B.Tech.
~ Third Scmestér_ Examination, 2010-2011
Fundamentals, 0f Management (HUM-203-F)

Note Attempt five questrons in all by selectmg one questlon from each Section and Question No. 1 is
compulsory. All questions carry equal marks. : :
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(i) What are the social obhgations of management ofan organisatlon"

Social Obligations of Management : :
The management is largely a social process, because the activities mvolved in the achievement of
goals are mainly concerned with relations between people v : '
Basically all tasks are carried out when employees interact with one another.

Management as a social process is concerned w:th making such mteractlon productive as useful for

' achlevmg organizational goals. .

)

V)
()

{vii)

In an orgamzatlon the human beings work with non-htiman resources like machmes, materials,
technology, financial assets, buildings etc. :

Management mtegrates human effort in relation to those resources. _

Management is not only a represeniative of the owners and workers, but is also responsible to the
various groups outside the organization.

It is expected to fulfill the objective of the society which are given as.

(a) Quality of goods and services at fair price to consumers.

- (b) Honest and prompt payment of taxes to the governmem

(¢} Conservation of environment and natural resotirces.
(d) Fair dealing with suppliers, dealers and competiiors.
(e) Preservation of ethical values of the society.

(f) Make the consimmer aware about his/her rights.

(2) Import the education to customer.

Q 1.{ii} Give a ﬂow-chart of Man-Power Planning.

Ans. HRP is the process of forecasting an organisation future demand for and supply of the rlght type of
people in the right number. According to Coleman, "Manpower planmng is the process of determining man-
power requirements and the means for meeting those requirements in order to carry out the integrated plan of
the qrganisation. It is the process by which management determines how an organisation should move from its
current manpower position to its desited manpower position,

. Human Resource Planning Process : HRP process involves forecasnng personnel needs supply and
demand forecasting etc. The HRP process is effected by organisational ohjectives and policies.

(i) Organisational Objectives and Policies : HR objectives shiould be in line with the orgamsatlonal
objectives. Organisational objectives should give the idea refated to number and characteristics of employees
requn’ed Once the orgamsat;onal obJectwes are spec:ﬁed commumcated and understood by all, HR depart-
ment should specxfy :



b | -The HRP Process
(i)) HR Demand Forecast : Demand forecasting is the process of estimating the future quantity and
quality of people required. Demand forecasting must consider several factors—both external as well as inter-
.nal. Among the external factors are competitors, economic climaie, technological changes. Internal factors
include budget constraints, production level, new products and services, employee separations.
Demand forecasting helps in preventing shortages of people where and when they are needed most.
.. There are various forecasting techniques ranging from simple to sophisticated ones. The techniques
are: : :
(a) Managerial Judgement : In this technique, managers sit together, discuss and arrive at a figure which
would be future demand for labour. The technique may involve a 'bottom up' or a ‘top-down' approach. In the
‘top-down' approach, to managers prepare company and departmental forecasts. These forecasts are reviewed
with departmental heads and agreed upon. In ‘bottom-up' approach, line managers submit their departmental
proposals to top managers who arrive at the company forecasts.
(b) Ratio Trend Analysis : This is the qu:ckes + forecastmg techmquc This technique involves studying
past ratios between two variables.
(© Work-Study Techn-ques This technique can be uaad when it is poss1ble to apply work measurement



to calculate the length of operations and the amount of labour reqmred
" (d) Delphi Technigue : solicits estimates of personnel needs from a group of experts, usualy managers
The HRP experts act as intermediaries, Summarise the various responses and report the findings back to the
experts. They again summarises and reaches to an agreement. .
Different models such as flew mode Markov model etc. are also used for demand foreeastmg

(iii) HR Supply Forecast : Demand forecasting provides information about the number and kind of
employees required. The next step is determine the sources from where these employees can be procured. This
- information is provided by supply forecasting. Supply forecasting measures the number of people leely tebe
available from within and outside an organisation. The supply forecast mvolves
{(a) Analys:s of Ex:stmg Human Resources : HR audits suramarises each employee s skills and ablhttes
skil] inventories. Consolidate information about non-mc in the organisation. It contain information related to
personal data, qualification, salary and job his capacity of individual etc. Management inventories inciude data
such as work history, strengts and weaknesses, career goals, number of employees super total budget man-

- aged etc.:

(b} Internal sources of Supply : The techmques use to detemnne m;emal sources are mﬂOWS and ot -
flows, absenteeism, productmty level and movement among Jjobs. : :

- {c) External Sources of Supply : Organisation also fook out for prospective employees ﬁ‘om external
sources. External sources are important for specific reasons ! . :

(i) New blood and new experience will be available, :

(iiy Organisational growth and diversification create the needs 10 use. External sources to obtain addi-
tlonal number and type of employees. Sources of external supply vary from industry to industry.

(iv) HR Programming : HR programming refers to the batance between the number of vacancies zo be
filled and the right employees availablé at that time. :

 (WHR Pian Implementation : In this step HR plai is converted i into action. A series of acuon programmes ’

‘are initiated asa part of HR plan implementation. These programmes are :
: (a) Recruitment, Selection and Placement : After the job vacancies are lcnown, efforts must be made to
~ identify sources of getting the right employee. Selection programme should be well defined and carg should be.
taken towards the policies related to government. .

(b) Training and Development : Training and development programine should cover the number of train-
ecs requlred type of training, required resource personnel conduct the training and budget aliocation,

(¢} Retraining and Redeployment ; When technology changes, new skills should be given to exnstmg
state employees should be retrained, so that they can be employed in other- department _

) Compensatien Plan : Pay levels should be increased to meet competltlon This plan includes improv-
ing pay structures to remove inequities, altering payment systems to reduce excess ﬁuctuanons introducing
incentives which would match performance.

(v} Control and Evaluatios : The HR plan should mclude budgets, targets and standards It should also
_ clarlfy responsibility for nnplementation and confrol and estabhsh reportmg procedures which will enable
achievements to be monitored against the plan,

- Q. 1.(it) Give the detailed list of Problems faced by the Product;on-Managers in Preduet:on—l"lannmg
and Contro[s.

. Ans, Problem Faced by the Production Manr.*rer In Product PlannmgAnd Contro! H

(D) Problem of Location of the Plant : The first and foremostproblem of produetlon planning and control



_ istotake decision about the location of the plant and system. There may be more than one possible location out
. of which the best would have to be chosen taking into account various factors like nearness of market, nature .

and sources of raw material,. comparatwe transpertatlon costs, availability of manpower and motive power
bankiig and transportation facilities etc. : :

(i) Problem of Plant Layout : : :

_ _ The next problem s that of plant layout. For this purpose the management should de31gn the production
. operations and equipments in such a way that may reduce the overall material handlmg cost or meet the needs
of the more complicated criterion. :

iii) Problem of Product Design : The selectlon of the des:gn of the product is another problem of the
production management. Any change in the design of the product will affect the desrgn of the plant and its
fayout that may be costly-and complex for the enterprise. o

(iv) Problem of Invertory and Production Control : The problem ofi mventory and finished stock control
* s also very important for'the proper flow of production process. For this we car use EOR, ABC techmques to
- maintain the production process & to reduce cost, _

'(v) Problem of Quality Control : The quahtv ofthe pmductmust be controlled as per specification set out
by the management and already appm\ed by the customers. For this product inspection, stanstlcal quahty
‘conirol techmques should be followed. : '

(vi) Problem of Labour Conirol : Controllmg the labour force isalso one of the problem in producnon'
because it is a major cost element especially in service: So, it needs labour appralsal and so much effort are
needed ta develop ‘work measurement and wage payment systent. '

(vii) Problem of Cost Control and Improvement Theaimofthe productlon mana.gement istoachieve the
~ maximum production at a rinirum cost. In order 16 accoraplish this sbjective management is to take various
* decisions controiling the wastages of material and laber by mamta.nmg afair balance between labors, matenal :
and overhead costs,

- Q.1.(iv) What is the "organisation by Plant-location" of Mateﬂals-Management"

_ - Ans. When we consider plant location as pnme nnporwnce keepmg in mind materlals management, it lS
purely a manufacturing organization. . :

So, movement of material in manufacturing ﬁrm is touched as.

~ Randoin disturbanbe
. High turnover of '
Quahty of  worker & manager  Quality of

L - input monitored - _ - output monitored
Input = l - L
M/c & eqpt - . T «od's quality
Component Production - Good aﬁer
Subassembly process Sale service

- Office infrastrucure ' - Less electricity

+ packing metal . Consumption

© Workers : New-advance
Manager features

This nuts emphasnze of an factors affecting facxhty locanon planmng as:
{3 Proxm'uty of RM.



(i  Good transportation faciliﬁe's
(i) . Availability of power supply
(iv) - Basic infrastructure of material keeping and its movement.
(v)  Availability of cheap & skillﬁ.ll labour
(vi) - Low construction cost, :
{viiy Trade ba_mers
. (vii) - Intemational competition.
~ Stepsin Faclllty Location Planning :
Gy Generate a list of alternative location 0pt10n for the fac:hty
(i) - Find out factors relevant to the facﬂlty being planned. _
(i} (a) Screei better location option using break even analysis.
(b)  Screen better location option using facior and location rating analysis.
(iv) (@ Apply simple median model for finding locanon with least overall transportanon cost.
(b) Apply centre of gravity model for finding location with least overall tlansportatlon cost.
- {) Apply transportation model for finding location with least overall trausportation cost.
{d) Apply ordalan netmstlc to choose the best locauon for service operation.
{v) Best location chosen. '
Q. 1. (v} Give the list of function of marketing of the category of Physical Treatment.
Ams. Marketing has three broad functions ;
: (a) Functions of Exchange : All compames-manufacturers wholesalers and retailers buy and selito market
their merchandise : .
- {b) Buying : It is the first step in the process of marketing. Buying involves transfer of ownershlp of the
: goods A manufacturer is required to buy raw materials for production purposes. Similarly a wholesaler hasto
buy goods to sell them to a retailer. Thus, in all functions of exchange one aspect is buying. -

(i) Selling : This is another important function which involves transfer of the title of goods to the buyers
Selling is important from the point of view of the seller, the consumer and the general public. The' pnme '
objective of a-business concern is successfully carried out through the sale of goods.

(b) Functions of Physical Supply : Two functions are: _
. [13] Transportatlon Tt is the function of transportation to carry commodlttes ﬁ'om where their utlhze is
- relatively low to places where it is higher. The principal economic basis for transpomtlon is m enhancmg the
value of goods by the creation of place wtility.
N (ii) Storage and Warehousing : Storage can be regarded as'a function of equalisation. It tends to adjust
the supply to demand. So as to equalise them in the interest of the manufacturers, middleman and consumers.
It creatcs time and place utilities. The fanction is closely related to finance also.
~ (c) Facilitating Functions : These ﬁmctlons are suhs:dlary in natiire, But they have a du‘ect relatlonshlp 3
with the marketmg process,
© (i) Financing : It is difficult to perform various marketing functions without the availability of adequate
and cheap finance. There are. various kind of finance reqmred Short term finance, medium-term ﬁnance, long-
term finance etc, .

(ii) RlSk Trakmg There are innumerable nsks which a marketing enterpnse has to bear in the process of



marketing good. The various risks ars place rlsk time rlsk physlcal risk etc. Some of the nsks may be avoided

by carefud planning, . : :
(i) Marketing Informatron Marketmg mformatlon becomes the basis of many deC1s1ons in marketing

~ management. It makes a seller know when to sell, at what price to sell, who are the competltors etc. '

Q. 1. (vi) Expiain, {in 10-12 lines) the Themes of Advertisements.

Ans. Themes of Advertisement : ' )

(i) News Ad : ‘When the advertisement is shown in newspaper like the newspaper headlines. Newspaper )
advertional portion through which more 'n"more people get aware about the required product 'n’ services. -

_ (ii) Announcing Ad : When we advertise any product through announcement through it easﬂy wecan
_mform the pérsons about our product whenever they dre like on road or.on home.. :

(iiii) Before And After Ad : Here first we think about the advertisement before showing in it that what how -
we should attract the customer by our advertised and aﬁer showmg the advertlsement we analyse the results
which are obiained from it. .

{iv) Benefit Ad Here we introduce about the beneﬁt of the product so that the customer purchase the
product .

(v) Cartoon or Cartoon Scrrp Ad When the ad is shown on the cartoon or on the cartoon scrip .8,
tatoos. :

{vi) Challeng:ng Ad: When we challenge that lf you buy the product then it will give you better result if
not then we will return your money. Within 7 days or. 15 days.

(vii) Clue or Teaser : When we shows the ad in pari so that the qurioricty generates in the mind of viewer .
(customer) : '

(vm) Command Ad : When we call customer to buy the product &to use it. Here we convenes then.

- (ix) Comparative Ad : Buy showing ad when we compare our brand with competitor e.g., Tide & Rin.

(x) Contest or Sweep Stacks ; By ad when'we  give prize or gift to customer if he/she buy the product e.g.,

~with Colgate Toothpaste, a toothbrush. is free such ad are very useful.

(xi) Conversation LeetAd: When through this letter we give mformatron to customer about the phtloso-

‘phy, opinion of our brenol, throngh this ad customs kripw about the brand. :

{xip) Demonstration : When we let the customer know the how to use the product such ad is shown

Q. 1. (vii) What is the equity-capital source? ’ '

Ans, Equlty Caprtal Source areas Follows : -

(i) Equity Shares : Equlty shares also lcnown as ordmary shares or comimon shares represents the owner‘s
capnal in a company. : : _

The holders of these sh&rﬂs are the real owner of the compauy They have a contro' overthe workmg of

the company. '

' Equity shareholders are paid dividend after paying it to the preference shareholders The rate of dividend
on these shares depend upon the profits of the company.

- (i} Preference Shares : These shares have certain preference as compared to other types of sha.res

_ These shares are given two preferences. Thereisa preference for payment of dividend. The second preference
for these shares is the repayment of capital at the time.of lquidation of the ‘company.

{iii) Initial Public Offer (IPO) : Through Initial Public Offer is we arrange the capital for a company. When
acompany want to get list in the market then it floats the IPOS POisthe prrmary market instruments, PO is the
* book building process _ _ :



(w) Follow On Public¢ Offer (FPO) : Whena company which is already listed in the stoke market once
“wants to acquire the new eapltal from the pubhc than if floats the FPOs. In FPG the owners of the company
liquidate their stake. : '

(v) Open Offer : Open offer is only for the existing shareholders of the company
E.g., Recently tata steel comes with an open offer in the market.
Q.1 (vm) What is the Capltal and the also tell about the concepts of capitals.

Ans. Capltal The funds which are required for establishment and to carry out the day to day operatlens
of the business, is called capital. The capital is required for two purpose :.

/ Long term purpose

\ Short term purpose : _
(1) LOng Term- Purpose Such as plant and machmery, land bulldmg, ﬁlrmture etc. Investment in these
assets shows or represent a great part of capital which is blocked ona permanent or. fixed basis. .

Short Term Purpose : Such as purchase of raw materlal payment of wages and other day to day opera—
tions, For this the funds which is reqmred is called capital

Raw material

Finished goods

. Operarmg Cycle
In order to run the operating cycle capital is required,
Concept of Capital : There are two concepts of capital :

(i) Gross Capital : The gross capltal is the capital mvested in total current assets of the enterprlse where :
current-assets are like. : : :

(a) Cash in hand and bank balance
- {b) Bills receivables.
. (c) Sundry debtors. .
{d) Short term loans & advances
{e) Inventory (raw material, work in process; finished goods}
2 -(f) Prepaid expenses etc. _ :
(ll) Net Capital : Net capltal is the excess of current assets over currem liabilities.
- Net Capital = Current Assets — Current Liability - '



Where current liabilities are

(a) Bills payables

. {b) Sundry creditors or accounts payahles
" (c) Short terms loans.
- (d)Bank overdraft.

(&) Dividends payables.
(f) Provision for taxation
(& Accrued or outswndmg expenses

Section-A

_ Q.2.How :sthe Management a Process? Describe the characteristics of Management of any orgamsat:on
Also describe management as science wnth the help of examples. -
Ans. Management :
Meaning : Management is the art of getnng thmgs done through and W‘lﬂl the effort of others in formal!y
organized groups.” .
Definition : "To manage is to forcast ancl plan o orgamze, tc comnand, to eoordmate and to control."
Management As A Process : Management isregarded as a process because it includes a series of actions.

The management process consists of setting objectives for a enterprise and taking steps to ensure that these.
objective are achieved. The steps include functions like plannmg, organizing, staﬁ'mg, dlrectmg and- controi-

ling. -

. The process of management thus involves laying down various. goals and ﬁndmg ways te achleve the '-
same, Management as a process may be said to consists of three aspects, '

(i) Management isa Soelal Process T

(a) -
(b) .

©

The management process is largely a social one, beeause the activities mvolved in the achlevement :

of goals are mainly concerned with relations between people.

Basically all tasks are carried out when employees interact with one ofher

- Management as a social process is concerned mth makmg such interaction productive as useﬁll for
achieving orgamzatwnal goals, :

' (n) Management is an Integrating Process

@)
®)
(<;=)_

In an organization thé¢ human bemgs work with non-human resoiwrces like machmes, materials,
technology, financial assets, buildings etc. :

Management integrates human efforts in relation to those resources.

Management undertakes in bnngmg together the human, phys:cal and ﬁnancra] TesOUrces so thax

there is harmony among them.

(m) Msnagement is a Continuous Process ¢

@

(b
©

Management is not confined to the hand]mg at mtegratmg human and material resources at a '
particular point. Rather it is an ongoing continuous process.

Managéement involves continuous handling of problems and issues.

Management of concerned with constantly identifying the problems and mlvmg them by takmg :
appropriate steps. '



Charactenstlcs of Management :
(i) Muitidisciplinary : Management is basically mulnchseiphnary Tt implies that although management
has been developed as separate discipline. It draws knowledge and concepts from various disciplines. It draws -
freely ideas and concepts from such discipline as psychology, somology, anthropology, economic, ecology,
statistics operatlons research, history etc. : _

(ii) Dynamic Nature of Principles : Based on mtegratlon and supported by practwal evxdeaces manage

“has framed certain principlés. However these principles are flexible in nature and change with the changes in-
the environment in wh:ch an organisation exists.

(iti) Management As a Profession : Management has been regarded as a professmn by many. Whtle

' many have suggested that it has not achieved the status of a profession. .

(iv) Uuwersal:ty of Management : Management is auniversal phenomenon. rIowever management prin-
c1ples are not universally applicable but are to be modified accordmg to the needs of the situation. )

(v) Management is Activity Based : Management refers 10 a distinct class of actwmes which could be
learnt and put into practice. Thus, it is actmty based, .

The managerial activities may be classified into:

- (@)  Informationat .
".(b) - Interpersonal -
" (&)  Decisional. : _

(vi) Management is Purposefu! Management isa goal-onented activity. There is no need of management
if there areé no predetermined goals or objectives. The success of management is Judged by the extent to which
organizational goals are achleved The basic purpose of manageraent is to achieve maximum efﬁc;ency of the'
organu.atmn :

(vii) Management is a Process : Management isa process whlch consists of certain functions like
planning, organizing staffing directing and controlling, These functions require speclahzed knowledge and
skills for their efficient performance. .

(viii) Management is Both a Science -and An Art : Management has organized body of knowledbe
consisting of well deﬁned concepts. Prmclples and fechnigues which have wide applications. So it is treated as
a science. .

_ ~ The application of these concepts, prmc:ples and techniques requires speciahzed knowledge and skills -
on the part of the manager Smce the skills acquired by a manager are his personal possession, managenient is
viewedasonart. . _ _ i
(ix) Management is intangible. : _ ' ' '
. {x) Management accomplishes results through others.
(xi} Group effort. _ o : o
Management as Science : Management has organised body of knowledge consisting of well defined
concepts. Principles and techmques which have wide applications. So, it is h-eated as a science. Therefore '
_management is considered as science because of followmg . :
(i) Existence of Systematlzed Body of Knowledge Science is systemnatized in the sense that it is based on
~cause and effect relationship. Scientific knowledge consists of prmc1ples and theories which explam past )
events and may be used-to predlct the outcome of specific actions which comes under management. .
(i) Use of Scu_ent:f’ ¢ Méthods of Observation : The methods of observation in scientific study is not
influenced by personal likes and dislikes of the scientist management follow this truth. .



_ (iii) Princ1ples Based on Experiments : The principles are evolved by observations and later by testing
their validity and truth through experimentation. Once a observation is conﬁrmed by repeated expenmentanon
_ nd testmg Tt becomes a principle. So management is as science.

. (iv) Universal Validity of Principles : The principles of science have universal vahdlty and application. -

Justification ;: Examination of the discipline of management using these features of science as criteria -
reveals that, while management has some of these features, it does not have others.

* For Example :
(@) Management has a systematized body of lmowledge

®) Also pnnclples of management are evolved on the basis of observatlons and repeated experlmen—
' tations in various types of organisation. -

(c) The old saying ‘managers are born' has been rejected in favour of ! managers are. made Because '
management has emerged as a science and people can be tramed to be FRAN2gers. '

| Q. 3. "Manpower plannmg is really a sub]ect or overal! orgamsational strategy " Discuss this stato-
ment with reasons and logics. : : :

Ans. .
Section-B
_ Q 4, Dlscuss the nature of mventory and mventory-control Also explain about the cost e!ements of
uwentory : '
Ans, Inventory _ : :
Meaning : Inventory is a 'stock of goods' kept by the orgamzatlon to meet out the' demand C
Defimtlon According to International Accountmg Standard Commtttee (LAS.C. ) lnventory is-defined
- as —"Jangible property.
M Held for sale in the ordmary course of busmess
(il')_ In the process of preduction for such sale or,
E (m)  To be consumed in the process ¢i productlon of goods or services for sake

Nature of Inventory :
(@  Inventory in the sense of tangible gc-ods whlch are held for sale in the process of productlon and
_ . available for ready consumption.
“(b)  Inventory refers to stock-pile of product, a fim is offermg for sale and componems that make up
.. the product it,
) lnventory includes raw material, work in. process and ﬁmshed goods

\ \ WOrka.ms | \

\ . _l
\,'\ . Fa
- . ’/
N

CCycle -
Operatmg Cyele




@ [nirentory is kept by the firm to meet the day 1o day w@uifemfehts of sales, production probéss,
.customer demand etc. i.e., because of transaction motive. :
- (b). Due to precautionary motive, every organization maintain a level of inventory for unforeseen
© . circumstances or contingencies. -
() - A firm keeps thie inventory due to speculative motive i. &., to take advantage of opportunity or to -
: - gain extra profit the organization has to maintain a level of inventory. _ \
(@ - Inventories are held to protect aganst the uncertainty of demand and supply.
(&)  Inveniory is kept for the reason that a future demand for the product is anhcnpated
- Inventory Control: :

* Meaning : Inventory control is the means by which matenals ofthe correct quality and in correct. quantlty '

are made ava.ilable as and when required. - . :
Definition : "Inventory control is a techmque of mamtammg stock keeping items at the desired level,

_ whether they are raw material, goods in process or t'mlshcd products " '

Nature of Inventory Ccmtml

(@)

)

©

@

0

(2)
®)

Inventory contro! is the planning and scheduling of matenals used in manufacmrmg process.
Inventory control-is concerned with the control over the three types of inventories-:
@ Rawmaterial.

. (@) - Work inprocess. -~ )
(@) - Finished goods. ' ' :

Inventory control is basically to keep the stock in such a way that neither there is over-stockmg nor
under-stocking because over stocking generates: the block of capital and under stocking w1ll result
in stoppage of work. :

Inventory control is fo make all types of materlals avaxlable at all times whenever they are needed so:
that there would not be any interruption in production process Consequently the customer will get

the product at right fime.
®
_ godovm or at work in'the factory.

Inventory control is essential to mmumze the wastage at all level ie., durmg its storage- in the -

Inventory control results the promotlon of manufacturmg efficiency as the manufactunng effi-
ciency of the enterpnse increases it rxght types of raw matenal are thade available at right time: inTight

- quantity.

. Inventory controls satisfy the demand of cistomer and provides better service to the customer.
Inventory control brings certain advantages and economies in purchasmg the raw materlals

Cost Element of Inventory . : :

{i) Purchase Cost : This is the purchase price for the items that are bought from outside sources and the
producnon cost it the items are produced within the orgamzatlon. (make or buy dec1smn)

 Purchase cost = Number of units purchased » Unit price
_ {ii) Ordermg Cost/Procurement Cost/Set up Cost : Ordermg cost is incurred wheneverﬁle mventory is
replemshed 1t includes costs assoc1ated wlth the pmcessmg and chasmg of the purchase order, transporta-

tion, n"specuon for quality etc, .

When the units are produced within the organization, it is called set-up cost. For e. g cost mcurred in

issuing tenders, inviting quotations, suppliers, transportation come under ordering cost.



Ordermg cost= Number of orders x Ordering cost/order

(iii) Holding Cost or Carrying Ctnst It is cost incurred for carrymg {or holdmg) inventory items in the
- warehouse. These includes :

() Storage cost for providing warchouse space o the product.
© (i) lnventory handling cost per payment of salaries to employees.
. (i) Insurance cost against possxble logs from fire or other form of damage.
(iv) Opportumty cost of the money mveSted in mvemory ' _ )
v) Obsolescence and deterloranon oost when a portion of inventory becomes elther obsolete or is
- lost,
‘(;:i) Depreclanon ste.
Carrying cost = Average imventory x Carrymg oost!umrftme
(iv) Shortage Cost or Stock Out Cost : When an item can not be supphed on the customer's demand the.
penalty cost for running out of stock is called shortage cost or stock out cost.
- Ifthe ftem is not in stock, some of the customer are not ready to wait than there is a loss of sale Ioss of
goodw;ll loss of proﬁt :

Shortage Cost = Number of shortage x Shortage Cost/Unit
Q.5. erte notes on any two of the followmg ey
{a)  Scope of Production-Management -
(®  Systemsof Production o
(©) Store-Keeping _ .
d} Techuiques of Productlon Planging and Controi.

Ans, (a) Scope of Producﬂon-Management "Producnon management is concerned w;th those processes
which convert the inputs into the outputs, The inputs are various resources hke raw materials, men, machines,.
methods etc. and the outputs are goods and services.”

"~ The scope of productlon management is very mde The productlon depamnent in 2n enterprise is not

- only concerned with the full exploitation of production facilities but aiso the human factor that indirectly affects
the production, utlllzahon of lafest technigues of product:on and the productlon of quality goods {o the

satisfaction of customers of the product. '

The scope of productlon managemem can be deﬁned by the various activities which-are descnbed intwo
broad access : : .

(i} Desrgnmg or fonnulatmg of productlon syste.
- {ii) Analyzmg and controlling of production Operatlon after- producnon system has been acnvated

(1) Activities Relating to Production System Designing : Production system design is first and foremost
activity of the production management. This activity concerns the production engineering and includes prob-
lems regarding design of tools and jigs. The design, development and installation of equipment and the
selection of the optimum size of firm. AH these areas require the technical expertise. The selection of an optlmum
plant location very much depends upon the production engineering decision. The next decision concerns the
use of work measurement work environment techniques and inciudes problem like motion study, process
analysis plant layout, material handling time study. So, the production a system designer have to efficiently



oers.

- concemthe:
(i) Human factor
(iiy Research and development activities.

(i) Activities Relating to Analysis & Conirol of Activities : Afier the desxgnmg of the productlon system
_ the next step is the analysis and control of the production system. - :

" 1t includes all decisions regarding productlon administration. These actwmes are

) Production Planning: It includes preparation of short term production schedules, plan for maintaining
the records of raw materials and semi-finished and finished stock. It specifies how the productionresources are
to be emploved over the future to the predicted demand for products and services.

. (ii) Production Control : Because the produonon plans cannot be activated unless they are properly-_

" guided and, controfled. So, for this purpose, the productlon manager has to regulate work assignment, review
work progress and remove discrepancies if any in the actual and planned performance. The productzon man-
. --ager have to look afier the activities at these levels :

(a) Control of raw material, work process (semr-ﬁmshed goods) and ﬁmshed goods through the
uwentory control techn;ques .

(t) Control of flow of materials into the plantc through the techmque of judlClGuS purchasing,

{¢) - Control of work in process through preduction control.

(iii) Qualnty Control : Product quality refers to the composite produot characteristics of engmeenng and’
.manufactunng that determines the degree to which the product in use will meet the expectation of the custom-

Qua];ty control can be ensured throl.ah the techmques of inspection and statistical quahty control.

{b) Systems of Production : "Systems of productlon deal with producmg goods from the earth.
Examples Mining of ores, coals, crude oil, agriculture ete.”

"Systems of productlon include manufacturing industries whick produce various types of goeds Le, or '
examples—consumer products. Capital machines, white goods, durable product etc "

Types of Systems of Production :

(i) Job Order Production : The crder are received ﬁ‘mn the customer the product specification in the form
of drawings or data is given by the custoinets. The qualzty is also specified by him. The price and de]wery
schedule are negotlated directly or th.rough a bid,

The factory design, layout, production planning and .control and other systems are carried out as per
orders. There isno pre-production inventory for the raw materials or finished goods 'I‘he production actwrties '
start only after finalization of order. : . :

- (@) Job orders can be for machining of components and spemahzed castmgs or. forgmgs or heat treat-
ment. Spec1ahzed machines may’ be required for the execution. .

(b} A joborder for a ship building is a very big order with very long delivery period. The cost estimation
is difficult and is usually on cost pius proﬁt baﬂs The workers and the equlp-ments for manufactnre :
move to the product. : : .

(©) A job order for manufaciure of high capamty boiler for a power plant or a bndge is again a very big

order with long delivery period. Some critical components are manufactured at the shop floor and -
transported to the site for further manufacitre and assembly. Other conditions are similar to many-



facture ofa shtp

(ii) Batch Production The factory is de51gned {0 produce different products at dtfferent times to meet the

market demands.
@ A batch of s:mllar product may be large in number dependmg upon the market requtrements .
“(b)  The job order production is customer specific whereas batch production is rnarket specific.
(c) Examplesaremachine tools i.e., lathes, grmdmg machmes, milling machmes etc. or ﬁmm.lre glass =
.. waresetc. .
" {dy The inventory for finished products can be large. The requtremont of machmcs jigs and fixtures,
: tooling, plant layout, prodnctlon p;annmg and control mspecnon requirements will ‘depend on the
. product, }
(¢ The critical areas are market t_‘orecastmg, cost control ete.
(iif) Mass Preduction : : .
@) Standardized parts or components are manufactorcd ona conttnuous basm ona large scale
by  Materials, machines, products and processes all are standardized. '
{¢). Mass production offers economy of scale as the volume of oufput is largc _ .
(@ The production process is continuous using high degree of mcchamzauon automatlon angd stan-
dardization.
o) Examplea are automobiles, blcycles, electronics and eIecmcal goods, plastic goods plpmg, nuts
: and bolts etc.. :
o The productxon plannmg and control inspection tnventory control are all standardized:
() Undermass producnon thereisa specla! type of productron called flow producnon orbulk produc-
tion. - .
: Examples arerefineries, fernltzer plant, cement sugar, paper, pharmaccuncais and other orgamc and

()

Comparison of Production Systems :

© in organic chemical plants. Such plants are calied process plants.

Criteria Job Order Batch Mass
(i) Cost ofproducnon  High ' . Medium Strall -
in relation to o o '
tmover _
. (i) Time of production | l-hgh _ ~ Medium ' '_l;,o_w
i) Work in process High ‘Medium | Smali
© (iv)Materialhandling | Standard Standard - " Highly
' . 'equiptucnts - plus special - specialized
A purpose |
) Manpower ' " Large technical - _-Specialists - L%a techmcal g
- content - skills
. (vi)Design Made to . Jigs and R&Dand



customers . . tools design. ~ product
requirem’enfs. B B . testing,
© (vii) Typeof ~ Shipbuilding Machine Tools - Electronics,
Cindustry  civil works n farnitre | electricals -
process equipmerts and.drop _' " automobiles,
.'castings; _ 1 forgings pipes, food’
_ - - o cigarettes.
(i) Markeiing. '- Directcustomer ~ - | Through retailers | Through agents.
| ' *and stockist. -

L © Store-Keepmg .
' Meamng 'Store keeping is a service to 1he productlm depa.rnnent
. -The cusicdlan of stores is generally known as sto"ekeepe:r .
The place where the items are kept is known as stote room.

‘Definitions : "Store keepmg niay be defined as 2 function of receiving, storing and 1ssumg of raw_
materials, toois, spares consumables etc. to the respective department.”

"Store keeping is concerned with ensuring that all the activities mvolved in stor ekeepmg are camed out
efficiently and economicaily.”

- "Store keeping is that aspect of matenal control concemed w1th the ph; ys:cal storage of g{)ods

“Store keeping is to receive materials to protect them whﬂe in storage from damage and unauthorized
removal, to issue the materials in the right quantities at the r:gh: time to the r:ght place and to prov;de these
services promptly and at least cost.” : .

Stores System : Well demgned stores system and prooedure ensure tlmely mformatlon for de<:1510n
'_makmg :

Store 5y stem can be broadiy class.ﬁcd in two categorles

. & Closed
i) Open.
Clesed System

(@ All materials are  stored in a closed.’conn-ol!ed area _

(b) No other person than the stores personne] is permitted in the areas.

() 'Matenals can leave or enter the storage area only by authonzed documents

(d) Maximum physical security. '

{e) Tight acccunung control of mventory matenags

Open System : ' _
_ (a) Thereis ne specific storage area stores are maintained in the form of suitable!convement Ioca,tsons

{b) Every mdividual has access to. any storage facility.

(¢) Afier the receipt of the material itis dehverec! to respective department to expédite the p"oductmn
acrlwty



(d) Chances of pilferage high. .
{&) Less emphasis on'- accounting control of the material.
Types of Stores :

{iy Main or Centralized Stores A central store is generally a ‘wholesale' suppher to other units, depart- :

ments or sub-stores which operate on a retail basis issuing goods directly to users. All material is received and
-issued by one central store. Different departments do not purchage their requirements themselves. They ask for
' theh material requirement to the central stores and the material flows out of the stoze. :

(ii) Branch or Decentratized Stores : Decentralized or branch stores are provided in the plants which are N
considerably large n size and where one main store ¢an not must the requuements of the plant without waste
of time and inconvenience.

Different department have theu' owil stores ﬁ'om wh:ch they can mnget their material requrrements

(iif) Central Store with Sub-Stores: A very big factory havmg a Iarge number of product liries many have '
.this type of storage system. It has a main store which can serve as a base with sub-stores for eaeh unit of
production, preferably located as near the unit as possible. :

Functions of Store Department and Duties of The Store keeper: They are given as follows
(@ Toreceive material, goods and equipmentsand to check them for identification.

(b} E To receive parts and com‘ponents which have been processed in the.faetory‘?

(¢} To recmd the receipt of goods. ' ' '

(d} To correct positioning of all materials and supplies in the store.

&) * Tomaintain stocks safety and in good condition by takmg all precautions to ensure that they donot
B ~ do not suffer from damage, pilfering or deterioration. :

 To issue item to the users only on the receipt of authonzed stores requrs:tlons
(g) Torecord and update receipts and issue of materials, :

() To check the bin card balances with the physical quantities in the bins.’

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

)] " To make user that materials are issued promptly to the users.

(&) To initiate purchasing eyele at the appropriate time so that the materials requlred are never out of
stock.

&) To plan store for optimum uuhzation of the cubic space (i.c., length, breadth and height).

(iv} Tool and Miscellaneous Stores : Tools and miscellaneous stores are equlpped with all the necessary

_ too!s needed by the production and other shops. _ :

‘The stock of tools must be maintained with due regard to the requn'emenl of the work. The store is
responsible for issuing tools, spare parts and other accessories to the different departments. The tools are _
‘drawn from the main store once and then they are issued by the stores as ?nd when requ;red by the depart- -
ments. '

- {v) Warehouse W ehouse are the go-clowns whxeh take the responsmlhty of keepmg and stormg goods -
- and providing ancillary services in'order to help, the small and medium-sized traders and manufacturers who,
because of technical and economic reasons, may not like to have their own storehouses '

These warehouses undertake to preserve the goods in a seientific and systematlc manner so as to _



maintain their original value, quahty and usefulness.

{d) Techniques of Productlon Planning and Control : The techmques of productlon planning and control
“are as follows :

(i) Routing : "Routmg is a process of decldmg the sequence of operatlons (or route) to be perfonned
during the preduction process.” :

Routing Determines :
{a) What work w1H be done on a product.
(b) Where (on which machine/dept.) these operations will be performed.
" (c) How these operations will be performed. _
(d) Inwhich sequence the job (from raw material stage to ﬁm’éhed geod stage) will move in the plant.
-.The Objective of Routmg The main objectwe of routmg is the selectlon of best and cheap&st way to
' perf‘oml a job. It depends upon :
(a). Typeof avall_able machine.
(b)l " Capacity of cach machine.
(c) - Labourrequired for each machine.
(d)  Availability of tools and other resources.
(&  Efficiency of employees.
(® - Types and quantities of the products to be manufactured.
(g) - Department in which the productlon is to be carried out.
Procedure ofRoutmg N
)] Conductan analysis to determing the material part requlred to be produced
(i)  Analyse to determine the material needed for period.
i) Determine the required manufactlmng operations and their sequence
(i) Determine the lot size. o _
" (v} Determine the scrap and rejections at each smge of pmdl.iction.
(vi)  Estimate the cost of product.
(vii) ' Prepare diff. forms for productlon control such as productlon order form, job card, labor card etc.

@D Scheduling and Loading : Scheduling involves fixing the pnormes for dtﬁ'ererrt _]obs and deciding the
 $tarting and finishing time (or date) of each job, :

It also includes the scheduling of different materials, parts, machines, tools, eqmpments mspectlon efc.

‘Main purpose of scheduling is to prepare a time table mdlcatmg the time and rate of pmductlon as

indicated by starting and finishing time of each activity. The scheduling can be effective when it utilizes the

informational inputs such as existing work load, lead time, manufacturing time, importance of each job, due date
priority rule to handle each part when there is a quete before an operational facility.

_ Schedulinig is one of the most important techniques of the production planning and central as it deter-

" mines the reat activities on the shop-floor. _

(iii) Dispatching : "Dlspatchmg is the selectlon and sequencmg of available Jobs to be run at md1v1dual
workstations and the assignment of those jobs to workers,”



A dispatch list is a listing of manufacturing orders in prior_i_fy soqo_ence.
Dispatching starts with input as route sheet and schedule chart.’

" Dispatching determines the person who will do the job. It i is the duty of the dispating fonction to issue -
reqmsmon for material and toolsona production order. . :

Funictions of Dlspatchmg H

{ Collecting and issuing to work centre, all the concerped drawmg, speclﬁcatlons material llst, job. |
tickets, tool card, route card requisition slip étc.

- (i) Issue authorization to short work in accordance with the predetermined date and tnne
(i) Obtains inspection schedules and issues those to the inspection section,

(iv) ' Distributes machine loading and schedule charts; route- sheets, 1dcnt1ficatlon tags to each
- production & inspectior: stage. :

(v) Inform& updates progress report & keeps rccord
{vi) Ensures that all the drawing, tools etc, reach at proper place

Section-C
Q. 6 Enunciate ihe. objectwos, limitations and the procedure of Marketing Research
" Ans, Marketing Research’s Objective : '

® A major task of researcher is to recognize and diagnose problems. Problem discovery is the main
obloctwe of monitoring research. So firstly the rescarcher will consider the problem solving task.

(i)  To understand the economic factors affeciing the sales volume and their oppormmities.
@iy  To understand the competitive position of rival products
(iv)  To evaluate the reactions of corsumers and customers
vy To study the price trends.
(v} -To evaluate the systern of distribution. :
(vii) To vunderstand the advantages and Iumtations of the product
(viiy To find new methods of packing, by comparing other similar packagcs
(%) Toanalyze the market size. :
()  To know the estimation of demand.
(x)  To evaluate the profitability of dlffcrent markets,
{xil) - To study the customer's acceptance of products
_(xih) To assess the volume of future sales.
(xiv) « To study the nature of the market, its location and its potenuahnes
) To find solutions to problems relating to marketing of goods and services.
(xvi) To evaluate policies and plans in the right course of action. '
‘(xvii} To know the development of science and technology.
(uovil) To know the complexity of marketing, .
(i) To measure the effectiveness of advertising.



(). To systematically obtaining, analysmg and mterpretmg data for actionable decision makmg m
marketing:

Procedure of Marketing Researa_:h 5

\ Defining the mérketiﬁg problem \

h 4]

' \ _Identitﬁng the MR Problem Invdlved\

h 4

\ Spéci_ﬁ/ing the information requirement - \

\ ' 'Deve[oﬁing the 'rese_a'rch design . \

¥ : : :
. Developing the research proccdure/mtmments
for gathering the mformanon '

¥

_\Gatheringf;he information (Data Collection) \ -

i

' _.\Anéiys'ing and interp_reting thé information \ '

b 4

\Summary the fmdmgs/preparmg the Research report\

Step 1: Defining the Marketing Problem : It is rlghtly said that "a problem well defi ned as half so]ved "
Poorly defined problems create confusion & do not allow the researcher to develop agood research design. S,
- the marketing problem must be defined clearly.

~ Step 2: Identifying the MR Problem Involved : The marketing research problm isa denvatwe of the
marketing problem. Therefore the marketing research problem involved should be clearly identified, defined
and concepmahsed The benefit accrues only when the problem is understood before the data is collected.

_ Step 3: Speclfying the Information Requirement : The researcher must speclfy the infoimation require-
ments of the project/task. Care should be taken in sizing up the information requirement as anty addition to the -
information list, midway, through the project, would mean unnecessary cost and time overruns.

. - Step 4 : Developing the Research Dg¢sign ; Research design is actually the blueprint of the research
project. The research design indicates the method of research, the instrument of the research, the instrument of

~ the research, the method of sampling etc. It determines whether the information finally collected by the design -

will be relevant to the study, whether the information will be collected in an objectwe and scientific way and

wheather it will be collected at a & reasonable rate.



Step 5 : Developing the Research Procedure/Instruments for Galhering the Information : Research
procedure springs from research design. It spells out the plan for securing the mformatron market survey isan
example of research procedure. Survey canbe:

(i) Personal (ii) Telephonic

(iii) By maii ' -~ (iv) By diary. : :

Research instrument refers. to the instruments employed for gathering datafmformatlon etc. For e. g »
questionnaire.

Step6: Data Collection : It is an elaborate process through which the researcher makes a planned search
~ for and gathers the data required for assignment. Data is the raw materlal with which a market. researcher :
functions. Data may be in two forms : '

- Primary Data : Primary data is daia gathered for the first time by the researcher hlmselt‘

. Secondary Data : Secondary data is data taken by the researcher from secondary SOurces mternal or -

extemal '

The researcher can get the mformauon required form the only secondary data wrthout using the primary .
data as the secondary data. Itself may be sufficient to solve the problem.

' Step 7: Analysing and Interpreting the Information : After collecting the data, the complete data collec-

tion forms must be processed in a way that will yield the information the project was designed to obtain. First -

the forms need to be edited to ensure that instructions were followed that all questions were asked or observa-

tions made and that the resulting data are consistent and logical, Next the data must be prepared for tabulation. -

The responses are usually tabulated and analyzed in 2 computer.

Step 8 : Preparing The Research Report : The reporting of research findmgs represents the end product
of the research process. The type of report will vary greatly depending on the nature of the project and the
audience for which it is prepared. Some reports should include considerable descnptlve material cover]ng the o
details of the research methodology used to obtain the datn.

Limitations of Marketing Researeh ; .

()~ Marketing research uses the techniques of science but it itself is not an exact science. Therefore, the
results obtained are not very accurate as compared to physical and chemical sciences. =

(i) The marketing research projects generally take longer time period than other ones. The time by which
the research resuits are presented, market situation also undergoes a chauge Hence the time gap
affects the successfill nnplementatlon of research results.

(i) Generally the lack of appropriate training to researchers leads to mlsmterpretatlon of questions 0 be
asked for data collection. They may not be able to collect and present it in a systematlc manner.

(iv) The researcher are not much'motivated to make use of computers for analysing the research results.
First, the computers are very costly. Secondly, many researchers have not been imported proper
training in using the computers,

(v) Many research executives are not very clear about the research problem and its ob]ectlvec They are -
not able to direct the researchers in clear-cut way, how to conduct the research.

This leads to haphazardness in the research and researchers are not able to do anythmg concrete

(vi} Subjecting is the main limitation of maz‘ketmg research Itis very difficult to venfy the research result.

(vii) Marketing research is carried out on consumers dealers. Wholesalers, retailers etc. who are human

- beings human beings have a fendency to behave artificially when they know that they are bemg
-observed, which distorts the marketing research results, . o



(viiiyIn India, Research is taken as a time-wasting and resource wastmg activity. Therefore, marketmg
research does not get its due resource allocation in the organisation. .

Time and money remain the major limitations worth mentioning in all sorts of marketing research studies.

0. 7. Differentiate between Advemsmg and Publicity. Also examine the utility of advertlsmg inthe -
business world.

Ans. Difference between Advertising and Publicity :

-Basis Advertising Publicity
- () Pai_d-unjaaid - Advertising is a paid Publicity is usually
' form of marketing . unpaid form of
communication with marketing comumcation.
target customers. Advertiser Here, the business
- makes payment for ' unit usuaily make
it to the media/adgency. no payment to
' ' ' ad-agency/media.
(i) Credibility The message given in Publicity is more
the advertisement is ' crediblé_as the
“less credible in message is
comparison to publicity given by unbiased
because the advertising source. The sender
message may be. - of message is
exaggerated. not the mouth piece
of ni'anufacturers.
He is not paid for
comiﬁuni_cating the
o message.
(iii) Sponsor - Advertising always has The sponsor of
' some identified sponsor publicity may be
and that is the identified or
producer/dealer. unidentified..
They issued the ad '
. . in the media. _ o
(iv} '_Control over Here the thessage Hefe the message
. Message ' is in the direct is not under the
' control of advertiser ~ . control of advertiser.
The advertiser can . - Eventhe timing




give ad at that o of publicity is
time when he desires. : . not under the
, o _ ’ control of marketer.
(\')qui%tive— B ' Advertising is always _ . . Publicity can have
) négative . _ “of positive nature. ~ both positive and.
o In ads, the advé_rtiser’s : e " -negative effect.
‘product is shown =~ _ © . Arnewsfariicle
as a good prodﬁc’:t. . | _ may citizen or
The advgi‘tiser’s_ favor the product.
product is not, U I -1t may have .
criticized in ad. _- : " good o bad
| effect on business -
unit. |

Utility ofAdiertisin'g in the Business World :

Utility/ Advantages 10 Manufacturers: :

- (B It increases the Sales Volume : Advertising increases the sales volume of the product. Hence mass’
productlon is possible. This leads, to reduction in the cost of production.

_ (i) Yt Increases the Net Profit : It increases the net prof ts by a higher ienover of sales, It leads to higher

volume of production. Hence average cost of production is less and the profit will increase.

(iti) It Controls Product Price : Control of wholesale and retail pnce is possible by means of adverttse-
ment. .

(iv) it Helps in Opemng New Market : Advertising is helpful in opening ot creating new markets Ithelps
to get Jeadership in the market, It helps the manufacturer to take decision wheather to expand the market share
ot not. -

(v} Itis Less Expensive Adverhsmg is consndered o be less expensive. Wlth a smalle: amount of noney
advertising reaches many people and inore people will buy the product.

Utility To Salesman : : : N

(i) Least Effort : Advertised product can be soid very easnly Salesrnan 5 t;me is saved and he can contact -
more customersin a shorter period.

(if) Consumer's need can be studied : A salesman's confi dence is increased thmugh advertlsmg educat-
ing by educating and stimulating the consumers. ' :

(iii) Curtails the Burden of the Salesman's Job : ifthe advemsmg is done by the manufacturer. The work

~of salesman is reduced. Otherwise he has to advertise about the product and then try to sell it.

{iv) Creates a Background Salesmen's skills sat:sfy the customers. Awell-iramed, activetactfizl’ salesman s

_ job makes easy distributed work..

Utlhty to Wholeseiler and Retailers :
(i) Increases the Turnover : Advertising helps qulck sale of the product which in turn mcreases The rate_

- of turnover of the product.



(i1 Attacks More Customers : Advertlsmg gwes detaﬂed mformation about the product and the avali-
ability of the product in a particular shope. '

(iii) Creates Easy Sales : Avemsement mforms CONSUMELS about the quahty of the product Hence they
know about the product. _ \

(iv) Increase the Prestige of the Store : Customer know about the store ‘through advertlsmg The good-_
will 'or reputation eamed by the manufacturer is also shared by the selimg shops. Thus, the prestige of the firm
increases. .

Utility to the Customer :

(i) Easy Purchasing : Advertising helps customer in each purchasing of the products.

(i) Fair : It helps the customer to get the product at fair price.

(ifi) Best Quality Product : Advertisement geperally stands for a quality product. Manufacturers adver-
tise thelr product only for selling. If the product is not good customer w1]l switch ento other products {brand).

{iv}Educates the Cusiomers : '

Utility to Community ;

'(1}  Increases employment opporhmisies,

(i)  Uplifts thie standard of living, -
(i) Educative value.
(iv) Helps press.
: Sectmn-n
- Q. 8. Discuss the relatrve merits of any three sources of finance avaiiable for provndmg Ioug~term
finance for industries. '

Ans. Sourcc of Fipance ;

(i} Equity Shares : Equity shares also knowm 4s ordmary shares or common shares represent the owner’s
capital in 2 company, The holders of these shares ate the real owmers of the company. They have a control over
the working of the company equity shareholders are paid dividend after paying it to the preference sharehold-
ers, The rate of dividend on these shures depend upon the proﬁts of the company. They may be paid a higher

rate of dividend or they may noi get anything, : _

Merits of Equity Shares:

Merits to the Company ;

(a) Permanent Capital : Through issue of equity shams, the company gets pennanent capital which is nc-t
retumed back during its life time.

. (b)No Fixed Burden at Dividend : There is no fixed burden of. dmdend i.e., if ﬂmene are reore profits the
company distributes dmdend at a higher rate and where. There are less prof' its the company distributes
dividend at a Jower rate.

(c) Increase in Debt Capacity : There isno charge of equity share capltal on assets of the company os all.
the assets are available for security for raising debt capital..

" (d) Sharing Risk : The equity shareholders bear the risk of the company. So, itis also called risk capita‘

- (e} Simple and EcOnomlcal Source : The equlty share capital is snmple & economical source for the
company. _

Merits to the Invmtors H . :

@ More Income : As the income of the company increases, the equity shareholders get more dividends.



{b) Management‘A'nd Control : The equity sharcholders have a right of management and control of the
company. They use their voting right and elect directors of their choice. -

(¢) Capital Gain : The market pnce of equity shares of the ccmpany increases with the increases in proﬁts
of the company and result in capital gain to the investors if they sell their shares in the market,

(d) Good Source of Investment ; The eqmty shares are gcod source of investment for those people who
are ready to take risk and want to carn more,
_ (e) Interest in Company's Activities : The equity shareholders are the owners of the company, so they

take interest in company's activities, '

_ (i) Preference Shares : These shares have certain preference as comparecl to other types of shares.
These shares are given two preferences. There is'a preference for payment of divident. The second preference
for these shares is the repayment of capital at the tlme of liquidation cf the company.

Merits : - :

Merits to The Company :

(a) No Legal Obllgatlon to Pay Dividend : There is no Iegal obhgatlcn to pay d:vxdend on preference
shares.
" Preference dividend is payable only at of distributable proﬁts at the chscrencn of the managemem Hence
a company does not face a financial burden or begin action if it does not pay dividend. '

(b) Provide a Long Term Capital : Preference shares provide a long-term capital for the company. _

(c) No Liability to Redeem Preference Share : There is 1o liability of the company to redeem preference
shares durmg the life time of the company.

(G) Repayment of Capital : Redeemable preference shares have the added advantage of repayment of
capital whenever there are surplus funds with the company.

(e) Fixed Rate of Dividend : A fixed rate of dividend is payable on preference shares these enable a
company to adopt trading on equity. . :

(f) Enhances credit wothtiness of a firm.

' (g) No charge over capital.

‘Merits to the Investor's Shareholders : _

{a) Fixed Rate of Dividend : It eaims a fixed rate of dwldend

(b) Superior Security : It is'a superior security over equity shares. _ :

(c) Provides Preferential Rights : It provides preferential right in regard to payment of dividends and

repayment of capital at the time of liquidation of the company. Hence the investors who prefer safety of their.
Capital and want to eamn income with greater certainty always prefer to invest in preference shares.

(d) Vote Power : Preference share although carry no voting rights, but thé holders of such share can vote
on matters directly affectmg thelr rights as well as onall resolutions if the dividend due on their shares is remain
unpald :

(iii) Debentures : A company may raise lcng term finance through pubh... borrowings. These loans are
‘raise by the issue of debentures. -

_ A debenture is a document under the company‘s seal which provides for the payment of principal sum
and interest thereon at regular intervals, which is usually secured by a fixed or floating charge on the company's
property or undertaking and which acknowledges a loan to the company. : ‘



i _'Merits :
- Merifs to the Company :. :
(3) Leng Term Funds : Debennires provide long term funds to a company. . .

" (b) Low Rate of Interest : The rate of interest on debentures isa lowe}fﬁem the rate of dividend paid on
" ghare, :

a {c¢) Tax Deductlble Expense The interest on debentures is a tax-deductlble expense and hence the -
effective cost of debentures (debt-capltal) is lower as compare to ownership secuntles where chwdend isnota
tax deductible expense.

-{d) No Interference in Company Management Debt ﬁnancmg does not resiilt into dilation of contral
because debenture holders do not have any. voting rights . _

(e} Helps in Increase in EPS : A company can tradc on equity by mixing debentures inits capttal s!ructure
and thereby increase its earm.ngs per share. :

() Fixed Rate of Interest : Many companies prefer issued of debenture because of the ﬁxed rate of i mierest
attached to them irrespective of the changes in pnce levels '

Merits to The Investors: : :
- (a) Fixed and Stable Source of Income : Debentures prowde a ﬁxed, regular and stable source of income
to its investors.
(b) Safer Investment : It is comparatwely a safer mvestment because debenmre holders have cither a
- specific or a floating charge on all the assets of the compaty and enjoy t the status of a superior creditor in the
- event of liquidation of the company.
 {c) Define  Maturity Period : Many compames prefer issue of debenture because ofa deﬁnlte matunty
period. : . _
- (&) More Liqmd Investment : A debentures is usually amore hqmd mveshmnt and an investor can sell or
mortgage his instrument to obtain loans from financial institutions.

(e) Security of Investment : The interest of debenture holders is protected by vanous provisicns of the .
. debentures trust deed and the gmdehnes issued by the securities and exchange board of India in this regard.

Q. 9. Discuss the meanings and evils of ‘over-capitalisation' and ‘under-capitalisation’ for a fi nancial
manager while determining the capital reqmrements and the capital siructare. .

Ans. Under Capitalisation :

Meaning : Under capitalisation is a situation where a company does ngt have funds sufficient to run 1ts‘ .
normal operations smoothly. '

This may happen due to insufficient capital or dlverslon of capital funds to finance capltal items.
Ifthe company faces the situatation of under capitalisation it will suffer from the following evils :

() The firm will face dlﬂicu]tles in meetmg current obhganons and in meetmg day to day running
expense. ’

@)  Itisunable to procure raw materials dnd stores items in time.
(iiiy  The long terms fixed assets cannot be utilised at optimum level.
{iv) The return on capital employed would be lower due to lower capacity utlhsa'aon
(v). = The firm will face difficulty in meeting the delivery schedules causing loss of goodwill as welt as
- prolonged operating cycle.
- (v} The discounts on cash purchases and bulk purchases cannot be obtamed by a cash starved -



concem. :
_The finance managers. should take immediate and proper steps to overcome the situation of under
capitalisation by making arrangement of sufﬁci_ent capital. :

Over Capitalisation : :

" Meaning : If there are excessive stock, dentors and cash and very few creditors, there Wlll be an over

_instrument over investment in current assets.

The inefficiency in managing working capital will cause this excessive workmg capltal resuhmg in Iower
return on capital employed and long term funds will be unnecessarily tied up when they could be mvested _
elswewhere to eam profit. .

~ TheEvilsareas follows : :
@ _ Over capﬁalmatlon may block the capnal whlch will generate the loss for the company
(i) Ifthe capital is sourced from the debenmres then the company will bave to pay interest on deben-
. tures.
- (i) . ' Overcapitalisation may {ead the debt of the company 1f the capita[ is f'manced from the borrowed :
"SOUrCeEs.

(iv) .¥facompany has over capitahsatzon then such type of company his the idle capital so it means that -

- the organisation. is not managing the capital cﬁ'lc:eutly It will gwe a negative impact about the
good will or prestige of the company.

(v} Ifweinvestthis extra capltal in security then we get profit which is not poss'ble i over capltailsatlon





