defined job. The standard
time is fixed for the whole of the task by taking several readings. The method of time study will
depend uponvoume and frequency ofthe task, the cycle time of the operation and tim e measurement
costs There are three objectives achieved through time study

1. Determine the number of workers

2. Frame suitable incentive schemes

3. Determineslabour costs.
e.g.. If standard time taken to doa piece of work in 20 minutes then one work can be done 3 times In
an hour and total 21 times (3 x 7 hours per day)the work can be done on a single day.
(b) Motion Study Mation study referstothe study of movementslike lifting putting objects sitting
and changing pos.nons On close examination of body motions e.g., It IS possible to find out three
types motions

1. Motionswhich are productive.

2. Motionswhich are incidental.

3. Motionswhich are unproductive.
Out ofthe above three workers were motivated to eliminate the third type completely and reduce the
second one to the minimum This help in increasing productivity
(¢) Fatigue Study Fatigue study seeks to determine the amount and frequency ofrest intervals in
completing a task. A person is bound to feel tired physically and mentally if he does not takerest while
working. The next intervals will help one toregain stamina and work again with the same efficiency
for e.g., in an organisation working hoursare 9 to 5. Thereisa lunch break ofan hour for the workers
to take rest similarly In a school there isa break tor the studentsand teachers after 4 periods of
continuous learning.
(d) Method Study The objective of m ethod study isto find out one best way of doing the job.
Different managerswould use their own different methods of getting the work done. But there is
always one best method. Right from procurement of raw materials till the final product is delivered to
the customer every activity isthe part of method study. The objective of whole exercise IS tominimise
the cost of production and maximise the satisfaction of the customer.
(e) Simplification and Standardisation of Work Standardisation refersto the process of
setting standards for every business activity e.g., process, raw material, time, product, machinery,
methods or working conditions. The objective of standardisation are

1. Toreduceproductto fixed types, sizes, features etc.

2. To establish interchangeability of various parts.

3. To establish standards of excellence and quality in materials.

4. To establish standards of performance of men and machines.
Simplification aim s at eliminating unnecessary diversity of products. It results in savings of cost of
labour, machines and tools. It im plies reduced inventaories, fuller utilisation of equipment and
increasing turnover.
Question 5. Discussthe differences between the contributions of Taylor and Fay dl.

Basis |H Fayol FW Taylor

Perspective |Tgp level nﬁﬁagemm ' Luwa mTﬁmmgewn|

Unity of command | Followed ‘Mot foliowed (funclional foremanship)

Apphcability ‘Universal applicable Application as per the specialised
I situations

Basis of formalion :Petsonal experience %Emﬁewa;m expermentahon

Focus : To smprove overall working jincrease productivity

Personality | Practiioner | Scientist

Expression General theory of | Scientific managemant

* afrmerusirabon




Question 6. Discusstherelevance of Taylar and Fay ol’s contribution in the contemporary business
environment.
Answer Relevance of Taylor and Favors contribution in the contem porary business environment.
Both Fayol and Taylar have given principles of management to improve efficiency In an organisation.
Taylor gave us scientific principles of management which are being adopted by all organisationsto
im prove Its productivity at the shop floor level, the principles help in giving effective results. In the
samemanner, Henry Fayol gave in general principles of managem ent which when implem ented at
any ofthelevels-top, middle or lower and helps in achieving better co-ordination, rem ove ambiguity
and encourage the employees to improv e their work performance.
Case Problems
1. ‘F’limited was engaged in the business of food processing and selling its products under a popular
brand. Lately the business was expanding due togood quality and reasonable prices. Alsowith more
people working the market for processed food was increasing. New players were also corning to cash
in on the new trend. In order to keep its market share in the shortrun the company directed its
existing workforce towork overtime.
But thisresulted in many problems. Due to increased pressure of work, the efficiency ofthe workers
declined. Som etim es the subordinates had towork for more than one superior resulting in declining
efficiency. The divisions that were previously working on one product were alsomade towork on two
or more products. This resulted in a lot of overlapping and wastage. The workers were becoming
undisciplined. The spirit of teamw ork, which had characterised the com pany, previously was
beginning towane. Workers were feeling cheated and initiative was declining. The quality of the
products was beginning to decline and market share was on the verge of decrease.
Actually the company had implem ented changes without creating the required infrastructure.
Question 1. Identify the principle of management (out of 14 given by Henry Fay ol) that were being
violated by the com pany.
Answer Company violated following principles

1. Division ofwork
of command
Unity of direction
Discipline
Subordination of individual interest togeneral interest
Order
Initiative
. Remuneration
Question 2. Explain these principles in brief.
Answer

1. Division of Work As per the casework isnaot divided among the workers as per their
specialisation. As specialisation isthe most efficient way touse human efforts and produces
more and better work.

2. Unity of Command In the case subordinates had towork for more than one superior. This
results in declining efficiency. As per Fayol’s principle of unity of conmand there should be
one boss and if it is violated it results in authority is undetermined, disciplineis in jeopardy,
order distributed and stability threatened. Sam e we are observing in the above case.

3. Unity of Direction The units of an organisation should bemoving towards the same objective.
Each group must behaving same objective must have onehead one plan. But in case first the
producers are working on one product then moved to two ar more group. Thus, this principle is
alsoviolated.

4. Discipline In the case, thereis a lack of formalised controlas the workers areworking bey ond
there abilities. There isnorules and regulations aswell aslack of employment agreem ent.
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5.

Subordination of Individual Interest to General Interest Every individual is working better only
when the organisation is giving priority to their general interest. In the case, com pany in only
focusing over its objective not on em ployees.

. Order People and materials must be in suitable places atappropriate tim e for maximum

efficiency. But In case they are not following the order of anything.

. Initiative It impliesthat workers should be self m otivated, suggestions should be taken from

the employ ees. Itresultsin substantial cost and time reduction but here they are taking no
feedbacks, no suggestions.

Remuneration The workers should get the fair wages but in caseworkers are performing day
and night but they are not getting a fairamount for the same. This results that they are feeling
cheated.

Question 3. What steps should the com pany management take in relation to the abov e principles to
restore the company to its past glory?
Answer Following steps should be taken by the com pany toretain its past glory

1.
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Work is divided into small tasks and distributed am ong the em ployees as per their
specialisation.

There should be one boss.

Functions should be performed under one head or one plan.

Formalised control should be maintained.

Proper remuneratIlOn and Im pressive Incentives should be given

Hierarchical communication pattern is to be followed

Suggestionsand feedback shood be taken from the employees.

Maintain high morale among employees

2. The management of company ‘F’ Limited now realised its folly.

In order torectify the situation, it appointed a managem ent consultant ‘M consultants’to recommend
a restructure plan to bring the com pany back on the rails. ‘M consultants’ undertook a study ofthe
production process at the plant of the com pany ‘F’ limited and recommended the following changes

1.
2.

3.

4.
5.

6.
7.

The company should introdu ce scientific managem ent with regard to production.

Production Planning including routing, scheduling, dispatching and feedback should be
implem ented.

In order to separated planning from operational management ‘Functional foremanship’ should
be introdu ced.

Work study should be undertaken to optimise the use of resources.

‘Standardisation’ of all activities should be implemented to increase efficiency and
accountability.

Tomotivate the workers ‘Differential Piece Rate System’ should be implemented.

The above changes should be introduced apart from the steps recomm ended in case problem-1
(asan answer to question number 3 of that case problem).

It was expected that the changes will bring about aradical transformation in the working ofthe
com pany and it will regain its pristine glory.

Question 1. Doyou think that introduction of scientific management as recomm ended by M
consultants will result in intended outcome.

Answer Though scient ftc management IS the best solution but still it Will not be able to give very
effectiveresults as It hasits own limitations

1.
2. Appointing professionals which increase the cost.

3.

4. In differential piece wage system only efficient workers may gain, the otherswill be in pain as

5.

As competition has Increased market research now Will not help much.
Principle of initiative will not help if functional foremanship will also be adopted.

they might lose their wages if target not met. This will lead instability which is harmful.
Lot of stresswill be generated from top tolower level.



Question 2. What precautions should the com pany undertake to im plement the changes?
Give your enunciated answer with regard to each technique in points 1 through 6 in the case problem.

Answer A large number of changes will not accepted by any one. Sothe com pany should play safe
whilemaking any changes.

1.

2.

@

AN

Trained staff can be appointed for few areasand workers can be trained to im prove efficiency
levels.

Production planning to be done with care.

Functional foremanship can be introduced but it not lead to clear killing ofiinitiative. Workers
should be consulted for suggestions.

Optimum use of method, time, motion and fatigue study should be done.

Standardisation can be implemented for material, machinery and features of product.
Financial incentives should be provided toworkersto get more work rather than adopting
differential piece wage system.
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Multiple Choice Questions
Question 1. Which of the following does not characterise the business environment?

(a) Uncertainty

(b) Employees

(c) Relativity

(d) Complexity

Answer (b) Employees does not characterise the business environm ent

Question 2. Which ofthe following best indicates the importance of business environment?

(a) Identification

(b) Improvement in performance

(c) Coping with rapid changes

(d) All ofthese

Answer (d) Identification, Imnprovement In performance, coping with rapid changes all are the
indicators of importance of business environment.

Question 3. Which ofthe following is an example of social environm ent ?

(a) Money supply in the economy

(b) Consumer Protection Act

(c) The Constitution ofthe country

(d) Composition of family

Answer (d) Social environment Includes social forces thus, com position of families isthe example of
social environment

Question 4. liberalisation means

(a) integrating among economies

(b) reduced Government controls and restrictions

(c) policy of planned disinvestments

(d) None of theabove

Answer (b) Liberalisation means end of license, quota and reduction of government controls and
restrictions

Question 5. Which of the following does not explain the impact of Government policy changes on
business and industry?

(a) More demanding customers

(b) Increasing com petition

(c) Changein agricultural prices

(d) Market orientation

Answer (c¢) Change in agricultural prices does not exotom the impact of Governm ent policy changes
on business and industry.

Short Answer Type Questions

Question 1. What doy ou understand by business environment ?




Answer The term ‘business environm ent’ means the sum total ofall Individuals, institutions and
other forcesthat are outside the control of a business enterprise but that may affect its performance.
The economic. social political, technological and other forces which operate outside the business
enterprise are part of its environm ent.

Question 2. Why it isim portant for business enterprisesto understand their environment? Explain
briefly.

Answer It is important for business organisationsto understand their environment because ofthe
following reasons

1. It Enablesthe Firm to Identify Opportunities and Gettingthe First Mover
Advantage Environment provide numerous opportunities for business Early identification of
opportunities helps an enterprise touse it before instead oflosing them to com petitors.

2. It Helpsthe Firm to Identify Threats and Early Warning Signals Environm ental
awareness can help managersto identify various threats on time and serve asan early warning
signals.

3. It Helpsin Tapping Useful Resources Environment is a source 01 variousresources for
running a business To engage In any type of activity, a business enterprise assembles various

resources called inputs. This can be done better by understanding what the environment hasto
offer.

4. It Helpsin Coping with Rapid Changes All types of enterprises facing increaSingly
dvnamic environment In order to effectively cope with these Significant changes, managers
must understand and examine the environment and develop suitable courses of action

5. It Helpsin ASSistingin Planning and Policy Formulation Since environment is the
sour ce of opportunities and threats, ItS understanding and analy sis becom es the base for
various policiesto be framed and strategiesto be made.

6. It Helpsin Improving Performance The enterprises that continuously monitor their
environment and adopt suitable business practicesare the ones. which not only improve their

present performance but also continue to succeed in the market for a longer period.

Question 3. Mention environment the various dimensions of business environm ent.

Answer
1. Economic Environment Interest rates Inflation rates value of rupee and many more arethe
economic factorsthat can affect managem ent practicesin a business enterprise
2. Social Environment The social environm ent of business Includes the social forces like
customs and traditions values, social trends etc
3. Technological Environment This includes forces relating to scientific im provements and
Innovations whIch provide new ways of producing goods and services and new methods and
techniques of operating a business
4. Political Environment This includes political conditions such as general stability and peace
in the country and specific attitudes that elected government representatives hold towards
business.
5. legal Environment This includes various legislations passed by government auth orities and
court Judgements It IS important for the management of every enterprise to obey the law of
land and for this, enough of knowledge of rules and regulations framed by the government is a
pre-equisite for better performance.
Question 4. Briefly explain the following
(a) Liberalisation
(b) Privatisation
(c) Globalisation
Answer The three important features of New Economic Policy, 1991




(a) Liberalisation Under the new economic policy 0f1991. -he economic reformsthat were
introduced aimed at liberaliSing the Indian business and industry from all unnecessary controlsand
restrictions. They signalled the end of the licence-permit quota raj.
(b) Privatisation The new set of economic reformsthat aim at giving greater role tothe private
sector in the nation building process and a reduced rde to the public sector.
(c) Globalisation Globalisation meansthe integration ofthe various economies ofthe worldleading
towards the emergence of a cohesive global economy. Till 1991, India had a policy which
strictly regulated imports in value andv oume terms. After 1991, the reforms aimed at Import
liberalisation.
Question 5. Briefly discuss the impact of Government policy changes on business and industry.
Answer Im pact of Government policy changes on business and Industry
1. Increasing Competition As a result of liberalisation, privatisation and globalisation number of
players Increased in all sectors and Increased com petition for every one.
2. More Demanding Customers Increased com petition in the market gives the customer wider
choicesin purchasing better quality of goods and services, which makes them more demanding

3. Rapidly Changing Technological Environment New technologies help to improve machines,
process products and services. Therapidly changing technological environm ent creates tough

challenges before smaller firms.

4. Necessity for Change After 1991, themarket forces have become turbulent asa result of which
the enterprises have to continuously m odifying their operations.

5. Need for Developing Human Resource The new market conditionsrequire people with higher

competenceand greater commitment. Hence. the need for developing human resources
em erged.
6. Market Orientation Earlier, production wastakenup first and then selling was done. Now, due

to Increasing com petition and m ore demanding customers firms have to study and analysethe
market hrst and produce goods accordingly.

7. Loss of Budgetary Support tothe Public Sector Public sector have less of budgetary support
from the Central Government. Now, they haveto generate their own resources and be more
efficient in order to survive and grow.

Long Answer Type Questions

Question 1. How would you characterise business environment? Explain with examples, the
difference between general and specific environm ent.
Answer Features of business environment

1. Totality of External Forces Business environment is aggregative in nature as It is the sum total

of all things external to business firms.
2. Inter—relatedness Different elem ents of business environment are closely related to each other.

e.g.. increased awareness of health care haveincreased the demand for many health products.

3. Dynamic Nature The business environment is highly dvnamic. It keeps on changing.
Sometimesthere isa change In technology, tastes and preference of consumer etc
4. Uncertainty The environment cannot be predicted. I IS highly uncertain and unpredictable.

5. Complexity Since there are many elements of business Environment and they are Inter-related

and dvnamic in nature Therefore, it becomes very difficult to understand them asa whole.

Difference between Specific and General Environment There are two types of forces

operating in business environment specific and general Specific forces affect the individual

enterprises directly and Imm ediately, e.g., customers, suppliers
General forces affect the firms and only indirectly e g , social conditions or political conditions.

Question 2. How would you argue that the success of a business enterprise is significantly

influenced by its environment?
Answer Im portance of business environm ent




1. It Enablesthe firm to Identify Opportunities and Getting the First Mover Advantage

Environment provides numerous opportunities for business success. Early identification of

opportunities helps an enterpriseto bethe first to exploit them instead ofloosing them to

com petitors, e g., Eureka Forbes introduced Aquaguard and took away the cream of demand.
2. It Helpsthe Firm to Identify Threats and Early Warning Signals Environment happensto be

the source of many threats Environm ental awareness can helpmanagersto identity various

threats on time and serve as an early warning signals e.g. Lakme took serious steps to improve

the quality and types of products as foreign multinational cosm etics com panies started coming

to India after 1991.

3. It Helpsin Tapping Useful Resources Environment offersvarious resources for running a
business in return the business enterprise supplies the environm ent With its outputs such as
goods and services for customerstaxes for government. In order to arrange for the best
possible resources, better understanding ofthe environment becom es Im portant

4. It Helpsin Coping with Rapid Changes It isnot the fact of change itselfthat is so Important as
the pace of change There are many changes taking place in the environmentand ata fast

speed. In order to effectively cope with these changes, managers must understand and examine
the environment and develop Suitable courses of action .

5. It Helpsin Assisting in Planning and Policy Formulation Since environment is a source of both
opportunities and threats Itsunderstanding and analysis only helps In formulating the best
possible policies to handle the future properly

6. It Helpsin Improving Performance Continuous monitoring and adopting changes in an
enterprise will help if! Improving not only their present performance. but also continue to
succeed in the market in long run.

Question 3. Explain with examples, the various dim ensions of business environment.

Answer Dim ension of business environment

(i) Economic Environment I includes the changes In the sy stem due to economic policiesmade
by the government. Reserve Bank of India is the key regulator of country’s economic environm ent
since it

(a) influencesthe Interest rates

(b) controlstheflow of money in the economy

(c) regulates theworking of banks

Example When the banks reduce the interest rates on long term loans. autom obiles and construction
industries get a boost tothe business as more spending is made on the purchase ofhomes and cars
through loans.

(ii) Social Environment The social environment of business Include the social forces like customs
and traditions, values social trends, society’s expectations from business etc. In business terms, these
values translate into freedom of choice in themarket. Major elem ents of social environm ent are

(a) life expectancy

(b) shifts in the presence of women in the workforce

(c) consurnonon habits

Example Duetothe sh It In the presence of women in the workforce the demand for readymade
ladles formal wear, cosm etics, packed/processed food, electronic gadgetshas gone up.

(iii) Technological Environment Technological environment Includes forces relating to scientific
Improvementsand innovations which provide new ways of producing goods and services and new
methodsand techniques of operating a business.

Example Because oftechnological advancement, it has becom e possible to book railway

tickets through internet from hom e, office etc.

(iv) Political Environment Political environment includes political conditions such as general
stability and peace In the country and specific attitudes that elected governm ent representatives hold




towards business. It is only of use when a business enterprise can predict its business activities under

stable political conditions. Major elements of political environment are

(a) The constitution ofthe country

(b) The nature and profile of political leadership and thinking of political personalities

(c) Political ideology and practices of the ruling party.

Example After the NEP of 1991, due toglobalisation the foreign com panies started coming to India,
but due to the bureaucratic red tape it became difficult for them to cut through it to dobusinesshere.

Asa result, these com panies were discouraged in our country regarding investments. The situation
has improved overtime.

(v) Legal Environment Legal environment includes variouslegislations passed by the Government
administrative orders Issued ov ernment authorities, court judgements aswell as the decisions
rendered byvarious commissions andagencies. It isim perative for the management of every
enterpriseto obey the law of the land. Therefore, an adequate knowledge of rules and regulations
framed by the government isa pre-requisite for better business performance.
Example Thereis a government regulation to protect consumer’s interest e.g., the advertisements of
alcoholic beverages is prohibited.
Question 4. What economic changes were initiated by the Gov ernment under the Industrial Policy,
19912 What impact have these changes made on business and industry?
Answer FEconomic changes initiated by the governm ent under the Industrial Policy,1991

1. The government reduced the number of industries under com pulsory licensing to six.

2. Therole of public sector wasreduced. It was now limited only to four industries of strategic

im portance.
3. Disinvestm ent was carried out in case of many public sector industrial enterprises.

4. Foreign Direct hvestment was permitted.

5. Automatic permission wasnow granted for technology agreementswith foreign com panies.

6. Foreign Investment Promotion Board (FIPB) was set up to promoteand channelise foreign
investment in India.

The Indian corporate sector has com elace-to-face with several challenges due to government policy
changes. Some of them are

1. Increasing Competition The competition has Increased due to entry of new players
(pnvausanon and globalisation).

2. More Demanding Customers Customerstoday.has become more demanding becausethey are
well-informed. Increased competition in the market gives the custom ers Wider choice In
purchasing better quality of goods and services.

3. Rapidly Changes Technodlogical Environment The rapidly changing technological environment
creates tough challenges before smaller firms

4. Necessity for Change After 1991.themarket forces have become turbulent asa result of which
the enterprises have to continuously m odify their operations.

5. Need for Developing Human Resources Earlier. Indian enterprises worked with inadequately
trained personnel The new market conditionsrequire people with higher com petence and

greater conmitment Hence. the need for developing human resources
6. Market Orientation Before 1991. all firms worked with production oriented marketing

operations. In a fast changing world. there was a shift tomarkel orientation. The firmshadto
study and analy se the market firstand produce goods accordingly.

7. Loss of Budgetary Support tothe Public Sector The public sector undertakings have realised
that in order to surviveand grow, they willhave to be more efficient and generate their own
resour ces for the purpose

Question 5. What are the essential features of




(a) Liberalisation
(b) Privatisation
(c) Globalisation
Answer Essential features of
(a) Liberalisation
1. Abolishing licensing requirements In mogt of the industries a short list. except
2. Norestriction on expansion or contraction of business.
3. Free movement of goods and services
4. Freedom in fixing the prices of goods and services.
5. Reduction in tax rates.
6. Simplifying procedures for imports and exports.
7. Making it easier toattract foreign capital and technology to India.
(b) Privatisation
1. The government redefined the role of public sector.
2. Policy of planned disinvestments of the public sector

3. Refining of sick enterprisesto the Board of Industrial and Financial Reconstruction.
(c) Globalisation

1. Import liberalisation
2. Export promotion
3. Foreign exchange reforms
Case Problem
Lately many com panies have planned for significant investment in organised retailing in India.
Several factors have prom pted their decision in this regard.
Customersincomeis rising. People have developed a taste for better quality productseven thou
they may have to pay more. The aspiration levelshave increased. The governm ent has also liberalised

its economic policies in this regard and permitted even cent per cent foreign direct investment in
som e sectors of retailing.

uestion 1. Identify changes in business environment under different heads — economic, social
technological, political and legal that have facilitated the com panies decisionsto plan significant

invstments in organised retailing.
Answer Changeswhichhave taken place In the following areas are as follows

1. Economic Availability of m ore money because of em ployment opportunities increasing.
2. Social Tastes of customersare changing. Ashe isgetting more exposure to the outside world

his tastes are changing.

3. Technological Technological advancem entshaveled toadvanced ways of counting. checking.
coding. billing discounts which are convenient for the customer and also retailer.
4. Political Government policies are encouraging developerstogomass construction on real

estate. As MNCs are coming to India, they have to be provided an Internationally based

infrastructure to operate from.
5. Legal Asthe government is providing more rights tothe consumers, an organised retailing

outlets would be m ore particular in taking careas compared toa smallretailer.
Question 2. What has been the impact of these chan ges with regard to globalisation and
privatisation?
Answer Duetoglobalisation and privatisation, more retailers from India and abroad are encouraged
tomake investmentsin organised retailing The com petition hasincreased, the consumersaremore

demanding and expert working force isrequired in order to cope up with the changes, which have

taken place and are further changing.
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Short Answer Type Questions
Question 1. What are the main points in the definition of planning?
Answer : Themain pointsin the definition of planning are as follows

1. Planning is deciding in advance what to doand how to do.

2. It is one ofthe basic managerial function.

3. Planning inv dlves setting objectives and developing an appropriate course of action toachieve

these objectives.

4. It bridgesthe gap between where we are and where we want toreach.
Question 2. How does planning provide direction?
Answer : Planning provides direction for action by deciding in advance what hasto be done,how to
do, when to doand whowill do. When we try to seek answersto the above questions, which are well
planned then directions are automatically highlighted.
Question 3. Doy ou think planning can work in a changing environment ?

Answer : Planning may not work in a changing environment. The environment consists of a number
of dimensions, economic, pdlitical, social, legal and technological dimensions. The organisation has
to constantly adapt itselfto changes. It becomes difficult to accurately assess future trends in the
environment. Planning cannot foresee everything and thus, there may be obstacles to effective
planning.

Question 4. If planning involvesworking out details for the future, why does it not ensure success?
Answer : Planning doesnot guarantee success. The success of an enterprise IS possible only when
plans are properly drawn up and Im plemented. Any plan needs to be translated into action or It
becom es meaningless. Managers have a tendency torely on previously tried and tested successful
plans It isnotalwaystrue that Just because a plan has worked before It Will work again. This kind of
false sense of secunty may actually lead to failure Instead of success

Question 5. Why are rules considered to be plans?

Answer : Rules are specific statementsthat inform what is to be done. They do notallow for any
flexibility or discretion. It reflects a managerial oecrsion that a certain action must or must not be
taken. They are usually the Sim plest type of plans because there ISno com promise or change unless a
policy decision istaken.

Question 6. What kind of strategic decisions are taken by business organisations?

Answer : Major strategic decisions includewhether the organisation Will continue to bein the same
line of business or com bine new lines of activuy With the existing business or seek to acquire a
dominant position In the same market



Long Answer Type Questions

Question 1. Why isit that organisationsare notalways able toaccom plish all their objectives?
Answer : Organisations are not always able to accom plish all their Oblectlves due tothe fo OWing
reasons

1.

Planning Leads to Rigidity In an organisation a wen defined plan is drawn up With specific
goalsto be achieved, with in a specific time frame. These plansthen decide how the work will
progress In the future and managers may not be in a position to change It. This creates a
problem as flexibility is very im portant. Always adhering to the plan may not give usthe
desired results always

Planning May not Work in a Dynamic Environment The business environment is
dynamic, nothing is constant. The business environment is a totality of external forces, where
In some changes or the other keep on taking place Plans decide in advance what hasto be done
in future Planning cannot foresee everything and thus there may be obstacles to effective
planning.

Planning Reduces Creativity Planning is generally done by top management. Usually the
rest ofthe members just implem ents these plans. Asa consequence, middlemanagement and
other decisions makers are neither allowed to deviate from plans nor are permitted to act on
their own, thus planning in away reduces creativity since people tend to think along the same
lines as others, there isnothing new or innovative.

Planning Involves Huge Cost Planning involves huge cost in their formulation. These may
be in term s of time and money. The Costs incurred som etim es may not justify the benefits
derived from plans.

. Planningis a Time Consuming Process Sometim es plansto drawn take up so much of

time that there is not much time left for their implem entation and the objectivesto be
achieved.

. Planning does not Guarantee Success Any plans needs to translated into action or it

becom es meaningless. Managers have tendency torely on previously tried and tested
successful plans. It not always true just because a plan hasworked before it will work again.

Question 2. What are the main features to be considered by managem ent while planning?
Answer :Themain featuresto be considered by the management whil planning are

1.

2.

It Focuses on Achieving Objectives Planning is purposeful. Planning has nomeaning
unless it contributes to the achievem ent predetermined organisational goals.

Itisthe Primary Funcion Planning lay sdown the base for other functions of management.
All other managerial functions are performed within the framework of the plans drawn. Thus,
planning precedes other function.

Planningis Pervasive Planning isrequired at all levels of management aswell asin all
departments of the organisations. The top managem ent undertakes planning for the
organisation asa whole. Middle managem ent doesthe departmental planning. At the lowest
level, day to-day operational planning is done by supervisors.

Planningis Continuous Plansare prepared for a specific period of time, may be for a
month, a quarter or a year. At the end of that period, there is need for a new plan to be drawn
on the basis of new requirements and future conditions. Hence, planning is a continuous
process.

. Planningis Futuristic The purpose of planning is tomeet future events effectively tothe

best advantage of an organisation. It implies peeping intothe future, analy sing it and
predicting it.

. Planning Involves Decdision Making Planning essentially invalves choice from among

various alternatives and activities. If there is only one possible goal then there isnoneed for
planning. The need only arises when alternatives are available. Planning thus, involves



7. Planningisa Mental Exerdse Planning is basically an intellectual activity of thinking
rather than doing, because planning determinestheaction to be taken. Planning requires
logical and sy stematic thinking rather than guesswork or wishful thinking.

Question 3. What are the steps taken by managem ent in the planning process?
Answer : The planning process involves the following steps

1. Establishing Objectives The first step in planning is to determine objectiveswhich must be
realistic, specific and clear so asto specify what is to be accom plished by the network of
policies, procedures, strategies etc.

2. Developing Premises They include assumptions or forecasts of the future andunknown
conditions that will affect the operations of the plans. They provide an idea about the future
which facilitates the work of planning.

3. Identifyingthe Alternative Courses of Action The next step in planning is to identify the
various alternatives available toachieve the objectives.

4. Evaluating Alternative Courses The merits and demerits of different courses of actionsare
evaluated in the light of objectives to be achieved and their feasibility is judged i.e., how far
they will be successful in helping toachieve the objective.

5. Selecting an Alternative The next stepis to find out themost suitable course to be followed.
The efforts are directed towards selecting that course. Which increases efficiency in the
organisation by maximising outputand profits at the minimum costs.

6. Implement the Plan At this step the best alternative chosen is put touse.

7. Follow Up Only putting the best alternative to action isnot enough. The future is uncertain
and dynamic. Therefore, it becom es important to check back whether the plan is giving results
or not.

Question 4. Is planning actually worth the huge costsinvoved? Explain.

Answer : Planning inv olves huge cost, when plansare drawn uphuge costsare involved in their
formulation. These are in terms of tim e, money, effort etc. Detailed plansrequire scientific
calculationsto ascertain facts and figures. The costs incurr ed sometim es may not justify the benefits
derived from the plans. There are anumber of incidental costs as well (which are indirect) like
expenditures on organising a meeting, consultation fees given to professional experts, market survey
etc. But despite the high

cost no firm can workwithout proper planning ifused properly.

Case Problem

An auto company C Ltd is facing a problem of declining market share due to increased competition
from other new and existing playersin the maket. Its competitiors are introducing lower priced
models formass consumerswhoare price sensitive. For quality conscious consumers, the com pany is
Question 1. Prepare a model business plan for C Ltd tomeet the existing challenge. You need to be
very specific about quantitative parameters. You may specify which type of plan you are preparing.
Answer : In sucha situation, formulating a strategy would beadvisable.

A strategy isa Single use plan It isnormally made to fight com petition in the market.

The model business plan, i.e., strategy will be

1. It is objective and its purpose is that how much sales it wantsto increase ov er a specified time.

2. The company should then list down its strengths and weakness. This brings in light asto what
will be easy and what will be difficult.

3. Aggressive, advertising and sales promotion techniques to be adopted.
Question 2. Identify the limitations of such plans.
Answer : Umitations of the abovestrategy can be
1. Shortage of funds.
2. Shortage of technical professionals.
3. Toplevelmay notbe com petent enough todevelop a suitable strategy .
4. Thecompany may not be successful in assessing the future plans of the com petitors as com paredto its
own strategy.



Question 3. How willyou seekto removethese limitation s?
Answer : Theabovelimitation scan be overcome by
1. Arranging fundsin advance.
2. Effective methods of recruitment should be ad opted to ensure av ailability of effective staff in all
departments.
3. Middlelevel should be encouraged to propose plans in the form of suggestions. After considering all
these, a strategy should be planned.
4. Thecompany should be able to assess them oves of the cam petitors.
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Multiple Choice Questions

Question 1. Which of the following is not an element of delegation?
(a) Accountability

(b) Authority

(c) Responsibility

(d) Informal organisation

Answer (d) Informal organisation isnot an element of delegation.
Question 2. A network of social relationship that arise spontaneously duetointeraction at work is
called

(a) formal organisation

(b) informal organisation

(c) decentralisation

(d) delegation

Answer (b) Informal organisation im plies social interaction amongst people.
Question 3. Which ofthe following doesnot follow the scalar chain?

(a) Functional structure

(b) Divisional structure

(c) Formal organisation

(d) Informal organisation

Answer (d) Informal organisation doesnot follow the scalar chain.
Question 4. A tall structure hasa

(a) narrow span of management

(b) wide span of management



(c) no span of management

(d) less levels of management

Answer (a) A tall structure hasa narrow span of managem ent.

Question 5. Centralisation refers to

(a) retention of decision making authority

(b) dispersal of decision making authority

(c) creating divisions as profit centres

(d) opening new centres or branches

Answer (a) Centralisation im plies concentration of all decision making functionsat the apex ofthe
management.

Question 6. For delegation to be effective, it is essential that responsibility be accompanied with
necessary

(a) authority

(b) manpower

(c) incentives

(d) promotions

Answer (a) Authority refersto theright ofan individual to conmandhis subordinates Thus, It IS
essential that responsibility be accom panied with necessary authority.

Question 7. Span of management refersto

(a) number of managers

(b) length ofterm for which a manager is appointed

(c) num ber of subordinates under a superior

(d) number of members in top management

Answer (c) Span of management IS the number of subordinates under a supenor.

Question 8. The form of organisation known for giving rise torumours is called

(a) centralised organisation

(b) decentralised organisation

(c) informal organisation

(d) formal organisation

Answer (c¢) As In informal organisation excess of interactions among people giVing rise torumours.
Question 9. Grouping of activities on the basis of product lines isa part of

(a) delegated organisation

(b) divisional organisation

(c) functional organisation

(d) autonom ous organisation

Answer (b) Divisional organisation implies grouping of activities on the basis of product lines.
Question 10. Grouping of activities on the basis of functionsis a part of

(a) decentralised organisation

(b) divisional organisation

(c) functional organisation

(d) centralised organisation

Answer (c¢) Functional organisation im plies grouping of a activities on the basis of functions
Short Answer Type Questions

Question 1. Define ‘Organising?

Answer Organising is defined asa process that initiates implementation of plans by clarifying jobs,
working relationships and effectively deploying resources for attainment of identified and desired
results.

Question 2. What are the stepsin the process of organising?

Answer Organising involves following steps that need to be taken in series



1. Identification and Division of Work Organising process begins with identifying and division of
total work into small units.

2. Departmentalisation After dividing the work, related and similar jobs are grouped together and
put under one department.

3. Assignment of Duties After departmentalisation, the work is assigned according tothe ability
of individuals.

4. Establishing Reporting Relationship Assigning duties is not enough. Each individual should
also know, whohe hasto take ordersand towhom heis accountable. Thus, reporting
relationship helps in co-ordination among various departments.

Question 3. Discuss the elements of delegation.
Answer The elements of delegation are as follows

1. Authority It referstotheright ofan individual to command his subordinates and totake
action within the scope of his position. The concept ofauthority arises from the established
scalar chain, which links the various job positions and levels of an organisation. It must be
noted that authority is restricted by laws and the rules and regulations of the organisations.
Authority flows downward.

2. Responsibility Responsibility isthe obligation ofa subordinate to properly perform the
assigned duty. Itarises from a superior-subordinate relationship because the subordinate is
bound to perform the duty assigned to him by his superior. Responsibility flowsupward.

3. Accountability Accountability implies being answerable for the final outcome. Once
authority has been delegated and responsibility accepted, one cannot deny accountability. It
cannot be delegated
and flows upwards i.e., a subordinate will be accountable toa superior for satisfactory
performance of work.

Question 4. What does the term ‘Span of management’ refer to?

Answer Is the number of subordinatesunder a superior or we can say, it means how many

em ployees can be effectively managed by a superior. The span of management, toa large extent gives
shape tothe organisational structure, e.q., if the number of subordinates under a superior keep
increasing when we move downward then the shape of the organisational structure will be as follows.

Question 5. Under what circumstances would functional structure prove to be an appropriate
choice?

Answer Functional structure would prove to be most suitable when the size of the organisation is
large, has diversified activities and operationsrequire a high degree of specialisation. It promotes
control and co-ordination within a department, increased managerial and operational efficiency,
results in increased profits.

Question 6. Draw a diagram depicting a divisional structure.

Answer Diagram of Divisional Structure
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Question 7. Can a large sized organisation be totally centralised or decentralised? Givey our opinion.
Answer No large organisation can not be totally centralised or decentralised. Com plete
centralisation would imply concentralisation ofall decision making functions at the apex ofthe
management hierarchy. Such a scenario would obviate the need for amanagement hierarchy. On the
other hand, complete decentralisation would im ply the delegation of all decision making functionsto
the lower level ofthe hierarchy and this would finish offthe need for higher, managerial positions.
Both the situations are unrealistic.

Asan organisation grows in size and com plexity, there isa tendency tomove towards decentralised
decision making. This is because, in large organisationsthose employees, whoare directly and closely
involved with certain operationstend tohave more knowledge about them than the top management,
which may only be indirectly associated with individual operations. Hence, thereis a need for balance
between these co-existing forces.

Question 8. Decentralisation is extending delegation tothe lowest level. Comment.

Answer Decentralisation is extending delegation tothe lowest level Decentralisation explains the
manner in which decisionmaking responsibilities are divided am ong hierarchical levels.
Decentralisation refersto delegation of authority throughout all the levels of the organisation.
Decision making authority is shared with lower levels and is consequently placed nearest to the point
of action. In other words, decision making authority is pushed down the chain of command.
Delegation isthe process and decentralisation is the end result. e.g., If the director give

the responsibility to production head to com plete the target of 20,000 unitsand authorise him to hire
the workers, production head further shares his responsibility with manager to select the worker.
Manager shares his responsibility with supervisors, whoare dealing with workers, authorise him to
select workers. Here, the responsibility distributed at every level. That’s why we say systematic
delegation leads to decentralisation.

Long Answer Type Questions

Question 1. Why is delegation considered essential for effective organising?

Answer Effective delegation leads tothe following benefits

1. Effective Managem ent By em powering the employees, the managers are able to function more
efficiently as they get more time to concentrate on im portant matters. This makes the working
of all the levels effective and efficient.

2. Employee Development As aresult of delegation, em ployees get m ore opportunities toutilise
their talent and this may give rise totalent abilities in them. It makesthem better leadersand
decision makers. Delegation empowersthe em ployees by providing them with the chance to
use their skills, gain experience and develop themselves for higher positions.

3. Motivation of Em ploy ees Delegation helpsin developing the talents of the employ ees. It also
has psychological benefits. Responsibility for work builds the self-esteem of an em ployee



and im proves his confidence. He feels encouraged and tries to improve his performan ce
further.

4. Facilitation of Growth Delegation helps in the expansion of an organisation by providing a
ready workforce totakeup leading positions in new ventures. Trained and experienced
em ployees are able to play significant roles in the launch of new projects.

5. Basis of Managem ent Hierarchy Delegation of authority establishes superior-subordinate,
which management. The extent of delegated are the basis of hierarchy of authority also decides
the power that each job position enjoy sin the organisation.

6. Better Co-ordination Dueto delegation work, duties, power all becomes very clear. This helps
to avaid ov erlapping of dutiesand duplication of effort as it givesa clear picture of thework
being done at various levels. Such clarity in reporting relationships helpin developing and
maintaining effective coordination amongst the departments, levels and functions of
management.

Question 2. What isa divisional structure? Discuss its advantages and limitations.

Answer A divisional structure com prises of separate business units or divisions. Each unit hasa
divisional manager responsible for performance and whohasauthority over the unit. Generally,
manpower is grouped on the basis of different products manufactured.

Merits

1. (i) Skill Development Product specialisation helps In the developm ent of varied skills in a
divisional head and this prepares him for higher positionsashe gains experience in all
functions.

2. (ii) Accountability Divisional heads are accountable for profits, asrevenues and costsrelated to
different departments. can be easily identified and assigned tothem. This provides proper
basis for performance measurement.

3. (iii) Quick Decision Making It prom otes flexibility and initiative because each division
functions as an autonom ous unit which leads to faster decision making.

4. (iv) Facilitates Expansion It facilitates growth as new divisions can be added without
interrupting the existing operations, by merely adding another divisional headand staff for the
new product line.

Demerits
The divisional structure hascertain disadvantages

1. Conlflicts Conflicts may arise among different divisions with reference toallocation of funds.

2. Higher Cost Providing each division with separate set of similar functions increases
expenditure.

3. Ignoring Organisational Goals It provides managers with the authority to supervise all
activitiesrelated to a particular division. In course of time, such a manager may gain power
andin a bid toassert his independence may Ignore organisational interests.

Question 3. Decentralisation is an optional policy. Explain why an organisation would choose to be
decentralised.

Answer Decentralisation is much more than mere transfer of authority tothe lower levels of
management hierarchy. Itsim portance can be understood from the following points

1. Develops Initiative Among Subordinates When lower managerial levelsare given
freedom to take their own decisionsthey learn to depend on their judgement. A decentralised
policy helps to identify those executives, whohave the necessary potential to become dynamic
leaders.

2. Develops Managerial Talent for the Future Formal training playsan important part in
equipping subordinates with skills that help them rise in the organisation, but equally
important is the experience gained by handling assignmentsindependently. It gives them a
chanceto prove theirabilities and creates a reservoir of qualified manpower.



Quick Decision Making In a decentralised organisation, however, since decisions are taken
at levels, which are nearest to the points of action and there is norequirement for approval
from many levelsthe

process is much faster.

Reliefto Top Management Decentralisation leaves the top management with more time,
which they can devote to important policy decisionsrather than occupying their time with both
policy aswell as operational decisions.

. Facilitates Growth Decentralisation awards greater autonomy to the lower levels of

management aswell as divisional or departmental heads. This allowsthem to function in a
manner best suited totheir department and develops a sense of com petition amongst the
departments. consequently, the productivity levels increase and the organisation is able to
generate more returns, which can be used for expansion purposes.

. Better Control Decentralisation makes it possible to evaluate performance at each level and

the departments can be individually held accountable for their results. The extent of
achievement of organisational objectives aswell as the contribution of each department in
meeting, the over all objectives can be ascertained.

Question 4. How does informal organisation support the formal organisation?
Answer The informal organisation offers maov benefits Important among them are given as follows

1.

2.

Quick Feedback Prescribed lines of communication are not followed. Thus, the informal
organisation leadsto faster spread of Information as well as quick feedback

Social Needs It helpsto fulfill social needs ofthe members and allows them to find like
minded people. This enhances their job satisfaction, since it givesthem a sense of
belongingness in the organisation.

Organisational Objedives It contributes towards fulfilment of organisational objectives by
com pensating for inadequacies in the formal organisation e.g., feedbacks on new policies etc
can be tested through Informal network.

Question 5. Distinguish between centralisation and decentralisation.
Answer Difference between centralisation and decentralisation

Basis | Centralisation Decentralisation

Meaning | refers to the concentration of | it reflers 10 the distribution of powers

powers at higher level only at every level of managerment.

Authority | Top management retains Authority is systematically divided af
i every level

bottom level are having fow
authorities.
Sutable |t is sultable for small size It is suitable for large scale

Freedom |Managers have less freedom of |Managers have more freedom ol

Question 6. How is a functional structure different from a divisional structure?
Answer Difference between functional and divisional structure



Basis Functional Structure Divisional Structure

Formation it = based on functions performed |t s based on product ines

Specislisation |F i P \iaab

Responsibiiity | Difficult 10 fix responsibility Easy to fix responsibility

Managerial | Difficult, as each Easy, as sach manager perform

development |specialises in one multifunctions

Cost Economical, as no duplication of | Costly. due to duplcation of
WwOrk { unchions

Co-ordination { Difficult for a multi-product Easy, because all lunctions
company retated to a parficular product are

integrated in one depariment.

Application Type Questions
Question 1. Neha runs a factory wherein she manufactures shoes. The business has been doing well
and sheintends to expand by diversifying into leather bags aswell as Western formal wear, thereby
making her com pany a complete provider of corporate wear. This will enable her tomarket her
business unit asthe one stop for working wom en. Which type of structure would y ou recommend for
her expanded organisation and why?
Answer Neha should decide for divisional structure because
1. Shewill diversify her unit now intovaried product lines.
2. Such a structure would enable her to know the profit marqms from each product line and
accordingly, she can plan and select the specific product for future diversification.
3. It will facilitate further expansion without disturbing the existing units.
Question 2. The production manager asked the foreman to achieve a target production of 200 units
per day, but he doesn’t givehim the auth ority torequisition tools and materials from the stores
department. Can the production manager blame the foreman ifhe isnot able to achieve the desired
target? Give Reasons.
Answer No, the production manager cannot hold the foreman responsible for the incom plete work
asthe foreman wasnat given authority by the manager. The principle of authority responsibility says
that there should be a balance between the authority and responsibility. If the authority given ismore,
then it leads tomisuse of authority and if responsibility is more, then the work will not be com pleted.
Question 3. A manager enhancesthe production target from 500 unitsto700 units per month, but
the authority to draw raw material wasnot given by him. The production manager could not achieve
therevised production target. Who is responsible and which principle was violated?
Answer The manager isresponsible for work not being com pleted. The principle of authority
responsibility is violated.
Question 4. A company hasitsregistered office in Delhi, manufacturing unit at Gurgaon and
marketing and sales department at Faridabad. The com pany manu factures the consumer products.
Which type of organisational structure should it adopt to achieve its target?
Answer
1. Asa company is performing separate functions in separate areas. then it should adopt
functional structure
2. The services of experts are common toall products. It will be economical asno duplication will
take place.
. Span of management can be increased as workers will be doing same type of work.
Case Problems
1.A company, which manufacturesa popular brand of toys, has been enjoying good market
reputation. It hasa functional organisational structure with separate departments for production,
marketing, finance, human resources and research and development.
Lately touseits brand name and also to cash on to new business opportunities it is thinking to
diversify into manufacture of new range of electronic toy s for which a new market isemerging.



Question Prepare a report regarding organisation structure giving concrete reasonswithregardto
benefits the com pany will derive from the stepsit should take.
Answer In the given situation, organisation should shift from functional structure to divisional
structure as the com pany wantsto diversity, by adding a new product line. Thereasons and benefits
are
The performance of each unit can be easily assessed,
New product lines can be easily added without disturbing the existing units.
Decision making is faster.
Divisional structure maintains short line of communication with customersand provide better
services tothem.
2. A com pany manufacturing sewing machines set up n 1945 by the British prom oters follows formal
organisation culture in totality. It is facing lot of problemsin delays in decision making. Asthe result
it isnot abletoadapt to changing business environment. The work force is also not motivated since
they cannot vent their grievances except through formal channels, which involvered tape. Employ ee
turnover is high. Its market share is also declining due to changed circumstances and business
environment.
Question Youareto advise the company with regard to change it should bring about its organisation
structure to overcome the problems faced by it. Give reasons in terms of benefits it will derive from
the changes suggested by you. In which sectors can the company diversify, keeping in mind the
declining market for the product the com pany is manufacturing?
Answer The suggestions are
1. To overcome thelimitations of formal organisation, the management should encourage
workers tointeract and socialise with each other through get together outings. In this way,
ev ery one will interact and like minded people will com e closer. The net result will be more
satisfied workforce.
2. The management should try to decentralise organisation structure.
3. The suggested area where the business can be diversified is textilema chineries like embroidery
units, sequencing units, buttoning units.
3. A company X limited manufacturing comsetics, which has enjoyed a pre-eminent position in
business, has grown in size. Its businesswasvery good till 1991. But after that, new liberalised
environment has seen entry of many MNC’sin the sector.
With the result the market share of X limited has declined. The com pany had followed a very
centralised business model with directors and divisional heads making even minor decisions. Before
1991, this business model had served the com pany very well as consumers hasno choice. But now the
company isunder pressure toreform.
Question What organisation structure changes should the com pany bring about in order toretain its
market share? How will the changes suggested byy ou help the firm? Keep in mind that the sector in
which the com pany is FMCG.
Answer The company X Ltdis working in a centralised way, which is not giving enough time tothe
higher officials tothink of better policies, strategiestohandle the changesin the changing
environment. The com pany should thus get decentralised sothat the routine type of work, Inv olving
minor decisions can be looked after by the lower levels. Thrs Will give/save more time for the
directorsand divisional heads to plan strategies to fight with com petition
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Short Answer Type Questions
Question 1. Briefly enumerate the im portant sources of recruitment.

Answer There are two Important sources of recruitment

Promaotion
() Internal m<
Transfer

When the firm arranges for manpower from within the organisation then it is known asan internal
source
These are oftwo types



(a) Transfer When we movean employee from one department to the other, from one branch to the
other, from one division toanother which leadsto a change in hls/her working environment it is
known asa transfer Thereis hardly any change in his authority and responsibility.

(b) Promotion When wemove an employee toa higher level In the same department, branch,
division or different department, branch or division which increases his authority, responsibility and
status, It isknown asa promotion.

(i) External Sources Direct recruitment
Casual callers
Advertisement

Employment exchange

Placement agencies

Campus recruitment

Ve Recommendation of
publishing employees
Advertising on television contractor

When the firm makes arrangements for manpower from outside the organisation from any ofthe
above given sources, it is known as external sources of recruitment
Question 2. What is meant by recruitment? How is it different from selection?
Answer Recruitment refersto the process of finding possible candidates for a lob. It can be defined
asthe process of motivating and encouraging people to come and apply for a job in an organisation
Selection isthe process of identifyingand choosing the best person out of a number 01 prospective
candidates for a job.
If recruitment is positive, selection is negative Recruitment helps in creating a pool of prospective
wor kforce whereas selection helps in finding the best out ofthem.
Question 3. Define training. How is it different from education?
Answer Training is the systematic development of knowledge, skills and attitudes required by an
individual to perform adequately a given task or job.

Purpose improves curent job increased general knowlecige and
perlormance understanding
Scope Narrow iImprove skills 10 do | Wider - develops an individual

a particular job
imparted by | Companies, firms Schools, collages

Question 4. Distinguish between training and developm ent.
Answer Difference between training and developm ent

Basis - Training Development

Purpose It aims at maintaining and It is designed o improve the
improving current job overall eflectiveness of
performance. im.

Level of persons Training programmes IWWH‘E

involved designed for workers al the | Oesigned for managerial level.
operative level

Scope of leaming | Training s job oriented. R is Career orlented.
Question 5. Why are internal sources of recruitment considered to be more economical?
Answer Filling of jobs internally ischeaper ascompared togetting candidates from external sources

because only transfer or promotion hasto be done. It does not involvethelong process of staffing or
selection It Increases the cost in the form of more time. money and efforts in recruiting.




Question 6. What istheimportance of staffing function in today’s environment?

Answer Staffing is considered to be a key function because it deals With human resource. which is
regarded as one of the most valuable resource of any organisation Oncean organisation could place
theright man at theright Jobit is easy to plan, organise. co-ordinate. direct and control the human
activities to get the desired results It helps in discovering and obtaining com petent personnel. ensures
the continuous survival and growth, helps to ensure optimum utilisation of resources and improves
Job satisfaction aswell.

Long Answer Type Questions

Question 1. Define the staffing process and the various steps invodlved in it.

Answer Statf;ng process of the managem ent is concerned With acquiring, developing. employing.
remunerating and retaining people or we can say It isthe timely fulfilment 01 the manpower
requirements with in an organisation.

The following steps are invalved in staffing process

(i) Estimating the Manpower Requirements The first step in the staffing process is
determining the present manpower Inventory and assessing the present and future man power
requirements of the organisation keeping In mind the production schedule. demand etc.

(ii) Recruitment Recruitment may be defined asthe process of searching for prospective em ploy ees
and stimulating them toapply for jobs in the organisation. For this vanous sources can be used like
transfer promotion, advertising. job consultants etc

(iii) Selection Selection ofthe prospective is the process of choosing from am ong the pool Job
candidates developed at the stage of recruitment It Involvesa host oftestsand interviews

(iv) Placement and Orientation employee to other employ ees Orientation is Introducing the
selectedand familiarising him with the rules and policies of the organisation. He IS taken around the
work place and

given the charge of the job for which he hasbeen selected Placem ent refers tothe employ ee occupying
the position or post for which the person has been selected

(v) Training and Developm ent All organisationshave either in-house training centres or have forged
alliances with training and edu cational institutes to ensure continued learning of their subordinates
By offering the opportunities for career advancement totheir members, organisationsarenot only
able toattract but also retain its talented staft.

(vi) Performance Appraisal After the employees haveundergone a period of training and they have
been on the job for some time. thereis a need to evaluate their performance The employee is expected
to know what the standards are and the superior IS to provide the employee feedback on his/her
performance. The performance appraisal process. therefore, will Include defining the lob. appraising
performance and providing feedback

(vii) Promoation and Career Planning It is very Important for all orqarusauons toaddress career
related Issues and promotional avenues for thelr employ ees. They must provide opportunities to

ev ery one to show their potential and in return promotionscan be provided.

(viii) Compensation All organisations need to establish wage and salary plans for their employees.
There arevarious waysto prepare different pay plans depending on the worth of the job.
Compensation therefore. refersto all forms of pay or rewards going to employees.

Question 2. Explain the procedure for selection of employees.

Answer The important steps in the process of selection are as follows

1. Preliminary Screening It helps the manager eliminate unqualified or unfit Job seekers based
on the information supplied In the application forms.

2. Selection Tests An employment test is a mechanism that attempts tomeasure certain
characteristics of individuals These range from aptitudes, such as manual dexterity, to
Intelligenceto personality.

3. Employment Interview Interview is a formal, in depth conversation conducted to evaluate the
applicant’s suitability for the Job



4. Reference and Background Checks Many em ployersrequest names, addresses and telephone
numbers of references for the purpose of v erifying information and gaining additional on
an applicant.

5. Selection Decision The final decision hasto be made among the candidates who pass the tests.
Interviews and reference checks

6. Medical Examination Before the candidate is given a job offer he/she isrequired to go through
a medical test.

7. Job Offer Job offer IS made through a letter of appointment/confirm hiS acceptance Such a
letter generally contains a date by which the appointee must report on duty.

8. Contract of Employment After the job offer has been made and candidate accepts the offer.
certain documents need to be executed by the employ er and the candidate Thereis alsoa need
for, preparing a contract of employment It Includeslobtitle. duties responsibilities, datewhen
continuous employment starts etc.

Question 3. What are the advantages of training to the individual and to the organisation?
Answer Training helps both the organisation and the individual
Benefitstothe Organisation

1. Training is a systematic learning which reduces the wastage of effortsand money.

2. Enhances employee productivity

3. Training helps a manager to handle an emergency situation.

4. Training motivates workers and thusreduces absenteeism.

5. Helpsin adjusting tothe changing environment (technological).

Benefits tothe Employee

1. Better career opportunities due to improved skills and knowledge.

2. Earningscan be increased due to improved performance.

3. Trained workers can handle machines more efficiently.

4. Employees alwaysremain motivated and satisfied.

Question 4. The staffing function is performed by every manager and not necessarily by a separate
department. Explain.

Answer Staffing isa function which all managersneed to perform. It is the responsibility ofall
managers to directly deal with and select people to work for the organisation. When themanager
performs the staffing function his role is slightly limited. In small organisations, managers may
perform all duties related to employees salaries, welfare and working conditions but as organisation
grow and number of persons employ ed increases, a separate department called the human resource
department is formed which has specialists in managing people.

Application Type Questions

Question 1. The workers of a factory are unable towork on new machines and always demand for
help of supervisor. The supervisor is overburdened with their frequent calls. Suggest the remedy.
Answer Since theworkers of a factory are unable towork on new machines. Training should be

im parted in this case as it is the process of learning new skills and application of knowledge.
Whenever, the new machines are installed in business it is the duty of management to provide
training in order toachieve the desired goal. As per the case it ismentioned that supervisorsareover
burdened with their calls. Supervisor had some other work also if he invaves in im parting training
then his work is suffered. Thus, the managem ent should provide the apprenticeship training
programme under this trainee put under the guidance of a master worker. These are designed to
acquire a higher level of skill. The master worker performsthe job and the trainee observes him
performing. When thelearner learns all the skills then slowly he starts taking up the job step by step
and get full charge on job after some time.

Question 2. Theworkers of a factory remain idle because of lack of knowledge of hi-tech machines.
Frequent visit of engineer is ma de which causes high overhead charges. How can this problem be
removed?



Answer The workers of a factory are not performing because of lack of knowledge ofhi-tech
machines. Technological change arises the little need for employees toupgrade or alter their skills.
Thus, in this case training should be provided by the engineer to one of their supervisor so that he will
guide the other workers and able to enhance their productivity. Frequent visit of engineer results in
high overhead charges When the training imparted to the supervisor then he equips and handlethe
situation In the absence of engineer or In case of emergency
Question 3. The quality of production is not as per standards. On investigation, it was observed that
most of the workerswere not fully aware of the proper operation ofthe machinery. What could be the
way to improve the accuracy?
Answer Workers should be provided off the job training m ethodswhere they can be taught how to
maintain accuracy related to the proper operations of themachinery. Training makes the employee
more efficient and results in high productivity.
Question 4. An organisation provides security services. It requires such candidates whoarereliable
and don’t leak out the secrets of their clients. What step should be incorporated in selection process?
Answer ‘Reference check’ — this step should be done very carefully. Previous employer can be
contacted tocheck his moral behaviour or conduct. Sincerity etc. Thenew candidates should be made
to sign contract of employment which clearly states that strict action will be taken If found guilty
Question 5. A com pany is manufacturing paper plates and bowls. It produces 1,00,000 plates and
bowls each day. Dueto local festival, it got an urgent order of extra 50,000 platesand bowls. Advise
how the company will fulfill its order and which method of recruitment would you suggest?
Answer There are two sources; internal and external. If internal source IS used then existing
workforce can be asked to work ov ertime. If external source is used then

1. existing employees can be asked to recommend names of their friends and relatives.

2. recruitment through labour contractors can also be done.
Case Problems
1.A company X limited is setting up a new plant in India for manufacturing auto com ponents. India is
a highly com petitive and cost effective production base in this sector. Many reputed car
manu facturers sour ce their auto components from here. X limited is planning to capture about 40%
of the market sharein India and also export tothe tune of at least $ 5 million in about 2 years ofits
planned operations. To achieve these targets it requires a highly trained and motivated work force.
You have been retained by the company toadvise it in this matter. While giving answer keep in mind
the sector, the com pany is operating.
Question 1. Outline the process of staffing the com pany should follow.
Answer X Ltd is planning to set up new plant in India for manufacturing auto com ponents. The prime
concern of the com pany is to hire the manpower whoare highly trained and motivated. In order to
achieve the targets, the company should follow the staffing process in this manner.
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Question 2. Which sources of recruitment the com pany should rely upon? Give reasons fory our
recomm endation.

Answer The com pany is establishing a new unit in India. Thus. they should rely on external sources
of recruitment. They shouldadopt this source and through em ployment exchange. placement
agencies. labour contractorsthey will able toget the good staffin company

This recomm endation is fruitful because through these sources the com pany is having a wide choice
of candidates. they can get the qualified personnel and brings new blood in the organisation who are
highly

com petitive. willwork harder to show better performance.

Question 3. Outline the process of selection the com pany should follow with reasons.

Answer Through recruitment process organisation receive large number of applications. In order to
select the most suitable candidate to perform the job. Selection process isto be considered. Following
steps are to be taken
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Company should follow these stepsin series as the first step preliminary screening helpsthe manager
to select among those candidates whose applications are selected
Second step is selection test it isto be conducted to check the practical knowledge of the candidate.
Third step interview is to be taken ofthose candidates who qualify the test. A panel of experts
is called which are identifying the best am ong hundreds.
Fourth step is selection decision. The candidates who pass thetest, interview included In selection
list and critically examined that they are best or not.
Fifth step is examining their medical fitness they are efficient or not.
Sixth stepisto offer thejob, providing them a letter of appointment in which terms and conditions
are mentioned.
The final step is contract of employment when candidate acceptsthejob offer they signed the
contract of employment, the employer and candidate exchange certain documents.
Question 4. Which methods oftraining and developm ent should be Com pany initiate? Explain
givingreasons.
Answer The com pany can use ‘On the job’ and ‘Off the job’ training methods.
The merits or benefits of ‘On the job’are
1. It isa practical method.
2. Thetrainee can contribute towards the real/actual work. (iii) Separate arrangem ents need not
be done.
If the ‘Off the job’ methods are used then the benefits derived are
1. Vestibule training helpsin avoiding m odern and expensive equipm ent from being damaged.
2. Conference helps In to develop conceptual knowledge redu ce, resistance to change etc.
2. A major insurance company handled all recruiting screening and training processes for data
entry /customer servicerepresentatives. Their competitor was attracting most of the qualified,
potential em ployees in their market. Recruiting was made even more difficult by the strong economy




and the ‘job seeker’s market: This resulted in the client having to choose from candidates whohad the
‘soft’ skills needed for the job, but lacked the proper ‘hard’ skills and training.

Question 1. Asan HR manager what problems doy ou see in the com pany?

Answer The human resource manager may face the following problems

(1) Lack of trained workforce

(ii) Lack of sufficient personnel to provide customer services.

(iil) Inefficient maintenance of data.

Question 2. How doyou think it can be resolved?

Answer Following steps can be taken toresolve these problems

(i) Proper training ofthe personnel.

(ii) Provision of incentive based schemes.

(iii) Proper data base should bemaintained by the com pany provide efficient services. in orderto

3. A public transport corporation hashired 1,000 buses for the different routes for the passengers of
metropolitan city. Most of the 3,000 crewmen (drivers, conduct, helpers etc) of these buses have been
found to be wanting in satisfactorily dealing with public and daily commuter. They seem to be little
interested in the job and the job seem tohave lost all meaning to them.

Question 1. Asmanager of the public transport com pany what measures doy ou suggest to improve
the working of crewman in question?

Answer The following measures can be taken to improve the working of crewmen.

(i) Along with wages/salary various other facilities should be provided tothem like education for their
children, insurance etc.

(ii) Working hours should be between 7 to8 per day

(iii) Intervals should be provided.

Question 2. Is it possible tom odify their behaviour by planning a suitable type of training? Suggest
one.

Answer Yes, it is possible tom odify their behaviour by planning ‘coaching’ training programme as in
this programme superior guides and instruct the trainee as a coach. He suggests the changes required
in behaviour and performan ce of the employee. Coach gives due Im portance tothe objective of
individual and objectives of organisation. Thus, effective coaching motivates the em ployees to
perform their best ability.

4. MsJayshree recently completed her post graduate diploma in human resourcemanagement. A few
months from now a large steel manufacturing com pany appointed her asitshuman resource
manager. As of new, the company employs 800 personsand hasan expansion plan in hand which
may required another 200 persons for various types of additional requirem ents. Ms Jayshree has
been given com plete charge of the com pany’s human resour ce department.

Question 1. Point outwhat functions is she supposed to perform?

Answer MsJayshree as HR manager is required to perform the following functions

(i) Recruitment

(ii) Preparejob description

(iii) Preparing com pensation and incentive plans

(iv) Arranging training programmes

(v) Making welfare schem es for employ ees

(vi) Handling grievances of employees

(vii) Handling labour dispute

Question 2. What problems doy ou foresee in her job?

Answer Shemay face the following problems

(i) Properly qualified candidates may not be available.

(ii) Demand for wages may go higher.

(iii) After providing training the workers may leavethe organisation.

(iv) Trade unions may bring unreasonable demands.



Question 3. What steps is she going totake to perform her job efficiently?

Answer Following steps can be taken by her to perform her job efficiently

(i) She should make use ofall the possible sources of recruitment.

(ii) She should frequently consult the experts and also observethe policies followed by com petitorsto
recruit andretain the workforce.

(iii) Maintaining cordial relationship With trade unions and encouraging them toact as one big
family.

Question 4. How significant is her rote in the organisation?

Answer Her role n very significant In the organisation. She isa human resources manager and
concerned with timely procurement of com petent manpower and ensuring its effective and efficient
utilisation soas to survive along with the three main objectives; organisational. individual and
societal.
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Multiple Choice Questions

Question 1. Which one of the following is not an element of direction?

(a) Motivation

(b) Communication

(c) Delegation

(d) Supervision

Answer (c) Delegation is not en element of direction.

Question 2. The motivation theory which classifies needs in hierarchical order is developed by



(a) Fred Luthans

(b) Scott

(c) Abraham Maslow
(d) Peter F Drucker

Answer (c) Abraham Maslow gave the hierarchy of five human needs.

Question 3. Which of the following is a financial incentive?

(a) Promotion

(b) Stock incentive

(c) Job security

(d) Employee patticipation

Answer (b) Stock incentive is a financial incentive which is a employee stock option with a tax benefit.
Question 4. Which of the following is not an element of communication process?
(a) Decoding

(b) Communication

(c) Channel

(d) Receiver

Answer (b) Communication is not the element of communication process, it is understood as a process of
exchange.

Question 5. Grapevine is

(a) Formal communication

(b) Barrier to communication

(c) Lateral communication

(d) Informal communication

Answer (d) Informal system of communication is referred as “Grapevine” .
Question 6. Status comes under the followingtype of barriers

(a) Semantic barrier

(b) organisational barrier

(c) Non semantic barrier

(d) Psychological barrier

Answer (b) Status related to organisation, Thus, it is a organisational barrier.
Question 7. The software company promoted by Narayan Murthy is

(a) Wipro

(b) infosys

(c) Satyam

(d) HCL

Answer (b) Narayana Murthy promoted Infosys.

Question 8. The highest level need in need Hierarchy of Abraham M aslow

(a) Safety need

(b) Belongingness need

(c) Self actualisation need

(d) Prestige need

Answer (c) Self actualisation need is the highest level of need as it refers to the drive to become what one is
capable of becoming.

Question 9. The process of converting the message into communication sy mbols is known as
(a) Media

(b) Encoding

(c) Feedback

(d) Decoding

Answer (b) The process of converting message into symbol is known as Encoding.



Question 10. The communication network in which all subordinates under a sup ervisor communicate through
supervisor only is

(a) single chain

(b) inverted

(c) wheel

(d) free flow

Answer (c) In the wheel network, the communication takes place in such a manner that subordinates under a
sup ervisor communicate through supervisor only.

Short Answer Type Questions

Question 1. Distinguish between leaders and managers.

Answer Difference between Managers and Leaders

Existence | A manager exists only in a Ajeader can be found in both formal
tormal organesation structure,  fand informal organisation structure.
Focus ‘The focus of amanagerison | The focus of a leader Is on tulfiling
' gchieving the organisational aspirations and expactations of his
| goaie, followers,
Authority A manager possesses formal | A leader enjoys accepiance authory.
authority.
Functions ‘Mamuef performs all functions | Leater performs only one lunction /e
[of an organisation /.e., planning, | directing.
torganiaing. directing, controlling.

Question 2. Define Motivation.

Answer M otivation is defined as inducing, inspiring and stimulating a person to perform with their best ability,
to accomplish the goal. It depends upon satisfying needs of people. In the words of Farland, “motivation is the
way in which urges, desires, aspirations or needs, direct control and explain the behaviour of human beings”.
Question 3. What is informal communication?

Answer The social interactions, gossips, friendly talks and non officiat matters which are discussed among
different members of organisation who are not officially recognised is known as informal communication or we
can say the communication that takes place without following the formal guidelines of communication Is said to
be informal communication. This type of communication establishes the personal relationship among
employees. It is flexible, dynamic and no records of information communication are maintained under this
Informal communication system is generally referred to as “Grapevine”.

Question 4. What are semantic barriers of communication?

Answer While communicating a message, misrepresentation of communication causes misunderstanding on
account of use of wrong words lack of vocabulary skills, faulty translations, different interpretations is known
as semantic barriers. It is concerned with the problems which arises in the process of encoding and decoding of
message into words or impressions. M ain causes of semantic barriers are listed below

(1) Badly expressed message

(i1) Symbols with different meanings

(111) Faulty translations

(iv) Unclarified assumptions

(v) Technical jargon

(vi) Body language and gesture decoding

Question 5. Who is a supervisor?

Answer Supervision means instructing, guiding, monitoring motivating and observing the activities of
employees from over and above. The person who is performing the work of supervision is known as supervisor.
Supervisor is the link between management and subordinates. He is the person who translates the policies and




plan of management to the subordinates and revert back the complaint, suggestions and feedback of
subordinates to management.

Question 6. What are the elements of directing?

Answer Directing comprises of four elements

(1) Supervision It can be understood as the process of guiding and instructing the efforts of employees.

(1)) Motivation The process of encouraging the employees in order to help them in achieving the desired goals is
known as motivation

(ii1) leadership It is the process of mtluencmq the behaviour of people by making them strive voluntarily
towards achievement of organisational goals.

(iv) Communication It is the process of exchange of ideas, Views, facts, feelings etc between or amongpeople
to create common understanding.

Question 7. Explain the process of motivation.

Answer M otivation process is based on how unsatisfied human need gets satisfied and results in reduction of
tension.

The steps of motivation process are as follows

Unsatisfied
need

|
Tension
i

Drvas

'

Search behaviour

4
Satisfied need

)

Reduction of tension

(1) Unsatisfied Need The need of an individual which is not satisfied.

(i1) Tension Unsatisfied need creates tension

(111) Drive This tension creates drive and an Individual starts looking for alternatives to satisfy the need.
(iv) Search Behaviour Then he starts behaving as per chosen option.

(v) Satisfied Need After opting the chosen behaviour his need got satisfied.

(vi) Reduction of Tension The fulfillment of need results in relieving of tension.

Question 8. Explain different networks of grapevine communications.

Answer Grapevine communications may follow different types of network they are

(i) Single Strand Network Each person communicates to the other in sequence.
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(1) Gossip Network Each person communicates with all on non-selective basis.




(ii1)) Probability Network The Individual communicates randomly with other Individual

%

(iv) Cluster Network The individual communicates with only those people whom he trusts

O
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Long Answer Type Questions

Question 1. Explain the principles of Directing.

Answer Principles of Directing

(1) Maximum Individual Contribution This principle emphasises that directing techniques must help every
employee to contribute to his maximum potential in order to achieve the organisational goals. It should help In
bringing out unused or dormant p otential of an employee to improve the efficiency of the organisation. e.g.,
suitable and appropriate Incentives should be given to encourage employees to improve their performance.

(1) Harmony of Objectives M ost of the lime It happens that the organisational objectives and Individual
objectives move in opposite directions, The person In charge of a team of workers should guide and Instruct his
team In such a manner that they realise the Importance Of both the objectives

(i1) Unity of Command This principle insists that a person inthe organisation should receive Instructions from
one superior only. If Instructions are received from more than one, it creates confusion, conflict and disorder In
the organisation Adherence to this principle ensures effective direction.

(iv) Appropriateness of Direction Technique According to this principle. appropriate motivational and
leadership technique should be used while directing the people based on subordinate needs capabilities.
attitudes etc, e.g.. combination of both monetary and non-monetary Incentives should be used to elicit the right
response from the emp loyees.

(v) Managerial Communication Directing should convey clear Instructions to create total understanding to
subordinates Through proper feed back the manager should ensure that subordinate understands his instructions
clearly.

(vi) Use of Informal Organisation Informal groups or organisations exist within every formal organisation and
every manager should spot and make use of such organisations for effective directing



(vii) Leadership While directing the subordinates managers should exercise good leadership as it can influence
the subordinates positively without causing dissatisfaction among them.

(viil) Follow Through Mere giving of an order is not sufficient M anagers should follow It up by reviewing
continuously whether orders are being implemented accordingly or any problems are being faced by the
subordinates.

Question 2. Explain the qualities of a good leader. Do the qualities alone ensure leadership success?

Answer Some 0lthe qualities required by all leaders are

(i) Physical Features It IS believed that good physical features attract people. Height. weight. health.
appearance determine the physical personality of an individual.

(i1)) Knowledge A good leader should have required knowled ge and competence Only such person can Instruct
subordinates correctly and Influence them

(iii) Integrity He should be a role model to other regarding the ethics and values A leader should possess high
level of integrity and honesty.

(iv) Initiative A good leader never waits for opp ortunities to come to his way rather he grabs the opportunity
and use it to the advantage of organisation.

(v) Communication and Motivation Skills A leader should be a good communicator. He should have the
capacity to explain his Ideas and make the people to understand his Ideas. He should also understand the needs
of people and motivate them through satisfying their needs.

(vi) Self Confidence A high level of self confidence is very important for any leader He should not loose his
confidence even in most difficult times A person who is not himself confident will never be successful in
providing confidence to his followers

(vii) Decisiveness Leader should be able to take decisions while managing the work. Once he is convinced
about a fact, he should be firm and should not change opinions frequently.

(viii) Social Skills A leader should be sociable and friendly with his colleagues and followers. He should
understand people and maintain good human relations WIth them.

M any times, the success of an organisation is attributed to the leader, but due credit is not given to the
followers. M any followers related factors like their skills, knowledge. commitment, willingness to co-operate
team spirit etc make a person an effective leader It is said that followers make a person, a good leader by
acceptance of leadership. Therefore both followers and leaders are playingan vital role in leadership process.
Question 3. Discuss M aslow’s Need Hierarchy theory of motivation.

Answer Maslow’s need Hierarchy Theoty of M otivation M otivation IS a psychological term and the needs of
an employee plays an important role In motivation. In order to study motivation various researchers developed
theories on them. Among them Abraham Maslow’s need Hierarchy theory IS considered of worth. As per him,
their exists a Hierarchy of five needs these are

(i) Basic Physiological Needs These needs are most basic in the hierarchy and corresponds to primary needs.
Food, clothing shelter are a few examples of this type of need Basic salary helps to fulfill these needs.
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(i1) Safety/Security Needs When the basic needs satisfied, people start thinking of future. These needs provide
security and protection from

(ii1) Affiliation/Belonging Need These needs refer to human feeling of belongingness. We all as human beings
look forward to being accepted In the society e.g. friendship.

(iv) Esteem Needs These include factors such as self-respect, autonomous status, attention An individual wants
a respect and recognition from others in this need

(v) Self-actualisation Needs It is the highest level of need in the hierarchy It refers to the drive to become what
one is capable of becoming The needs include growth self-fulfillment and achievement of goals etc.

Question 4. What are the common barriers to effective communication suggest measures to overcome them?
Answer Common Barriers to Effective Communication M anagers in all organisations face problems due to
communication barriers These barriers may prevent a communication or filter part of it or carty Incorrect
meaning due to which misunderstanding may be created. Therefore all managers should take some steps to
overcome these barriers.

There are broadly four groups of barriers

(1) Semantic Barriers Semantic barriers are concerned with problems and obstructions In the process of
encoding and decoding of message Into words or -expressions Normally such barriers result on account of use
of wrong words, faulty translations. different interpretations etc. These are discussed below

(a) Badly Expressed Message Sometimes the message is not communicated correctly by the manager because
of inadequate vocabulary, usage of wrong words. omission of needed words etc.

(b) Symbols with Different Meaning A word may have several meanings Receiver has to perceive one such
meaning for the word used by communicator.

(c) Faulty Translations Sometimes while translating If incorrect translation is done due to poor command over
both the languages then meaning of the message changes This leads to cause different meanings to the
communications.

(d) Unclarified Assumptions Sometimes communication may have certain assumptions which are subject to
different interpretations the one should always clear the meaning of what he is instructing the worker to do, so
that the worker has no doubts in his mind.

(e) Technical Jargon Sometimes specialists may use technical words in their communication by which the
receiver IS not aware Therefore, they may not understand the complete conversation.

(f) Body Language and Gesture Decoding The body movement and body gestures plays an imp ortant role in
conveyingthe message. If there is no match between what is said and what is expressed In body movements,
communications may be wrongly perceived.

(i1) Psychological Barriers Emotional or psychological factors acts as barrier to communications e.g, a person
who is warned cannot understand what is being told. Some of the psychological barriers are

(a) Premature Evaluation Sometimes people evaluate the meaning of message before the sender completes his
message. Such premature evaluation may be due to preconceived notions.

(b) Lack of Attention Ifthe mind is pre-occupied then the result is non-listening of message by receiver act as
a major psy chological barrier.

(c) Lon by Transmission and Poor Retention When message passes through various levels. successive
transmission of message results in loss of information. It happens mostly with oral communication. Also people
cannot retain the information for a long time if they are inattentive or not interested.

(d) Distrust If the communicator and communicate do not believe on each other. they can not understand each
others message in its original sense as they are not giving importance to the information exchan ged.

(ii1)) Organisational Barriers The factors related to organisation structure, authority relationships, rules and
regulations may sometimes act as barriers to effective communication some of these

barriers are

(a) Organisational Policy If the organisational policy is not supporttive to free flow of communication, it may
hamper effectiveness of communications.

(b) Rules and Regulations Rigid rules and cumbersome procedures may be a hurdle to communication
similarly, communication through prescribed channel may result in delays.



(c) Status Status of superior may create psychological distance between him and his subordinates The people
working at higher level may not allow his subordinates to express their feelings freely.

(d) Complex Organisational Structure In an organisation where there are number of managerial levels,
communications gets delayed and distorted as number of filtering pomts are more

(e) Organisational Facilities For smooth clear and timely communication proper facilities are required like
frequent meetings suggestion box. internet connection, Inter-com facility. Lack or ineffectiveness of these
facilities may create communication problems

(iv) Personal Barriers The personal factors of both sender and receiver may exert influence on effectiVe
communication. Some of the personal barriers are

(a) Fear of Challenge to Authority If a supenor feels that a particular communication may effect his authority
negatively then he/she may not speak it out clearly and openly.

(b) Lack of Confidence of Superior on his Subordinate If superiors do not have confidence on their
subordinates, they may not seek their advice or opinions.

(c) Unwillingness to Communicate Sometime subord nator may not be prepared to communicate with their
superiors if they think that it may adversely affect their interests.

(d) Lack of Proper Incentives Ifthere is no reward for communication then employees may not be motivated
to communication e.q., if there IS no reward or appreciation for a good suggestion, the subordinate may not be
willing to offer useful suggestions again

Some measures which can be adopted by organisations to improve communications are

(1) Clarify the Ideas Before Communication The entire message to be communicated should be studied in
depth analysed and stated in such a manner that It is clearly conveyed to subordinates. The message should be
encoded In simple language which is understandable.

(i1) Communication According to the Needs of Receives All managers should be aware of the understanding
level of his/her subordinates. He should adjust his communication and select the words according to the
education and understanding levels of subordinates

(i) Consult Others Before Communicating Before communicating anything, others who are linked with it In
some way or the other should be taken Into confidence for developing a better pian.

(iv) Be Aware of Languages, Tone and Content of Message The language used for communication should be
understandable to the listener. The tone of the appropriate and the matter should not be offendingto anyone
(v) Convey Things of Help and Value to Listener It is always better to know the interests of the people with
whom you are communicating. If the message relates directly or Indirectly to such interests and needs II
certainly evokes resp onse trom communicate.

(vi) Ensure Proper Feedback The receiver of communication may be encouraged to respond process may be
Improved to communication. The communication by the feedback received to make it more responsive

(vii) Follow up Communication There should be aregular follow up and review on the instructions given to
subordinates Such follow up measures help in removing hurdles If any In implementing the instructions.

(viii) Be a Good Listener M anager should be a good listener. Patient and attentive listening solves half of the
problems. M anagers should also give Indications of their Interest in listening to their subordinates

Question 5. Explain different financial and non-financial incentives used to motivate employees of a company.
Answer Financial Incentives Financial incentives refer to incentives which are in direct monetary form or
measurable in monetary term and serve to motivate people for better performance. The financial incentives used
in organisations are listed below

(1) Pay and Allowances For every employee, salary is the basic monetary incentive It Includes basic pay, DA
and other allowances Salary system consists of regular increments In the pay every year and enhancement of
allowances from time to time.

(i) Productivity Linked Wage Incentives Several wage incentives aim at linking payment of wages to
increase in productivity at Individual or group level.

(ii1) Profit Sharing Profit sharingis meant to provide a share to employees In the profits of the organisation
Trus serves to motivate the employees to improves their performance and contribute to Increase in profits



(v) Co-Partnership/Stock Option Under these Incentives schemes, employees are offered company shares at a
set price which is lower than market price The allotment of shares creates a peeling of ownership to the
employees and makes them to contribute more for the growth of the organisation.

(vi) Retirement Benefits Several retirement benefits such as provident fund, pension and gratuity provide
financial security to employees after their retirement. This act as an Incentive when they are In serv-es in the
organisation.

(vii) Perquisites In many companies perquisites and fringe benefits are offered such as car allowance, housing,
medical aid, and education etc over and above the salary. These measures help to provide motivation to the
emp loyees/managers

Non-financial Incentives Incentives which help in fulfilling our psy chological emotional and social needs are
known as non-financial incentives Some of the non-financial Incentives are

(1) Status Status means ranking or high positions In the organisation. Whatever power position prestige an
employee enjoys in the organisation are indicated by his status Psychological, social and esteem needs of an
Individual are satisfied by status given to their job.

(i) Organisational Climate This indicates the characteristics which describe an organisation and distinguish
one from the other. Individual autonomy. reward orientation, consideration to employees,

etc are some of the positive features of an organisation. If managers try and Include more of these In an
organisation helps to develop better organisational climate

(ii1) Career Advancement O pportunity M anagers should provide opportunity to enployees to improve their
skills and be promo-eo to the higher level Jobs appropriate skill development programmes and sound promotion
policy Will help employees 10 achieve promotions. Promotions have always worked as tonic and encourages
employees to exhibit improved performance

(iv) Job Enrichment Job enrichment is concerned with designing jobs that include greater variety of work
contentment require higher of knowledge and Skill, give workers more autonomy level and responsibility and
provide opportunity for personal growth and a meanin gful work experience

(v) Employee Recognition Programmes Recognition means acknowledgement With a show of appreciation.
When such appreciation is given to the work performed by employees, they feel

motivated to perform/work at higher level. e g.,

(a) Congratulate the employee

(b) Displayingnames of star performers

(c) Installing awards

(d) Distributing mementos

(vi) Job Security Employees want their job to be secure. They want certain stab lily about future income and
work so that they do not feet warned on these aspects and work with greater zeal There is only one problem
with this Incentive i.e., when people feel that they are not likely to lose their jobs. they may become relaxed.
(vii) Employee Participation It means Involving employees In decision making of the Issues related to them.
In many companies, these programmes are In practice In the form of joint management committees. work
committees canteen committees etc.

(viil)) Employee Empowerment Empowerment means giving more autonomy and powers to subordinates.
Empowerment makes people feel that their Jobs are important. This feeling contributes positively to the use of
skills and talents n the Job performance

Application Type Questions

Question 1. The workers always try to show their inability when any new work is given to them. They are
always unwilling to take up any kind of work. Due to sudden rise in demand a firm wants to meet excess orders.
The supervisor is finding it difficult to cope up with the situation. Suggest ways for the supervisor to handle the
problem.

Answer “he superv sor can take help of monetary incentives to motivate the workers Their wages can be linked
to productivity they can earn more incentives besides wages by producing goods. Supervisor should also play
the role of a good leader and encourage them to accept any kind of work as It would lead to Increase exposure
to tre industry and better job prospects.



Question 2. Workers of a factory often come to the production manager with the grievances. The production
manager finds himself overburdened with so many tasks advise a way to relieve the production managers.
Answer To overcome the problem the production manager should take the folOWing measures

(1) Arrange necessary training programmes

(i) Prepare a work schedule

(111) Recommend the cases of the workers for promotion, rewards. transfer, punishment etc.

(iv) Proper availability of materials. machines and tools for the workers

(v) Delegate sum of rus authorities.

Question 3. In an organisation employees always feel they are under stress. They take last initiative and fear to
express their problems before the manager. What do you think is wrong with the manager?

Answer The manager should adopt more friendly approach towards the workers. The manager should
encourage a system of two-way communication, provide an outlet to workers to share their feelings, suggestions
and problems.

Question 4. In an organisation all the employees take things easy and are free to approach anyone for minor
queries and problems. This has resulted in everyone takingto each other and thus resulting in inefficiency in the
office. It has also resulted in loss of secrecy and confidential information being leaked out. What sy stem do you
think the manager should adopt to improve communication?

Answer Excess of everythingis bad. More use of Informal communication IS resulting in this problem. A
proper chain of command should be established. Only the necessary information should be passed through chain
of command The employees will not be allowed to communicate at all levels. This Will save time and more
discipline.

Case Problem

Y limited is a bank functioning in India. It is planningto diversify into increase business. Lately, the
Government of India has allowed the private sector to gain entry in the increase business. Previously, it was the
prerogative of LIC and GICto do insurance business. But now with liberalisation of the economy and to make
the field competitive other compnies have been given licenses to start insurance business under the regualtion of
Insurance Regulatory and Development Authority’.

Y limited plans to recruit high quality employees and agents and exercise effective direction to capture a
substantial part of life and non-life insurance business.

Question 1. Identify how the company can supervise its employees and agents effectively. What benefits will
the company derive from effective supervision?

Answer The company can supervise I(S employees and agents by taKingthe folOWing steps

(1) Training programmes should be organised

(i) M ake them understand the various policies so that they can convince their clients.

(ii1) Establishing targets for them and also monetary incentives.

(iv) Regularised system for submission of periodical reports of their performance.

The benefits of the above steps will be

(1) Trained personnel will give better performance. They can Improve upon their skills

(1)) Knowled ge of the products of the Insurance company will ensure better satisfaction tor the clients.

(iii) They will compete to give better performance and earn higher incentives.

(iv) It will help in identifying the areas where workers and agents need specialised training programmes.
Question 2. What financial and non financial incentives can the company use for employees and agents
separately to motivate them. What benefits company will get from them?

Answer Incentives for Employees

(1) Financial

(a) Productivity linked wage incentive

(b) Bonus

(c) Co-partnership

(d) Employee stock option

(i) Non-financial



(a) Job-security

(b) Status

(c) Employee empowerment

(d) Employee recognition programme

Incentives for Agents

(1) Financial

(a) Commis Sion

(b) Bonus ike paid vacation

(i) Non-finandal Incentive

(a) Cordial relationship

(b) Career advancement opp ortunity

(c) Job enrichment

(d) Recognition programmes like certificate of merit etc.

(e) Company achieves the motivation among the employees and they will contribute more in achieving targets.
Question 3. How can the company ensure that higher order needs i.e., the esteem and self actualisation needs
are met?

Answer The higher order needs can be satisfied through

(1) Career advancement op portunity

(11) Assignment of challenging job

(ii1) Perquisites

(iv) Participation in management decisions

Question 4. Identify the qualities of leadership in this line of business that the company manager must p ossess
to motivate employees and agents.

Answer The qualities of leaders which the manager of the Insurance company must possess are

(1) Intelligence

(1)) Good communication skills

(ii1) Self confidence, integrity and honesty

(iv) Good listener

(v) Pleasing personality

Question 5. Give a model of formal communication system that the company can follow. Identify the barriers in
this model, how can they be removed?

Answer The most suitable model for formal communication

O_-O'_C}_O_"D Single Chain

Barriers to Effective Communication

(1) Barriers Due to Organisational S tructure An organisational structure is complex with numerous levels in
between which creates distance between the top management and the workers. With long lines of
communication, there is possibility of message losing its significance.

(i1) Psychological Barriers Everyone perceives information in the light of their own experiences, prejudices
and thinking

(111) Inability to Communicate The lack of ability to communicate leads to misunderstanding and confusion.
Different people have different meaning for same words.

(iv) Status and Position Sometimes, effective flow of communication is hampered by status and position of the
sender and receiver.

Measures to Overcome the Barriers

(1) Clarity in the thoughts of the sender is must for effective communication.

(i1) The sender should try to make the message meaningful and understandable.

(ii1) Message should be precise and to the point.

(iv) The sender should always take the feedback from the receiver.



Question 6. How can informal communication help to supplement formal communication model given by you
in answer to question?

Answer Informal communication takes place outside the official channels of communication It fills the gaps
that might exist in the formal communication. Merits of Informal communication are

(1) It helps the members to discuss the matters which cannot be discussed at the official level.

(11) It is a way of knowing the reactions and opinions of the people about a change.

(i) It helps in building team spnt,

(iv) The information flows at a faster speed.
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Multiple Choice Questions

Question 1. An efficient control system helps to

(a) accomplishes organisational objectives

(b) boosts em ploy ee morals

(c) judges accuracy of standards

(d) All ofthe above

Answer (d) Efficient control system helps toaccom plish objectives. boosts em ployee morals. judges
accuracy of standards. analy se deviations.

Question 2. Controlling function ofan organisation is
(a) forward looking

(b) back moral looking

(c) forward aswell as backward looking

(d) None of theabove

Answer (c) Controlling is forward looking because it does not end only by com paring past
performance with standards. Controlling is backward looking because It postmortemsall past
activities to set future standards.Thus, controlling is both forward aswell as backward looking.
Question 3. Managem ent audit is a technique to keep a check on the performance of

(a) com pany

(b) managem ent ofthe com pany

(c) shareholders

(d) customers

Answer (b) The purpose of management audit istoreview the efficiency and effectiveness of
management of the com pany.

Question 4. Budgetary control requires the preparation of

(a) training schedule

(b) budgets

(c) network diagram

(d) responsibility centres

Answer (b) Budgetary controlis a technique in which all operations are planned in advance in the
form of budgets.

Question 5. Which of the following is not applicable to responsibility accounting?

(a) Investment centre

(b) Accounting centre

(c) Profit centre

(d) Cost centre

Answer (b) Accounting centre is not applicable to responsibility accounting.

Short Answer Type Questions

Question 1. Explain the meaning of controlling.

Answer Controlling means ensuring that activities In an organisation are performed as per the plans
Controlling also ensures that an organisations resources are being used effectively and efficiently for
the achievement of desired goals Controlling is, thus a goal oriented function. Controlling is a very
important managerial function. Because of controlling manager isable to com pare actual
performance with the planned performance In order to control the activities at all levels manager
needs to perform controlling function.



Question 2. Planning is looking ahead and controlling is looking back comment.
Answer Planning and contraling are inseparable Planning is the primary function of every
organisation it is the thinking process. which means looking ahead or making plans that how desired
goal IS achieved in futurethus I iscalled a formed look™”g function on the other hand contradlling IS a
sy stematic function which measuresthe actual performance with the planned performance.
It compared and analysed the whole process of an organisation and take correcting actions. Thus, it is
a backward looking function but the statement “Planning is looking ahead and controlling is looking
back” IS partially correct because it should be understood that planning is glided by past experiences
and the corrective action initiated by control function which almsto Improv e future performance
Thus. planning and controlling are both backward looking aswell as a forward looking functions.
Question 3. ‘An effort to control everything may end up in controlling nothing’. Explain.
Answer It’s awell known fact that “Jack of all master of none when we start controlling everything It
results In control mq nothing because It is not possibleat one time to control various activities as this
process may neither be economical nor easy Control thus focus on KRAs (Key Result Areas). It means
Instead of controlling all activities, control where the critical points goeswrongand by which
organisation suffers Thus, KRAsare set as critical points and one should be aware that he hasto
control what.
Question 4. Write a short note on budgetary control asa technique of managerial control.
Answer Budgetary control s a technique of managerial control In which all operations are planned
and this will help usin knowing how much we have to spend in order toachieve the future result. It
compared the actual result with budgetary standards. This comparison revealsthe necessary actions
to be taken so that the organisational objectives are accom plished. Budgeting offersthe following
advantages
1. Budgeting focuses on specific and time bound targets.
2. Budgeting standardsis a source of mativation tothe employees they set theagainst which their
performance will be appraised and thus, enables them to perform better
3. Budgeting helps in optimum utilisation ofresources by allocating them according to the
requirements of different departments.
4. It helpsthe management in setting standards.
Question 5. Explain how management au dit serves asan effective technique of controlling.
Answer Management audit is a technique which helps measuring the efficiency and effectiveness of
management. It isa comprehensive and constructive review Thus, we can say it is defined asthe
review ofthe functioning performance and to improve Its efficiency In future penod hence It servesas
an effectivetechnique of control mq following points are proving the same
1. It helpsto locate present and potential deficiencies in the performance of managem ent
functions.
2. It helpsto Improve the control system of an organisation by continuously monitoring the
performance of management.
3. It ensures updating of eXisting managerial polic.es and strategies In the light of environmental
changes Thisresults in efficient controlling of managem ent.
Long Answer Type Questions
Question 1. Explain the various steps involved in the process of contral.
Answer Controlling isa systematic process involving following steps
(i) Setting Performance Standards The first step in the controlling process is setting up of
performance standards. Standards are the criteria against which actual performance would be
measured. Standards can be set In both quantitative aswell as qualitative terms
Some of the qualitative standards are cost to be Incurred, product unitsto be produced, time tobe
spent in performing a task etc. Im proving goodwill and m otivation level of employees are exam ples of
qualitative standards.



(ii) Measurement of A ctual Performance Once performance standards are set, the next step is
measurem ent of actual performance. Performance should be measured in an objective and reliable
manner. Som e of the techniques used for measuring the performance are personal observation.
sample checking performancereports etc.

(iii) Comparing A ctual Performance with Standards This step involves com parison of actual
performance with the standards. Such com parison will reveal the deviation between actual and
desired results. Com parison becom es easier when standards are set in quantitative terms. For
instance, performance ofa worker In terms of units produced in a week can be easily measured
against the standard output for the week.

(iv) Analysing Deviations Some deviationsin performance can be expected in all activities. It is
therefore, important to determine the acceptable range of deviations. Also, deviations in key areas

of business need to be attended moreurgently as com pared to deviationsin certain insignificant
areas. Critical point control and managem ent by exception should beused by a manager in this
regard.

(v) Taking Corrective Action The final step in the controlling processis taking corrective action.
No corrective action isrequired when the deviations are within acceptable limits. However, when the
deviations go bey ond the acceptable range. especially in the im portant areas. It demands immediate
managerial attention sothat deviations donot occur again and standards are accomplished. Incase
the deviations cannot be corrected through managerial action. the standards may have to be revised.
Question 2. Explain the techniques of managerial contral.

Answer The varioustechniques of managerial control may be classified into broad categories

(i) Traditional Techniques Those techniques which have been used by the com panies for a long
time now are traditional techniques. However., thesehave not becom e obsolete and are still being
used by

com panies.

(a) Personal Observation Personal observation enablesthe manager to collect first hand
information. It also creates a psychological pressure on the employ ees to perform well asthey are
aware that they are being observed personally in their job.

(b) Statistical Reports Statistical analysisin the form of averages, percentages, ratios, correlation
etc. Present useful information to the managersregarding performan ce of the organisation in various
areas. Such information when presented in the form of charts. graphs. tables etc enablesthe
managerstoread them more easily and allow a com parison to be made with performance in previous
periods andalsowith the benchmarks.

(c) Break-even Analysis It isa technique used by managersto study the relationship between
costs, volume and profits. It determines the probable profits and losses at different levels of activity.
The sales volume at which thereis no profit. no loss is known as break-even point. It is a useful
technique for the managersas it helpsin estimating profits at different levels of activities.

(d) Budgetary Control It is a technique of managerial control in which all operations are planned
in advance in the form of budgets and actual results are com pared with budgetary standards. This
comparisonreveals the necessary actions to be taken sothat organisational goals are accom plished. A
budget is a quantitative statement for a definite future period of time for the purpose of obtaining a
given objective. It is alsoa statem ent which reflects the policy of that particular period. It will contain
figures of forecasts both in terms of time and quantities.

(ii) Modern Techniques Modern techniques of contraling are those which are of recent origin and
are com paratively new in managem ent literature. They provide a new thinking on the way s n which
various aspects of an organisation can be controlled

(a) Return on Investment Return on Investment (ROI) is a useful technique which providesthe basic
yardstick for measuring whether or not invested capital has been used effectively for generating
reasonableamount ofreturn. It can be calculated asunder



Net income " Sales

Sales Total investment
ROI provides top management an effective means of control for measuring and com paring
performance of different departments. It also permits departmental managersto find out the problem
which affects ROIin an adverse manner.
(b) Ratio Analysis Itreferstoanalysis of financial statem ents through com putation ofratios. The
most comm only used ratios are

o Ratios Liquidity ratios are calculated to determinedly short term solvency of business.

« Ratios Ratios which are calculated to determine the long term solvency of businessare

known as Solvency ratios.
o Ratios These ratios are calculated to analyse the profitability position ofa business.
o Ratios They are calculated to determine the efficiency of operations based on effective
utilisation of resources.

(iii) Responsibility A ccounting Responsibility accounting isa system of accounting in which
different sections, divisionsand departments of an organisation are set upas responsibility centres’.
The head ofthe centre is responsible for achieving the target set for his centre. Responsibility centres
may be ofthe following types
(a) Cost Centre A cost or expense centre Isa segment of an organisation n which managersareheld
responsible for the cost Incurred in the centre but not for therevenues e.g., production department
(b) Revenue CentreA revenue centre is held responsible for generating revenue e.g.. marketing
department.
(c) Profit Centre A profit centreisresponsible for both costandrevenuee.g., repair and
maintenance department
(d) Investment Centre An investment centre is responsible not only for profits but also for
investments made in the centre In the form of assets.
(iv) Management Audit Management audit refersto sy stematic appraisal of the ov erall
performance of the managem ent of an organisation. The purpose is toreview the efficiency
and effectiveness of management and to Improve its performance in future periods. It ishelpful in
identifying the deficiencies in the performance of management functions The main advantages are
(a) Helpsto locate weaknesses.
(b) It helps to improve control system.
(c) Ensures updating of existing managerial policies and strategies in the light of environmental
changes.
(v) PERT and CPM Programme evaluation and review technique and critical path method are
im portant network techniques useful n planning and controlling These techniques are especially
useful in planning, scheduling and Im plem enting tim e bound projects Inv olving performance ofa
variety of complex, diverse and inter-related activities These techniques deal with time scheduling
and resource allocation for these activities and aims at effective execution of projects within given
lime schedule and structure of costs.
(vi) Management Information System MIS ISa com puter based Ihformation system that
provides information and support for effective managerial decision-making A decision maker requires
up-to-date accurate and tim ely information. MIS provides the required information to the managers
by systematically processing a massive data generated In an organisation Thus, MIS IS an
im portant communication tool for managers
Question 3. Explain the im portance of controlling in an organisation. What are the problems faced
by the organisation in implementing an effective control system?
Answer Control isan indispensable function of management Without control the best of plans can
go away. A good control system helps an organisation in the following way

ROI =



(i) Accomplishing Organisational Goals The controlling function measures progress towards
the organisational goals and bringsto light the deviations If any and indicates correctiveaction. It
thus. gUidesthe organisation and keeps it on theright track so that organisational goals might be
achieved
(ii) Judging A ccuracy of Standards A good control system enables management toverify
whether the standards set are accurate and objective an efficient control system keeps a careful check
on the changes taking place in the organisation and in the environment and helpstoreviewand revise
the standards in light of such changes.
(iii) Making Efficient Use of Resources By exercising control a manager seekstoreduce wastage
and spoilage of resources. Each activity is performed in accordance with pre-determined standards
and norms. This ensures that resources areused in themost efficient and effective manner.
(iv) Improving Employee Motivation A good control system ensures that employees know well
in advance what they are expected to doand what are the standards of performance on the basis of
which they will be appraised. It, thus motivates them and helps them togive better performance
(v) Ensuring Order and Discipline Controlling creates an atmosphere of order and discipline In
the organisation It helpstominimise dishonest behaviour on the part ofthe employees by keeping a
close check on their activities
(vi) Facilitating Co-ordination in Adtion Controlling provides direction to ai’ activities and
efforts forachieving organisational goals Each department implem ented em ployee is governed by
pre-determined standards which are well co-ordination with one ancother This ensures that overall
organisational objectivesare accom plished.
Alth ough controlling is an im portant function of management. It suffers from the following
limitations also
(i) Difficulty in Setting Quantitative Standards Control system loses some of its effectiveness
when standards cannot be defined in quantitative terms. This makes m easurement of performance
and their com parison with standardsa difficult task. Employ ee m orale, job satisfaction and human
behaviour are such areaswhere this problem might arise.
(ii) Little Control on External Factors Generally an enterprise cannot control external factors
suchas government policies, technological changes com petition etc.
(iii) Resistance from Employees Control is offer resisted by employees.
They seeit asa restriction on their freedom. For instance, em ployees might object when they are kept
under a strict watch with the help of Closed Circuit Televisions (CCTVs).
(iv) Costly Affair Control isa costly affair as It Involves a lot of expenditure. time and effort. A
small enterprise cannot afford to install an expensive control system. It cannot justify the expenses
involved. Managers must ensure that the costs of installing and operating a control sy stem should not
exceed the benefits derived from it.
Question 4. Discusstherelationship between planning and controlling.
Answer Planning and controlling are inseparable, they are twins of management. A sy stem of control
pre-supposes the existence of certain standards. These standards of performance which serve asthe
basis of controlling are provided by planning. Once a plan becom es operational controlling is
necessary tomonitor the progress, measure it, discover deviations and initiate corrective measures to
ensure that events conform to plans.
Planning is clearly a pre-requisite for controlling. Controlling cannot be accom plished with planning.
With planning thereis no pre-determined understanding ofthe desired performance, planning seeks
consistent, integrated and articulated programmes while controlling seeks to com pel eventsto
conform to plans.
Application Type Questions
Following are som e behavioursthat you and others might engage in on the job. For each item, choose
the behaviour that management must keep a check to ensure an efficient control system.

1. Biased performance appraisals.



Using com pany’s supplies for personal use.
Asking a person toviolate company’s rules.
Calling office to take a day off when one is sick.
Ov erlooking boss’s error to prove loyalty.
Claiming credit for someone else’s m om.
Reporting a violation on noticing it.
Falsifying quality reports.
. Taking longer than necessary to do the job.

10.Setting standardsin consultation with workers.
You are alsorequired to suggest the management how the undesirable behaviour can be controlled.
Answers

1. To avoid biased appraisal, performance appraisal should be taken by a committee of experts.
The statement are not so expensive, so it can be ignored.
Strict and Immediate disciplinary action should be taken.
Mass bunking should not be allowed.
Secret suggestion box can be used to collect feedback about the boss for appraisal.
Performance records of employees to be maintained.
If minor can be over looked
Strict quality control techniques should be used.
. Time and motion study should beused to fix standard.

10.The use of scientific techniques can help in fixing the most feasible and optimum standards.
Case Problem
A company M limited is manufacturing mobile phones both for domestic Indian market aswell as for
export. It had enjoyed a substantial market share and alsohad a loyal customer following. But lately it
has been experiencing problems because itstargets have not been met with regard to salesand
customer satisfaction. Alsom obile market in India has grown tremendously and new players have
com e with better technology and pricing. This is causing problems for the com pany. It is planning to
revamp its controlling system and take other steps necessary to rectify the problemsit is facing.
Question 1. Identify the benefits the com pany will define from a good control system.
Answer When com pany starts following a good control on operations. it leads to derive benefits
which are

1. Helpsin achieving desired goals.
Judging accuracy of operations.
Making efficient and effectiveuse of resources.
Improving employee morale.
Ensuring proper flow of orders and the whole sy stem isin discipline.
It facilitates the co-ordination and Im prove the performance of every Individual.
Questl on 2. How can the com pany relate its planning with control in this line of business to ensure
that its plans are actually implemented and targets attained?
Answer Company relates Its planning with control in this line of business by implem enting effective
control system as this will help in two aspects planning makes controlling effective and efficient
whereas controlling improv es future planning because it is like a postm ortem of past activitiestofind
out deviations from the standards and in order to ensure that its plans are actually implemented and
targets are attained they will take thehelp from controlling processas it is a systematic process and it
leadsto following benefits

1. Setting Up of Standards In this step. com pany set some targets against which the actual

performance is measured.

2. Measuring of Performance In this step, company isable tomeasure the performance and

evaluating that what isactually done by the em ployees.
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3. Compare Performance After evaluating the actual result. com pany com pares the actual
performance with the planned one this helps in knowing that the desired goal is achieved or
not.

4. Analysing Deviations This refers tothe difference between actual and desired performan ce.
It helpsin knowing tothe company that the deviation is positive or negative. It needs focus on
which part rather than analysing whale.

5. Taking Corrective Measures Final step is toknow the type of operation and trying to
remove this deviation and in future it matches with the plans.

Question 3. Give the steps in the control process that the com pany should follow toremove the
problemsit is facing.
Answer The com pany should follow these steps in a systematic manner

1. Setting performance standards

2. Measurement of actual performance

3. Comparison of actual performance with standards

4. Analysing deviations

5. Taking corrective actions

Question 4. What techniques of control can the com pany use?

Answer The com pany should follow the m odern techniques to control the system

(i) ROI (Return on Investment) It isa useful technique of controlling ov erall performance of a
company. It Indicates how resourcesare being used. facilitates balanced use effectively of

capital employed. focuses on profits and relates them to capital Invested.

(ii) Responsibility Accounting Under this technique, organisation is divided into centres which is
responsible for overall growth of various departments. Responsibility centres in the organisation are
(a) Cost Centre Under this. one can check the production and operational cost.

(b) Revenue Centre Sales or marketing departments com e under this, it is responsible for generating
revenue.

(c) Profit Centre Profit = Revenue -Cost. It ensures the actual profit derived from the business.

(d) Investment Centre This centre ensures the optimum use of assets and it makes use of return on
investment.

(iii) MIS (Management Information System) It isa control technique which provides
information and support for effective managerial decisionmaking. It provide accurate information to
the managers, helpsin planning, controlling, provides cost effective information and many more.
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Multiple Choice Questions

1. The cheapest source of finance is

(a) debenture

(b) equity share capital

(c) preference share

(d) retained earning

Answer (d) Retained earning is the cheapest source of finance.
2. A decision toacquire a new and modem plant toupgradean old one is a
(a) financing decision

(b) working capital decision

(¢) investment decision

(d) dividend decision

Answer (c¢) Investment decision isrelated to careful selection of assets in which fundswill be
Invested by firms. Thus, the abov e case comes under the investment decision.

3. Other things remaining the same, an increase in the tax rate on corporate profits will

(a) make debt relatively cheaper

(b) make debt relatively less cheap home

(c) no impact on the cost of debt

(d) we can’t say

Answer (a) Ifthe tax rate on corporate, profit will increase it makes debt relatively cheaper.
4. Com panies with higher growth paternal are likely to

(a) pay lower dividends

(b) pay higher dividends

(c) dividends are not affected by growth considerations

(d) None of theabove

Answer (a) Companies whoare having the higher growth pattern are likely to pay lower dividends.
5. Financial leverage is called favourable if

(a) return on investment islower than cost of debt

(b) return on investment is higher than cost of debt

(c) debt isnearly available

(d) ifthe degree of existing financial leverageislow

Answer (b) If ROlis higher than cost of debt financial leverage in this case called favourable.
6. Higher debt equity ratio ( Debt/Equity ) resultsin Equity

(a) lower financial risk

(b) higher degree of operating risk

(c) higher degree of financial risk

(d) higher EPS

Answer (c¢) Higher debt equity ratioresults in higher degree of financial risk.

7. Higher working capital usually results in



(a) higher current ratio, higher risk and higher profits
(b) lower current ratio, higher risk and profits
(b) higher equitably, lower riskand lower profits
(d) lower equitably, lower risk and higher profits
Answer (a) Ifthe working capital is higher it results in higher current ratio, higher risk and higher
profits.
8. Current assetsare those assets which get converted into cash
(a) within six month
(b) within one year
(c) between one and three year
(d) between threeand fiveyear
Answer (b) Current assets are those assets which are converted in cash in oneyear.
9. Financial planning arrives at
(a) minimising the external borrowing by resorting to equity issues
(b) entering that the firm alwayshave significantly more fund than required so that there is no paucity
of funds
(c) ensuring that the firm pacesneither a shortage nor a glut of unusable funds
(d) doing only what is possible with the funds that the firm hasat its disposal
Answer (c) Financial planning means deciding how much to spendand on what to spend it ensuring
that the firm pacesneither a shortage nor a glut of unusable funds.
10. Higher dividends per share is associated with
(a) high earnings, high cash flows, unusable earnings and higher growth opportunities
(b) high earnings, high cash flows, stable earnings and high growth opportunities
(c) high earnings, high cash flows, stable earnings and lower growth opportunities
(d) high earnings, low cash flows, stable earnings and lower growth opportunities
Answer (c¢) Higher dividend per share includes higher earnings. high cash flows, stable earning and
lower growth opportunities.
11. A fixedasset should be financed through
(a) a long term liability
(b) a short term liability
(c) a mix of long and short term liabilities
(d) None of theabove
Answer (a) Fixed assets financed through long term liability.
12. Current assets of a business firm should be financed through
(a) current liability only
(b) long term liability only
(c) partly from both types i.e., long and short term liabilities
(d) None of theabove
Answer (c) Current assets are financed through long and short term liabilities.
Short Answer Type Questions
Question 1. What is meant by capital structure?
Answer Capital structure refersto the mix between ownersand borrowed funds. It representsthe
propartion of equity and debt.
Capital Structure = (Debt/Equity)
Question 2. Discuss the two objectives of Financial Planning.
Answer Financial Planning strives to achievethe following two objectives
1. To Ensure Availability of Funds whenever These are Required This includes a proper
estimation of the fundsrequired for different purposes such as for the purchase of long term
assets or tomeet day to-day expenses of business etc.



2. To See That the Firm Does Not Raise Resources Unnecessarily Excess funding is
almost as badas Inadequate funding. Efficient financial planning ensures that funds are not
raised unnecessarily in order toavoid unnecessary addition of cost.

Question 3. What is ‘financial risk’? Why does it arise?

Answer It refersto the risk of com pany not being able to cov er its fixed financial costs. The higher
level of risks are attached tohigher degrees of financial leverage with the Increasein fixed financial
costs, the com pany its alsorequired toraise its operating profit (EBIT) to meet financial charges. If
the com pany can not cover these financial charges, it can be forced intoliquidation.

Question 4. Define a ‘current assets’ and give four examples.

Answer Current assets are those assets of the business which can be converted into cash within a
period of oneyear. Cash in hand or at bank, bills receivables, debtors, finished goods inventory are
some of the examples of current assets.

Question 5. Financial management is based on three broad financial decisions. What are these?
Answer Financial management is concerned with the solution ofthree major issuesrelating to the
financial operations of a firm corresponding to the three questions of Investment, financing and
dividend decision. In a fmancial context, it means the selection of best financing alternative or best
investment alternative. The finance function therefore, is concerned with three broad decision which
are as follows

1. Decision Theinvestment decision relatesto how the firm’s funds are invested in different
assets.

2. Financing Decision This decision isabout the quantum of finance to be raised from various
long term sources and short term sources. It Involves identification of various available sources
of finance.

3. Dividend Decision This decision relates to distribution of dividend.

Dividend is that portion of profit which is distributed to shareholders the decision involved here is
how much ofthe profit earned by com pany isto be distributed to the shareholdersand how much of it
should be retained in the business for m eeting investment requirements.

Question 6. What isthe main objective of financial management? Explain briefly.

Answer Primary aim of financial management istomaximise shareholder’s wealth, which is referred
to asthewealth maximisation concept. The wealth of owners is reflected in the market value of
shares, wealth maximisation meansthemaximisation of market price of shares.

According tothe wealth maximisation objective, financial management must select those decisions
which result in value addition, that isto say the benefits from a decision exceed the cost invalved.
Such value addition increase the market value of the com pany’s share and hence result in
maximisation ofthe shareholder’s wealth.

Question 7. Discuss about working capital affecting both the liquidity aswell as profitability ofa
business.

Answer The working capital shouldneither be more nor less than required. Both these situationsare
harmful. If the am ount of working capital is more than required, it will no doubt increase liquidity but
decrease profitability. For instance, if largeamount of cash iskept asworking capital. then this
excessive cash will remain idle and cause the profitability to fall. On the contrary, if the am ount of
cash and other current assetsare very little, then lot of difficulties will have to be faced in m eeting
daily expenses and making payment to the creditors. Thus, optimum amount of both current assets
and current liabilities should be determined so that profitability ofthe businessremains intact and
thereisno fall in liquidity.

Long Answer Type Questions

Question 1. What is meant by working capital? How is it calculated? Discuss five important
determinants of working capital requirements.



Answer Working capital IS that part oftotal capital which isrequired tomeet day-to-day expenses.
to buy raw materials, to pay wages and other expenses of routine nature in the production process or
we can say it refersto excess of current assets over current liabilities.

Working Capital = Current Assets — Current Liabilities

Factors affecting working capital requirement are

(i) Nature of Business The basic nature of a business influences the am ount of working capital
required. A trading organisation usually needs a lower am ount of working capital com pared to a
manu facturing organisation. This IS becausein trading. there isno processing required. In a

manu facturing business, however. raw materials need to be converted into finished goods. which
increases the expenditure on raw material, labour and other expenses.

(ii) Scale of Operation The firmswhich are operating on a higher scale of operations, the quantum
of inventory. debtorsrequired is generally high. Such organisations. therefore, require large am ount
of working capital as compared to the organisations which operate on a lower scale.

(iii) Produdion Cyde Production cycle is the time span between the receipts of raw materials and
their conversion into finished goods. Som e businesses have a longer production cycle while some have
a shorter one. Working capital requirement is higher in fermswith longer processing cycleand lower
in firmswith shorter processing cycle.

(iv) Credit Allowed Different firms allow different credit termstotheir customers. A liberal credit
policy results in higher am ount of debtors, increasing the requirem ents of working capital.

(v) Credit Availed Just asa firm allows credit to its customers it also may get credit from its
suppliers. The more credit a firm avails on its purchases, theworking capital requirement is reduced.
Question 2. Capital structure decision isessentially optimisation of risk-return relationship.
Comment.

Answer Capital structure refersto the mix between owners and borrowed funds. It can be calculated
as (Debt /Equity).

Debt and equity differ significantly in their cost and riskiness for the firm. Cost of debt is lower than
cost of equity for a firm becauselender’s risk is lower than equity shareholder’s risk, since lenders
earn on assured return and repayment of capital and therefore they shouldrequire a lower rate of
return. Debt is cheaper but is more risky for a business because payment of interest and the return of
principal is obligatory for the business. Any default in meeting these commitm ents may force the
business togo into liquidation. There is no such compulsion in case of equity, which istherefore,
considered riskless for the business. Higher use of debt increases the fixed financial charges ofa
business. Asa result increased. use of debt increasesthe financial risk of a business.

Capital structure of a business thus, affects both the profitability and the financial risk. A capital
structure will be said to be optimal when the proportion of debt and equity is such that it results in an
increasein the value of the equity share.

Question 3. A capital budgeting decision is capable of changing the financial fortune of a business.
Doy ou agree? Why or why not?

Answer Investment decision can belong term or short term. A long term Investment decision isalso
called a capital budgeting decision. It involves committing the finance on a long term basis. e.g.,
making investment in a new machine to replace an existing one or acquiring a new fixed assets or
opening a new branch etc. These decisionsare very crucial for any business. They affect its earning
capacity overthe long-run, assets of a firm, profitability and com petitiveness, are all affected by the
capital budgeting decisions. Moreover, these decisions normally involve huge am ounts of investment
and areirreversible except at a huge cost. Therefore, once made, it Is alm ost impossible for a business
towriggle out of such decisions. Therefore, they need to be taken with utmost care. These decisions
must be taken by those who understand them com prehensively.

A bad capital budgettng decision normally has the capacity to severely damage the financial fortune of
a business.

Question 4. Explain factors affecting the dividend decision.



Answer Dividend decision relates to distribution of profit tothe shareholdersand itsretention in the
business for meeting the future investment requirements.

How much ofthe profits earned by a com pany will be distributed as profit and how much will be
retained in the businessis affected by many factors. Some of the important factorsare discussed as
follows

(i) Earnings Dividends are paid out of current and past year earnings. Therefore, earnings is a major
determinant ofthe decision about dividend.

(ii) Stability of Earnings Other things remaining the same, a com pany having stable earning isin a
position to declare higher dividends As against this, a com pany having unstable earnings is likely to
pay

smaller dividend.

(iii) Growth Opportunities Com panies having good growth opportunities retain more money out
of their earnings so asto finance the required investment. The dividend in growth com panies. is
therefore, smaller than that in non-growth com panies.

(iv) Cash How Position Dividends Involve an outflow of cash. A com pany may be profitable but
short on cash. Availability of enough cash in the com pany is necessary for declaration of dividend by
it.

(v) Shareholder Preference If the shareholder in general, desire that at least a certain amount
should be paid as dividend, the com panies are likely to declare the same.

(vi) Taxation Policy Iftax on dividend is higher It would be better to pay less by way of dividends.
As compared to this, higher dividends may be declared if tax rates are relatively lower.

(vii) Stock Market Reaction For investors. an increasein dividend isa good news and stock prices
react positively to It. Similarly a decrease in dividend may have a negative impact on the share
pricesin the stock market.

(viii) Access to Capital Market Large andreputed com panies generally have easy access tothe
capital market and therefore. depend less on retained earningsto finance their growth These
companiestend to pay higher dividends than the smaller com panies which haverelatively low access
to the market.

(ix) Legal constraints Certain provisions of the Com pany’s Act place restriction on pay outsas
dividend. Such provisions have to be adhered, while declaring dividends.

(x) Contractual Constraints While granting loanstoa company, som etim es the lender may

im pose certain restrictions on the payment of dividends in future The companies arerequired to
ensure that the dividends does not violate the terms and conditions of the loan agreement in this
regard

Explain the term ‘trading on equity’. Why,when and how it can used by a business organisation?
Answer Trading on equity referstothe Increase in profit earned by the equity shareholders dueto
presence of fixed financial charges. When the rate of earning or Return on Investment (ROt) of a
com pany is higher than the rate of interest on borrowed funds only then a com pany should opt for
trading on equity. Let us consider the following example



) Company X' | Company Y
Share Capital Ti0lakhe | ¥0400lakns
Loan @ 15% p.a. — ¥ 06.00 kakhe

T 10 lakhs T 10.00 lakhs
Profit before interest + Tax ¥ 3lakhs ¢ 03.00 lakhs
Interest Ni T 00.08 lakhs
Proit belore tax 2 3 lakhe T 02.01 lakhs
Tax @ 50% T 1.5 lakhs ¥ 1.05 lakhs
Profit after teax T 1.5 lakhs ¥ 1.05 lakhs
Share capital T 10 lakhs ¢ 4 00 lakhs
Rate of retum onghare 15% 26 25%

It should be clear from the above example that shareholders of the com pany ‘X havea higherrate of
return than company Y’ due to loan com ponent In the total capital ofthe com pany.
Case Problem
‘S’ Limited is manu facturing steel at its plant in India. It is enjoying a buoyant demand for its
productsas economic growth is about 7% — 8 % and the demand for steel is growing. It is planning to
set up a new steel plant to cash on the increased demand it is facing. It is estimated that it will require
about 15,000 croresto set upand about [1500 crores of working capital to start the new plant.
Question 1. What is therole and objectives of financial management for this company?
Answer Role of Financial Management Financial management is concerned with the proper
management of funds it involves
1. Managerial decisionsrelating to procurement of long term and short term funds
2. Keeping therisk associated with respect to procured funds under control.
3. Utilisation of funds in them ost productive and effective manner
4. Fixed debt equity ratio ‘n capital.
Objective of Financial Management
The objective of financial managem ent is maximisation of shareholder’s wealth The investm ent
decision. financial decision and dividend decision help an organisation toachieve trus objective In the
given situation S limited envisages growth prospects of steel Industry due to the growing demand. To
expand the production capacity. the com pany needs toinvest However, investment decision will
depend on the availability of funds. the financing decision and the dividend decision. However. the
com pany win take those financial decisions which result In value addition I e the benefitsare more
than the cost This leads toan increase in the market value of the shares of the com pany.
Question 2. Explain the im portance of having a financial plan for this com pany. Give an imaginary
plan to support your answer.
Answer Im portance of financial plan for the com pany
1. Financial Planning ensures provision of adequate fundstomeet working capital requirements.
2. It bringsabout a balance between in flow and out flow of funds and ensures liquidity
throughout the year.
3. It solvesthe problems of shortage and surplus of funds and ensures proper and optimum
utilisation ofavailable resources
4. It ensures increased profitability through cost benefit analyses and by avoiding wasteful
operations
5. It seeksto eliminate waste of funds and provides better financial control.
6. It seeksto avail the benefits of trad ng on equity.
Financial Plan of S Ltd
Total financerequired; Fixed capital = [] 1,000 crores
Working capital = [1100 crores



Source of finance : 2:1 Ratio i.e..
50% finan ce collected by issue of shares and 50% by borrowed funds.
Question 3. What are the factors which will affect the capital structure of this com pany?
Answer Capital structure refersto the proportion In which debt and equity funds are used for
financing the operations of a business. A capital structureis said to be optimum when the propartion
of debt and equity is such that it results in an increase in the value of shares. The factors that will
affect the capital structure of this com pany are
(i) Equity Funds The composition of equity funds in the capital structure will be governed by the
following factors
(a) Therequirement of funds of’S Limited is for long term. Hence, equity fundswill be more
appropriate
(b) Thereareno financial risks attached to this form of funding
(c) If the stock market is bullish, the com pany can easily raise funds through issue of equity shares.
(d) Ifthe company already hasraised reasonable amount of debt funds, each subsequent borrowing
will come at a higher interest rate and will Increase the fixed charges.
(ii) Debt Funds Theusage and the ratio of debt funds in the capital structurewill be governed by
factorslike
(a) The availability of cash flow with the com pany tom eet its fixed financial charges. The purpose IS
toreduce the financial risk associated with such payments which can further be checked by using
‘debt’ service coverage ratio
(b) &t will provide the benefit of trading on equity and hence Will Increase the earning per share of
equity shareholders However, return on Investment’ ratiowill be the gUiding principle behind it. The
com pany should opt for trading on equity only when return on investment is more than the fixed
charges.
(c) Interest on debt fundsis a deductible expense and therefore, will reduce the tax liability
(d) It does not result in dilution of management contral.
Question 4. Keeping in mind that it is a highly capital intensive sector what factorswill affect the
fixed and working capital. Give reasons with regard to both in support of your answer.
Answer The work.nq and fixed capital requirement of ‘S’ Limited Will be high due to the following
reasons.
1. The business is capital intensive and the scale of operation is large.
2. Heavy Investmentsare required for building up the production base and for technological
upgradation.
3. In case of steel industry.the major Input isiron are and coal. The ratiO of cost of raw material
to total cost is very high. Hence, higher will be the need for working capital
4. The longer the operating cycle, the larger is the am ount of working capital requiredas the
funds get locked up in the production proceSS for a tong penod of lime
5. Terms of credit for buying and selting goods, discount allowed suppliersand to the customers
also determines the quantum working capital.
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Multiple Choice Questions

1. Primary and secondary markets

(a) com pete with each other

(b) complement each other

(c) function independently

(d) control each other

Answer (b) Primary Market and Secondary Market com plement each other as primary market deals
with the issue of new securities and secondary market alsohelps the fresh Investor to enter in the
market.

2. The total number of Stock Exchanges in India are

(a) 20

(b) 21

(c) 22

(d) 23

Answer (d) Thereare 23 stock exchanges In India list of stock exchanges in India are Bombay,
National, Regional, Ahmedabad, Bengaluru, Bhubaneshwar, Calcutta, Cochin, Coimbatore, Delhi,
Guwahati, Hyderabad, Jaipur, Indhiana, Madhya Pradesh, Madras (Chennai), Magadh, Mangalore,
Meerut, OTC Exchange of India, Pune, Saurashtra Kutch, Vadodara.

3. The settlement cycle in NSE is

(a) T+5

(b )T+3

(c) T+2

(d) T+1

Answer (c) The settlement cycle in NSEisT + 2.

4. The National Stock Exchange of India wasrecognised as stock exchange in the year

(a) 1992

(b) 1993

(c) 1994

(d) 1995

Answer (b) NSE was incorporated in 1992 and wasrecognised as a stock exchange in April1993.
5. NSEcommenced futurestrading in the year

(a) 1999

(b) 2000



(c) 2001

(d) 2002

Answer (b) In 2000. NSE comm enced future tradings.

6. Clearing and settlement operations of NSEis carried out by

(a) NSDL

(b) NSCCL

(c) SBI

(d) CDSL

Answer (b) NSCCLcarried out the clearing and settlem ent operations of NSE.

7. OTeErwas started on the lines of

(a) NASDAQ

(b) NYSE

(c) NASAQ

(d) NSE

Answer (a) OTCEI (Over The Counter Exchange of India) established on thelines of NASDAQ
(National Association of Securities Dealers Automated Quotations).

8. To belisted on NSE, the minimum capital requirement for a com pany .

(a) O 5 crores

(b) O 3crores

(c¢) O 6 crores

(d) O1crore

Answer (b) In order tohave its securities listed the com panies should havean minimum caoual of
] 3 crores.

9. A Treasury Bill is basically

(a) an instrument to borrow short term funds

(b) an instrument to borrow long term funds

(c) an instrument of capital market

(d) None of theabove

Answer (a) Treasury Billsare an instrument to borrow short term funds. These are issued by RBI on
behalf of the Government of India.

Short Answer Type Questions

Question 1. Whatare the functions of a Financial Market?

Answer Financial market plays an important role in the allocation of scarce resources in an economy
by performing the fOllowing four important functions

1. Mobilisation of Savingsand Channelising Them intothe Most Productive Uses A financial
market facilitates the transfer of savings from saversto investors. It gives choiceto the saver of
different investments and thus, it helpsto channelise surplus funds intothe most productive
use.

2. Facilitate Price Discovery In a financial market. the households are suppliers of funds and
business firmsrepresent the demand. The interaction between them helpsto establish a price
for the financial asset which is being traded in that particular market.

3. Provide Liquidity to Financial Assets Financial markets facilitate easy purchase and sale of
financial assets. Holders of assets can readily sell their financial assets through the mechanism
of financial market.

4. Reduce the Cogt of Transactions Financial markets provide valuable Information about
securities being traded n the market. It helpsto save time, effort and money that both buyers
and sellers of a financial asset wouldhave to spend totry or otherwise lind each other

Question 2. “Money Market is essentially a Market for short term funds:’ Discuss.
Answer The money market is a market for short term funds which dealsin monetary assets whose
period of maturity is upto one year Theseassets are close substitutes for money. It isa market where



low risk, unsecured and short term debt instruments that are highly liquid are issued and actively
traded everyday. It enables theraising of short term funds for earning returns. The major participants
in the market are the Reserve Bank of India, Commercial Bank. Non-Banking Finance Com panies,
State Governments, Large Corporate Houses and Mutual Funds.

Question 3. What isa Treasury Bill?

Answer A treasury bill is an instrument of short term borrowing by the Government of India
Maturing in less than oneyear. They are also known as Zero Coupon Bondsissued by the RBIon
behalf of the Central Government tomeet Its short term requirement of funds. Treasury bills are
issued in the form of a promissory note. They are highly liquid andhave assured yieldand negligible
risk of default. They are issued at a pnce which islower than their face value and repaid at par
treasury bills are available for a minimum amount of [ 25,000.

Question 4. Distinguish between Capital Market and Money Market.

Answer Difference between Capital and Money Market

Basis Capital Market [Money Market

Durstion It deals In medium and long term ft deals in short term | .
sacurities. ‘

irvesiment used | Equity shares, preference Commercial, paper, treasury Hill
shares, bonds, debentures are | trade bill. cantficate of deposil
the common instruments. . are the common instrumenis.

Safety Capital market is risky. rmmm“hm

Bxpected retumn  [Higher returns on investment. Jﬂnmmﬁmmh

lesser returns,

Participants Indivicual investors, financial | RBI, Commercial Barks, financial

institutions corparate houses etc. |institution mutual fuiids.

Question 5. What are the functions of a Stock Exchange?
Answer The efficient functioning ofa stock exchange createsa conducive climate for an active and
growing primary market following are the important functions of a stock exchange

1. Providing Liquidity and Marketability to Existing Securities The basic function ofa stock
exchange isthe creation ofa continuous market where securities are bought and sold. I gives
investorsthe chance to disinvest and reinvest. Ttus provides both liquidity and easy
marketability to the existing securities in the market.

2. Pricing of Securities Share prices on a stock exchange are determined by the forces of demand
and supply. A stock exchange is a mechanism of constant valuation through which the prices of
securities are determined. Such avaluation provides Im portant Instant information to both
buyers and sellersin the market.

3. Safety of Transactions The membership ofa stock exchange is well-regulated and its dealings
are well defined according tothe existing legal framework which ensures that the investing
public getsa safe and fair deal on the market.

4. Contributes to Economic Growth A stock exchange isa market in which existing secunties are
resold or traded. This process of drsinvestment and reinvestment saving get channelised into
productive investment avenues. This leadsto capital formation and economic growth

5. Spreading of Equity Cult The stock exchange plays vital role in ensuring wider share ownership
by regulating new issues, better trading practices and taking effective stepsin educating the
public about investments.

6. Providing Scope for Speculation The stock exchange provides sufficient scope within the
provisions of law for speculative activity in a restricted and controlled manner.

Question 6. What are the objectives of the SEBI?
Answer The overall objective of SESI is to protect the interest of investors, promote the development
and regulate the securities in market. This may be elaborated as follows



-

To regulate stock exchanges and the securities industry to promote their orderly functioning.

2. To protect therightsand interests of investors, particularly individual investors toguide and
educate them.

3. To prevent trading malpractices and achieve a balance between self-regulation by the securities
and its statutory regulation.

4. Toregulate and develop a code of conduct and fair practices by interm ediaries like brokers,
merchant bankers etc with a view tomaking them com petitiveand professional.

Question 7. State the objectives of the NSE.
Answer NSE was setup with the following objectives

1. Establishing a nationwide trading facility for all types of securities.

2. Through an appropriate communication network, ensuring equal accessto investors.

3. Through electronic trading sy stem, providesa fair, efficient and transparents security market.

4. It enables shorter settlement cycles and book entry settlements. (v) Meeting international
benchmarks and standards.

Question 8. What is the OTCEI?

Answer The OTCEI is a com pany incorporated under the Com panies Act, 1956. It was set up to
provide small and medium com panies an access to the capital market for raising finance In a cost
effective manner. It is fully com puterised, transparent, single window exchangewhich commenced
trading in 1992. This exchange is established on the lines of NASOAO the OTC exchange in USA. If
has been promoted by UTI, ICICI, 10BI, IFCI, LIC, GIC, SBI capital marketsand can bank financial
services.

It isa negotiated market place that exists any where as opposed to the auction market place,
represented by theactivity on securities exchange. Thus, in the OTC exchange, trading takes place
when a buyer or seller walksup toan OTCEI counter, taps on the com puter screen, finds quotes and
effects a purchase or sale depending on whether the prices meet their target.

Long Answer Type Questions

Question 1. Explain the various money Market Instruments.

Answer Money Market Instruments

1. Treasury Bill A treasury bill is an instrument of short term borrowing by the Government of
India maturing in less than one year. They are also known as Zero Coupon Bonds issued by
Reserve Bank of India on behalf of the Central Government tomeet its short term
requirements of funds. They are issued in the form ofa promissory note. They are highly liquid
andissued at a price which islower than their face value and repaid at par. Treasury billsare
available for a minimum amount of [ 25,000.

2. Commercial Paper Commercial paper is a short term unsecured promissory note, negotiable
and transferable by endorsement and delivery with a fixed maturity period. It is issued by large
and creditworthy com paniestoraise short term funds at lower rates of interest than market
rates. It usually hasa maturity period of 15 daysto oneyear. The issuance of comm ercial paper
is an alternative to bank borrowing for large com panies that are generally considered to be
finally strong. It is sold at discount and redeemed at par.

3. Call Money Call money isa short term financerepayable on demand, with a maturity period of
one day to fifteen days, used for inter-bank transactions. Commercial Banks have tomaintain a
minimum cash balance known as cash reserveratio. Callmoney is a method by which banks
borrow from each other.

4. Certificate of Deposit Certificates of deposit are unsecured, negotiable, short

term instrumentsin bearer form, issued by Commercial Banks and development financial
institutions. They can be issued to individuals, corporations and com panies during periods of
tight liquidity when the deposit qrowth of banks is slow but the demand for credit is high. They
help tomobilise a large am ount of money for short periods.



5. A Commercial Bill A commercial bill is a bill of exchange used to finance the working capital
requirements of business firms. It is a short term negotiable, self-liquida.ting instrum ent which
isused to finance the credit sales of firms, when goods are sold on credit, the buyer becomes
liable tomake payment on a specific date in future.

Question 2. What are the methods of floatation in Primary Market?

Answer The primary market is also known asthe new issues market. It deals with new securities
being issued for the first time. There are various meth ods of floatingnew issues in the primary market
(i) Offer Through Prospectus This involves inviting subscription from the public through issue of
prospectus. A prospectusmakesa direct appeal to investors toraise capital, through an advertisement
in newspapers and magazines. The issues may be under written and alsorequired to belisted on at
least one stock exchange. The contents at the prospectus haveto be in accordance with the provisions
of the Com panies Act and SEBI disclosure and investor protection guidelines.

(ii) Offer for Sale Under this method securities are not issued directly to the public but offered for
sale through interm ediaries like issuing houses or stock brokers. In this case, com pany sells securities
enblock at an agreed priceto brokerswho, in turn, resell them to the investing public.

(iii) Private Placement Private placement is the allotment of securities by a company to
institutional investors and some selected individuals. It helps toraise capital m ore quickly than a
public issue. Access tothe primary market can be expensive on account of various mandatory and
non-mandatory expenses.

(iv) Rights Issue This is a privilege given to existing shareholdersto subscribe to a new issue of
shares according tothe termsandconditions of the com pany. Th~ shareholder are offered the Tight’
to buy new shares in proportion tothe number of sharesthey already possess.

(v) e-IPOs A company proposing to issue capital tothe public through the on-line system of the
stock exchange hasto enter intoan agreement with the stock exchange. This is called an Initial Public
Offer (IPO). SEBIregistered broke?s haveto be appointed for the purpose of accepting applications
and placing orders with the company the issuer company should appoint a registrar tothe issue
having electronic connectivity with the exchange. The issuer com pany can apply for listing of its
securities on any exchange other than the exchange through which it has offered its securities. The
lead manager co-ordinates all the activities am ongst intermediaries connected with the issue.
Question 3. Explain the Capital Market reformsin India.

Answer The National Stock Exchange isthe latest, m ost modern and technology driven exchange.
NSE has setup a nationwide fully automated screen based trading sy stem. The NSE was setup by
leading financial institutions, banks, insurance com panies and others financial intermediaries. It is
managed by professionals, who donot directly or indirectly trade on the exchange. The trading rights
are with the trading memberswho offer their services to the investors. The Board of NSE com prises
senior executives from promoter institutions and eminent professionals, without having any
representation from trading members.

Objectives of NSE

1. Establishing a nationwide trading facility for all types of securities.

2. Ensuring equal accessto investorsall over the country through an appropriate communication
network.

3. Providing a fair, efficient and transparent securities market using electronic trading system.

4. Enabling shorter settlement cycles and book entry settlements. (v) Meeting international bench
marksand standards..

Within a span of 10year, NST Was able to achieve its objectives for which it was set up. Ithasbeen
playing a leading role asa change agent in transforming the Indian capital market.

Question 4. Explain the objectives and functions of SEBIL

Answer Objectives of SEBI (already discussed in of short answer type questions)

Functions of SEBI



Keeping in mind the em erging nature of the securities market in India, SEBIwas entrusted with the
twin task of both regulation and development ofthe securities market. It has certain functions
Regulatory Functions

1. Registration of brokersand sub-brokersand other playersin the market.

2. Registration of collective investment schem es and mutual funds.

3. Regulation of stock brokers, portfolio exchanges, underwriters and merchant bankersand the

business in stock exchanges and any other securities market.

Regulation oftakenover bids by com panies.

Calling for information by undertaking inspection conducting enquiries and audits of stock
exchanges and intermediaries.

Levying for or other charges for carrying out the purposes of the act.

Performing and exercising such power under Securities Contracts Act. 1956, as may be
delegated by the Government of India.

Development Functions

1. Training ofinterm ediaries of the securities market.

2. Conducting research and publishing information useful to all market segments.

3. Undertaking measures to develop the capital markets by adopting a flexible approach.

Protective Functions

1. Prohibition of fraudulent and unfair trade practice like making misleading statements,
manipulations, pricerigging etc.

2. Controlling insider trading and im posing penalties for such practices.

3. Undertaking steps for investor protection.

4. Promotion of fair practices and code of conduct in securities market.

Question 5. Explain thevarious seqments of NSE.
Answer NSE provides trading in the following two segments

1. Whole Sale Debt Market Segment This segment provides a trading platform for a wide range of
fixed income securities that include central governm ent securities, treasury bills, state
development loans, bonds issued by public sector undertakings, floating rate bonds, zero
coupon bonds, index bonds, commercial paper, certificate of deposit, corporate debentures and
mutual funds.

2. Capital Market Segment The capital market segment of NSE provides efficient and transparent
platform for trading in equity, preference, debentures, exchange traded funds aswell asretail
government securities.

Case Problems
1. ‘R’ Limited is a real estate com pany which was formed in 1950.
In about 56 years of its existence the com pany has managed to carve out a niche for itselfin this
sector. Lately, this sector is witnessing a boom due to the fact, that the Indian economy is on therise.
The incom es of middle class arerising. More people can afford to buy homes for themselves due 10
easy availability of loans and accom panying tax concessions.
To expand its business in India and abroad the com pany is weight various optionstoraise money
through equity offerings in India. Whether to tap equity or debt, market whether toraise money from
domestic market or international market or combination of both? When their to raise the necessary
finance from money market or capital market. It is also planning to list itselfin New York Stock
Exchange to raise money through ADR’s. Tomake its offerings attractive it is planning to offer host of
financial plans productsto its stakeholders and investors and also expand it’s listing at NSE after
com plying with the regulations of SEBI.
Question 1. What benefits will the com pany derive from listing at NSE?
Answer Following are the benefitsthe com pany can derive from listtng at NSE

1. NSE provides nationwide trading facility for all types of facilities.

N as



2.

3.

4.

The liquidity and best available prices for the securities are ensured by the processing speed of
the exchange.

The NSE network isused to disseminate information and com pany announcements across the
country.

Enabling shorter settlement cycles and book entry settlem ent.

Question 2. What are the regulations of SEBr that the com pany mu st com ply with?
Answer Following are the regulations of the SEBI for new issue that the com pany mu st com ply with

1.
2,
3.

4.

5.
6.

Prospectus hasto be attached with every application.

Objective of the issue and cost of project should be mentioned in the prospectus.
Company’smanagement, past history and present business of the firm should be highlighted in
the prospectus.

Subscnption Ist for public issue should be kept open for a minimum of 3 days and maximum
of10 days.

Collections agentsare not allowed to collect application money in cash.

Issue should make adequate disclosure regarding the termsand conditions of redemption
security conversion and other relevant features of the new Instrument so that an investor can
make reasonable determination of risks returns. safety and liqUidity ofthe instrument The
disclore shall be vetted by SESI In this regard

Question 3. How does the SEBI exercise control over ‘R’ Limited in the interest ofinvestors?
Answer SESI will exercise control over ‘R’ limited by

1.

21

3

Prohibiting fraudulent and unfair trade practices In the securities market unfair trade practices
Include pncerigging. making misleading statements

Prohibiting msider trading Le., restricts the personshaving access to price sensitive
information about the com pany to take undue advantage of it.

Examing that adequate disclosure about the term s and conditions of redemption, security
conversion and other relevant features of the new Instrument at the time of issue is made so
that an investor can makereasonable determination ofrisks returns. safety and liquidity ofthe
instrument.

Index | Curent | Previous . % Change
S&P ONX Nifty | ssart 377086 | 343K
CNX. Nty Junior 8458 56 6634 85 -266%
CNDX T 5100.5 5314.05 -4.02%
Bank Nifty 5089.05 5251.06 -4.08%
CNX 100 3519.35 3640.35 -3.32%
World Markets
Index Current Previous % Change
NYSE Cormposite 8626.82 912083 -2.13%
NASDAQ Composite 236057 2402.29 -2 16%
Dow Jones (A 12078 12318.6 -1.97%
S &P 500 137798 1406.6 -2.04%
Nikki 226 | 166769 171788 -2.92%

The above figures are taken from the website of National Stock Exchange of India. They illustrate the
movement of NSE stock indices aswell asworld stock indices on the date indicated.

Question 1. What doy ou mean by a stock index? How isit calculated?

Answer Stock index referstothe index used to capture the movement of the stock market. It IS a
bar om eter which measures overall market trend through a set of stocks which arerepresentatives of



the market An ideal index must represent changes in the prices of securities and also show the pnce
movement of different classes of shares. Most of the stock market usesthe following 3 methods of
calculating index.
1. Price Weighted Index An indexreflecting the sum ofthe prices of the sample share in a certain
year/month/week/day with reference to a base year.
2. Equal Weighted Index An index reflecting the simple arithmetic average of the price relatives
of a sample of shares in a certain period with reference to baseyear.
3. Value Weighted Index It is an index reflecting the aggregate market capitalisation ofthe
sample sharesin certain period in relation to baseyear.
Question 2. What conclusions can you draw from the various m ovements of NSE stock indices?
Answer Thereis a downward swing in the stock market. While comparing the previousand current
index of NSE we can say that there isa depression in themarket as index is down for all the sectors.
Question 3. What factors affect the movement of stock indices? Elaborate on the nature of these
factors.
Answer The fall in the dom estic market. asgiven in the above table, can significantly be attributed to
the market sentim ents of world market. We can see the world indices and NSE indices are moving in
the same direction.
Question 4. What relationship doyou see between the movement ofindices in world markets and
NSE indices?
Answer Thereis direct relation between NSE indices and world market indices. Asthere is negative
trend in world index, it brings negative trend in NSE index also.
Question 5. Give details of all the indices mentioned above, y ou can find information on the web or
business magazines.
Answer Answer tothis question is based on reader’s evaluation.
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Very Short Answer Type Questions

Question 1. Explain the advantages of branding tomarketers of goods and services.

Answer Branding isan im portant function performed by a marketer. It has following advantages to
the marketers

(i) Enables marking product differentiation.

(ii) Helpsin advertising and display programmes.

(iii) Differential pricing.

(iv) Ease in introduction of new products.

Question 2. List the characteristics of a good brand name.

Answer Following are the characteristics of a good brand name

(i) It should be short, easy to pronounce, recognise and remember e.g., Rin, Vim.

(ii) It should suggest product’s qualities e.g .» Genteel, Rasna.

(iii) It should be distinctive e.g., Zodiac.

(iv) It should be versatile to accomm odate new products which are added to the product line e.g,
Maggie, Videocon

(v) It should be capable of being registered and protected legally.

(vi) Chosen name should have staying powers e.g., it should not get out of date.

Question 3. What is the societal concept of marketing?

Answer The societal concept of marketing means an extension of marketing concept. Apart from the
consumer satisfaction, it pay s attention to the social, ethical and ecological aspects of marketing.
Question 4. List the characteristics of convenience products.

Answer Following are the characteristics of convenience products

(i) These goods are purchased at convenient locations with least efforts and time.

(ii) They have regular and continuous demand.

(iii) They are purchased in small quantities and perunit price IS low.

(iv) They are mostly branded and have standardised price.

(v) The com petition is high asthe supply is greater than the demand.

(vi) Sales promotion schem es play an im portant role in the marketing of such products.
Question 5. Enlist the advantages of packaging of a consumer products.

Answer Importance of Packaging




(i) Helps in raising the standard ofhealth and sanitation.

(ii) Helpsin self service outlets as consum er own what to buy. can easily decide on his

(iii) Innovational opportunity e.g., new types of packaging availability have made it easier tomarket
the product.

(iv) Product Differentiation Packaging is one ofthe very important m eans creating product
differentiation.

Question 6. What are the limitations of a advertising as a prom otional tool? Enlist.

Answer Following are the limitations of advertising

(1) Less forceful

(ii) ILack of feedback

(iii) Inflexibility

(iv) Low effectiveness

Question 7. List five shopping products purchased by v ou or your family during the last few months.
(1) Curtains

(ii) Shirts

(iii) Cosm etics

(iv) Travelling bags

(v) Hand bags

Short Answer Type Questions

Question 1. What is marketing? What functions does it play with process of exchange of goods and
services? Explain.

Answer Marketing is a total system of business activities designed to plan. price, promote and
distribute want satisfying goods and servicesto present and potential customers. Marketing is
concerned with exchange of goods and services from producer to consumers which invdves many
activities.

(i) Gathering and Analysing Market Information This is done to identify the needs ofthe
customers and take various decisions for th e successful marketing of the products and services.
(ii) Marketing Planning Another important activity or area of work of amarketer is to develop
appropriate marketing plans. sothat the marketing objective of the organisation can beachieved.
(iii) Product Designing and Development The design of the product contributestomakethe
product attractive tothe target customers.

A good design can im prove performance of a product and alsogive it a com petitive advantage in the
market.

(iv) Standardisation and Grading Standardisationrefersto producing goods of predetermined
specification which helpsin achieving uniformity and consistency in the output which reduces the

need for Inspection. testing and evaluation of the products.
Grading is the process of classification of products into different groups, on the basis of its features

suchas quality, size etc. It ensuresthat goods belong toa particular quality helps in releasing higher
prices for high quality output.

(v) Packaging and Labelling Packaging refers to designing the package for the products. Labelling
refers to designing thelabel to be put on the package. Packaging provides protection tothe product
and also helps in its prom otion. Iabelling helps in self service.

(vi) Branding Brand names help in creating product differentiations i.e., how the product can be

distinguished from Its com petitors.

(vii) Customer Support Service Marketing management relates to developing custom er support
service such asafter sales services. handling custom er com plaints. All these aim at provides customer
satisfaction which isa key tomarketing success.

(viii) Pricing of Produd Price IS an Im portant factor affecting the success or failure of a product in

the market. The marketershaveto analy se properly the factors determining the price of a product.




(ix) Promotion Promoation of products and services involves informing the customers about the
firm’s product, its features etc and persuading them to purchase these products. It includes four
method advertising, sales promotion, personal selling and publicity.

(x) Physical Distribution The im portant decisions areas under physical distribution include
managing inventory, storage, warehousing and transportation of goods from one place tothe other.
(xi) Transportation Transportation involves physical m ovement of goods from one place to
another. A marketer hasto perform this function very efficiently keeping in mind the nature of
product. cost, location of target market etc.

(xii) Storage or Warehousing In order tomaintain smooth flow of productsin the market, thereis
a need for proper storage ofthe products. Further, thereisa need for storage of adequate stock of
goods to protect against unav oidable delays in delivery or tomeet out contingencies in the demand.
Wholesalers and retailers are playing an im portant role.

Question 2. Distinguish between the product concept and production concept of marketing.

Answer Difference between Product and Production Concept

o

guh Product Concept Production Concept

Main fosus : The focus of the product concapt is | The focus hers is on quantity of the
on quality of the product. prodeict

Means it s achieved through continuous | is achieved through increased
improvement in the quality. production leading 10 lower Costs.
improvement. increased production.

Question 3. Productis a bundle of utilities. Doy ou agree? Comment.

Answer Yes, productis a bundle of utilities, which is purchased because of its capability to provide
satisfaction of certain need. A buyver buysa product or service for what it does or service for what it
does for her or the benefits it provides. There can be three types of ben efits, it provides to a customer
(i) functional benefits

(i1) psychdogical benefits

(iil) social benefits.

e.g., the purchase of a motorcycle provides functional utility oftransportation, but at the sam e time
satisfies the need for prestigce and esteem and provides social benefit by the way of acceptance from a

group by riding it.
Question 4. What are industrial products? How are they different from consumer products? Explain.
Answer Industrial products are those products. which are used as inputs in providing other products

e.g.. raw material, engines, tools, lubricants etc.
The difference between consum er products and industrial products is based on their ultimate use and

nature of purchases.

Basis Consumer Product _ industrial Product

Buyer Consumer is the buyer, Industral unite and the processors
are the buvers.

Motive it iIs purchased for personal It is bought and used for making

Number of | Number of buyers of consumer Number of buyers is limited In cage

buyers products is large. of industrial products.

Question 5. Distinguish between convenience product and shopping product.
Answer Difference between Convenience and Shopping Product




Basis mm
Shopping efforts [ No or very fittle efforts are made in {C
purchasing such products.

cost.
Retail outhets Nurmber of retailers is large.

Customer base |Thare is regular-and continucus
demand from the same set of
customers.

Question 6. Products is a mixture of tangible and intangible attributes. Discuss.

Answer In marketing, product is a mixture of tangible and intangible attributes which are capable of
being exchanged for a value, with ability to satisfy custom er needs. Beside phy sical objects, include
services, ideas, persons and places in the concept of product. Thus, product may be defined as
anything that can be offered in a market to satisfy a want or need. It is offered for attention,
acquisition, use or consumption.

Question 7. Describe the functions of labelling in the marketing of products.

Answer label on a product provides detailed information about the product, its contents, m ethods of
use etc. Thevarious functions performed by a label areas follows

(i) Describe the Product and Specify its Contents One of the most im portant functions of labelsis that
it describesthe product, its usage, cautions in use etc and specify its contents.

(i) Identification ofthe Product or Brand A label helps in identifying the product or brand e.g., we
can easily pick our fav ourite soap from a number of packages only because of itslabel.

(iii) Grading of Products Labelshelp grading the products into different categories. Som etim es,
marketers assign different grades toindicate features or quality of the product e.g., different type of
tea is sold by som e brandsunder Yellow, Red and Green label categories.

(iv) Help in Prom otion of Products An im portant function of labelis to aid in promotion ofthe
products. A carefully designed label can attract the customer to purchase. So, many labels provide
promotional messages, some show discount or other schemes etc.

(v) Providing Information Required by Law Another important function of labelling isto
provide information required by law. e.g., the statutory warning on the package of cigarette or pan
masala — ‘Smoking isinjurioustohealth’ or ‘Chewing tobacco causes cancer.’

Question 8. Discuss therole of intermediariesin the distribution of consum er non-durable products.
Answer The term channels of distribution refersthe facilitate tothe m ovement of goods and services
and their title between the point of production and point of consum ption, by performinga variety of
marketing activities. Following are the functions performed by the channels of distribution

(i) Accumulation It aims at holding the stock tomatch between the consumer demand and supply
condition, warehousing helps in maintaining continuous flow of goods and services.

(i1) Promotion The marketing channelsalsohelp in prom oting the demand for the product by
displaying dem onstrating and participating in various prom ctional activities organised by the

producers.
(ii1) Negotiating The marketing channels are the intermediaries between the producersand the

consumers. They attempt to reach final agreem ent on price and other terms of the offer, sothat
transfer of ownership is properly affected.

iv) Risk Taking Risk taking isthe basic responsibility of the intermediaries. It may arise out of
physical deteriorations, changesin pricelevels, natural calamities, change in fashion etc. Theseare
unavoidable asthey hold sufficiently large and variety of inventoriestill the sale of stock.

(v) Grading /Sorting Grading is the process whereby they sort the products on the basis of different
sizes, qualities, m aisture contents and so on. It helpsusrealising the timevalue for the product and at
the same time ultimate consumer feels satisfied with the uniform quality of the product.




(vi) Packaging The products are packed in the small tradablelots for the convenience ofthe

consumer.

(vii) Assembling/Assortment Marketing channels aim at satisfyingthe needs of the customers. The
products desired by the consumer may not be available in the market. They procure such goods from
different sources, assemble or assort them as per therequirements of the consumers.

Question 9. Explain the factors determining choice of channels of distribution.

Answer The choice of channels depend onvarious factors, which are discussed as follows

(i) Product Related Factors The important product related considerationsis deciding the channels. It
includes whether the’ productis an industrial product or a consumer product. lndustrial product

require shorter channel and consumer products require longer channel.
(i1) Com pany Characteristics The important company characteristics affecting the choice of channels

of distribution include the financial strength of the com pany and the degree of control it wants to hold

on other channelmember. Direct selling involveslat of foods to be invested in fixed assets say starting
own retail outlets or engaging large num ber at sales force. Similarly if the managem ent want tohave
greater control on the channel number, short channelsare used but if the management do not want
more control over the middlemen, it can go in for longer channel or large number of intermediaries.
(iii) Com petitive Factors The choice of channel is also affected by what the com petitor has selected as

its channel. Sometimes, firm may decide to go for the sam e channel and sometimes absolutely

opposite.

(iv) Market Factors Im portant market factors affecting the choice of channel of distribution include
size of market, geographical concentration of potential buyers and quantity purchased.

(V) Environmental Factors Som etim es environmental factors also helpsin deciding the channel of
distribution. e.q., in a depressed economy ., marketersuse shorter channels to distribute their goods In
an economical way.

Question 10. Explain briefly the com ponents of physical distribution.

Answer The main components of physical distribution are as follows

(i) Order Processing Ifa firm takesmoretime to processthe order, then the consumer remains

dissatisfied. Therefore, order processing has tomade faster by using information technology.
(i1) Inventory Control Inventories ensure the availability of the product asand when consum er

demand arises. There arevarious factorswhich influence a firm decision regarding thelevel of
inventory e.g.., degree of accuracy of sales forecast, cost of blocking of the working capital etc.

(iii) Warehousing It refersto the storage of goods from the time of production tothe time of
consum ption, Wareh ousing is important asit creates tim e utility,

(iv) Transportation It creates place utility, It referstothe carrying of raw materials or finished goods
from one placetoanother, The most im portant thing to be kept in mind is that thevalue addition by
transportation should be greater than the cost of transportation,

Question 11. Define advertising, what are its main features? Explain.

Answer Advertising is defined as the impersonal form of communication which is paid form by the

marketer to promote som e goods or services, It iscomm only use as the prom otional tool of the
company, The im portant features of advertising are as follows

(i) Paid Form Advertising is a paid form of communication which means the sponsor has to bear the
cost of communication with the prospects,
(ii) Im personality There isno direct face to face contact between the prospect and advertiser, It is

therefore, referred asthe im personal m ethod of prom otion,

(iil) Identified Sponsor Advertising is undertaken by some Identified individual or com pany, who
makesthe advertising efforts and also bearsthe cost ofit.

Question 12. Discusstherole of ‘Sales Promotion’ as an elem ent of prom otion mix.

Answer Sales prom otion includes those marketing activities other than personal selling, advertising
and publicity that stimulate consum er purchasing and dealer effectiveness, such as display, shows and




exhibitions, dem onstrations andvarious non-current selling effortsnot in the ordinary routine, The
main objectives of sales prom otion activities are

(i) Creation of demand for the product.

(ii) Educating the consumers about new products or new uses of the old product.

(iii) Building the brand loyalty for the product among the consumers,

Long Answer Type Questions

Question 1. Define Marketing, How is it different from selling? Discuss.

Answer Marketing is a total system of business activities designed to plan, price, promote and

distribute want, satisfving goods and services to present and potential customers.
Difference between Selling and Marketing

Basis Selling Marketing

Starting point The selling starts after it slarts even hefore goods are
production has taken place. produced.

Main focus To sell the product. To satisly the consurmer.

Means it is achienved through It is achieved through integrated
advertisernent personal selling  imarketing. '
and sales promotion.

Ends/Profit Profit maxdmisation is achieved | Profit maximisation is achieved

maximisation through volume of sales. _ 1through cusiomer satisfaction.

Question 2. What is the marketing concept? How does it help in the effective marketing of goods and
services?
Answer Orientation of marketing implies that focus on the satisfaction of customersneed, isthe key

to the success of any organisation in themarket. All the decisions in the firm are taken from the point
of view of the customers. e.g.., What product will be produced, with what features and at what price

shall it be sold or where shall it be made available for sale will depend on what do the custom er wants.

Marketing concept helps in effective marketing of goods and services by using the following

(i) Identification of market or customer whoare chosen e.sthe target of marketing effort.

(ii) Understanding needs and wants of customers in the target market.

(iii) Developm ent of products or services for satisfying needs of the target market.

(iv) Satisfying needs of target market better than the com petitors.

(v) Doing all this at a profit.

Question 3. What is marketing mix? What are its main elements? Explain.

Answer Marketing mix refers tothe com bination of four basic elements known as four P’s — Product,
Price, Promotion and Place.

The various components of marketing mix are

(i) Product Mix Product mix basically concerns with the features related to a product e.g., range,
quality, size, labelling, packaging, branding etc. All products mu st satisfy consum er needs and
expectations. Itaims at providing good quality products at fair prices.

ii) Price Mix It includes decisionsrelating to price determination, discounts and allowan ces credit

terms. It covers pricing objectives and pricing policies. Price should cover not only cost of production
and selling expenses but also a reasonable profit margin. The price policy adopted by the enterprise
should not only be cost based but also demand based and com petition based.

(iii) Place Mix Place mix links the seller and buyer. The choice of channels of distribution and
transport are the twomajor issues here. There are various factorswhich help in deciding the channel
e.g., thetime and the place, where the goods havetoreach or transportation. It isthe nature of goods,
place of destination, cost and availability etc.

(iv) Promotion Mix It refersto all marketing activities to increase the volume of sales ofthe product
of an enterprise. It consists of means of markellng communication with a view to informing and




persuading the prospective buyersto buy a certain product. It includes advertising, personal selling,
publicity and sales promotion.

Question 4. How does branding help in creating product differentiation? Does it help in marketing of
goods and services? Explain.

Answer Branding helpsa firm in distinguishing its products from that of its com petitors. This helps
the firm to secure and control the market for its products. If products were sold by generic names, it
would be very difficult for the marketersto distinguish their products from its com petitors. Thus,

most marketers givea name totheir product, which helpsin identifying and distinguishing their

products from their com petitors product. This process of giving a name or a sign or a symbol etcto a
product is called Branding.

Question 5. What are the factors affecting determination of the price ofa product or service? Explain.
Answer There are number of factors which affect the fixation ofthe price of a product. Some ofthe
im portant factorsin this regardare discussed as below

(i) Produd Cost The cost sets the minimum level or the floor price at which the product may be

sold. There are broadly three types of cost-fixed costs, variable costs and semi variable cost. Total cost
IS the sum ofall these three. Generally, all firms try to cover all their costs, atleast in the long Sun. In

addition, they aim at earning a margin of profit over and above the costs.
(i1) The Utility and Demand The utility provided by the product and the Intensity of demand of the

buyer setstheupper limit of price. which a buyer would be prepared to pay. Infact the price mu st
reflect the interest of both the partiesto the transaction — the buyer and the seller. The buyer may be

ready to pay up to the point, where the utility from the product is atleast equal tothe sacrifice made in
terms of the price paid. The seller would, however, try tocov er the costs. According tothe law of
demand, consumers generally purchase more units at a low price than at a high price.

(iii) The Extent of Competition in the Market The price is also affected by the nature and degree

of competition. The price will tend toreach the upper limit in case there isless degree of com petition
whileunder free com petition, the price will tend to be set at the lowest level.

(iv) Government and Legal Regulations In order to profit the interest of public against unfair

practices in the field of price fixing, Government can intervene and regulate the price of comm odities.
Gov ernment can declare a product as essential product and regulate its price.

v) Priang Objectives Pricing objectives are another im portant factor affecting the fixation of the

price of a product ora service. Apart from price maximisation. the pricing objectives ofa firm may
Include.

(a) Obtaining Market Share Leadership If a firm objectiveis to obtain larger share ofthe market,
it will keep the price ofits products at lower level, so that greater number of people are attracted to
purchasethe products.

(b) Surviving in a Competitive Market Ifa firm is facing difficulties surviving in the market
because of intense com petition or introduction of amore efficient substitute by a competitor.

(c) Attaining Produd Quality Leadership higher prices are charged to cover high In this case,

normally quality and high cost of R&D (Research and Developm ent).

(vi) Marketing Meth ods used Price Fixation Price is also affected by other elem ents of
marketing such as distribution system, quality of salesmen employ ed, quality and am ount of
advertising, sales promotion efforts. the type of packaging, product differentiation, credit facility and

custom er service provided.

Question 6. What doyou mean by ‘Channels of distribution’? What functions dothey play in the
distribution of goods and services? Explain.

Answer People, institutions, merchantsand functionaries, whotake part in the distribution of goods
and services are called ‘Channels of Distribution’. Channels of distribution are set of firmsand
individuals that take title or assist in transferring title, to particular goods or services asit moves from
the producersto the consumers.




Channels of distribution smoothen the flow of goods by creating possession. place and tim e utilities.

They facilitate m ovement of goods by overcoming various barriers The important function performed
by middlemen are

(i) Sorting Middlemen procure supplies of goods from a variety of sources. which is often not ofthe
sam e quality, nature and size. These goods are sorted intohomogeneous groups on the basis ofthe
size or quality.

(ii) Accumulation This function inv dves accumulation of goods into larger homogeneous stock.
which help in maintaining continuous flow of supply.

(iii) Allocation Allocation inv dves breaking hom ogeneous stock Into smaller, marketablelots to sell
them to different types of buyers.

(iv) Assorting Middlem en build assortment of products for resale. Thereis usually a difference
between the product lines made by manufacturers and the assortment or combinations desired by
the users. Middlemen produce variety of goods from different sources and delivers them in
combinations, desired by customers.

(v) Produca Promotion Middlemen also participate in some sales promotion activities. such as
demonstration. special display, contests etc. to increasethe sale of products.

(vi) Negotiation Channels operate with manufacturers on the one hand and customer on the other.
They negotiate the price, quality. guarantee and other related matters with customers. so that transfer
of ownership is properly affected.

(vii) Risk Taking In the process of distribution of goods, them erchant middlem en take title of the
goods and thereby assum e risks on account of priceand demand fluctuations, spoilage, destinations
etce.

Question 7. Explain the major activities involved in the physical distribution at products.

Answer Physical distribution coversall the activities required to physically m ove goods from
manufacturer tothe customers. Important activitiesinvaved in the physical distribution include
transportation, wareh ousing, material handling and inventory control.

(i) Order Processing In a typical buyer-seller relationship order placement is the first step.

Products flow from the manufacturersto customersvia channel memberswhile orders flow from
custom erstomanufacturers. Therefore, a good speedy and accurate system of order processing
becom es a necessity.

(ii) Transportation Transportation is the means of carrying goods and raw materials from the point
of production to the point of sale. It is one of the major element in the physical distribution of goods.
It is important because unlessthe good are physically made available. the sale can not be com pleted.
(iii) Wareh ousing Wareh ousing referstothe act of storing and assorting products in order to create
time utility in them. The basic purpose of warehousing activities isto arrange placement of goods and
provide facilities to store them. The need for warehousing arises because there may be difference
between the time, a productis produced and the time it isrequired for consumption. Generally, the
efficiency of a firm in serving its customers will depend on,where these warehouses are located and
where are these to be delivered.

(iv) Inventory Control A very im portant decision in respect of inventory is deciding about the level
of inventory. Higher the level of inventory, higher will be the level of service to customers but the cost
of carryingthe inventory will also be high because lot of capital would be tied up in the stock. The
decision regarding level of inventory inv olves prediction about the demand for the product. A correct
estimate of the demand helps tohold inventory and cost level down to a minimum. Themajor factors
determining inventory levelsinclude.

(a) Firm’s policy regarding thelevel of customer service. Higher the level of service, greater will be the
need tokeep moreinventories.

(b) Degree ofaccuracy of the sales forecast. In case more accurate estimates are available, the need for

keepingvery high level of Inventory can be minimised.
(¢) Responsiveness of the distribution system i.e., ability ofthe system to transmit inventory needs




back tothe factory and get products to themarket.

(d) Cost of inventory, which includes holding cost, such as cost of warehousing, tied up capital etc and
the manufacturing cost

Question 8. ‘Expenditure on advertising is a social waste’. Doyou agree? Discuss.

Answer The opponents of advertising say that the expenditure on advertising is a social waste as it
addsto the cost, multipliesthe needs of the people andundermines social values. The proponents,
however argue that advertising is very useful asit increasesthereach, bringsthe per unit cost of
production down and addstothe growth of the economy.

Following are the points of criticism

(i) Addsto Cost The opponents of advertising argue that advertising unnecessarily adds tothe cost
of product, which is ultimately passed on tothe buyers in the form ofhigh prices. It is line that
advertisem ent of a product cost lots of money but it helpsto increase the demand for the product as
large number of potential buyers come to know about the availability ofthe products, its features etc
and are persuaded to buy it. This increases the demand and therefore the production. Asa result, the
per unit cost of production comes down asthe total cost is divided by larger num ber of units.

(ii) Undermines Social Values Advertising undermines social values and prom otes materialism. It

breeds discontentment among people asthey come to know about new products and feel dissatisfied
with their present state of affairs. This criticism is not entirely time. Advertisement in fact helps buyer

by informing them about the new products which may be Im provement over the existing products.
(iii) Confuses th e Buyers Another criticism against advertisements is that somany products are
being advertised which makes similar claim s that the buyer gets confused astowhich oneistrue and
which are should be relied upon. e.g., there are somany brands of soaps, shampoos. cars. TVs. cell
phones etc which are advertised. The supporters of advertisement. however argued that we are all
rational human beings whomake our decisions for purchase of products on factors. such as price.
style. size, etc. Thusthe buyerscan clear their confusion by analysing the Information provided on the
advertisem ents and other sources before taking a decision to purchase a product.

(iv) Encourages Sale of Inferior Produa Advertising does not distinguish between superior and

in ferior products and persuade people to purchase even the inferiors products. The desired level of
quality will depend on the economic states and preferences of the target customers. Advertisements

sell products of a given quality and the buyerswill buy. if it suitstheirrequirements.

(v) Some Advertisements are in Bad Taste Another criticism against advertising isthat some
advertisements are in bad taste. They Show som ething which isnot approved by som e people. Some
advertisem ent spoil the relationship between employer and em ployee. husband and wife etc.

From the above discussion, we have learnt that through advertisements are criticised but still they
have their own advantages. It is not a social waste. rather it adds value to the social cause by giving a
boost to production and generating em ployment.

Question 9. Distinguish between advertising and personal selling.

Answer Difference between AdvertiSing and Personal Selling




Nature i Advertising is indirect and Personal selling is direct face to
Coverage It is A means of man coverage. Only limited peopie can be
contacted atf a time.
Medium It involves use of oral, written + it 18 dependent on oral messages.
visual messages.
Cost It is economical method. I8 costly.
Feadback |l lacks direct feedback. It faciitates dvect, mmediate
feadback,
Suitable It s suitable for all types of It is more suitable for product in the
products. ntreductary stages of proguct lite

Application Type Questions

Question 1. As marketing manager of a big hotel located at an im portant tourist destination, what
societal concerns would be faced by vou and what steps would v ou plan totake care of these concerns?
Discuss.

Answer

The societal marketing concept holds that the task of any organisation isto identify the needs and
wants of the target market and deliver the desired satisfaction in an effectiveand efficient manner, so
that thelong term well-bein g of the consumers and the society istaken care of. In case any business
activity en courages pollution, deforestation, storage of resources population explosion, then its
benefits can not be justified. As marketing manager ofa big hotel located at an im portant tourist

destination certain care need to be taken regarding environment

(i) Proper drainage facility

(i1) In-built plant for re-cyclin g the waste

(iii) Solar geysersto be used

(iv) Rain water harvesting

(v) proper maintenance of greenery-lawns, parks, gardens

(vi) CNG basedvehicles to be used to provide transport facility to the guests.

Question 2. Supposeyou are the marketing Vice President ofan insurance company, planning to
design a new mediclaim policy for senior citizens. What information would v ou like 10 collect to
perform this task and how will, v ou collect such information? Discuss.

Answer The following information about the senior citizens should be collected

(1) Age of the senior citizen

(i1) Their source of income

(iii) Medical background

(iv) Present working states

There arevarious sources of collecting the above information — personal visits, questionnaires,
medical reports from nursing homes, doctor clinics etc.

Question 3. What shopping products have been purchased byy ou/y our family in the last six months?
Make a listand specify what factorsinfluenced the purchase of each ofthese products.

Answer The following shopping goods were purchased by my family

(i) Clothes Price, fashion, occasion for which they were bought.

(i1) Refrigerator Brand, price, features, books, durability.

(iii) Shoes Size, price, brand, material used.

(iv) Furniture (study table) Design, quality, finishing, comfort level, cost.

Question 4. What information is generally placed on the package of a food product? Design a label for
one of the food product of v our choice.

Answer The following information is normally placed. on the package of good product




(1) Name of the product

(ii) Brand name

(iii) Veg /Non-veg sign (green /red dot)

(iv) Price

(v) Manufacturing date and date of expiry

(vi) Ingredients

(vii) Net weight

(viii) Directions for use

(ix) FPOmark

(x) Preservativesused

Question 5. For buyers of consumer durable products, what ‘customer care services’ would v ou plan as
a manager of a firm marketing new brand of m otorcycle. Discuss.

Answer For marketing motorcycles, the following customer care services can be planned

(i) Specified period warranties

{ii} Easy monthly instalments

(ii) Exchange offer

(iv) 0% finance scheme

(v) Free servicing

Case Problem

Nokia takes four-lane road to consumers.

NEW DELHI After having grabbed a king size 79% share ofthe 15,000 crore mobile handset market
in India, Nokia India has found a new way of connecting people.

The mobile handset manufacturer has embarked upon a brand new retail strategy that is based on a

classification of its consumers into four major groupsthat separates people in terms of usage, income

level and lifestyle.
The classification is based on an extensive survey -the Nokia Segmentation Study -that wascarried

over twoyears involving 42,0 00 consumers from 16 countries. It studied the impact lifestyle choices
and attitudes have on the m obile devices consumers buy and how they use them.

The strategy, which was announced globally in Junelast vear, is being unfolded in India now. While
the nitty-gritty ofthe new strategy is still being worked out, it islikely that the com pany would follow
separate marketing strategies for the four different segments. The advertising campaigns could be
different for the segments.

Nokia’s entire product portfolio hasnow been re-aligned towards these four groups to addressthe
specific needs of each. The first ofthese segments Live, aimed a first time users whose basicneed is to
stay in touch with voice asthe main driver, would have basic handsets low on features and price.
“These may be functional phones but the target group for these phonesrange from SEC C (low socio-
economic class) to SECA1 + (very high socio-economic class) markets’, says Nokia India marketing

head Devinder Kishore. The second segment Connect looks at more evoved userswholook for more
functionality and features and connectivity. Accordingly, phones in this segment would have GPRS,

cam era and music capabilities.

The next two categories, Achieve and Explore, are aimed at high-end users and have Nokia’s top-end
handsets. e.q., Achieve segment looks at enterprise users who need to have business functionalities in
their phones. Nokia’s new E-series hasbeen put under this segment with handsets having QWERTY
keyboards and full Internet capabilities.

Aimed at high-end lifestyle users, Explore would be the m ost prominent segment for the com pany in

the coming years. Says Nokia India multimedia business director Vineet Taneja, “This segment would
see the most vibrant growth in the coming vear. It will look at five different areas-applications,

imaging, mobile, TV, music and gaming. We are fast developing (the ecosy stem to support These

areas.”




Nokia acquired music solution and content provider LoudEye and GPS solution provider Gates. It is
all slated to launch its m ost high-profile handset, which boasts of having a 5 mega pixel camera and
GPS capabilities apart from iPod quality music, in February.

SaysTaneja, “Thereis increasing demand for convergence and multipl e fun ctionalities in high-end
handsets. The N-series will try toaddress that”. Nokia feelsthat the new platform strategy wherein
different handsets are launched under a platform, like the N-Series, will become a status and style
statement and drive numbers.

Question 1. Identify the four market segments that Nokia planstoaddress as per the newsreport
above.

Answer Live, Connect, Achieve and Explore.

Question 2. What is the basis of classification ofthe market used by the com pany?

Answer SEC Socio-Economic Class, usage and lifestyle

Question 3. What doy ou mean by realignment of product portfolio? Illustrate this from the case

above.

Answer It means that whatever product Nokia is planning to developnow, it will be according to the
needs ofthe consumers. The four differenthandsets are Live, Connect, Achieveand Explore, being

planned keeping the needs of four different types of users.

Question 4. Identify the pointsthat can be highlighted in marketing campaigns for each segm ent.

Answer The pointsthat can be highlighted in marketing cam paigns for each segment can be
(1) Latest m odel

(ii) Reasonable price

(iii) Better performance

(iv) Advanced technology

(v) Consumer friendly

Question 5. What are the different considerations in themind of consumers of each segment while
purchasing m obile phones as given in the above case?

Answer Different considerations in the mind of each segm ent while purchasing m obile phones are
(i) Thefirst ofthese segments Live, aim ed at first time users wh ose basic need isto stay in touch with

voice asthe main driver So, here pnce ofthe phone isthemain consideration.

(ii) The second segment connect looks at more evaved users who look for m ore functionality and

features and connectivity. So, here the features of the phone aswell as an economic pricetag are
considered.

(iii) The next two categories, Achieve and Explore, are aimed at higheend users. So here the
uniqueness of the handset and its business functionalities are the main points considered by the
consumer.
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True or False
State whether the following statements are true or false.
1. Consumer protection hasa moral justification for business.
Answer True
2. In addition torights,a consumer also has som e responsibilities.
Answer True

3. A complaint can to be made toa district forum when the value of the goods or services in question,
along with the com pensation claim ed, exceeds [12 0 lakhs.

Answer False

In district forum com plaint can be made when goods or services, along with the com pensation
claimed, doesnot exceed [ 20 lakhs.

4. The Consumer Protection Act provides for six consumer rights.

Answer True

5. 1STisthe quality certificate mark used in case of food products.

Answer False

1ST is certification mark on electrical goods and FPO mark on food products



6. Under the Consumer Protection Act, a compliant can be filed by a consum er for a defective good
also for deficiency in service.

Answer True

Short Answer Type Questions

Question 1. Explain the importance of consumer protection from the point of view of business.
Answer A business can not survive without paying attention on protecting — the consumers interest
and adequately satisfying them. This is important because of the following reasons

1.

Long Term Interest of Business BUSiness firms should aim at long term profit maximisation
through customer satisfaction. Satisfied customersnot only lead to repeat sales but also
provide good feedback to prospective customers and thushelp in increasing the customer base
of business.

Business uses Society’s Resources Business organisation uses resources which belong to the
society, thusthey have a responsibility to supply such products and render such services which
are in public interest.

Social Responsibility A business has social resposibility towards various interest groups.
Business organisations make money by selling goods and providing servicesto consumers.
Thus, consumers form an im portant group among the many stakeholders of business and like
other stakeholders, their interest has to bewell taken care of.

Moral Justification The moral duty of any business is to take care of consumer’s interest and
securing them from exploitation. Thus, a business mustav oid insecure loss, exploitation and
unfair trade practices like defectiveand unsafe products. adulteration. false and misleading
advertising hoarding. black marketing etc.

. Government Intervention A business engaging in any form of exploitation time trade practices

would invite government intervention or action. Thus, it is advisable that business organisation

voluntarily resort to such practices, where the customersneed and interests will be taken care
of.

Question 2. Enumerate the various Acts passed by the Government of India whichhelp in protecting
the consumer’s interest?

Answer The Indian legal framework consists of a number ofregulations which provide protection to
consumers. Som e of these regulations areasunder

1.

2.

3.

The Consumer Protection Act, 1986 The Act provides safeguards to

Consumers against defective goods, deficient services, unfair trade practices etc.

The Contract Act, 1982 The Act lay s down the conditions in which the promises made by
parties toa contract will be binding on each other.

The Sale of Goods Act, 1930 The Act provides some safeguards and reliefstothe buyers of the

goods in case, the goods purchased do not com ply with express or im plied conditions or
warranties.

Essential Comm odities Act, 1955 The Act alm s at controlting, production, supply, distribution
and price of essential comm odities.

. The Agricultural Produce Act, 1937 The Act prescribes grade standards for agricultural

comm odities and livestock products.

. The Prevention of Food Adulteration Act, 1954 TheAct aims to check adulteration of foods

articlesand ensure their purity, soastomaintain public health.

. The Standards of Weights and Measures Act, 1976 It provides protection to consum ers against

the malpractice of under-weight or under-measure.
The Trade Marks Act,1999 The Act preventsthe use of fraudulent marks on products and thus
provides protection to the consumersagainst such products.

. The Com petition Act, 2002 The Act provides protection to the consumers In case 01 practices

adopted by business firm s which hamper com petition in the market.



10.The Bureau of Indian Standard Act, 1986 The bureau has twomajor activities: formulation of
quality standards for goods and their certification through the BIS certification scheme. The
bureau hasalso set up a grievance cell, where consumers can make a com plaint about quality
of products carrying the IS mark.

Question 3. What are the responsibilities of a consumer?
Answer A consumer should keep in mind the following responsibilities while purchasing, using and
consuming goods and services

1. Be aware about various goods and services available in the market, so that an intelligent and
wise choice can be made.

2. Buy only standardised goods asthey provide quality assurance. Thus, look for ISImark on

electrical goods. FPO mark on food products and Hallmark on jewellary etc.

Learn about the risks associated with products and services.

Read labels carefully, so asto have information about prices, weight, manufacturing and expiry
dates etc.

Assert yourselftoget a fair deal.

Be honest In your dealings. Choose only from legal goods and services.

Ask for a cash-mem o on purchase ofgoods and services. This would serve asa proof of the
purchase made.

File a com plaint in an appropriate consumer forum in case ofa shortcoming in the quality of
goods purchased or services availed.

9. Form consum er societies which would play an active part in educating consumers and
safeguarding their interests

10. Respect the environment, avoid waste, littering and contributing to pollution.

Question 4. Who can file a com plaint in a consumer court?
Answer A com plaint can be made by

1. Any consumer.

2. Any registered consumer’s association.

3. The Central Government or any State Governm ent.

4. One or more consumers. on behalf of numerous consumers having the same Interest.

5. Alegal heir or representative of a deceased consumer.

Question 5. What kind of cases can be filed in a state commission?

Answer A com plaint can be made tothe appropriate state commission when the value of the goods
and services, along with com pensation claim exceeds [1 20 lakhs but doesnot exceed L1 1 crore. The
appeals against the orders of a District Forum can also be filed before the state commission.
Question 6. Explain the role of consumer organisations and NGOs in protecting and prom oting
consumers’ interest.

Answer Consumer organisation and NGOs perform several functions for the protection and
promotion of interest of consumers. In India, these associations are performing lots of functions some
of them are

1. Educating the general public about consumer rights by organiSing training programmes,
seminars and workshops.

2. Publishing periodicals and other publicationsto impart knowledge about consumer problems,
legal reporting, reliefs available and other matters of interest.

3. Carrying out comparative testing of consumer products in accredited laboratories to test
relative qualities of com peting brands and publishing the test results for the benefit of
consumers.

4. Encouraging consumersto strongly protest and take an action against unscrupulous,
exploitation and unfair trade practices of sellers.

5. Providing legal assistance to consumers by providing aid, legal advice etc in seeking legal
remedy.
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6. Filing com plaints in appropriate consumer courts on behalf of the consumers.

7. Taking an Initiative in filing cases in consumer court in the interest of the general public, not
for any individual.

Long Answer Type Questions
Question 1. Explain therights and responsibilities of a consumer.
Answer The Consumer Protection Act provides six rightsto consumers. They are as follows

1. Right to Safety The consumer has aright to be protected against goods and services which are
hazardousto life. e.g., sometim es we purchased the food item s of low quality which causes
sev ere problems. Thus, in this case, we should purchased good quality and FPO labelled
products,

2. Right to be Informed The consumer hasa right to have com plete information about the
product. whichhe intends to buy including its ingredients, date of manufacture, price,
quantity, directions for use etc. Under thelegal framework of India manu factures have to
provide such information on the package and label of the product.

3. Right to Choose The consumer has the freedom to choose from a variety of products. The
marketers should offer a wide variety of products and allow the consumer tomake a choiceand
choose the product which ismost suitable.

4. Rightto be Heard The consumer hasa right to filea complaint and to be heard in case of
dissatisfaction with a good or a service. It is because of this reason that many enlightened
business firmshave set up their own consumer service and grievance cells.

5. Right to Seek Redressal The Consum er Protection Act provides a number product, of reliefs to
the removal of defect consum er including replacement ofthe in the product, com pensation
paid for any loss or injury suffered by the consumer etc.

6. Right to Consumer Education The consumer hasa right to acquire knowledge about products.
He should be aware about his rights and thereliefs available tohim in case ofa producVservice
falling short ofhis expectations Many consum er organisationsand some enlightened
businesses are taking an active part in educating consumersin this respect.

Consumer Responsibilities
A consumer must be aware about these responsibilities while purchasing, using and consuming goods
and services

1. Consum er must be aware of all their rights.

2. Consum er must be careful while purchasinga product.

3. He should file com plaint for the redressal of genuine grievances.

4. Consumer must buy a standardised good.

5. He should ask for a cash-memo on purchase of goods and services.

Question 2. What are various way s in which the objective of consumer protection can be

achieved? Explain therole of consumer organisations and NGOsin this regard?

Answer There are various ways in which the objective of consumer protection can be achieved

(i) Self Regulation by Business Socially responsible firms follow ethical standards and practices in
dealing with their customers. Many firms have set up their customer service and grievance cells to
redress the problems and grievances of their consumers.

(ii) Business Associations The associations of trade, commerce and business like Federation of Indian
Chambers of Commerce of India (FICCI) and Conference of Indian Industries (CII) have laid down
their code of conduct which lay s down for their members the guidelines in their dealings with the
customers.

(iii) Consumer Awareness A consumer, who is well inform ed about his rights and the reliefs, would be
in a position toraisehis voice against any unfair trade practices or exploitation.

(iv) Consumer Organisations Consumer organisations play s an im portant protecting role in educating
consumers about their rights and them. These organisations can force business firms to avoid
malpractices and exploitation of consumers.



(v) Government The Government can protect the interests of the consumers by enacting various
legislations. The legal framework in India encom passesvariouslegislations which provide protection
to consumer, the most important of these regulations is the Consumer Protection Act, 1986. The Act
provides for a three-tier machinery at the District, State and National levels for redressal of consumer
grievance.

Role of Consumer Orgs and NGOs

Discussedin Q. 6 of Short Answer Type Questions.

Question 3. Explain the redressal mechanism available to consumersunder the Consumer
Protection Act, 1986?

Answer For the redressal of consumer grievances, the Consumer Protection Act provides for setting
up of a three-tier enforcement machinery at the District, State and the National levels.

(i) District Forum A complaint can be made tothe appropriate District Forum when the value of
goods or services, along with the com pensation claimed, doesnot exceed [ 20 lakhs. In case

the aggrieved party is not satisfied With the order ofthe District Forum, he can appeal before the
State Commission within 30 days.

(ii) State Comm ission A com plaint can be made tothe appropriate State Commission when the value
of the goods or services, along with the com pensation claimed. exceeds [ 20 lakhsbut does not
exceed []1 crore. Theappeals against the orders of District Forum can also be filed before the State
Commission. In casethe party isnot satisfied with the order of the State Commission, he can appeal
before the National Commission within 30 days of the passing of the order by State Commission.
(iii) National Commission A com plaint can be made to the National Commission when the value of
the goods or services, along with the com pensation claimed exceeds [1 1 crore. The appeals against
the orders ofa State Commission can also be filed before the National Commission. An order passed
by the National Commission in a matter of its original justification is appealable before the supreme
court. This meansthat only those appeals, where thevalue of goods + services in question, along with
the compensation claimed, exceeded [ 1 crore and where the aggrieved party wasnat satisfied with
the order ofthe National Commission, can be taken to the Supreme Court of India.

Case Problem

Now, filing complaint is just, a click away. Filing a com plaint in a consumer court’s going toget a lot
easier by the end of thisyear, virtually. Nomatter which part ofthe country you'’rein, it’s going to
happen at the click ofa mouse.

The project, called Confonet (Com puterisation and Com puter Networking of Consumer Fora), is
being executed on a turnkey basis by the National Informatics Centre (NIC).

“Online registration of complaints, the government hopes, will promote e-gov ernance, transparency,
efficiency and streamlining of consumer fora”, said an official in the consumer affairs ministry. Of [
48.64 Crore set aside for the prgject, the government hasreleased [130.56 crore so far, the official
added.

“Besides software developm ent and testing, networking and project implem entation, integration and
site preparation, it will include purchase of hardware for all the 583 District fora,

35 state commissions and the National Commission”, the official said.

At present, computer systemsand system software have been delivered to25 state commissions and
300 District fora —never mind (he fact that it's som etim es a long wait before the hardware is finally
unpacked and set up in some of the districts. Meanwhile, training of staff, som etimes in the classroom
and som etimes through e-learning sessions, are in full swing.

“But just setting up an online com plaint filing system won'’t ensure a strong consum er protection
movement in the country for that we’re working on GenNext and the best way to do that istogo to
schools”, the official said.

The government is, therefore, inv olving school children to form consumer clubs, soas to involve them
in various consum er welfare activities.



Part of the funding for running the clubis tocome from various state governments, with an equally
matching grant from the Centre. However, a number of state governmentsare yet to sanction the fund
— some of these include Uttar Pradesh, Madhya Pradesh and Kerala
Question 1. What new measure isthe ministry of consumer affairs taking tomake filing a com plaint
easy?
Answer Online registration of com plaints has been initiated by the ministry of consumer affairsto
make filing of com plaint easy.
Question 2. What roll can you asa student play to contribute tothe cause of consumer protection?
Answer A student can play an activerole in bringing out an awareness campaign on ‘Consumer
Protection’.
1. Special assemblies can organised to show the display of consumer rights and responsibilities
2. When school organises any exhibilion the commerce students can put a stall and give
demonstration on responsibilities of a consumer,
3. The Biology and Chemistry laboratories can be used for testing adulterated goods. (e.g milk,
paneer, spices etc).
4. Essay writing competitions, debate com petition and quiz can be organised to promote the
awareness on consumer protection,
5. Encourage studentsto baycott goods/eatables which are adulterated or defective in school
canteen.
6. To set upvoduntary complaint centre for consumer guidance and counseling,
Question 3. What scenario of consumer protection doyou foresee when the measures proposed in
the above newsreport are implem ented?
Answer With the Im plem entation of online registration, educated and technology friendly consumer
will gain but in my opinion the unaware, ignorant and Sim ple consumers who still are far away from
e-gov ernance would stand in need ofthe 3 forum s working efficiently and effectively Thusboth the
sy stems should work parallel, hand in hand to protect the interests of different types of consumers.
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Multiple Choice Questions

1. Entrepreneursundertake

(a) calculatedrisks

(b) high risks

(c) low risks

(d) moderate and calculated risks



Answer (b) It isgenerally believed that entrepreneurs take high risks as thereis noassured career 10
that and secondly for a higher return the person takes higher risk.

2. In Economics, which of the following is not a function of the entrepreneur?

(a) Risk-taking

(b) Provision of capital and organisation of production

(¢) Innovation

(d) Day-to-day conduct of business

Answer (d) Day-to-day conduct of businessis not the function of the entrepreneur.

3. Which of the following statements does not clearly distinguish between entrepreneurship and
management?

(a) Entrepreneurs found the business; managers operate it

(b) Entrepreneurs are the owners of their business; managers are employees

(c) Entrepreneursearn profits; managers earn salaries

(d) Entrepreneurship is once for all activity; management is a continuous activity

Answer (d) Entrepreneurship IS once for all activity, The concept behind it is not cleared. Through
this point, it is typical to understand the difference between entrepreneurship and management.

4. In theroles and functions of the entrepreneur identified by Kilby, which ofthe following isnot an
aspect of ‘political administration’?

(a) Dealing with public bureaucracy

(b) Managing human relations within the firm
(c) Introducing new production techniques and products
(d) Managing customer and supplierrelations
Answer (c) Introducing new production techniques and productsis not an aspect of ‘political
administration’. It is com eunder thl’ ‘Technology’ Identified by Kilby.
5. Which ofthe following attitudesis not generally associated with successful entrepreneurship?
(a) Investing in R&D
(b) Live yvour business day -by-day
(c) Innovate and improvise continually
(d) Produceas per customers requirements
Answer (b) Live yvour business day -by -day is not the attitude associated with successful
entrepreneurship.
Short Answer Type Questions

uestion 1. Clarify the meaning of the terms ‘entrepreneur’, ‘entrepreneurship’ and ‘enterprise’.
Answer Entrepreneur The owner of a business is known as Entrepreneur or we can say that the
person who set-up his business. He isthe co-ordinator, organiser of resources and gives shapeto the
business.
Entrepreneurship It isthe dynamic process of interaction between the person and the
environment. It means starting up one’s own business, concerned with strategic decisions of resource
allocation and inv olves huge risk to createvalueand earn profit.
Enterprise The output ofthe entrepreneurship processis known asthe Enterprise. It is sam ething
attem pted to be performe. It provides employment opportunities, professional opportunities and
business
opportunities which helpsin building up the economy of a nation.

Entrepreneurship
Entrepreneur N i Enterprise
(Innovator or creator) [ ‘F”:::fm *|  (Outcome)

Question 2. Why is entrepreneurship regarded as a creative activity ?
Answer Entrepreneurship isa creative activity as an entrepreneur converts raw materials into useful
goods and services, it involves creation of value, introduction of new products, discovery of new




markets and technologies. Successful entrepreneurskeep focusing on innovative ideas and skillsto
produce efficient and effectiveresults. Thus, an entrepreneur is innovator and this process is creative.
Question 3. “Entrepreneurs undertake moderate risk”. Elaborate this statement.

Answer “Entrepreneursundertake m oderaterisks”. It implies that an entrepreneur assures various
supply ofthe projects, he agreed to pay salaries, wages, rent whether the venture succeed or not.
Secondly, the person who opted a career in entrepreneurship takesa biggerrisk as there isnoassured
pavoff It is said that itisa 50 : 50 situation meansloss and profit both are unpredictable. Success
dependsupon the observations, calculations of risk, skills and confidence. Risk is not centred toone
problem it involves many issues like fluctuation in price, taste and preference fashion, risk of strikes,
lock outs etc. It becomes the essential feature of the entrepreneurship which is to be focused more and
more.

Question 4. How entrepreneurship result in increasing the spectrum and scope of economic activities?
Answer Development doesnot mean only the betterment of existing but it meansthe overall
betterment acrossthe geographical, sectoral and techndogical scope. Entrepreneurship results in
diversification of economic activities by creating em ployment, business opportunities. stabilising the

demand and supply factorsasunderdeveloped countries caught in the vicious cycle on the demand as

wellas supply side. Thus, it helps in overcome from this situation. GOP originates from Industry and
services increases. Entrepreneursthrough their decisionsto direct from the stale sectors and invest in

green field sectors brings a virtual transformation ofthe economy from underdeveloped to developed
status. Thus, we can say entrepreneurship result in increasing the spectrum and scope of economic
activities.

Question 5. Describe briefly the roe of achievement m otivation in entrepreneurship.

Answer Entrepreneurial motivation is important to learn as’ different individual m otivated
differently and for the success of an enterprise following needs are to be focused to motivate an
entrepren eur

(i) Need for Achievement It im plies a desire to accom plish som ething In order to accomplish the
task one can use the creativity, talent, organise physical resources, explore and use opportunities,

ov ercome from the obstacles and attain a high standard.

(ii) Need for Power It is concern with influencing people or the behaviour of others moving in the
same direction to attain the objectives. Need for power means authority required to control

the activities of an enterprise.

(iii) Need for Affiliation people to conform It implies am ong other thingsa tendency of theto the
wishes and norms of those whom they value. Entrepreneurs are believed to be Iowan affiliation buy
they should focus and trace the elem ents of affiliation for the successful career and for the

developm ent of standardised goods and services for others.

(iv) Need for Autonomy It means a desire for independence and being responsible andaccountable
to oneselfrather than some external authority for performance. Every body needs freedom to some
extent as it is very difficult to take orders and work all the time as per the boss.

Long Answer Type Questions

Question 1. Describe briefly the steps involved in starting a new business.

Answer Setting up and running ofbusiness unit is a very crucial decision which is taken by an
entrepreneur. He performs several functionslike assembling inputs, market analysis, sales strategy,

risk factors, financial analysis and many more. But in order to start a new business following steps are
to be taken

(i) Scanning the Environment The com plete awareness and understanding of business

environment Is known as Environment scanning An entrepreneur scan business opportunities and
risks involved. After the analy sis, he use these opportunities and market them in much better way.

(ii) Devel opment of Produd It is second step after scanning the environment an entrepreneur

starts assessing scarceresources, assembling inputs and starts the production of goods and services.




(ii1) Feasibility Analysis Itreferstothe analysis which helps in knowing the practical possibility. An
entrepreneur starts looking the feasibility like technical feasibility helpsin knowing that theidea
should be converted into reality using available technology, similarly economic feasibility helpsin

knowing the cost involved in production andafter selling it will earn profit or not. The business plan
starts after the feasibility report.

(iv) Funding A gencies Finance is the back bone for the business activity. An entrepreneur needs
finance to carryon the businessthat’s why they prepare business plan which isto be submitted before
the financial institutions and if they satisfy they fund the project.

(v) Establishing of an Enterprise After getting the fund, an entrepreneur haveto take legal
permission and clearance from variousagencies in order to establish an enterprise.

Process of Setting up a Business
Scanning the snvironment

Deveiopment of products/servics

B
Assessment of feasibility

Procure funds from financial nsliiutions

t
Launching of an enterprise

Question 2. Examine thenature of relationship between entrepreneurship and economic

developm ent.

Answer There is a mutual relationship between economic development and entrepren eur ship.
Entrepreneurship developm ent leads to economic development of the country by contributing in GOP
and process of economic development gives an opportunity for expansion and growth. Following
points explain the relationship between economic developm ent and entrepreneurship

(i) Contributing to Gross Domestic Produa (GOP) Income is generated in the process of
production. Entrepreneurs generate income via organisation of production, it results in increasing
the value of GOP directly.

(ii) Capital Formation Entrepreneursusetheir own fundsand encourage various investm ent
opportunitiesto invest in com panies. This leadsto capital formation.

(iii) Generation of Employment Every new business gives the opportunity of employment tothe
people with different abilities, skills and qualifications. It becomes a source of livelihood to those who
do neither have capital to earn interest or nor have the land to earn rent.

(iv) Improves Economic Efficiency Entrepreneurs improve economic efficiency by improving the
process, reducing waste, increasing vield and bring technical progress. In this way, entrepreneurship
results in economic development. On the other hand, economic developm ent provides following
opportunities for the growth and expansion of enterprise.

(a) Well developed financial in the economy

(b) Opportunitiestoraise and avail funds from various financial institutions.

(c) Lower rate of interest and moderate inflation. (d) Availability of factors of production.

(d) Availability of factors of production
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Both are inter-related




Question 3. Clarify how motivation and abilities im pact on individuals decision to choose
entrepreneurship asa career.

Answer Motivation and ability can positively reinforce each other. Personshaving abilities search for
the exposure and focus to start a new business. They take decisionslogically with the personal
courage and strive hard toacquire the necessary com petencies torealise their dreams. Following

com petencies contribute towards effective performan ce and success

(i) Entrepreneur must take initiative to set up an enterprise.

(i1) Recognise the opportunities and grab them as early as possible.

(iii) Must strive for success.

(iv) He must collect im portant informations.

(v) Entrepreneurs must set up quality standards.

(vi) Must be committed towards the com pletion of task.

(vii) Concern for conservation of time, money and effort.

(viii) Entrepreneurs must have ability to do product planning.

(ix) Must haveability to diagn ose the problem and take required steps to solveIt.

(x) Entrepreneur must be confident.

(xi) Conveying one’svision and convincing others of its values.

(xii) Hemust seek the support of others.

(xiii) Providing leadership.

(xiv) Ensuring the progress of venture. (xv) Concern for employee’s welfare.

On the other hand. motivation is required tounderstand because entrepreneur’s objective is profit
maximisation and it can only be achieved when employ ees are mativated in such amanner that
fulfillment of enterprise’s objective may also lead to satisfy emplovees basic needs. In this wa
entrepreneurship career proves to bea success for an individual m otivation and ability both goes
handtohand

Application Type Questions

Question. Anshuman wasvery industrious sales executive with a small herbal cosm etic manufacturer.

He earned a good salary and commission on the business, he brought for the firm andhad very good

command over the Delhimarket forwhich he had virtually becom e indispensable. He was aware of
the enviable position he held in the firm and thought aloud “The key to successin any business isthe
sale of its products. The beginning and end ofthe business cycleisnothing but saleand ‘other’ people

working in the factory tomanufacture products are mere cogs in the business machine set in motion
by sales people. So, why carry this burden and get only a tiny share of the prosperity ofthe firm?

Instead others enjoying the fruits of my labour, why should I not start my own business?” Should
Anshuman take a leap? Give reasons fory our answer.

Answer Anshuman wasa good industrious sales executive with a small herbal cosm etics. As per my
opinion, Yes, he should starthis own business asheis experienced, had a very good command over
the market. he had market the productsvery well, maintain good relations with custom ers. He is good
in marketing management. Thus, he can produce goods as per the customers, use effective
promotional techniques, take care of customer

Case Problem

Inspiring Feat: Daily Wage Iabourer Turns Entrepreneur

Alandlesswoman from Bihar has been nominated among the top 25 farmers in Asia by a Mexican
website.

Forty fivevears old Ialmuni Devi was a daily wage labourer when she decided to take destiny into her
own hands and transformed herself into a successful mushroam farmer. Today she managestomake
Rs. 12,000 every vear for an investment of only Rs600.

Her feat finds mention on a Mexican website that has grouped her as thetop 25 inspirational farmers
in its photo gallery.




“1 am a poor woman. I thought that mushroom farming would profit henceforth I started it. Now, I

can earn a living for my family”, said Ialmuni Devi. Successful Enterprise
The success story has caught on with many women in the Azadpur village on the outskirts of Patna.
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‘It is effortless farming, which we can even do in ourvillage. Working in the scorching heat isvery
tiring. Mushroom farming generates more profit”, said Urmila Devi.

Lalmuni and other landless women have been encouraged by the Indian Council for Agriculture
Research totake up mushroom farming.

It is to help the poorest of the poor through alternative livelihood support system. For thatwe have
chosen a village where people haveno land and they have to share croppers”, said Dr AR Khan,
Principal Scientist, ICAR,Patna.

Lalr Nuni’s efforts have paved the way for many other landless women totake up mushroan farming
and earn a livelihood for their family with little effort.

Question 1. What inspiring feat did Lalmuni Devi perform ?

Answer A forty five vears old woman Lalmuni Devi from Bihar wasa daily wage labourer, then she
decided to transform herselfby starting mushroam farming. This step proved an Inspirational leet
and she wasamong the top 25 farmers in Asia by Mexican website.

Question 2. Doyou feel that v ou can also become an entrepreneur ?

Answer lalmuni effortshave paved the way for others. Similarly, we can also become an
entrepreneur and for that we should have following qualities

(i) Initiate the business

(ii) Grab the opportunities

(iii) High quality work

(iv) Efficiency

(v) Risk taking abilities

(vi) Concern for employee’s welfare

Question 3. What qualities of entrepreneur did Ialmuni Devi exhibit?

Answer In the given case, Lalmuni have following qualities

(i) She decided to transform herself nto an entrepreneur,

(ii) She recognised the opportunity and grab it.

(iii) She managed efficiently and effectively,

(iv) She was a chaser and faced the difficulty,

(v) She was self confident.

(vi) Shetook required stepsto solve the problems.

Question 4. entrepreneur? What

How are the benefits and can you guard against the risks of risks? becoming an (Teachers should
motivate studentshighlight to dothe qualities so, Help that of entrepreneurs is available from and the
Gov ernment of India is listed on the websitewww. india.gov.in.)

Answer Benefits of an entrepreneur

(1) They are the owner ofthe business,

(ii) Noworries of job, compensation and reward.

(iii) They earn profit.

(iv) They have full authority totake decisions.

Risks of an Entrepreneur

(i) Market risk

(i1) Financial risk

(iii) Risk in product planning

(iv) Risk of Innovative technologies

In order to secure from therisk, an entrepreneur should analyse the market well, study about the

innovative technologies, prepare the business plan sothat financial institutions granted the fund,
adopt the best ideas for product planning.







