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PREFACE

It gives me great pleasure to write a foreword to the Notes on (a) Financial
Management (b) Human Resource Development (¢) The Electricity Act, 2003

and (d) The Companies Act, 1956.
¢

These subjects have been included in the syllabus for depértmental
examinations as these are relevant for the present day requirement of the
organisation. These are also intended to equip the employees with the latest

subjects by which they and the organisaﬁon are benefited.

This ‘Module’ is prepared for the benefit of employees taking up departmental
examinations. Other employees also can enrich their knowledge by referring

to these notes.

Subjects like Financial Management and Human Resource Development are
covered in an exhaustive manner whereas a brief introduction is given to the

important Sections of The Electricity Act, 2003 and The Companies Act, 1956.

I also take this opportunity to place on record my appreciation for the concerned
officers of KTI, Bangalore, Examination Scction and the ¢ompany Secretary,

KPTCL who have worked hard to make this book a reality.
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CHAPTER - 1

Introduction to Financial Management

Finance is regafded as the life blood of any erganisatien This is because in the

modern monegy otiented ecenomy finance is one of the basic feundatlene of all kinds

of economic actwltles It has been rlghtly said that business needs money to make

more meney When fmance s well managed the organisation is. bound te withstand the

pressures of busmess cycle and more prone to achieve the targets

Meaning'o’f Financial Manage_rnent :

Financial management refers to entire gamut of managerial'eﬁefte devoted to the

management of finance - both moblllsattens and depleyment or uses of fund of the

enterprise. - Pw?ma«’\i O CES L Cpm&:ﬂ-ﬂ-—
"LgaAar§ 90 - |
According to Soloman Ezra “Financial management is concerned with the efficient

use of an 1mpertant economic_resource, namely, capital funds.”
ﬁgﬂb.\/aﬁu\fe-—b

- The finance manager must see that the funds are procured in a manner that the

risk, cost and control considerations are properly balanced in a given e|tuat|en and

...—..._.._..--"-"'_"-_ S ——

there is optimum- utilization of funds.

Objectives of Financial Management :
The objectives are of two categories :

v~1. Basic objectives 2. Other objectives

Basic Objectives :

1.  Maintenance of lkiquid assets - Maintenance of aqequate quuid assets to meet its

obligations at all times should be ensured by the financial manager.
GAT.E -

2. Profit maximisation : Profit provides the yardstick for measuring the economic

performance of firms. It makes allocation of resources to ptrefitable and desirable
areas. It also ensures effective utilisation of reeeurcee and maximum social welfare.

‘On these grounds profit maximisation serves as a critérion for the financia?
demmens.



3. Maximisation of wealth : The value of a’‘éompany’s shares depends largely on its
networth which itself depends on earnmg for shares. The fmance manager should
theretore follow a policy which increases the earning-per- shere in the long run.

Other objectives "
1. Ensurlng a fair return to share holders

'-'FPEWJ" b‘q‘\ ‘I"WJ U-g(-
2.~ Building up reserves for: growth -and expansion..

3. Ensuring maximum 'eﬁe‘rétienal efficiency by': efficient and’ effective utilisation of
finances.

4.  Ensuring financial discipline in the organisation.

nwt 3 T ' M

Scope -of Financial: Management.:

The approach to the scope and functions of financial management is classified into
two categories :-

1.  Traditional approach
2.  Moderh approach
Traditional approach :

According to this approach, the s‘c?EeI?f}f:na?Eeifenctrgr] ,'..5 res;gc&etf t:e ;_)reeurrerl‘r;lept
of funds by corporate enterprises to meet their financing needs. The term “procurement”
refers to raising ot funds externally as well as'the inter related aspects. of raising funds.
The inter related aspeets are the mstltutlenal errangements fer flnance financial
instruments through which funds are relsed and Iegal ancl eeceuntlng aspeete between
the firm and its sources of funds. Thus the traditional approach to financial management
revolves round these issues only i.e. how resources could best be raised from the

combination of the available sources.
The traditional approach has many limitations.

a) This approach is confined to procurement of funds only. It.fails to consider an
important aspect i.e. allocation of funds,

b): "It deals withonly outsiders. .e. investors, sinvestmentibankers and so on. The

internal decision making is completely ignored in this approach.

4.



c) The traditiona!l approach fails to consider the problems involved in working capital.

Thus the traditional approach placed emphasis on raising of funds and neglected
the issue relating to the allocation and management of funds. It failed to provide

conceptual frame work for making financial decisions..So the 'tredi_tienel approach is
discarded now.

Modern approach :

The modern approach is an analytical way of looking intoithe financial problems
of firm. According to this approach, the finance function covers both acquisition of funds
as well as the allocation of the funds to verieus uses. In eth'er'wefds the financial
management is concerned with the lesues mvelved in raising the funds and efficient
and effective allocation of funds.

The main contents of this approach are-::
a) How large should an enterprise be and how far it should grow ?
b} In what form should it hold its assets ?

¢) How should. the funds required be raised ?
Finance_Deeisions :

The financial operations of a firm mvelves three problems, relattng to mvestment

ek (lf‘*’

financing and dividend. The financial management IS concerned with taking decusnens
on the above problems. Thus, financial management involves three major decision
areas

® The Investment decisions
® The Financing decisions

® The Dividend policy decisions

Investment decision :

Investment dee:s:on reletes to selectiens of asset in WhICh funde will be invested
by a firm. The assets that can be acqmred by a firm mey be eng term asset and short

term asset. Decision with regard to long term assets is called capital budgeting and
short:term are current assets is .called working capital management. ,



Capital budgeting relates to selection of an-asset or investment proposal which
would yield benefit in future. It involves three elements :

4
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e The measurement of the worth- of the proposal
@ ' Evaluation of the investment proposal in terms of risk associated with .

® Evaluation of the worth of the investment proposal against certain norms or
standard. The standard is broadly known as cost of capital.

'Financing Decision :

Frnancrng decrsren is concerned with the flnancmg mix or capital structure. The
rnrx of debt and eqmty is known as caprtal structure Determrnatlen of the proportron
of equity and debt is the main issue in financing decision. The use of debt implies a
higher return to shareholders and also financial risk. A proper balance will have to be
struck between return and risk. A capital structure with a reasonable proportion of debt
and equity is called optimum capital structure.

Dividend Decision :

The Financial Manager should determine the optimum pay out ratio i'e. the
proportion of net profit to be paid out to the shareholders. The optimum dividend pelrcy
is one which maximizes the value of shares and wealth of the shareholders. |

.. f,‘- . ) ihlr, ': _ o PR . * e ! 2 '
Functions of Financial Management :
The functions.are classified into two groups :
e Executive functions

e [ncidental functions
Executive functions :

1. Establishing asset management policies,: The formation of a sound.asset
management policy is a prerequisite to successful financiai management. All finance
functions are concerned with the control of cash flows. The asset management
pclrcy can. be formulated in consultation with marketmg manager prcductlen
manager and ether e'rflcers ccncerned

2. . Financial forecasting :iThe prime responsibility of financial- manager is to see
that an adequate supply of cash is*on hand-at proper time:for smooth flow of

-6



firm’s activities. The estimation of cash flows is necessary.to maintain liquidity in
the business.

Allocation of net profits : : This includes allocation of net breﬁts after payments
of taxes to share holders as dividends, employees in preflt sharing plan and
retaining a part of profit for expansmn of business. The manager has to get an
optimum dividend pay out ratio that will maximize share holder’s wealth in the long
run. o -

Deciding upon the sources of outside financing": The f}inancing manager, on
the basis of forecast of volume of operation, has to decide upon borrowings to
supplement cash flowing from these operations. He should also decide the time
of borrowing, sources of borrowing, period for which loan will be required, cost of
borrowing along with sources for repayment of loan.

Carry on negotiations for new fmancmg The shert term fmances arranged
Wlth cemmermal banks on‘a continuous basis requrres negetlatlens Where as
negotiation and completion of arrangements for long term ffinancmg require more
time than short term financing.

Appraisal of financial performance : This requires evaluation of wisdom and
efficiency of tinancial planning. For this purpose, various financial statements are
prepared, analyzed and guidelines are set for future. Analysis of what has happened
Is of great value in improving the standards, techniques and eroceduree of financia!
controls.

Advising the top management : The finance manager should advice the
management in financtal matters and suggest various allternative solutions to
solve financial problems and make more efforts to increase profitability of the
organisations. |

incidental functions :

The incidental functions cover routine work that are necessary to carry into effect

financial decisions at the executive level. They are :

®  Supervision of cash receipts.
@ Disbursement and safeguarding of cash balance.

e Custody and safeguarding of securities.

7



-®  Record keeping and reporting.
® Preparation of various financial statements

e (Credit management..;

Organisation of Finance Functions :
« Since finance .function is -crucial for the survival and growth of the firms, it is
essential to set up a sound and efficient organisation for the finance functions. The

organisation chart of the department is given below

AIONE LR

" Finance Manager

JIreasurer e - Controller -
T ¥ s A -Plannihg-_& N _ o
Auditing Credit analysis B Cost & inventory
S | Budgeting : , -
. . of * Accounting &
Pension Payment Cost | Pr§f|t J
*- -management . | analysis . : |-~ payroll
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~ Structure of Financial System in India :

CHAPTER - II

The Indian Financial System

" The economic development of any country depends upor{ the existence of a well
organised financial system. The responsibilitiés of the financial system is to mobilise
the savings in the form of money and monetary assets and invest them to productive
ventures. An efficient functioning of the financial system facilitates the free flow of funds
to more productive activities and thus promotes inve’stme_nt. Thus, the financial system

- provides the inter-mediation between savers and investors and promotes faster economic

development.

P, . 1 upi o

The Financial Transactions are very pervasive throughout the economic system.
Wherever a financial transaction takes place it is deemed to have taken place in the
financial market. Hence financial markets are also pervasive in nature.

The financial markets are classified into two categdries.
1. Unorganised market :

The unorganised market includes money lenders, indigenous bankers, traders
etc., Recently the RBI has taken steéps to bring the unorganised: sector under control.
However the regulations concerning their financial dealings are ‘still inadequate.

2. Organised market :

in the organised markets, there are standardised rules and fregulations governing
their financial dealings. These markets are 8ubject to strict supervision and control by

the RBI or other reguiatory bodies.
) .
The basic structure of organised financial market are_class;iﬂed intoﬁthree broad

segments :
1. The Money Market :

The money market deals in short-term finance, in contrast to the capital market
which deals in long-term finance. The money market includes :

e Call money market

® Commercial bills -market



¢ Treasury bills market

® Short term loan market

2. The Capital Market :

.+ The capital'market ista market for iong term funds. Generally, it deals with long
term securities which have a maturity. period of above one year Capital market may be
further divided into three.namely.:

o4 . oo
® Industrial securities market
® Government securities market and

® Long term loans market

3. The Foreign Exchange market i

. The term foreign exchange refers to the process of converting home currencies
mte foreign currencles and vice versa. The place where fere|gn exchange transactions
- take place is called a foreign exchange market It also meludes the central bank of each

¥

country and the treasury autherltles whe enter into th[e market as eentrellmg authorities.
Financial Institutions :

Since independence a number of ﬁnanc:al mstltutlons are functlenmg in the Indian
economy. They have been reasonably respenswe to the, growing and varled flnanmal
requirements of the Industrial sector. The etructure of financial institutions can be

broadly classified into following four categories :
1, Cofmmercial’ Banks
2" Deve!feﬁ;rﬁen’tﬁéahks'!
3. Investment Institutions

b

4, Spemahsed Institutions
Commercial Banks :
This-sector ir;ielucies following three types.of Institutions

e Public Sector Banks : “The Nationalised Banks
The State Bank of India &

The Associate Banks

10



® Private Sector Domestic Banks

® . Private Sector Foreign Banks

Development Banks :

Banks like IDBI & State Development Banks are established to facilitate financial
requirement of the country for industries. |

Investment Institutions :

Some financial institutions are estabhshed to mobilise funds from small investors
and it is deployed in the form of mvestable funds Eg. Unit Trust of India , Life Insurance
Corporation etc.,

Specialised Institutions :

Some institutions are set up to perform a special activity required by the Financial
system. Following are a few of them :

-- @+ EXim Bank
e NABARD (National Bank for Agricultural and Rural Dﬁvelopmeni)
®  Agricultural Reconstruction Banks

¢ NHB (National Housing Bank)

Financial Instruments :

Financial Instruments refer to those documents which represent financial claims
on assets. As discussed earlier, financial asset refers to a clairn to the repayment of
a certain sum of money at the end of a specified period tcg;ath'er with interest or
dividend. Examples : Bill of exchange, Promissory Note, Treasury Bill,” Government
Bond, Deposit receipt, Share, Debenture,:_'_gatg: The innoxiq[i_ye;_ir_'n_su_,'tirume__,n_.ts introduced in
India have been discussed later in the chapter ‘Financial Servi:::es’.

b

., Financial instruments can also be ca[led financial securities. Financial securities
can be classified into :

() Primary or direct securities

(i) Secondary or indirect securities

11



Primary Securities : | 3

These are securities directly issued by the users of the funds to the investors. Eg.
Shares and debentures issued directly to the public.

Secondary Securities :

These are securities issued by some intermediaries called financial intermediaries
to the ultimate savers. Eg. Unit Trust of India and mutual funds |ssue securlties |n the
form of units to the public and the money pooled is invested in compames

1)ﬁglain these securities may be Iclasgllf_[led on the basis of duration as follows :
() Short-term securities

(i Medium term securities

(iii) Long:term securities:

Short-term securities are those which mature within a period of one year. Eg. B}ili
of Exchange, Treasury bill, etc. Medium term securities are those which have a maturity
period rangingbetween one and five years. Eg. Debentures maturing within a.beriod
of 5 years. Long-term securities are those which have a maturity penod of more than
five years. Eg. Government Bonds maturing after 10 years. |

Thus a good financial systém consists of a variety of institutions, markets and
instruments related in a systematic manner so that it provides.

® The;principal means by which savings are transtormed into investments.
e A payment mechanism; a_nc?l |
e  Enables pooling of funds

Functions of Financial System :

The Financial System performs multiple interrelated functions that are essentiai to
a modern economy: However ‘its -functions ‘can be briefly explained in two broad
headings

® 'Prwision of Liquidity

® Mobilisation of Savings

12



Provisions of Liquidity :

The major function of the- fmanolal system |s the prows;on oflmonoy and monetary
assets for the production of goods and serwoes ‘There should not be any shortage of
money for productive ventures. In financial language, the money and monetary assets
are roferrod to as hquidity. The term liquidity refers to, cash or money and other assets
WhICh can be converted mto cash readuy without Ioss Hence all actwlttes In a financial
system are relatecl to Ilqmdlty-olther prows:on of hqwcllty or tradmg in hqmdlty In fact
in India the RBI has been vested with the monopoly power of Issuing coins and
currency notes. Commercial banks can also create cash (deposut) m the form of ‘credit
creation’ and other financial institutions also deal in monetary arssets

Mobilisation of Savings :

Another important activity of the financial system is to mobilise savings and
channelise them into productive activities. The financial system should offer-appropriate
incentives to. attract savings and rnako them_avallable for more productwe ventures.
Thus, the fmancual system facmtates the transformation of saving into investment and
consumption.

; On'thé'whole the’ multiple but' inter-related’ functions of finahcial ‘system can be
Ilsted as follows :

1. ;Payment System .- . It provides payment system for the.exchange of goods
and services. Ex. Banks. .

2. Pooling of Funds . It enables the pooling of funds.for undertaking Iarge

- 1\

scale enterprise. Ex. Financial lntérmodlaries

3. Transfer of Resources it prowdes a mechamsm for the transfer of econom:c
resources’across time and space.

"

4. Risk Management . It provides a way for managmg uncertainty and
controlling risk.

. Prlce Information for, It generates information that helps Ig coordmatlng
Decentrallsed Decision decentralised decision makmg
Makmg :

6. Coping with Informational : It helps in dealing with the problom of .informationa
Asymmetry: . asymmetry by making the rnformatton available to al
the parties through Banks venture ‘capita

organisations etc.,

13



CHAPTER - 111

Financial Planning
Meaning Finan'cial Planning :

Funds requn'ements decision is concerned wuth the estimation of the total funds
required for the organisation while the flnancmg decision IS concerned with the scurces
from whlch the funds are to be raised. It is necessary to raise the funds at preper time
“and elec at reasonable cost. Hence |1: becomes neceesary for any crgenlsatlen to have
a proper flnanmal plenmng

Therefore Financial Planning includes :-
1. Estimating the amount of capital te be reised.
2.  Determining the form and prepcrtienate amount of securities.
3. Laying.dcﬁn the peliciee as: tclthe edministrat_ien of the financial plafn.
Principles Governing'a Ftnanci’al Pl|an' -
'Following Principles need to be taken note of by preparing a financial Plan
1. Simplicity :

A-Financial Plan should envisage simple structure capable of being managed
gasily and use minimum types of securities.

2. Long-term View :

The management should keep in view the iong term needs of the orgnisation for
obtaining capital rather than easiest way.

3. Foresight :

Even though. difficult, Technological Imprevernents demand forecast, resource
availability and other secular changes in future years should be kept in view whlle |
drafting the financial plan.

4, Optimum Use :
 The business snculd neither .be starved_ef funds not it should have unnecessary
spare funds. It should meet the genuine needs of the company.

14



5. Contingencies :

A reserve to meet the contingencies is required. However the Capital should not
be kept unnecessarily idle.

6. Flexibility :

Flexibility helps in making changes or revising the plan according to pressure of
~ circumstances.

7. Liquidity :
Liquidity is to make available the ready cash whenever required. This will help in
avoiding embarrassment to management and loss of goodwill to-the organisation.
8. Economyr: .
Cost involved in planning and execution of financial requirements should be
minimum.

Estimating Capital Requirements

The capital requirements of a business enterprise can broadly be classified into
two main categories. They are :

1. Fixed capital requirements, and

2. Working capital requirements
Fixed Capital
Meaning of Fixed Capital :

It means the capital which is meant for meeting the permanent or long term needs
of the business. Capital is basically required for acquisition of Land. Buiiding, Plant ana
Machinery, Furniture and Fittings etc. Fixed capital cannot bé withdrawn from the
business in normal course. Therefore it is necessary that sufficient funds are raised for
acquisition fixed assets.

Following factors determine the fixed capital

1. Nature of the Business
2. Size of the Business

3. Types of products

15



4. Diversity of Production Lines
5. Method of Production
Working Capital Requirements :

The term working capital refers to capital required for day-to-day operations of a
business enterprise particularly to complete the operating cyele The precess of
determining the Quantum as well as patterns of financing is referred as capltallsetten

Time of Flgatatien :

The Fleatatlen refere to right tlme in. whleh the eempenye securmes neecl to be
floated. nght decision in right time makes the capltal issue a complete SUCCess. Dur:ng |
the course of business the ups and downs are inevitable at more- or less regular
intervals of 3 to 5 years. These are- referred:as “Trade-Cycles™ .

16



CHAPTER - IV

"Working Capital

Short Teérm Finance

Meaning :

A busmess unit of an industrial ‘establishment reqmre twe types of finance viz.,
» tf- . o~a Y -

long-term and short-term finance. Leﬁg term finance is requwed to eeét ‘capital

expenditure whereas; short term-finance:are needed to meet the day to day reguirement
of the business. Working -cepite‘l +may be regarded as the life-blood of -a business.

Concepts of Workmg Capltal

. There are.two concepts of werkmg capltal

(1) Gross working capital

(2) Net working capital
Gross Working Capital :

It refers to the, ceprtel mvested in tetal current assets ef the enterprtse Current
assets are these whlch can be easﬂy converted into cash w:thln a shert perlod say,
one year. Bills recewebles sundry debters stock, shert-terrn mvestments Cash in
hand and at bank are the examples of current assets. |
Net Working Capital :

In narrow sense the working capital refers to Net working capital which -is the
excess of current assets over current liabilities.

Net Werkrng Capltel Current’ Assets - Current Liabilities

| Current llabllmes are shert term habrlmes generally repayeble |n a pened ef one
year. Bills payable, sundry creditors, eutstendlng expenses, short- terrn Ieans eutstandlng
dividends, bank over-draft etc., are some of the examples of current |IabI|[tIeS

Types of Working Capital ;
‘1. 'Permanent working capital :

The minimum amount of investment in all current assets which is required at all
times to carry on minimum leve! of business activities is Galled permanent-working
capital The amount of permanent working capital remains t_n the business in one
form or the other. It also grows with the size of the business. |

17



2. Temporary or variable working capitai :

It re!fers to that ameunt of. extra werktng eapltal requnred to.meet the seaeenal

demands and some spec:lal ex:genmee euch as Iaunchlng ef extensive marketmg
campanies for research etc.

Financing of Temporary or short-term werkmg capltal or
Sources of Short Term werkmg capltal

1. ‘Commercial Banks : The major portion of temporary working capital is provided
by the commercial:banks in the forms of loans, cash credits, over-drafts, purchasing
and discounting of bills. These advances are repayable at a varied rates of lnterest

2. Trade Credits : This is an arrangement with suppliers by which geeds are supplred
on short-term credit. It is convenient, flexible method of getting short-term credit
on favourable terms. But, its greatest dis-advantage is charging of high prices.

3. Instalment Credit : In this, the assets are purchased and the possession of
goods is taken immediately but the payment is made in instalments with an
agreed rate of interest on the balance amount.

4, 'Advancee In this cheap aeurce the firm takes advancee from customers and
agente againet orders and |t is a short- term source of financing. This source is
used by firms having long produchen c:ycles. Speelally firms manufacturing industrial

L

goaods.

5. Accounts Receivables : Credit : This is nothing but the use of bills, of exchange
payable ‘after a certain period,

Need for Working Capital :

Every business needs working capital due to the time gap between production and
realisation of cash from salee Working capital Is also requtred to meet expenses on
'purchase of raw materials, payment of wages and various other expenses during this
time gap

Operating cycle : Refers to the time taken for cennecting the current assets,
particularly the raw materials to get converted to saléable preducts and further ending
with actual sales. It means time taken to realise cash when the same is invested in raw
materiale.

Determmants of Working Capital :
Following are the various factors which determine the amount of working caprtal

1. Nature of Industry : Small bueinese concerns 'requure lesser amount of working

18



10.

11.

12.

13.

14.

capital compared to large tradlng concerns, - similarly, the publrc utilities require
less working capital as compared to trading concerns and manufacturing units.

Solvency of the business : If helps to maintain solvencylby providing uninterrupted
productlon

Manufacturmg cycle : Labour intensive industries requi're larger amounts of
working capital compared to the industries working with mechanisation. Further,
longer the duration of manufacturing process larger will be the amount of working
capital required and vice-versa. |

Credit policy : Higher credit sales and lower credit purchases necessitates large
amount of working capital. If the business makes more of cash sales and credit
purchases it requires lesser amount of working capital.

Business cycle : The amount of working capital required is larger during the
period of prosperity as compared to the period of depression.

Rapidity of turnover : Firms with higher rate of turnover need lower working

‘capital compared to firms with lower rate of turnover.

Seasonal fluctuations : Seasonal industries such as sugar industry and wocollen

industry require more working capital only during the period of production.

. , |
Regular supply of raw-material : Companies which have to obtain and maintain

large reserves of raw materials due to their irregular sales and intermittent supply
do require Iarge amount of workmg capltal

Price level changes Rising price level of raw-materials wnl make the company
to keep a large amount of working capital.

Exploitation of favourable market conditions : Only firms with a.large amount
of working cap:tal can take advantage of buying raw-materrals in large quantity
when they are available at lower prices. |

Profit margin : Since net profit earned in cash is a source;of workihg capital, the
companies able to make large amount of profrt (in cash) re'qurre small amount of
working capital

Profit Appropriation : Larger the amount of profits appropriated towards tax
provision, depreciation provision etc. higher is the working capital required.

High morale : Adequacy of working capital creates an environment of security,
confidence and high morale leading to increased efficiency among workers.

Dividend policy : If the company wante to pay dividend in cash it requires a large
amount of working caprtal
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CHAPTER - V'

Long Term. Finance

When a ﬁrrn wants to invest in leng -term assets, it must find the means to hnence

B ¥ - -

them The flrm can rely te serne extent on funds generated mterneliy Hewever in mest

-'f*"'"

,cases 1nternal resources ere ot eneugh to suppert investment plans When thet happens
(I -.‘ "5

the firm rney have to eurtall its investment plen or seek external funding. Most firms
cheese the Iatter course et actlen They supplement mternal fundlng w1th external

1" :'|

fundlng ra:sed frem a vanety ef sources.
‘2 - ’ :

This chapter looks at the following séurces of long-term finance commonly employed
by businéss firms::

9 Ftetamed earmngs

-{, .'hidl

® Eqmty Capltel
®. ; Rreference Capital
e :Debenture &'Bonds

@ Jerm-Loans: | '
r._i;n‘..-',_ I

It describes the features of theee seurces of ftnence and eveluatee them frem the

f-ﬁ i r.'l Fy-

point of view of the firm as well as the mvesters specn‘teelly ceet mve!ved i. e cost of

vovex ay t"ﬁ"" e IR B

each source of finance.
Retained Earnings.

Depreciation charges and retained earnings represent the internal sources of
finance available to the company. If depreciation charges are used for replacing worn-
Oliltt lFe;:uj{lpn*ient ‘retained earnings represent the only mternal source for financing
‘e':'n-:panSIen and -growth. Thus, retained earnings can be an important source, of long-

term financing.
Merits

in Firms point of view rétained’earnings are viewed very favourably‘by most
cerperates'ter the following reasons.

1. Hetelned earnings are readily available internally. They de net requnre ge:ng to

" -H."i'*

outsiders (lenders or shareholders).
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3.

Retained earnings effectively represent infusion of addiiiodal equity in the firm.
Use of retained earnings. in lieu of external equity, eliminates issue cost and
losses on account of under pricing. |

There is no dilution of control when a firm relies on retained earnings.

The disadvantages of retained earnings :

1.

The amount that can be raised by way of retained earn,;ings may be limited.
Further, the quantum of retained earnings tends to be highly variable.

The opportunity cost of retained earnings is quite high. The retained earnings, in
essence, represent dividends foregone by equity shareholders.

The advantages from the Shareholders point of view :

1.

Compared to dividend income, the capital appreciation that arises as equal to

1
retained earnings is subject to a lower rate of tax. .
| - | |

Reinvestment of profits may bé convenient for many shareholders as it relieves

them to some extent of the problem of investing on their own.
._ | .|

From the point of view of shareholders the disadvantages of retained

earnings are

1.

Shareholders who want a current income higher than the dividend income may
be highly averse to, or may find it inconvenient to, ccinveft a portion ot capital
appreciation (which results from’ retention of earning) intoicurrent income, as it
calls for selling some shares. 1

Many firms do not fully appreciate the opportunity cost of retained earnings. They
impute a low cost to it. As a-result, they may, comforted by the easy availability
of retained earnings, invest in sub-marginal projects that have a negative NPV.

Obviously such a sub-optimal investment policy hurts the :shareholders.

Equity Capital :

 Equity capital represents ownership capital as equity shareholders collectively own

the company. They enjoy the rewards and bear the risks of ownership. However, their
liability is limited to their capital contributions. Equity- share has a number of special

features.

1.

The dividend on these shares are paid after the dividend on preference share has
been paid.
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2. The rate of dividend depends upon the amount of profits available and the intention
of directors. -

3. The equity shareholders have a residual claim on the company’s assets in case
of liquidation. - . ) A

4. The company Is controlled by the equity shareholders and they are entitled to vote
in the meetings of.the company.

Merits of equity financing :

The equity capital is a permanent capital, and is available for.as long.as the
company exists. The equity capital is to be repaid only in the event of the company’s
liquidation. | |

They do not impose any burden on the company’é resources because i_he dividends
on these shares are subject to the availability of 5r0fits. | |

The equity shares do not create any charge on the assets of the company. it the
company wishes to raise further finance through mortgage of assets, it can do so
freely. | |

The equity capital increases the financial base of the company and thus its borrowing
limit. Lenders generally give loan in proportfon to the combany’s equity capital.

Financing through equity shares provides the company with sufficient flexibility in
the utilisation of funds and its profits, since neither the payment of dividend nor repayment
of capital is compulsory.

Demerits of equity financing :
Equity shares have a higher cost because:of two reasons
1.  The flotation costs are higher in equity shares than debt.

2.  Excessive reliance on financing through equity shares. reduces the capacity of
company to trade on equity i.e. it can not take advantage of the issue of preference
-shares and debentures with lower fixed-rate.

Over enthusiasm in the issue of equity share may lead to over capitalisation.
The contro! of the'comp‘an§ can be manipulated by cliques of etuity shareholders

to their advantage. This may be detrimental to the company itself.

22



Preference Capital :

Preference shares are those which carry preferential rightg over other class of
shares with regard to payment. of dividend and repaymen't ef[ capital. The rate of
dividend on preference share is a flxed one. Befere any dividend rs paid on other share,
dividend on preference share sheuld be paid. In case of wnndtng up of the company

a preferential right as to repayment of capital is given to them.

Types of Preference Capital :
There are 3 types of preference capital viz.

1. Cumulative or Non-Cumulative
2. Participating or Non-participating

3. | Redeemable or Ifredeemable

.Cumulative or Non-Cumulative : In case of cumulative pfmreference-shere the
arrears of. dividends for the years of inadequate dividend, are ptaayabl_e out of future
profits. In case of non-cumulative preference shares, the right to elaim dividend lapses
if there are no profits in a particular year.

Participating or Non Participating : Participating preferen:{:e share holders are
entitled to get a share out of surplus 'prefits in addition to the fixed rate of dividend and
non participating shares do not have such rights.

‘Redeemable or Irredeemable : In case of redeemable preference shares, the
company undertakes to repay the amount paid on shares after a spemfled time.
Irredeemable shares are redeemed only at the time of liquidation of the company.

According to the Companies (Amendment) Act 1988, no company can now issue
preference shares which are irredeemable or redeemable after 10{ years from the date
of their issue. | |

Merits of preference Capital :

'Preterence shares bear a fixed return and enable the cempany to declare higher
rate of dividend for eqmty sharehelders by tradlng on eqLuty

Preference shares acld to the equity base ef the company and thereby strengthen
its f:nanmal pos:tlen Additional equnty base enhances the abllnty of the company to
berrew in future.
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Issue of preference shares does not create charge on the assets of the company.

- These shares have the merit of not being a burden- of finances because dividend
on the preference shares will be-paid it profits are available.. - - T

The premctere can retain control over the ccrnpany by the issue cf preference
~shares. The preference eharehelders can vote cnly when therr mterests are affected

The preference sharee are preferred by pecple who de nct want te risk thelr caprtal
but want an income higher than that obtainable on debentures. -

In case of rdeemable preference shares: the company can redeem as soon as the
company gets funds.

Demerits :

The preference dividend is not deductible as an expense for tax purposes out of
orofits of .the. company. So, the cost of financing through preference shares is high.

" Preference shares dilute the claim of equity shareholders over the assets of the
company.’ - | | | |

Debentures

1

A debenture rs a document ackncwledgmg the debt of the company under seai.
it premrses to pay mtereet and pnnmpal as etlpulated The purchasers of debentures
are called debenture holders. They are the creditors of the firm. The debentures are
issued in dlﬁerent denominations.

The fcllcwrng are scme ef the |mpertant featuree cf debentures

.,

The: rate .of .rnte_rest on debentures is a -,f_rxed one. They are -pard annually as a
percentage of the par value of debentures. Debenture interest is tax deductible for
computing company’s corporate tax. | | | .

Debentures are issued for a specific period of time. They are redeemed on maturity.

Debentures are either secured or unsecured A secured debenture is one which
is secured by a charge on the assets et the cempany When debentures are not
secured they are called unsecured or naked debentures

Debentures are erther cenvertlble cr nen-ccnvertlble A ccnvertlble debenture rs on
. 5 .|'

which can be ccnverted fully or partly into shares at'a specrfled pnce at a gwen tlrne
Debentures without convertible features are called nen-ccnvertlble or stralght debentures
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Debenture holders have a claim on the profits of the company prior to that of the
shareholders. Interest should be paid before paying any dwidend In liquidation, the
debenture holders have a claim on assets prior to that of shareholders

Merits

From the point of view of investors, debentures are a definite security. So it has
an appeal to cautious investors.

'Adﬁantages of debentures from the point of view of the company.
The rate of interest payable is lesser than the rates of dividend payable on shares.

The company is able to trade on equity and pay better rate of dividend to equity
shareholders.

It does not cause dilution of ownership.

Demerits :

Debentures can be issued by those companies which havé stable earnings and
high proportion of fixed assets in the total assets. |

Redemption of debentures on maturity involves substantial cash outflows.
Non payment of interest and principal can force the compﬁny into liquidation.

Term Loans :

Term loans represent long term debt with a maturity of more than one year. They
are obtained from commercial banks and specially created financial institutions. The
purpose of term loan is to finance company’s capital expenditufe.

Features of term loans :
Objectives :
The term loans are granted for one or more of the following. objectives
Establishment, expansion and modernisation of industries.
To redeem preference shares or to retire bonds.
To meet core working capital. |
Security :
<7--Term loans are always secured. The lending -institution . creates either fixed or
floating charge on the assets of the company.
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Period of Loan :

The terrh loans aré 'granted for a period ranging from one to 15 years depending

on the nature of the project. For repayment of loan a 'grace period of 1 to 2 vears is

granted. Commercial banks advance term loans generally for a lesser period ranging

from 3 to 5 years.

Merits :

Company’s point of view Term loans offer the following advantages to the borrower.

In post-tax terms, the cost of term loans is lower than the cost of equity capital

or preference capital.

|

2. Term loans do not result in dilution of control, as lenders do not have the right to
vote.
The disadvantages of term loans from the borrower's point of view, are, as

follows

1.  The interest and principal repaﬁrment aré o'biigato'ry paymenté. Failure to meet
these payments may threaten the exlstence of the firm.

2. Term loan cantracts carry restrictive convenants which may reduce managerial

~ freedom. Further they entitle the lenders to put their nominee on the board of the

borrowing company.

3. Term loans increase the financial risk of the firm. This, in turn, tends to raise the

cost of equity capital. -

Lender’s point of view :

Term loans appear attractive to the lender for the following reasons :
Term loans earn a fixed rate of interest and have a definite maturity period.
Term loans represent secured lending.

Term loans carry several restrictive convenants to protect the interest of the
lender. o

The disadvantages to the lender of the term loan are.as follows.:

Term loans do not carry the right to vote.

Term loans are not represented by negotiable securities (of course, if term loans
can be securitised, this limitation can be overcome) |
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CHAPTER - VI

Working Capital Management
‘Management of Cash

it is the duty of the Finance Manager to provide adequate cash to all segments
of the organisation. He has also to ensure that no funds are blocked in idle cash since
this will involve cost in terms of interest to the business. On one side cash is essential
to meet business obllgatlons at the same time it is unpreductwe when not used. A
sound cash management scheme, therefore, maintains the balance between the twin
objectives of liquidity and cost.

Cash Management deals with following :
1. Controlling levels of cash.

2. Controlling cash inflows and cash outflows

3. Optimum investment of surplus of cash

Steps in Cash Management :
1. Cash Pianning
2. Controlling inflows of Cash
3. Centrel over Cash Qutflows

4. Investihg surplus cash

1. Cash Planning : It is a technique to plan and control the u'rse of cash. It is done
by preparing a projected cash flow statement prepared for anticipated future activities
based on current operations. Cash planning Includes cash forecasting and cash
budgeting. '

Cash Forecasting and Budgetlng Cash budget mve!ves a projection of future
cash receipts and cash payments. It is a forecast of expected eash intake and outlay
during a future period of time.

2. Controlling inflows of cash : It is necessary to prevent fraudulent diversion of
cash-receipt and at the same time to speed up the ‘collection of cash. To avoid cash
defalcations proper internal checking system should be adopted.-
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3. Control over cash outflows : The eEjeetive of controlling cash outflow s to
slow down, as ter as possnble the cash payments and thereby to see that more funds
are available. The combination of faster collection and slow ‘Payments will result in
maximum availability of cesh. Feltewmg steps are followed for this purpose

i) Centralised system of payments and decentralised system of collections.

i) F’aymente should be made exactly en the Iest date whereby neither discount
" nor prestige is Iest | | | ;

i) i"_l'ee,hniq‘u_e'fef Playing float” : The time.gap between issue of cheques and
arrival of cheques at the Bank for clearance need to be assessed and
utilised properly.

. .
3 f".rl, £} r v a7 ‘i ol e

4. Investing surplus cash : This includes tellewmg steps

a) Determination of surpius cash : Surplus cash is the cash in excess of the
firm's normal cash requirements. o

by Determining safety level of cash : Ifelilewing two factors determine a éefety
level of cash both for normal periods and:peak periods.* . ..} =~ . ‘5

1. Desired days of cash

D Average daily cash outflows - S

c) Determination of channels of investments : The surplus cash determined
by the financial manager may be either of a temporary or a permanent
nature. Temporary cash surplus consists of funds which are available for

| '|nvestment on a short term basis. The cash surplus of permanent nature can
be mvest«ed in leng term channels | N

PO

Recewable Management

Acceunts Receivable constituting majer pertnen ef current assets is the reeult of
trade credit’. Usually, the credit sales are made on epen acceunte which do not requwe
any formal acknow!edgement.
Meaning : , S

Receivables are amounts owed to the firm as a result of credit sale of goods or
services in the ordinary course of business. In-other words, receivables represent the
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claims of a firm against its customers and they are shown on:the asset side of the
balance sheet under different titles such as book debts, trade receivables, or customer
receivabies etc. |

Purpose of Receivables :

a) To achieve higher sales : A firm offering credit facility will attract more customers
and definitely achieve higher level of sales.

b} Increasing Profits : As credit sales results in increased sales and higher margin
of profits, the profits are likely to increase.

c) Meeting competition : The strategies of competitors need to be adopted in order
to survive.

Cost of Maintaining Receivables - |

| Maintaining of huge receivables also involves certain cost WI;]ich can be listed as

below : |
® Capital Costs

® Administrative costs

® Collection costs

®

Defaulting costs o
Optimum size of Receivables :

A liberal credit policy may increase the volume of receivables résulting in increased
bad debts and collection costs. On the other hand a stringent credit policy reduces the
profitability but increases the liguidity of the firm. Therefore, it is nécessary to strike a
balance between profitability due to increased sales and liquidity. The optimum size of
receivables depend upon volume of sales and the average period’(time gap) between

sales and Eollection of debts. l

Policies for Managing Receivables :

1. Credit Standards : Represents the basic criteria for granting of credit to
customers.

® Character - the honesty and integrity of the customer ,

® Capacity-ability to manage the business

-

. ® Capital-Financial soundness
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e+ Collateral-offering property as security”

e - * Conditions-general economic condition -of the firm:and the économy

2. Credit terms : Includes following two compaonents :
e Credit period

~@® -Cash oiscounte-

3. Collection Procedures : |t is necessary to strike a balance bétween libéral and
1 stringent coilection’as both of thém are ot advantageous:

. Fact_oring--_:_;.

Vaghul Committee and Kalyana Sundaram Committee recommended ‘for the
introduction of Factering Services in India. It is a financial service, under which a ‘factor’
(usually a banker) undertakee the responsibility of collecting his client's accounts
receivables.

The factor keeps complete record of his client's accounts reoeiueblee, sends them
periodical statement of accounts, collects money from them and keeps his client aware
about the progress of recovery. For this service, the banker charges a small fee varying
from 3/4 percent to 2 1/2 percent. | S

Functions of Factoring :
° Proviclring timely finance

® . Risk bearing .

3 DR
‘Uses '

—_—

_ It elmpllfles the aooountmg procedure reduoee expenses of aocountlng and credit

e tar H 'Y o .';' IR E: L FY '.kl Hﬁr} ] J -"Lm.q. o

control It rellevee the borrower from the burden of oebt collections and
funds flow smooth.

nﬁakes the

However, it is not suitable to small traders as the service charges depend upon
the ‘quality of debt i.e. credit standing of the: customers, credit-terms; naturés of business
of the customer etc.

Inventory Management :

Inventories are Goods held for eventual use by a firm. Inventorles often constitute
a major element of the total working capital and hence it has been oorreotly observed,
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“good inventory management is good financial management”. Inventories are thus one
of the major elements which help the firm in obtaining the desired level of execution

of works.

Inventory Management covers following issues :

e Fixation of minimum and maximum level of inventoriég .

® Determining the size. '

e Deciding about the issue price policies T T
e Setting up receipt and inspection procedure e

® Determining the economic order quantity X

e Providing proper storage facility o
e Keeping check on obsolescence

® Setting up effective information system with regard to _jinventories

Problems in inventory Management :- .= "7 =0 o vo™ Yo owpenntt o, .
. F 4
However, [nventory Management involves two. basic__problems, -

' -

& Maintaining a sufficiently large size of inventary for efficient and smooth
"~ functioning of the‘-c:rganis'ation | t

' Malntalmng a mlrnmum mvestment ln mventones to mlmmlse the dII’EC'(-
indirect costs associated with holding nventories.

Holding of inventories helps a firm in separating the process of purchasing producing
and selling. Thus, inventories provide cushion so that the purchasing, production and
sales functions can proceed at optimum speed.

|

The specific Benefits of holding inventories can be put as fqllows :
1. Avoiding Losses of Sales

2. Availing Quantity Discount

3. Reducing Ordering Cost

4. Achieving Efficient Execution.
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ﬁieke & Ceets ‘As"secieted withé Inventories*- T

Heldmg of mventenes exposes the firm te a number of rlske and costs. The risks
can be listed as foliows :

1. _Puce Declme_-
. .;2. Preeuet Deterieretien
: Qbsoleecenee"_
The costs are :
1. Materials Cost
2‘-'- Ordering Cost
3. -Ca.rrying:! Storage Cost
4. | Insurence Cost
Finance Manager end inventory Management : .

Aithough, the finance manager is not directly concerned with inventory policies, yet
he cannot ignore them.since they directly affect the financial needs of the firm to a
significant extent. {t is, therefore, hecessary for the finance manager {o get familiar with
ways to eentrel inventories effectwely SO that there can be efﬂment elleeatlon of funds

Y LA

He sheuld make all-out eﬁerte to reduce Iead tlme regulate usage and mlnlmlse the

J..,.

safety stock. .
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The financia! information system-has three basic tasks.

e To .identify.future money ngeds.

e To assist in the acquisition of tHose funds.

® To control their use.

Model -of the Financial Information

Input sub-
system

Data’ | Data
processing
subsystem

Internal sources

Internal Data

audit

subsystem
Environ-| Financial Data
mental Intelligence
sources | subsystem

Data Base

System

Qutput
subsystem

Data | Forecasting
subsystem

Data | Funds
management
subsystem

Data | Control
subsystem

Methods 6f obtaining Financial Intelligence :

Financiai
Manage-

‘ment

Flrms gather flnanmat mtelligence in’ three basic ways - informal ‘communications,

ol

| wrltten nubllcatlons and computer data bases.

Informal Communication :

Financial information is gathered by means of informal communications, between

the firm’s:executives who make .contacts with bankers-and financial analysts_for the

purpose of obtaining -such -information.’

Written Publications :

Newspapers, news letters and magazines and other publicaiiﬁns are other-important

source of financial intelligence.
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Computer Databases : R L T I o

On line data services such as DIALOG and BRS include databases that contain

" -’14

information spec_:leliy suited to financial intelligence. | .

+l

Forecasting subsystem : - e .
| - e » 4 .-' R 1 .“! . ¥ -J:-E
Top level managers look for into the future, say for ten or more years. The lower

level managers have a planning horizon of one year or less. They must also forecast

for that time period, s L e et

Forecasting methods : o orag et

A large verlty ef forecasting techmques areqavatleble for Ieeklng into the future. A

S 1 T P g
firm will frequently use a combination of several techmquee eeekmg the best prediction
of the future. Many of the technigues are mferrnel and depend te a great extent on the

knowledge, judgement end intuition of the manager. Others involve the use of quantltatwe

-rI._: -4 " :[ o _i |
methods. o | |
' | S EEEE VL PR A
Funds Management Subsystem Tt 2 Ty

The finance function’ represente the meney flow through the ftrrn The ' funds
management subsystem is the pert ef the fmancnal information sygtém The cash flow
model is the best example of how the cemputer can be used th'kmerhreg'ing the money
flow because it encompasses the overall structure - from cash receipts to cash
disbursements. Many subsidiary decision must be made within this structure and the

funds management subsystem can provide support.

Financial managers use the financial information system te manage the money
flow. They use the information system to keep current on the financial environment and
to cultivate that environment so that it represents an asset of the firrrt rather than a
constraint. Financial managers also use the information system to identify the best
places to invest surplus funds.
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CHAPTER -1

Human Resource Development

INTRODUCTION AND MEANING :

Of all the factors of production required by an organisation, human resource is by
far the most important factor. “The importance of human factor in any'business

organisation cannot be over looked because, success or fallure of an ergamzatlen

depends upon the effective eeerdmatlon of the human resources eleng with money,
R

matertal machinery. 1t is through the combined efforts of human resource that other

"'——u—-:-'-"- I--"'""""‘

resource such as money and materials are effectively utilised to achieve organizational

objectives.

A Personnel management is concerned with managing people at work. However the
dynamic nature of human resource has rendered personnel management a complex
and challengmg task. Work force in an ergamzatlen cenSISte Of.'”d"{”‘f”aﬁ of dlfferent
sex, age, social and religious background and varied educatlonel and literary standards.
They exhibit similar behavior -and characteristic as well as: many dissimilarities. No two
persons are similar in mental abilities, traditions, sentiments and behavior. People are
responsive, they feel, thmk act and react. As such they cannet be treated like a
machine but require a tactful handling. Hence a buelness cannet succeed n‘ human

resource IS neglected. Hence the following aspects are to be cens:dered while managing
human 'resource.’

P 3_.){94 :
1. Organlsatiene are not mere bricks mortar and machines or inventories but people,

who manage organisations.

o

2. HRD involves management functions _and principles, which .are applied to
acquisitioning, developing, maintaining and remunerating iemployees in the
ei'ganisatiens.‘

3. _‘De'cisien relating to employees’ integration.

4. Decisions made must influence the effectiveness of an-organization which inturn
result-in bétter service to custoriers in the form of quality products supplied at
reasonable cost.
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5. HRD functions that are applicable’ to *business establishment also extend to
education, health care and national development.

HISTORY OF HRD :

The concept of HRD was first introduced to thé world by-Dr, Professor, Len Nedler

s T e i R

during 1969 in the USA. Accerdmg to him “human resource development censtrtutee
T Sy T

those Iearntng experlences WhICh are erganreed fcr epecrtrc trme and desngned tc bring

abeut the possibility of behavrcral change

In ln‘dia, M/s Larsen Turbo Ltd. was the first company to introduce this concept of
o N

gl

HRD during 1975 among the private sectcram‘pani_es_with' an objective of facilitating

~ growth of employees. Later it was extended to the public sector companies as well as
private sectcr companies. Recognising the need of HRD in a diversified country like
India, the central Gevernrnent establlehed HRD department under its admrnlstratron
headed by cabrnet ranklng mlntster Today HRD plays a vrtal rele in our country

MEANING AND DEFINITION :

Accerdi‘ng to Prof. T.V.Rao, “HRD is a process in.which employees of an organisation .
are continually helped..in a'planned way to : |

.
A B

a) Acqwre or sharpen capabihtles requured to perferm various functions associated

1

to their present or expected future roles;

b) Develep their general capabilities so that they may be able to discover their own
'pctentlalrtles and exploit them fuIIy fcr their own and ergameatlenal development
purpose; and | | |

C) Develcp an ergamsatienal culture where superior-subordinate relationship, teamwcrk
~and cellabcratlen amcng different Sub units'are strcng and centnbute to
crganlsatlenal wealth and motivation ‘and pride of the' emplcyees.

Thus, human resource development may be defmed as a system of develepmg,
in a continuous, systematlc ‘and ' planned way, the cempetenctes ef
individual, employees in order 1o -achieve :the. organisational goals
which -maximise the harmony between the employees’.individual goals
and organisational goals. \ %TM
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OBJECTIVES OF.HRD :. BT PRTS I I

1

MECHANISMS OF HRD : D7 1'm  Pocy 0%

. goals. . L "

The important objectives of Human Resource Development ‘are -

To provide a comprehensive framework and methods for the development of human

resources in an organisation. ¥ |

§
To generate systematic information about human resources for the purposes of
manpower planning, placement, succession and planning.

To.increase the capabilities of an organisation to recruit, retain'arid motivate talented

empioyees.

To create a climate that enables every employee to discover, develop and use his/
her capabilities to a fuller exterit, in order to further both individual and organisational

t

.

In order to achieve the objectives of Human Fiesource"Development- System the

following mechanisms are adopted.

1.

2.

10.

11.

12.

" Manpower planning. ; o S MT_ P_‘BC,‘,O R NT

I
t

Performance appraisal and development.

1

Training, education and development

Potential appraisal and development.

|

Career develop@ent'and c‘areer pl?nhlng. - DT 7T “ Pg CL 200 )
Compensation ‘and reward. o | !

Organisation development.

Role analysis and role éeﬁverﬂpriwe?r;t. o o S

Quality of worklife and employees welfare. | o
Data storage and research. o o
Participative devices.

Industrial relations. .
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IMPORTANCE OF HUMAN RESOURCE DEVELOPMENT e T ALIFG

following points :

The importance of Human,Resource Development may:be ascertained from the

Human Resource Develeprﬁeht improves the competencies of the people by making
them aware of the skills required for job performance and by increasing the clarity

- -of -nermSFand standards. = SR T

i

Human Resource Develeement mpreves commun:eetion system |n the ergameetlen' |

- 80 as to enable.each employee to .understand his role better and become aware

of the expectations of other employees from his roile.

:Human Fieeeuree Development helps the organisation in procuring the right people

2

-. at_lthe nght time and placing them at the right place..... .¢., .

Human Resource Development improves employees’ commitment to their jobs

beceuse of greater objectivity in the administration of rewards.

. i &ig ! 'if ) ¢ ‘eE L Y ‘E}i ’,
Human Resource Development improves problem selwng Capab|||t|es and

.adaptation skills of employees. They become more pro-active .-and innovative and

- more prone to risk -taking. P T SRS T I

£

Human Resource Development provides an opportunity to the employees for their
continuous and all-round growth through succession planning and career planning.

RIS UV SRR | N D

Human Resource Development improves collaboration and team-work among
employees. The employees become more open and authentic in their behavior.

Human Resource Development develops greater trust and respeét for each other
among the empioyees, and thereb_;ggeneljeteshnewf_}{eluee_a'meng them.

Ruman Resource Development generates lot of useful and objectives data on
employees, which facilitate better human resource plennmg and control.

SR B

woA

FACTORS RESPONSIBLE FOR SUCC_ESS OF HRQ :

< I S A T VN

Support from top management. "o

Plans for utilisation of man power skill.
Better conditions for the growth and development.

O | AR L

Openness and trust.

Investment in programs.
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CHAPTER - II

Personnel Management L

k

MEANING. OF PERSONNEIr MANAGEMENT :

Personnel n'l'enagem_ent is the process of attracting, holding and motivating people

'

involving all managers - line and staff.

-~ According to Dale:yoder, “persennel management is that-phase of management
which deals with the effective control and use of manpower as distinguished from other
sources of power. . - |

According to. Edwin B. Flippo Personnel Management is the planning, organizing,
directing and controlling of the procurement, development, compensation, integration,
maintenance and separation of human resources to the end that inc‘;lhkiduel,,e_rgenizetiene'l
and social objectives, are accomplished. It is clear from the definitions that personnel
menagement;invelvee the following. - o

;

1. It |s a management of humen resources

it is concerned with effectlve utlllzetren of human resources.

It is a staff activity.

It is concerned with the achievement of common’goadls and integration of individual

> W

eftects with the common goals. . - -+ .

5. The principles of general management are ‘applicable to this area of management.

SALIENT FEATURES OF PERSONNEL MANAGEMENT

The salient feetures ef persennel management are as follows

1.  The personnel ‘management consists of certain guiding prlnclples that form the
basis of organising and dealing with workers. These principles provide as a set of

'techmques for handhng the workers. ' SR

. - . ! i -
- 2. The personnel menagement is a centlnueus precess It requwes censtent alertnese

and awareness of human relatlens whlch are important in every dey operations.

iF':3:1*‘::5'%5"1‘-:The;.1:::rimery objective -of personnel: management, is the prometien-.ef group
..o esatisfaction and building- up -of team spirit among the workers:: » _
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The fundamental of personnel managementsis to get the bést results from the

workers employed in the orgamsatlon The ultimate atm IS to maximise the profits
of the enterprisé: 1 ! 1%, IV - TR R TR MO § 4

= -

The aim of getting optlmum contnbutlon from the workers does not mean that
workers are to be exploned While a armlng at aptlmum ‘contribution by the. workers
the personnel management keeps in mind the- following, considerations :

Hri

i)  Every worker must be able to work to his’ maximum capacity.
i)  All his:interests, his ambitions.and his desires:should:get a proper place.

i) Every worker sholld get opportunities to 'advance and to exercise his capacity
and satisfy his interests.

vy No,_wof'ker should feel.that. his personality is being ignored or his status is

.l_‘__--fs"bemg IGSt O Y e AL St ! T | e 't ' , L

The wdrkers should be skillfully handled both as individuals and as group members

so that they give their best-10 the organisation if they-are apart: This means that
the management must adopt democratic outlook rather than authoritative outlook
towards the workers, since democracy is stronger and more eftective than
authoritarianism. If men and women employed in an organisatldr; ;are free, they
will be happier and work more effectivély ‘ard efficiently than when théy are
regimented. | v

IMPORTANCE OF PERSONNEL MANAGEMENT :

3.

The personnel management is attaining increasing'importance in modern days.
The reasons for its increasing |mp0rtance are :

1.

TR g

Large scale enterprises have been growing very rapidly in these days because of
the gmwth of corporate form of business organisation. This has led to centralisation
of managerial authority and loss of communication in the organisation. This creates

. i R B T § L T T g Yoy
increasing and recurring labour problems. Further, these developments have also

widened the gap between the ,management and labour. Personnel department

has become quite.essential for the solution of these qublgms._ .oy
Because of the speedy technological progress,,supply. of skilled personnel is
-assuming mcreasmg importance. To ensure this supply both selection and training

o personriel became essentna! For this purpose a separate personnel department
“has to be seétup. e S I

. In these days, workers in‘general are becoming more and more sophisticated and

organised. They -have formed trade unions to protect their.interest as against the
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employers. The management of every enterprise has to deal with these trade
unions and succeed in winning the cooperation of the workers. This work is
generally entrusted to a special department called ""pei‘sohhel department. The
personnel manager of this department acts as a liaison officer between the workers
and the management and tries to solve the problems and grievance of workers.

4. In these days, the management of many large enterprises is paying more attention
to the education and training of its workers. For the purpose of providing such
training facilities, a personnel:department in every organisation becomes essential.

5. The management of every business enterprise thinks of reducing labour costs by
increasing productivity of its workers. This requires innovation and experimentation
in the ‘management of labour force. Therefone, a separate department known as
personnel department becomes absolutely essential.

6. Recently, a new science known as _'Ergonomic's’ has been developed. According
' to this branch of science, the environment in which the workérs work 'determines
the effectiveness of their work. Therefore, it becomes necessary to provide congenial
environment to workers to work to the best of their ability. This necessitates the
setting up of a separate personnel department. | | |

d " -

7. The government's policy relating to labour is changing !in these days. The
governmeht IS trying to protect the interest of labour thmugih such measures as
fixing minimum wages, reservation of jdbs, payment of compensation to injured
workers, social insurance, social security etc. Therefore, a separate department
will have to be set up to deal with labour in respect of all these measures.

FUNCTIONS OF PERSONNEL MANAGEMENT : T

The functions of Personnel management may be classified as follows :

-a) Managerial Functions - b) . Operative Functions
1) Planning i 1. Procurement
i)  Organising 2. Development.
ii) Directihg | - 8. Promotion, /Transfers and
Terminatior{
iv)  Coordinating Compensation.
V) Contrdllihg " Integration..

Welfare Activities

N O A

Maintenance *
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CHAPTER - III .

Human Resource Planning
INTRODUCTION :
Manpdwer planning forms an integral part of the strategic - corporate planning
process. It can be defined as Strategy for .acquisition,. utilization, improvement and

preservatioh of Human Resource. It helps organization to have enough- of right kind of
people at right time adjusting the requirement to the available supply.

DEFINITION :

Velter detfines rﬁanpower_- management as “The process by which management
determines how the organisation should move from its current man power position to
its deserved manpower position. Through planning management tries to get and to
have the right number and right kinﬂ of people at right place and right time doing
things which result to both the organirsatipn _and individuals receiving maximum
long run benefit”. - | | |

The emphasis on manpower planning is given due to the following reasons :

1.  Technological changes.
- ;

L egislative controls.

Demographic chariges

' »

R

Skill shortages.

OBJECTIVES & IMPORTANCE OF HUMAN RESOURCE ~ " ' ‘!
PLANNING : -

The important, objectives of human resource planning.in an organisation are :

4. To recruit and retain the human resource of required quantity and quality.

2. . To foresee the employee turnover and make the arrangements for minimizing
turnover and filling of consequent vacancies. |
3. To meet the needs of the prbgramrnes of expansion, diversification -etc.,

f+ . " i v -1

4. To forese-e._tl'ge_!-_injpact of technology on work, existing ehﬁployees and future
human resource requirements. |
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5. To improve the standards, skills, knowledge, ablllty, diemplme etc.

6. To assess the surplus or shortage of human resources and take measuree:

accordingly. E"'

7. To malntaln cengenral lndustrlal relatlens by malntammg eptrmum level and structure

of human reseurcee | o | 1 i

8. To minimize lrnbalancee caused due to nen-avallabllrty of human resources of
right kind, right number in rlght time and right place.

9. -To make the best use of its human resources and -~ - 1 =

10. "lo estimate the cost.of human resources. -

!
STEPS OF HUMAN RESOURCE PLANNING : |
N C e S

Human Resource Planning process involves important steps which are briefly

explained below : I

1.  Anticipating human resource needs.
2. Planning job requirements-and descriptions. |

3. Analysing skills to determlne the nature ef manpower requrred
T

4, Selecting adequate sources ef recrunment

: l'.‘-' - LA |'l., ' 4.:;, a.':_i'-;f-'. .I‘il-ll_ . L

e Anticipating Human Resource Needs : . . |

LI

On the basis of the functional and business plans and the Ie\irel of future activity,

the future needs for human resources:in the organisation are antieipated The number

of skilled, semi skilled and ordinary people and the levels of SkI"S required in future

| depend upen the volume of production and sales estimates, productlen technology,

makes or buy decisionhs, job contents, behavrerrpatterns and centtrel systems and a

number of other factors. It is also necessary to make estimates'of new jobs to be

created and the vacancies arlsmg in the existing labour force due to reltlrement promotion,

resignation etc. Thus job analysis and forecasts of future activity levéls of the enterprise
help the management in forecasting human resource reqwrementls.

® Planning Job Requirements and Descriptions :

The next step involved in human resource planning relates to planning jeb
requirement and job description. The requirements of a particular jeb-sheuld therefore
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be clearly delineated through a minute study of the duties to be performed in’that job.
In order to secure the relevant information about the job, the management has to
undertake job analysis. |

It should be noted that job information is the basis of various management activities.
For example, without job information, recruitment would be almost.impossible, training
would have no goal, and no salary basis. It is therefore absolutely essential to coliect
accurate and adequate information about ihe job so that it'can1 be identified and
distinguished from other jobé. Job information helps in securing adequate récruit{ment,
adequate training, adequate salary structure and-fair appraisal of the performance.

Job description relates to written record of the duties, responsibilities and conditions
of the job. The methods used . for job description ‘are-such as.. «:.. ,

i. Observing employees when they are performing their work.
2. Studying specially maintained diaries.

3. Reviewing critical incidents.

4. Discussing with personnel or departmental heads, and

5.  Discussing with outside experté a.hd job con;ultahts. -

e Analysing Skills to Determine the Nature of
Manpower required : K ¥ ’

'Skills required in manpower differs from job.to iob. Therefore skills required for a
job are deterrn_ined only after determining the job requirements followed by job analysis.

1]

Skills required by successful executives can be divided into four.types VizZ.

Decision making skills, leadership skills, communication skills and organisational
and social skills. | | "

s

. These skills can also be classified into three types viz., Technical skills, Human
skills and Conceptual skills.

F f ! !-...! ! 1 ".!.
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CHAPTER - IV-a..;"t-..

i.

I
i
1
|

Recruitment, Selection_and Placement
and Inductlon of Personnel ;

INTRODUCTION :

!
!

. Once human resource requirements are determined in terms 6!‘ quality and quantity,
the next step is the procurement of personnel. Procurement involves recruitment, selection
and placement of employees. As the success or failure of an arganization depends
upon the procurement of capable employees, recruitment is considered to be an
important function. Recruitment is discovering potential applicants for actual or anticipated

organizational vacancies. |

DEFINITION :

Date Yoder defines” Recruitment is a process to discover the sources of manpower
to meet the requirements of the staffing schedule and to employ effective measures for

attracting that manpower in adequate numbers to facilitate effective selection of an
efficient working force”.

According to Flippo “Recruitment is the process of searching for prospective
employees and stimulating them to aﬁpiy for jobs in the orgahizatibn. It is often termed
“positive” in that it stimulates people to apply for jobs to increase the “hiring ratio “ i.e
the number of applicants leaving only the best to be hired.

The above definitions point out that the purpose of recruitment is to prepare an
inventory of people who meet the criteria laid down in job specification to choose those
who are found suitable for the vacant positions.

SOURCES OF RECRUITMENT :
The sources of recruitment could be internal and external. |

® Internal source : Internal source recruitment involves filiing a'job' “from within” the
organisation, through promotion or transfer. This source is suiiable for recruitment
of middle and senior level staff. The advantage of ‘this is that the employees are
aiready familiar with the organisational activities and requirements. It also ensures
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stability and continuity of employment as the promotional avenues is quire clear
for employees.

. f'.', ' :
Fr gr : { ‘!:

¢ External Source : Fellewmg are the external source of recruutment

L oL 1’ " 1
%

L

a) Aduertising : This.methed is used when the organisation is reaehing out to the
larger targeted groups talent spread out in wide geographical area. This indirect method
uses print media, radio, televisions, and professional journals.

b) Employment exchanges : The unemployed personnel register their names and
quelifiba'tiens in employment exchanges. Special empleytnent exchanges are organised
for ex-military personnel, 'physically handicapped and professionals in different pl'ace'e
Head huntlng services, consultancy firms,: prefessmnal societies are new sources of
recruitment. | |

c) Present employees : The present employees usualily recommend their friends
and acquaintances who are trust worthy. Their recommendation indirectly bears testimony
to the character, capability and eﬁiciency of the person.

d) Schools and colleges As jobs in business tend to beceme technical and
cemplex fresh graduates from celleges are demanded. Campus interviews are conducted
and preliminary 'screening is done. The short listed candidates are subject to the
remainder of the selection process. |

e) Trade unions :'In firms where trade unions are effective, the management looks
to the ‘'union in their recruitment efforts. it makes possible good lahour relations.

f) Casual applicants : Unsolicited applications list is maintained in the office and
persons are called in times of need. | | |

SOURCES OF RECRUITMENT COMMONLY USED IN INDIA
In Indi-e several sources of recruitment ere used for getting emelefees In public.
and private rseeter industries through | | B
1.  Employment exchange. -
Externel advertisement.
Internal advertisement.

2

3

4. Central training Institute.

5. ' Deputation of personnel and
6

Transfer from other public undertakings.
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SELECTION :

Selection is the process of matching the candidates_-and-the job. It is done by
assessing the i'nformatio_n about applicants. The purpdse is to pickup the most suitable
person who fulfills the requirements of the job it also aims to saiect the best available
person. The selection aolicy should be in consonance with the organisational
requirements as well as technical and professional dimensions of selection procedure.

The selection procedure consists of number of steps and the steps are uniformly
adopted in all organisations. In Selection the following are steps adopted generally.

e Initial interview : The objective of this step is to eliminate the obviously unqualified
person and |IITII'[ the cost of selection. Facts and details such as age qualification,
appearance facility in speech are evaluated in this step.

e Application : Application form is designed to gather information on various aspects
of the applicant such as name, age, nationality, physical disability, identification
marks, educational attainments etc.

o Tests : Tests serve as additional predicators to make selection decision accurate.

These standardized phycological tests can improve the accuracy of predicting

success in the job. These tests could be,
1. Intelligence Test. | L
Achievement Test.

Interest Test.

Personality Test.

Aptitude Test.
PLACEMENT AND INDUCTION :
MEANING OF PLACEMENT :

S

After selectmg a candidates, he should be placed on a smtable job. Placement is
the actual postlng of an employee to a specific job, involves asmgnung a spacmc rank
and responsibility to an employee. The decision of placement are taken by the line
manager after matching the requirements of a job with qualification of the candidate.

MEANING OF INDUCTION :

lnductlon also known as ortentataon is a process of maklng the new employee
familiar with the work environment and the fellow employees. The new emplayee can

be inducted into the organisation by introducing his job, fellow workars, supervisors and
his subordinates. He should be oriented to the new organisation and its policies, rules
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and regulations. Really speaking, induction .is a socialising process by ‘which the
organisation tries to make the new employees as its agent for the achievement of its
aims and objectives while the new individual employee seeks to make the new employee
feel at home and helps him to, adjust with the new environment in the organisation.

According to Michael Armstrong, induction, also known as orientation, is “the
process of receiving and welcoming an employee when he first joins a company and
giving him the basic information he needs to settle down quickly and happily and start
work”.

.When a new employee joins an organisation, he is completely a stranger to the
people of the organisation, work place and the work environment in the organisation.
In the absence of any information and support, there is likely to be anxiety and fear
in the mind of that new employee. He is likely to undergo reality shock caused by a gap
between his expectat:ens and the real situation in the ergenleahon Inductien or orientation
will help him overcome these preblems Once a candidate is selected and placed on
a particular job, the process of famlllerlsmg him with the job, with the people who work

with him and also ‘with the erganrsatlen begrne ThIS proceee is nethlng but lnductlen
or orientation. ' y oo .

OBJECTIVES OF INDUCTION :

Induction helps to reduce labour absenteeism as well as labour turn over. it aiso
reduces startup time and cost. It helps in developing realistic expectetiens ehd in
reducing labour anxiety. It also helps in preventing an employee from falling prey to
subversive elements thriving to create labour unrest by misrepresenting em'pleye‘rs to
uneducated employees. Proper induction enables the new -employee to adjust himself
with the new environment in which he has to werk and to prove his overall-effectiveness

on the job. There are several objectives of induction. .
e L i

The objectives of placement and induction are as follows :

1. To create cenﬂdence in the new employee ‘about the erganlsatlen and about
himseff. '~ "

2. Te creete a ieeling of belengingnes_e and onalty ameng the new empleyees.
3. To foster cordial and close relatlonehlp I:Je'nrtfeer:tJIF old and new empleyees
[ ) _*1 . ' -‘. e, K.

4. To see that the new employees do not form any false |mpreesmn about the

N 1

'negatlve attitude tewards the ergameetlon or their job.

5. To give to the new employees full |hfermat10n essential for their job and work
performance... . y S :
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CHAPTER -V - -

Tralnlng and Development

INTRODUCTION

After an employee is selected, placed and inducted, he/she must be provided with
training. Trainmg IS the act of increasing the knowledge and Skl" of an employee for
doing a particular job. Training Is a short-term educational process and utilizing a
systematic and organized procedure by which employees learn -teohnloal- knowledge
and skill for a definite purpose.

3 r

Training on whole improves, changes, moulds the employees knowledge skill,

Lk ' o 1

behavior, aptltude and attltude towards the requnrements of the ;ob and orgamzatlon
which in turn helps to acquire and apply the knowledge ekllls abllltles and attitudes
needed by a particular job and organlzatlon

NEED FOR TRAINING :

. - t
Orqganisational Knowledge : Apart from job knowledge, the trainee is required

to gain knowledge of the total organisation in terms of information and events. Position
and multiple management are two popular methods utilized to offer organization
knowledge. |

General Knowledge : In executable development, much emphasis is laid on
education. Formal education institutions play a decisive role in contributing to training

and education. Special courses, Special meetings and selective reading are some of
the methods used to realise the development objectives.

EVALUATION OF TRAINING : T

| | i

The evaluation of training has been defined by Hambin as "an attempt to obtain
iInformation (feedback) on the effects of training prograrnme and to assess the value
of training in the light of that information.”

| The['e_ are several methods of evaluating trammg programme effectiveness. One
method |é *measurement of the group before and after the training programme. The
second approach is measure the group before and after the tralnlng period and also
~ to establish a control group that is equivalent to the trained group |n:all respects except

the training experience.
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Any evaluation of a training program"me:_‘rndst consider the suitability of the
objectives as, | |

_i_'n-'."

. ,.f.f'«. 1; i*-ri 'H‘"!f i ]
Reaotlon objectives - intended to stimulate a hrgh level of involvement and lntereet
. 4t "
- Learning objectives - concerned with acquiring knowledge ekitls attitudes.

_ Job behavlor objeots - |earn|ng to brrng about desired changes in ij behavror and_
| organrzatlonal objectwes mtended to promote overalt results. |

IMPORTANCE AND BENEFITS OF TRAINING :

A systematic and scientific training programme has the follotrring advantages .

1. Hrgher Productwrty ‘Training programme by rnoreasmg skills, aptitudes and
abilities of workers mcreases their productivity, which means increase in the
"quantrty of output and |mprovement in the quality of the produots

2. Economical Use of Materials etc. : A well planned tralnlng programme results

in better and economical use of materials and eqmpment which means little or no
wastage of materials and longer life to the machines. ,

L _"F'

3. - Job Satistaction : Training enables the new employees to meet fully all- the
- -requirements of the specific jobs assigned to them. This ensures job satisfaction
to the employees by helping them to reach the standards of performance.

4. Less Learning Period : A well-planned training programme helps to reduce time
and cost involved in learning new skills and knowledge. By getting training,- the
employees. can quickly reach the acceptable standards of -pertormanoe. Even
while performing their jobs, they will not waste time and energy.

5. High Morale : Proper Training develops positive attitudes among the, employeee
It rmprovee the morale and loyalty of the employees as 1t provides job security

P e

and increases their remuneratron

6. Low Acoident Rate : Good training pr_ogramme minimise_s the chances of
accidents, epoited work and damage to machinery and equipments

7. Lese Superwsmn Well- trarned employees tend to be eelf retlant and motivated.
They reqt.ure Iess gurdance and supervlsmn Therefore the management s relieved

’’’’’’

' o

decision- makrng atc.
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8. Organisational Stability : It increases the organisational 'stability and flexibility.
Stability refers to the ability of the organisation to sustain its effectiveness despite
the loss of key personnel because a reservoir of trained -personnel can be
maintained to replace those who leave the concern. Flexibility refers to the
organisation to adjust to short-run changes in the volume of work. This is possible
it the organisation has trained personnel.

9. Personnel Growth : Good training enlarges the knowledge and skills of the
trainee-employees. Hence trained personnel can grow faster in their career. Trained
employees are a very valuable asset to any organisation. Training helps employees
to develop themselves for promotion {o hlgher positions and become managers
iIn course of time.

PRINCIPLES OF TRAINING : o

Several principles of training have been evolved over the years and they can be
followed as guidelines for making training programme more effective.

1. Motivation : Employees will be motivated by training programme if they feel that
they will be benefited by undergoing such trarnlng Therefore, tralmng must be related
to the job-performance of the employees and it must meet their needs and solve their
problems as well as increase their efficiency and improve their aptitudes.

Training should create great hopes in the Employees that their chances of prorﬁﬁticm
would be better they would be gettlng more wages or better jobs, better recognition,
hlgher status quick promotions etc. The managment should find out novel ways of
motivating experienced employees who already enjoy better facilities.

2. Reinforcement : According to B.F. Skinner's Behavior Modification Model, when
a behaviour is repeatedly rewarded, it becomes a permanent.part of one’s personality.
Theretore, the effectiveness of the trainees in learning new skills or in acquiring new
knowledge relating to the job should be remff::l;s{;ed by means of rewards and punishments.
Rewards or positive reinforcements are more effective in changing behaviour than
punishments or negative reinforcements. Positive reinforcements -are in the form of
promotions, rise in pay, praise etc., whereas negative enforcements are in the form of
demotions, threats of dismissal, cuts in salary etc. It should be noted that positive

reinforcement is far better than negative reinforcement. -’?
|

3. Clear objectives : The management should clearly deﬁhe the 'dbjectives and
scope of the training programme. The management should *ﬁrephre-a comparative
statement of the job requirements and existing personnel skills and knowledge. This will

enable the employees to know the need for undergoing training.
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~« 4. Training Peiicy :, The management.should formulate an ideal training policy,
which serve as a guide for designing and implementing the training programme. |t
should specify .the- persons responsible for conducting the training programme, the
nature of training and employees to be trained, '

5. Ofganised Material : The training material should be properly organised and

a complete outline of the tralnmg programme should be distributed to the empleyeee =

who are requnred to Undergo training. This will else enable them to prepare themselves
to underge trammg | |

6. Practlce : Practlce makes a man perfect is an eId maxim. The employees
should take active part in the training programme and take keen interest in practicing
what they have learnt. Continuous practice is absolutely essential if they .have. to Ee
.perfect in what they have learnt. # o

7. Feedback The employees. who have undergene traln:ng should inform. the
management or the trainers on how much they have learnt, what benefit they have |
derived from training and how well they are demg their work after training. They should
also inform the trainers about the difficulties, if any, they are facmg in thelr performence
Such feedback sheuld be quick, frequent and positive. |

. 8.Suitable Techmques The methods and techmquee used for training should be
releted dlrectly te the needs and objectives_of the erganleatnen as weil as the job:
Training should be conducted as far as possible in the actual job environment if it is
to be meaningful and if-it is to serve the.desired purpose. it is better if the training.is
based on the tested prlncsples of Iearnmg

TYPES OF TRAINING S

The |mpertant typee of tram:ng based on dn‘ferent specn‘lc purpeses are glven
below :

1. Induction "Trai'ning
2. Job Training

3. Treining fer Promotion | . e

4. Refresher Training.

‘ Lot e ey

1 I_ndt'n_:tiemTraining_: Induction training is the initial training to be given to the
new employees. The aim .of induction training is to introduce: the: new_employees to the
organisation and familiarise them with-it. When the number:of. new.employees is large,
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the programme of induction training.includes tour of the whole plant supply of a hand
book giving mformatlon about the employer main products of the firm, rules regulations

: 1

‘and privileges concerniing the employees etc. o

2. Job Training : Job Tréiljirng 'refe'rsite the traininé fof werklers for a particular job.

It is the most common of formal in-plant training programme. It is provided to the
* workers with a view to increase their knowledge about their jobs and make them more
proficient in handling machines: equrpmente and rnaterlals SO that eperatlens are smooth

and faults and acc:dents are avoided.” * - - -, 1

3. Tralnmg for Promotion : In most of the ofganisations in these days, some of
the vacancies are filled up through premotion from amongst tHe existing employees.
When an employee is premeted he w:ll be called upon to cl:scharge higher duties and
shoulder higher responsibilities. In erder to enable such empleyees to shoulder higher

responsibilities, some training will have to be provided to them.

b I

4. Refresher Tralnmg Theugh workers are gwen Initiar tralnmg when they are
newly employed, they requlre further tralning in course of tlme because with the
passage of time, they are Ilkely te forget or lose sight of various metheds and instructions
and become out-dated. Refresher training is desrgned to avoid this personnel
obsolescence in the organisation. The need for refresher trai'ning also arises because

of techneloglcal changes in the precess of productlen changes in the products etc.

METHODS OR TECHNIQUES OF EXECUTIVE DEVELOPMENT

There are several methods or technigues of executive develepment. They can be

broadly classified into two categories as follows : o

On-the-Job’ Techmques - Off-the-Job Techmques

1. Coaching | 1. Lectures 'i

2. Job Rotation 2. Case Study Method

3. Understudy 3, Conferences ‘'Y *

4" Multiple Management 4. Group Dlscu35|e|n |

5. Committees * - - 7= 5 Hole-Playing - *

6.- Selected Readings - «ix .." . t =6, In Basket Traininlg ! |

- 7. ~Management Games -
' 8 Prograrred Instructions
9.  Sensitivity Training

|

tn
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CHAPTER -~ VI

Job Analysis, Job Description and
Job Evaluation o

MEANING

Job Analysm IS a detarled examination of-jobs. It is a process of gathering information
about a job. Job analysis involves the process of identifying required tasks. The knowledge
and skills necessary for perferm:ng them end the cendrtrens under which they must be
performed. |

Jeb analysus prevldes the fellewrng mformatren :

a) -Job Identlflcatlon : ts title mcludmg}qede number

b) [Important Characteristics of a Job : Its location, physical setting supervision,

union jurisdictien hazards and discomforts.
¥ .

c) | What the Typlcal Worker does : This includes mfermatlen on specrfrc operation
and tasks to be performed by the werker mcludtng thelr trmmg signhificance,

eemplexlty and sequence
&

d) Job Duties : Deta:led list of duties along with probable frequency of oceurrence
- of each duty.

e) Matenals!Equrpments Used : Metals Plaetlcs Yarn, Lathes Mrlllng machine,

l,]."I--..-. -!f‘ ' “- :.".' ".

Mlcrometere etc.

f) - How a Job is done : The focus here in on the nature of operation like handling,

cleaning, washing, drying etc.

g) Required Personnlel Attitudes : The job holder must. possess required capabilities
to perform his job e.g. physical mental capabilities, experience, Sociability training
etc.

USES OF JOB ANALYSIS :

Good personnel management demands both employee and the employer to have
a clear under standing of the duties and fesponsibilities to be performed on a job. As
such a comprehensive job.analysis can be used as foundation for an essential element
of sound human resource management and industrial relation. A brief description of
specific uses of j'el_:r analysis are as follows :

1) Employment

o8
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i)  Organisational Design - G R y oo

tii) Human Fteseu_rce Elenning
v} . Recruitment and Se'leetien e . tt
v)- Placement and Induction. - . . o
Vi) . Treining and Development. | - ;

vii) Performance Appraisal’ I
viii) Career Path Planning

ix) Labour Relations ’

x}  Discipline S ': e
xi) Health and Safety T a

xii) Promotion and Transfer:

CONTENTS OF JOB DESCRIPTIONS :

A Job description is written stetement of what the jebheldet does, how it is done,
under what condition it is done and v&hy it is 'done. It describes what the jeb Is all about,
throwing light on job content, environment and conditions of employment It is descriptive

in nature and defines purpose and scope of job. A job dESCI'Ipi'IOﬂ usually covers the

following information. |
- ‘ 11 : # ] J d .1. i L i
) Job Title : Telis about the job title, code number and the department where it is

done. - o '{
i) Job Summary : A brief worth up about what the job is-all about.
iy~ Working conditions : The physical environment of job in terms of heat, noise.

and other Lhazards.

lv)  Social environments : Size of work gre'up and Interpersonal interactions required
to do the job. I

JOB EVALUATION :

i

Job evaluation is a systematic way of determining the value/worth of a job in
relation to other jobs in an organisation. It tries to make a systemetlc ‘comparison
between jobs to assess their relative worth for the purpose of estabhshmg a rational

pay structure. Job evaluation begins with job analysis and ends at that pelnt where the
worth of a job is ascertained for achieving. |
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OBJECTIVES AND IMPORT}!ANCE.OF JOB EVALUATION :

The primary objective of job evaluatlen is to ascertain relative werth of éach job
for properly rewarding the workers performing that job. Job evaluation- thus aims ‘at
determining minimum and maxmjlum fair wages for each job in the organisation with the
following objectives | |

PR

a) To eliminate the inequalities of wage rates if any existing in the wage structure for
different jobs. - e b

e

b) To solve wage controversies involving comparative wage rates.,

c) To eliminate personal prejudices in establishing wage rates by putting the rate

structure on an objective and scientific basis. | L e

d) To establish basis of comparison of salaries and wages for the-same categories

of job in other organisations.

S ) , - ._.ﬁ.{’..._ir.

] T.a‘,_i;:it ".”1.1;_** .,: . '} ey s "..,.
e) To facilitate recegmtlen of merlt and deciding abeut the basus ef promotion.

f): To estabhsh deflmte wage plen end sumphfy rate structure
.k | '

g). .orlo furnish basis for carrying out training programme for workers working on different .

' iﬂbs. - v . o "i .

1

METHODS OF JOB EVALUATION

K d

The related werth ef various jObS in an organisation may be- evaluated in two

ways : L

) . By comparing them one against another

'ii) By cempering them against a scale constructed for the purpose
There are-four methods of job evaluation. .

i} Ranking method.
iy  Job classification method
i) Factor comparison method and

iv) " Point method

60



. CHAPTER:- VII % %2 hs
erit - Ratln and Performance } ralsal

Introduction : | SRR o P

- As it is necessary to measure the relative irgerth of various jo‘ibs in an organization
it is also necessary 1t0 assess relative efficiency of various werker}S'as reflected in their
performance of these jobs. The technique of assessment of relative efficieney of the
workelfs of the 'joa Is known as merit rating.i Hence it is a aystehrn of evaluating and
recording of the abilities and personal characteristics of the worker on their jobs, with

the view to assess his potential for development.
5 , S - _ i . R T, 'l,; BE Y s 3h e B
Definition of Performance Appraisal : N

Performance appraisal is a method of evaluating the behavior of employees in the
work spot, nerm'ally including both the quantitative and qualita'[tive”asb'et:ts‘ of job
performance. it is a systematic and .objective way. of .evaluating both . work. related
behavior and potential of employee. It is ,a. process ,that invahkles._-det,ermining and
communicating to an employee how he is performing the job and ideally establishing
a plan of improvement. '

v ”: J . . . ! !1 . ' i II- 7 ’.#'. '.:.r:.:_ '“‘-
- E
Performance appraisal seeks to. measure . the. merits - of - the s workers . during
performing job assigned to them: Factors to be taken into account in; performance

appraisal are: . - - R -, - CL
. Quality of workmanship

i, Oualtty and quantﬂy of output
il, Know!edge of job.

iv. gbjlity to do that job. - o o .

v. . Personal.qualitites like spirit of -ceoperation, rehabillity and dependability.
Vi S‘p*ecial qualitites like 'adjuetability in dnueual éircumstancea-

vii. Supervisory qualities such as Ieadershlp, initiative, self-confidence, judgement
e

T industriousness. etc. “ . S ,

. 4 o , L] ' |-. ] .:rfji . '.“'I‘ l . 'r

_viii. Health and personallty - ‘
i:" Ty -, e w7t . .o X
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OBJECTIVES OF PERFORMLA*NC_EEAPPRAISAL :

;Peﬂermar;nﬁceh iappralsal ceuld be taken elther fer evaluatmg the performance of the
3 ) bl

employee or for developing thern The evaluatlen is of two types {i () Tellmg the empleyee
where he stands and using the data for personal decision concerning fare and promotuen
(ii) The develepmental objectwes focus on finding individual and ergamzattenat strengths
and -wea;knesses, developing ‘healthy superiorssubordinate ‘relations; and” offering
appropriate.counseling/coaching’to’ the -emiployee with a view to deifelep'his"petential

in future.-

The ebjectwes for perfermance appralsal ceuld be broadly classmed under the
e N ¢ ! 3 _ ‘ L ;; : , ‘o ; LTI ~"T R S . _
fallewmg " | | )

YL ¥

a) Compensation decisions : It can serve as a- basrs for pay ratses This approach

'E . . 1{ }-.r l"t! 1_;::!*{51‘!*&1&
to compensation is. with the idea that raises should be gwen for merit rather than
. for seniority. .Eer-fer_mance:-a,ppratsal,,.helps ,te make_compensation -plans more

~ , 18clentific and.rational.

b) "~Promotion decisions ::it can serve as a usual basis for job change of promotion.
b When merit is the'basis {or reward, person doing the best job redéives promotion.
"If relevant-work’ aspects are measured propetly, it helps in ‘minimizing the feelrngs

of frustrations of those who are not promoted. TRk Tt i g

c) - Training and:Development programs. : It can serve as-a guide for formulating
a suitable training and “developmeént programme. It also: can.inform employees
about their progress and indicate skills that needs to be developed for further pay
raise or promotion or both. |

T . Pt ot - LI
e T ~ g rda

d) Feedback : Performance appralsal enables the empleyee_te knew how well the

' ‘{il"_tl Ly

job is being done by him. It also enlightens him of the lmptevement pessubmnes

-.I 1 "'_ﬂ - = ‘: E‘: l 1 I

to climb up organization ladder.

e) Personal Development : Performance can also reveal causes of good and poor
employee performance. lt is pessible'threugh discussions with individual employees
that a line manager can find out why they perf_erm as they do and what steps can.
be initiated to 1mpreve therr performance

rir'l

o abef N - = Lt Al

f) Mamtalnmg Harmony in werk spet Te remove g"levances ef werkers and setile
disputes between workers and management and to malntam cordial relations

-ﬁ-l‘m_

between them on the basis of mutual confidence and better understandmg
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METHODS 0F PERFORMANCE APPRAISAL :

-—
'

R :
The rnethods of performance appralsal may o broadly classn‘ied mto tradltlonal

and modern methods The tmportent tradltlonal methods used in performance appraisa

are as follows . R 1

:
1.  Ranking mathod o T ]
Paired oomparieon method -
Greohio rating scale method.
Forced distribution method. | o
Check-list method. | o '
.Critical Incident method. | o . 1

Forced Choice method. L e con

™ N OO G Hs W N

Free-from evaluation method.

The important modern methods of performance appraisal aré as follows™:

B SR

1.  Assessment Centre

2.  Human resource Accounting.

3.  Bahaviorally Anchored Rating Scales. : ;
4 ;ﬂ\ppreisal through MBO. ' o |

1
1‘

1) Ranking Method : Under this method the supervisor evaluates and rates his
men and arranges them in the order of merit from most efficient to leas’f efficient duly

considering all essential qualities required for evaluation: Erm:::loyeel posseesmg most of

all qualitiee is ranked first followed by others in the order of ratlng Though this method
IS elmple it cannot be conveniently used in the organlzatlon where number of employees
IS Iarge This method does not ensure the degree by which effioiency of one worker
differe from the other. 4

2) Pair_ed Comparison Method : In this method each employee is compared with
every other. This method is a bit scientific compared to ranking method and is very

cumbersome when number of employees is very Iarge
'i« 'fi. - . .| - ! f}' i.,,. .FI :_ d

3} Graphic Hatmg Method : Graphic scale represents a graph or.charts sketching
the list of qualities and range of gradation.for each quality. The ﬁfel‘ctore which will be
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considered for rating are -geherally “‘classified “as . ‘employee:; . traits «‘and ~“employee
performance The employee traits include such characterletrce as mrtletwe loyalty,
Ieederehlp, rehablhty enthusneem kncwledge eccurency, attrtude tcwards superrers
‘and associates etc. The ‘employee pertcrmance or “empldyee contribution” s semethmg
which the emplcyee produces e.g. the actual quantity of work turned put duellty of
work, specific geals achieved, respenelblhtles assumed, particular. situation or problem
tackled etc. The traits and achievements of each employee are recorded in the form ef
demarcated grades. _Grep_hic scales are implemented by suggestive Furerds which impl-j; |
deecriptitre pointers of the related abilities and quelitiee.' T o |

4) Ferced distribution method This method aims te reduce or ellmlnate the
pceerblltty of rater’s bias by forcing a choice between descriptive statemente of seemlngly
equal work. Number of statements describing the employees are’ prepared and the
rater is forced to. choose among the descriptive statements which-could be favorable
or unfavourable. This method is very lengthy and time.ceneuming. - . -

5) Check-llst Method or Questtennalre Methed Under. this method the rater
does not evaluate but reports emp!cyee pertermance and final ratlng is made by the
personnel department. A check list questionnaire is prepared in the form of a series of
questions concerning the employee and his behaviour'Rater reads the question before
the concerned person and the employee answers the questions in 'yes’ or.no’on the
basis of checklist completed by the rater the rating is made by the personal department.
This system is subjected to bias or prejudice of the ratehr. S T

-

6)lcr|t|cal Incldental methed Under this methed the beh’awer ef the emplcyeee
durmg the cnt[cal |nc1dente is recorded. Such mcndents may be faveurable er unfaveurable
to the empleyeee Crltlcel rrlmdents wnt have mpertant effecte en the behawer of the
emplcyees LSuch effect; wculd mfluence thelr perfcrmance cf the ]ODS aselgned tp
them They weuld elee help in determmmg therr reactlen their attrtudes thelr sert_'ttment;
their incentive for werk their initiative in execution etc The evaluator has te recefrd the
strength and weakness reflected in their behavior and performance durths such1 c'ntrcal
incidents: Thus the feelings, thlnkrng and-acting of the-employeés uridet criticai incidents
arerécorded and studied- in erderfte rank their merit-.' T

- . ‘ oy B HAN R A SR G T S E
7) Ferced Chelce Method : Thle methed IS used te elrmmate or reduce the

|.l'-|||i

A*a’pair: 6f‘descriptive
statements which ‘appear to be equal in'worth. e.g.,-theé evaluator:or the tater is' asked
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to state which of the following statements is more- descriptive of the empleyee in
question. | N | | o |

- 1 - - . N i - ,". . . r .
- '-: . . - TI" . F . ", I'-:' .

1. Dynamic in plann:ng and executien . o

2. Quick, eceurate and well theught-eut in dec:elene _'?; SR

Here, the rater has to mark which statement is most appreprlate and whrch statement
IS least appreprlate to the ernpleyee in question. ‘Then on the baele of theee markmge
" suitable rank is given to that employee. This method is adventageeue becauee it reduces
or eliminates the personal bias of.the rater. : ST SRCRE IO T e, BT i

8) Free-from Evaluation Method “Under th|e methed the evaluater or the
euperweor rates the empleyee on the baeie of written comments er deecriptten ef the
performance of each empleyee Here the eu'berwsor glvee a cemplete deecnpt:en of
each empleyee working under him. Such descnptten sheuld be as far as peesrble
factual and concrete. On the basis of such deecrtptuen the empleyees merit is
ascertained. This method hewever suffere frem Ilmitatlen Frrstly it is not qwte ebject:ve

1

in its eppreach Secendly, it requrree Iet of tlme and Sl(l" on the part of the euperweer

MODERN METHOD : ’
‘ Lk T* Fze .

" 1. Assessment centre Method : This method refers to group'of employees drawn
from different departments. They are brought together to a place known as assessment
centre to spend two or three days on an assignment similar to.the one they.-would be
handling when promoted. Executive managers with proven ability. acts as evaluators
who observe the performance of each and every participant and rank them in order of
merit: The evaluators use simulation teehmquee like role playing, busmese games ‘and
in-basket exercises and evaluate the participant employees on job- related characteristics
considered. important for job success. The evaluators ebserve and evaluate the
participant-empioyees as they perform jobs. * ' . st AR RS |

. : { ' '
At such assessment centre, impersonal skills, communicating ability, ability to

organize and plan and such other traits are measured. Personal interviews and projective
tests are taken for assessing work-motivation, career-orientation and dependence on
others. Paper and pencil are used for evaluating intellectual caparﬁi:ity.

2. Human Resource Accounting : Human resource accounting deals with cost
and contribution of human resources i.e., employees to the ergan\'_izatien. Cost of the
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employees. includes cost of manpower, planning, recruitment, induction, -placement,
training, development, wages, benefits etc. Contribution of human resources -is the
money value of employee productivity or value added by emp oyees Dn‘ference between

cost and contribution will reflect the performance of the emp oyees in the organlzatlon |
Employee performance can be taken as positive when the contribution is more than the
cost. Employee perforrnanoe can be taken as ‘negative, when the cost is more than the
performance This method of measurement of employee pertormanoe Is still in-the
transmonary stage and hence it |s not popular at present |

lr"

3. Behaviorally Anchored Rating Scales (BARS) : This method combines the
elements of the traditional rating scales method and critical Incidence method. BARS
are the desorlptlons of varlous degrees of behavior relatlng to epemflo performance
dlmenSIone Usuhg BAHS jOb behaviors frorn critical incidents, the most effective and
unetfectwe behawors are desonbeo more objectlvely This, method uses employees who

O T, s gt et aRpe g,

are tamihar wnh a partloular jOb to ldentlfy |ts major oomponents Then the rater, observes

i

behav:;;r of the ernployee and oompares these observatlons wlth BARS. In this way, the
employeee aotual Job behawor IS Judged agamst the desired behawor and is given a

particular rank.
veeou S

4. Appraisal by results or MBO : The concept of Management by Objectives
(MBO):was developed by Peter F. Drucker in 1954. Recently MBO has'become an
operational. technique of performance appraisal and a powerful philosophy of
management. lt.is also called. goal setting approach. It is a process whereby the
supervisor and the subordinate managers of an organization jointly identify - its comimon
goals, define each individual’s major areas of responeibility in terms of results ‘expeot_e‘d‘
of him and use-these.measures as gquides for operating ‘the unit and assessing '-.the
contributions: of each of. its members. Thus MBO -involves . appraisal of employee’s
performance against clear;.time bound and mutually agreed job goals. These goals are
tangible, verifiable and measurable. It emphasises on what must be .accomplished
rather than hollv it is to be completed. |

' -l :.E ‘.' - ' ' ! , . . ' N ‘!ir
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. . CHAPTER - VIII . | . . w
.. Motivation.and Morale . '

4 ﬂ' 'q L T E'

1. Meamng, Defmltmns and Nature of Motwatmn |

e MEANING : - I t f
Motivation is psychological technique -of inspiring the-_pér_sonnel to"do their work
efficiently and effectively and co-operate -with the management for the accoriplishment
of the common objectives. Motivation is a managerial function dealing exclusively with

r . . . " . s . . 3 — Vo ' .
the human beings of the enterprise. All other functions of ‘management e.g. careful
planning, systemat:c orgams:ng, efﬂc:ent directing and co ordmatlng ancl effective
controllmg fail to achieve the desiréd goals if the emp!oyees arelnot motivated to co-
operate whole-heartedly. Every business enterprise today is facing three requirements

Vizi 1 W v ' _IE“i ™ k. % o ‘* 1 :: :r'*. ﬂ-.'l:l. .

i) To increase-production. . |

.. , _ : N e I TN X
iy  To secure employees’ satisfaction and R AT S CIRSE 2.

i) ., To.minimise or curtail conflicts between employees and employer.

“ “Thése three objectwes can be achieved only by treatlng the employees as hurran
beings and winning their heart. Peter Druéker says, “Human bemg is the: central the
rarest, the most precious capital resource of our lndustr_le_t_l.stoc[ety,’l’.._

e Nature of Motivation : T R
From the definitions given above, the following inferences can be derived about the

nature of motivation : I L T

1. Motivation is an inner'feeling which energizes 'individuais 'toiput in "best of their
efforts and work more.

2. Motivation produces a profound influence on human behavior so that their behavior
is directed towards the accomplishment of the enterprise goals.

3. Motavatlon may be positive or negative. Positive motivation means prwisnon of
addltional pay and allowances, incentives, praise etc. in order to induce the
'employees to show their satisfactory” work- perfc:rmance‘Negatwe ‘motivation
' .emphasises penalties and puiishments on those for fatlmg to perform their work

as expected. 7 - ¢ T - 0T A aedi e A
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Motivation means bargaining Behavior in what.people Do. Motivation is WHY they

R T

do it. Motivation focusses on workers and erganlsattens endeavouring to final
I TITE i

PR .
what payouts (tnducements) to workers in: exchange ter what 'degree of cooperation
| (Centrlbutlens) from workers will be satlsfactery to both the partles

'-'*I"I' L'}:H' ﬂ] L I'-'-' 1 h‘: f! t'.‘.i !—;‘ --.. i#!*'jlitl 1.-‘_’3' Inn."'b -t"’t Y
4.  Therefore Motivation is a preblern of arriving at cempensatten to workers that will
coax them the output that is required. e gl

5. ... Motivation is a complete process so that the needs of the employees are fully met

and-they have no any unsatishee needs or motives.
- -'rj #

6. * Motivation activises the dermant energles to the ernpleyees by prewdmg various

*lncentlvee and mducernents

- ""*l""- L !'.'I. *
, i

lllll r"

7 Metwatlen s a psycheleglcal phenemenen WhICh generates wnthtn the empleyees
B ,themeelvee |

'1 ! Coe . ' - " e , ) .- ; ; T
---‘ -J- "' -4 k T Iy - 3

Motivation and satisfaction are closely related though they are not synonymous

M-

Cencepts.
' 3 SO b

2. Factors in Motivation : . .. . .. . ... . . o

The managément -must understand thé fmotives that underline hurman activities.
Motive is_an lmpulse for. actren Human mind.is a composite, of. instincts, impulses or

"I..L-F Hdar ¥ s B i - i, . pt\l i

,emetlens. ~Jhe.important. facters that metwate aII individuals are as, follows

R N b

1) Recognitioh 6f individual Status, © BN et T ST T e

2) Security- of job. . TP I IR SE TR

3) .. ..Fair.treatment by.management. e

4) Scope for better prospects. !

5) -Accommodative-or cooperative colleagues. . - .. . o o o

6) Congenial working conditions. ) ;

7)"-Fair wages.

8) Suitable incenttves._ |

é) “Pride tT‘l werk o A oo T
: Selpare LI - e e L T

10) Interest and helpful att:tude of the management in the fare of the werkers Given
ablhty and. aptntude human beings are positively tmpelled by the abeve motivating
factors in the efficient completion of the work allotted to them. ;
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3. Steps in Motivation :

.il. P
- "

" The-management has to take the.following steps in motivating the

subordinates :

1)

2)

3)

4}

o)

6)

7)

8)

Selection : The managemeént has to adopt scientific recruitment policy to select

the right type of persons for the right job and to ensure resp*qns'ibility on their part.
| -
. : *
Proper Communication and participation : The management should devise a

‘process by which the subordinates are properly communicated on matters. such

as.wages, bonus; promotion, working conditions, changes in policies and techniques
of operations etc. and are given an opportunity to participate in discussions:-so as
to enable them to offer their views and suggestions or. express -their doubts on
matters of their intimate concern. Thus ‘there must be a two-way. channel of

communication between the management and employees.'i’

.'i‘-_ e . - i

-Clear.and Courteous Directives : The management -§ht_]li,l|d cul;iﬁaté the art of

giving directives in clear and courteous words so as to create an urge in the
subordinate to work hard in the interest of the enterprise,

Scope for Initiative and Creative Talent : The managemenf should give adequate
scope to the subordinates to show initiative and creative talent in their work

‘performance. o o
. v i

Standardised Procedures : The managernen't should adopt ‘:standard_is.'ed practices
and procedures for counselling and coaching the subordinates. This will create a
favourable spontaneous response from the subordinates.

Objective Evaluation : The management should undertake objective evaluation

Lof the performance of the subordinates according to scientifically designed critena.

Such an evaluation enables the management to recognise the meritorious

e

émployees and reward them properly. ”

Discipline : Discipline may be maintained among the employees by adopting
negative methods of motivation. |

Congenial Working Conditions : The management should provide congenial

working conditions in the factory, office and other operational areas.
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9) Social Security : The management should provide various social security measures

such as'prwident-f.und, pension, u_némplay'ment insurance, sickness and accident
insurance etc. ; - | e

Thus, all these steps contrlbute towards motwatlng the employees -in: improving
'therr perfc:rmance and showing better results

MORALE :

L"!' ¥ LA TR

The team morale has been defined differently by different writers. But all these
definitions revolve .round the attitude of the group 'members 'towards their work and
attitude of the. group for the attainment of the common goals. Morale is the byproduct
of motivation. If refers to the -attitude of individuals and groups -in an organization
towards work environment and co-operation for the accomplishmelnt- of the organizational
goals. it indicates employees’ attitude -towards their work, superiors, fellow, workers,
prestige and status in the organisation as well as to their employees. It represents a
collection of employees’ attitudes, feelings and sentiments.'Some important defiriitions
of morale are : } T

. I |
® Theo Haimann : “Marale s a state of mind and emotmns affectlng the

attitude and- willingness- to work itwhich in turn affects individual and
organisational objectives.

@ Dr. William R. Spriegel : Morale means Co-operative attitude or mental health
. of.a number of people who are related to each other on some bas&s

(WAL " DI

-Thus morale is’an- attitude of . mind,” a state of well-being or ill-being and an
emotional force. It affects productivity, cost! quality, co-operation,*enthusiasm, initiative
etc., It is invisible since it is a state of mind. It is in the mlnds of the people. It is
reflected collectwely by the attttudes and emotions of the peopie It affects wulllngness

to work and co- operate In the achlevement of enterprlse objectwes
I- . ;'l

IMPORTANCE OF MORALE : o

k]

The |mportance of morale in business management need not be overemphasased
Good morale certainly improves the productivity of the employees and reduces the
amount of supervision over them for achieving the desired results Again good morale
avoids any industrial strike. The general experience of the management is that high
employee morale reduces labour turn-over waste, {abour strike and industrial disputes.

High employee morale keeps the employees’ grievances at minimum.
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'!M" ~ Bad morale could result in the following :
. f 3

. Excessive tardiness and absenteei-sm.

. Antagonism towards rules and supervision
lll. Excessive complaints and grievaﬁces.

V. High employee turnover. T =
V. Friction between employees themselves

VI. Alcoholism and accident.

High employees morale gives the following effe'c_ts .
, Willing co-operation towards the organisational obiectives.

i. Loyalty to the organisation and its leadership. |

ii. Good discipline or the voluntary conformance to rules, regﬁlations and orders.

|
iv.  Strong organisational stamina or the ability of the organisation to take it during

times or difficulty.
v.  High degree of employee-interest in the job and the organiéation.

vi. Reasonable display ot employee initiative aﬁd t

vii. Pride in the organisation.
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CHAPTER - IX

Communlcatlon

Communication basically means, exchange of Ideas, ebjectlves mstruetlens
suggestions etc., among the managerial staft and their suberdlnates eperatlng et dnﬁerent
levels of the organisation for the purpose of planning and executing.or_ operating the
business policies.

DEFINITIONS :

LEWIS A. ALLEN defines communication as the sum of all things one person does
when he wants to create undérstanding' in thé mhind of anothier. It is<a bridge -of
meaning. It involves a systematic and continuous process .of telling, . listening and
understanding. | | ' |

T L

THEO HAIMANN defines cemmumcatlen is the precess ef pees:ng mferrnatlenr |
and understanding from one.person to another. It is the process of imparting-ideas and
maklng eneseh‘ understood by others. Cemmunicat;en Iiterally means sharlng of |cleae
in common. But in menagehn{e;t It refers to the exchange of ldeas ebjeetwes
instructions, suggestions etc. among the managerial staff for the purpose of planmng,
executing or operating the business -policies. Communication .is-the function.of the

managers to tell their subordinates what they are required to de,' how to do.
" Communication therefore involves teliirig, listening and under&tanding. It inciudes
transmission and reception of message. Through a proper system.of communication
the management would be able to study the understanding End reaction of the
subordinates and create a congenial atmosphere so that they put their best efforts to

accomplish the organisational objectives.

Communication thus is a process of transmitting information, ideas, directions. etc.
with a view to achieve perfect identity of mind with others in the organization.

IMPORTANT AIMS OF COMMUNICATION :
The important aims of communication are as follows :

a) To inform subordinates about their duties and make them aware of their
responsibilities.

'b) To issue orders, directives and instructions to the subordinates as to what
they should do and how they should do and guide them in their work
performance.
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c) To explain. subordinates the plans and policies ef the

secure better and higher work accomphshment

BTN

enterprlse in erder te_

d)_ To rnetwate the persennel for better preductwlty by prpvtdlng varleus mcentwes

and mdueements

.e) To receive suberdmates suggestlens OpInIDﬂS :deas, gnevances etc. and

deal with them suitably.
ELEMENTS OF COMMUNICATION :

Communication consists of the fetlewing elements ;

) | Sender (cemmunlcatpr) The persen whe mtends t

Is known as eernmumeator or speaker

L), Message ; Centents of cemmumcatlen such as

e transmlt mferrnatlon

erders mstruetlens

suggestions, reperts mfermat:en ideas, speech mtended te be passed on.

i) Cemmumcatlon channels : The media by which the mfermatlen Ideas, etc.

are passed frem the sender 1o the recewer whleh serves as a link. Such

channel may be formal ‘or informal.

iv) Receiver : Person who receives the information.’

v) Response or feedback : Effect of information transmitted. -

TYPES OF COMMUNICATION :

Communication may be classified into different categertes

. Classification on the basis of organizational structure or relatlenshlp

a) Formal communication.

b) Informal communication.i .. .. o e

I Classification on the basis of flow of direction.
a) Downward communication ﬂ
b) Upward communicatien
c) Horizontal or lateral or SIdeward cemmuntcatien

d) Dlagenal cemmumcatlen

lil. CIassnflcatlen on the basis of metheds or med|a used or

L

a) Oral cemmumcatlan

i
-

b

b) ertten cemmunlcatlen

T - "
- .

c} Gestural or non-verbal communication
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BARRIERS TO COMMUNICATION

Communlcetlen serves as the Iubrlcant fostering for the smooth operations of

management process. Its efficient flow in all directions become absolutely essential.

But in practlse all meseages are not transmitted or received as smoethly and effectively

as possible. Certaln barnere ere experienced in between. They could be

1)

10)

Physucal barriers namely dlstanee, time and noise. o

Personal barriers such as attitudes, opmlens Judgement capacity, social values,

L
inferiority complex, prejudiced mind, suspicious nature, mebllity to communleate

Semantlc or language barriers : Semantic is the science -of meaning. Most of the
communications is carried through symbols or words spoken or written. Since
same word or symbols carry different meanings they may not covey the same

| meamng to the sender or receiver. Similarly language used may not be fully and
clearly understood. |

Orgaﬂlzatlen structure bartier : Complex structure ef the erganlzatlen introduces

rigidity and causes delay in the transm:ssaen of mfermatien
Status and position barriers

Inadequate attention barrier

Emetional attitude barrier .

Premature evaluation barrier

Resistance to change barrier

Lack of mutual trust

ESSENTIALS OF GOOD COMMUNICATION :

-
-l

In order to get desired action from the communic’ator‘the'clemmunicatien should

possess following essential requirements.

1)

2)

. Claritjf of thought : |dea to be communicated must be very clear e’hd unambiguous,

easily understandable. The process of communication will be complete and effective
only if the receiver understands it.

rall - n . e ' - oW - L

Consistency : Contents of communication should be consistent. If for eg. it contains
orders then they should be consistent with its ebjective.hl'f the message contains
suggestions there should be logical sequence.
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3)

4)

5)

6)

Actions more important than words : The gblden rule tb be observed here is
that action take priority over words in all mmrnunicaltic-ns.I

Participation : Communication to be effective should involve participation of both

communicator and communicatee. It should be two way channel giving and receiving
information. It is an art of hearing the other side and taking necessary action
afterwards. |

Proper transmission : Many times the communication does not reach thase for
whom it is meant. This resuits fn failure of communication. Therefore the
communicator must plan cautiously as to what to communicate and how best to
communicate. The communicatee should alsc be able to know the purpose of

" communication and interprete "correctly.

|

-Proper channel : The communication channel should be proper depending upon

the nature and purpose of .the message to be conveyed. Orders should pass
through every stage of the line of authority.

Cordial relation : Communication should be so planned as to motivate the
subordinates to act upon it. It should not hurt the feelings of the communicatees.
It should create friendly relations between the superior and tEhe subordinates. For
this purpose, the management should be good enough to operate it effectively
and efficiently. In other words, good communication requires good management
but good communication is not a substitute for good management.

Managers need timely and accurate information in order to make sound decisions.

Management information system (MIS) provides information needed by the manager to

administer an organisation and to take decisions. Though MIS was originally developed

for large business, it has application in all organisation and on all its area of management.

|

r,_ A management information system (MIS) is defined as “as computer system,
b Integrating equipment, procedures and personnel that develops and provides information
( used by management for decision-making”. An effective combination of personnel,

equipment and computer system is essential for the proper functioning of a MIS.

75



Books Referred

| Human Resources

SI. D T . e o .
NG Book Title™ "~ "Author Publisher
I N P ET JETIN TR ' ) . i T .4' S ,.-;
1. Perscmal Management C S. Venkata Hatnam & Hlmalaya |
_'ah'd - B B K. Srfvasuiava F’ubllshlng House

2. Personal Management | C.B. M;mona Hiﬁhalaya

N I | | 'Publlshmg Hmuse !
- At e re TR | De!hl

- 3. | Personal Management - C.M.Muniramappa & Excel_Publishgrg_

& Industrial Relations

A. Shankaraiah

New Delhi_.

{g4| Human Resource . | R, Sharma Laxmi Narayana .
o Development ., . .Agarwala . _'
| “Educataon N
| Publishers, Agra
5. Managtng Pe;)ple }._ZS.P. é_a‘ap_* | Excel I?ub_ll:s,hers
| ) L ! | _Ne;v_'DéllhiL

Human Resource =

| Development -

| K.D.Basava

- AK.Basava

Vidya. Vani - - -

- Prasanna

Publishers

Hubli

Human Resource
Development

~G.B.Baligar--. -~ -

Ashoka
Publishers
Hubli

76




" The Electricity Act, 2003




THE ELECTRICITY ACT, 2003 - BRIEF NOTES
INTRODUCTION ;

Purposé of t-he Act -:‘

Electricity Act, 2003 was enacted by the parliament in the 54‘{‘,yeay of the Republic
of India with the following objectives: f

1. To consolidate the laws relating to Generation, Transmission, Distribution, Trading
and use of Electricity.

2. Generally, to take measures conductive to the development of electricity industry
such as:

a) - Promoting competition in the Electricity Industry.
b) F’rc;tectiﬁg the interest of con_sume.rs c;f elec’;_ricity.' |
' '¢) Supply of electricity to all areas.
d} Rationalisation of electricity I?‘riﬁ‘.
e} - Ensuring efficient and environméntally__ favourable policies.

f)  Constitution othCentré Electricity Authority, Regulatory Commission and

establishment of Appellate Tribunal to regulate and monitor the electricity
industry. o o o
Rep_éaliand Savings :
The Electricity Act, 2003 has repealed (quashed) the following Acts on.EIect.ricity:
"a)  The Indian Electricity Act, 1910 |
. b) IThe Electricity (Supply) Act, 1948 and
C). "l;he Electricity Regulatory Comﬁ.'l_“ié'éians Acf, 1998:

However, .the Act saves the things ddng or action taken already under the above

repealed Acts and as well as certain enactments like the Karnataka Electricity Reforms
Act, 1999 to the. extent of there being inconsistency with its own provisions.
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The Electricity Act, 2003 extends to the whole of India except the state of Jammu
and Kashmir. However, Section 184 exempts the application of the Act to the M:nlstry
or Department of the Central Government dealing with Defence, Atomic Energy or such

2. A e . ""fg-ﬁ, i

other similar ministries.

Nécessity for enactm'ent of the Electricity Act, 2003 :

The electricity supply industry in ‘India was hitherto governed by 3 enactments

namely : - - : AR SR T AR

a) The Indian Electricity Act, 1910.
b} .The Electricity (supply) Act, 1948. |
¢) The Electricity Regulatory Commissions Act, 1998.

The Indian Electricity Act, 1910 created the-basic framework for electric supply
industry in India which was then in its infancy. The Act envisaged the growth of electrical
" industry through private Licénsees. The Licensees could supply electricity in a specified
area. The Act created the legal framework for laying down of wires and other works
relating to supply of electricity. o

The Electricity (Supply) Act, 1948 maﬁdatea the creation of a Staté Electricity
Board. The State Electricity Board had the legal responsibility of arranging the supply
of electricity in the state. Further, as the electrification was limited to cities, the state
electri'city boards had to shoulder the responsibility of extending electricity supply in the
state rapidly. Accordingly the state electricity boards through the successive five year
olans undertook rapid growth expansion by utilising plan funds.  +* .,

|: ne 4 !

Over a period of time, however, the performance of SEBs de'terioiatt{ag 'substanttally
on account of various reasons. The tariff fixation has béen dohe by the State
Governments though the power to fix tariff vested with the SEBs. Cross subsidies
reached unsustainable levels. To address this issue and to provide for distancing of
government from determination of tariffs, the Electricity Hegl:llatory Commissions Act,
1998 was enacted. It created the CentraliElectricity Regulatoty Commission and has
an enébling provision through which the state governments can create a State Electricity

Regulatory Commission.

Some state governments have been unhdertaking reforms through their own Reforms
Acts.” These reforms have involved unbundling of the State. Electricity Boards into
separate Generation, Transmission and Distribution compariies through transfer schemes
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for the transfer of assets and staff into successor cempanles These State Reforms Act

envisaged unbundling/corporatisation of SEBs. ,
T T T

With the pelicy of encouraging private sector participation in Generatien
Transmission and Dretrlbutlen and the objective of distancing the regulatory
responsibilities from the Government to the Regulatory C_emmmsrens, the need for
harmonizing and rationalizing the ‘provisions of the 1.E.Act, 191 0;, E.(S) Act, 1948 and
ERC Act, 1998 in a new self contained comprehensive legisiation arose.

F

- -

Accordingly it became necessary to enact a new legislation for regulating the
electricity supply in'd_ustry in the c¢ountry which would replace the etxisting laws, preserve
its core features other than those relating to the mandatory existence of. the SEB and

the responsibility of State Government and SEB with respect to regulatrng Licensees.
F

Also there was a need to provide for newer c’encepts like power trading and open
accéss and to obviate the requirement of each State Government to pass its own
Reforms Act. - | | S "

S

In view ef the abeve the Electrlcrty Act 2003 1S enacted

m
1. SHORT, TITLE, EXTENT AND COMMENCEMENT.

2. DEFINITIONS s e S 5
(Section 1 and 2 of the Act to be referred)

i - ..I" o .

L] - i '-i'

PART II

‘T A -..i- s Lo e ;“1’:"1

. mm' M 'r ' - .

NATIONAL ELECTRICITY POLICY AND PLAN

Under the Act, the Central Gevernment shali have to form nationat electricity policy
and tariff policy so that: N T S N |
1. __The pewer system is develeped based on eptrmum utrllzatlen of resources.

2. Rural areas are permitted to have stand alene systems based on renewable
sources and energy and non- -conventional sources of energy
3. Buk purchase-and local distribution in rural areas through panchayat institutions,

- £
co-operatives etc.

4. Supply electricity to all areas including villages and .hamlets. = 3
(Section 3 to.6 of the Act to be referred) ;
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PART -IV"
LICENSING

- No person unless authcarlzed to do SO by a Llcense |ssued by the appropriate
commssnon can transmit or drstrubute or undertake trading in electrlmty

- (Section 12 to 24 of the Act to be referred)

PART -V .
TRANSMISSION OF ELECTRICITY

As péi’ the Act, there would be a Tiransmiss":idn utility at the central as well as state
level, which would be a Government company and have the réspdnsibi-lity of énsuring
that the transmission network is developed in-a-planned and coordinated manner to
meet the requirements of the sector. The load dispatch function could be kept with the
transmission utility or separated. In-the case of separation of the load dispatch function
would have to remain with a State Gwernrﬁe;nt organization or company. |

The Act also provides for private transmission Licensees. The Act provides for
open access in transmission from the onset with the provision for surcharge for taking
care of current level of cross subsidy with the surcharge being gradually phased. out.

(Section 25 to 41 of the Act to be referred)

PART - VI
DISTRIBUTION OF ELECTRICITY

The Ac provides for the followmg L AR

1. Distribution Llcensees ‘would be free to’ undertake generation and generating
companies would be free to take up distribution as a Licensee. |

! » fl'

.  The State Electrlr.:lty Flegulatory Commlssuons ‘may permit open access in
dlstnbution in phases with surcharge for :

a) current level of cross subsidy to be gradually phased out along with cross
subsidies and

b) obligation to supply -

3. Standalone systems for rural and‘remote areas would be permitted.
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4. Decentralised management of distribution through panchayats, user aeeeciatiene,
co-operatives or Franchisees would be permitted. |

(Sections 42 to 51 of the Act to be referred)

.
—_—-— —rr——

TRADING ACTIVITY

r = 5 errer—-
=

In the Act, trading as a distinct activity is being recognized with the safeguard of

the. Regulatory Commigsions being authorized to fix celllngs en trading margins, if
necessary. |

i
Where there is direct. commercial relationship between a ceneumer a -generating
company or a trader, the price of pewer would not be regulated a? only the transmission

'

and wheeling chargere with surcharge would be regulated 1
i

(sectren 52 of the Act to be referred) |

PROVISIONS WITH RESPECT TO SUPPLY GENERALLY

;1-:*.

The Act prevrdee for taklng measuree for the persenal safety frem electrical injuries,
supply of electrrclty threugh a syetem confrrmrng to epeerflcatlene inspection by
authorised persons, control of transmission and use of eleetrlr:lty, energy accounting,
disconnection of supply in default of payment etc.

|
|
|
(Section 53 to 56 of the Act to be referred) . t
!

i
CONSUMER: PROTECTION
. - |
STANDARDS OF PERFORMANCE
|
The Act prewdes for standards of perferrnanee of chensee deviation ef which by
the Licensee will attract penalty, preseeunen ‘and cempensatlen Iuablhty

. Also the Act provides for avoiding market domination by a generating company or
Licensee. | |

(Section 57 to 60 of the Act to be referred)
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. PART - VII -
TARIFF
The Act provides for determ'inatien'ef"té_r'iﬁ to achieve’
1.  Commercial principles of operation in supply of electricity.

2. Encourage competition, efficiency and economical use of resources and optimum
¢ Jnvestments.

3. Safeguarding thé corisumer interest and at the sanie time recovery of cost. of
supply. o

4. The' tariff to reflect the cost of supply and reduction of cross-subsidies.

5 " Promotion of cogeneneratien and r_enewable- seu,rCee ef zener.g;.l

6. To-conform to national electricity pe,[icy and tariff policy.

(Section 61 to 66 of the Act to be referred)

PART - IX
CENTRAL ELECTRICITY AUTHORITY
The functicns 6f Central Electricity “Authiority ‘is'of advisory nature and specifying
grid standards. -

(Section 70 to 73 of the Act to be referred)

PART.:XV.
SPECIALICOURTS

o Fer epeedy trlel ef effences epemal ceurts ‘may be formed by the State Government
Every effenee punlshable under, Sectlens 135 to 139 shalld b,:?f“?“.b'e enly by the Special
Court within whese jurisdiction such eﬁence has been committed. The Special Court
shall be deemed 16 be a Ceurt of Séssionand shall-have: all- powers of a-Court of

Session.
(Section 153 to 157 of the Act to-bé'reférred)
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COMPANIES ACT 1956 - BRIEF'NOTES

Company - Mean’ing and Characterietics

Company - Its meaning : | | o

A company is a voluntary association of persons formed for some common purpose,

with capiial divisible into parts, known as shares and with a li'mited liability. It is a

m‘_*.-

creation of Law and is sometimes known as an artificial person with a perpetual

- e et il

succession and a common seal. A company has no body, no soul and no conscience.

¥

Company ~ Its nature and characteristics :

A company has a separate legal entity

A company has an mdependent cerperate exuetence and |s regarded as an enttty

separate frem !’[S members. A hember of the cempany cannot be held hable for the

-— — —— = —epe—— —_— - tr— —

acts of the eempany even if he holds virtually the entire share capltal The company’s

meney and preperty belong to the company -and not to the shareheiders (although the

sharehelders own the company)

Liability of the members is limited : o

I
In a company limited by shares, the liabitity of members is limited to the unpaid
value of the shares. |

In a company limited by guarantee, the liability of members is fimited to such an
amount as the members may undertake to centrtbute to the assets of the company in
the event of its being wound up.

.06 /’3 wall) E

Is company a citizen ?

Aithough a company is Tegarded as a legal person, it has no fundamental rights

e B

under the _Cenetltutl_en. It can however ‘claim the protectten of those Fundamental

Fiighte which are available to all persons. whether citizens or net' But it cannot claim

- the protection of these Fundamental thhts Wwhich are expressly available to citizens

kel

only. Although.a company cannot be a citizen, it has a nationality and residence and

ey raiffr-aRE—-

T e

its nationality is primarily important in connection with taxation. ., .
: ~ . ———— TR “ |
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Distinctipn ‘between company. and partnership.:

1)

5)

o tp eentrtbute tpwards payment et the _partnershtps debts and ||abtt|ttes

8)-

10)

A company is regulated by the Companies Act 1956, while a partnerehlp 1S
gpverned by the Indian Partnerehtp Act, 1932, L

A Company comes Into exustence after regtetratton under the Companies Aet

1956. Ftegtstratlpn 1S net cprnpuleery in case of a partnerehtp

The members of a cempany are not perepnallv liable for its contracts: debts or

e

for. wrongs done by it; whilst the members of a partnership are.

"-——-"_1 —_ _H___,.—I-lﬁ

4

| 'The property pf a t:prnpany belonge to the cempany anc:l npt to ute

tndwtdual members or shareholders whereas the property of a partnerahtp firm

is the joint preperty of the partners whp are epllectwetMe 1t
' rq._..-'

The Irabtltty of members of a company to contribute towards satistaction pt the

: _"""I"'t'‘l!""l"'l'’2“""""""""'ill y B ""f_"'vr-ﬁ"'ﬂ‘iﬂ"'-ﬂ-———-—-—-ﬁ-ﬂr‘ '

cprnpanys debts and Itabtlme_e lS Itmtted whereas partners are 'Itable wﬂhout imit

o —~ __--—l--ll.-ui_l-q'!"--"

The affairs_of a-company are managed by its directors,. or. managing_director or

manager and its members have no right to. take part in the management. On the

other hand every member ef a partnerahrp may take part in its management

unless the partnership agreement prpwdee otherwise.

. . i feo )
= - * - = [} - - H _. .F *

‘Shares |n a cempany are freely transterable and the transferee beeernee a member

ot the company and succeeds to aIl the rights of the transferor. A partner cannot

b " B el . H'-"i-"—"“l'l‘—l--lh-.u-ﬁ

transfer his share in the partnership provided the partnership agreement does not

provide otherwise.

Each partner is an agent of the partnersnip firm whereas a shareholder is not an

agent of the company.

A partnership firm can do anything which the partners.agree to do and there s

no limit to its activities. A company's powers are limited to those allowed by the

objects plause_in the Mernerandum of Association.

A partnership may be dissolved at any time by any partner and every partnerehrp

gl BT o e S

will automatically be dissolved by the death or meptveney of a partner. Ac company

—— —y T EEp —

*hae a perpetual existence. No personal circumstance aftecting a member-such as

q--l'—-""’_--"

death, tnsatvency or-unsoundness of mind will -affect its existence.
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11) The maximum number of partners in a firm carrying banking business can be ten

and in any other business is_twenty. The maximum number of shareholders in a
—— -ﬁhw L

private_ company is fifty. There is no limit in case of a public _company.

T

12) 'Partners may make some arrangements among themselves. But in case of

company, some arrangements between its members are not allowed.

Corporation - its meaning :

A corporation is an association of individuals so ‘constituted in law as to be invested

with an independent collective personality. Subject to certain qualifications, it is capable

of holdlng property, mcurnng debts, and suing or being sued in the same manner as

T e, — - Pl ——

e
-

an ordinary person.

Lifting of corporate ve:l'

The company has a corporate personality which is distinct from its' members. But

over a period the abuses of this corporate personality became appail;?ntr;l'sge courts
UN

have lifted 'the veil in order to see that corporate personahty is not blatantly used as

w—-—-—l-____ —- PSS el ST S

a cloak for fraud or improper_conduct. When a beneflt is mlsused the Court 1s not

___-.,....-—-—u——-

pdwerless and it can lift the veil of corporate personallty to see the realities behind the

veil because in so doing the court subserves the important public interest, namely, to

arrest misuse or abuse of benefit conferred by law.

Distinction between a Public Company & Private Company

/ Public Company

Private Company

The minimum number of persons
required to form a public company Is
seven - F - wor

)]

The minimum number required is two
1

There is no restriction on maximum
number of members

ftty

The maximum number should not exceed

e -l — g el P el e ey m——

Must have at least 2 ¢ dirg_acto[s

Must have at least 3 directors

il il

The directors must file with the Registrar
| a consent to act as directors

The directors need not do so.

| Invites general publib to subscribe for the
shares or debentures

Prohibits any -such invitation to public

The shares are freely transferable

the Articles.

The right to transfer shares is restricted by

Does not enjoy any special privileges

Enjoys some special privileges
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Limited Company :

a) Cbm‘paniaé limited by shares :

These are the most common type. In such companies, the liability of the members
of a company is limited by t'_h.e Memorandum to the amount, It any, unpaid on the
shares. - | |

b) Companies limited by. guarantee :

Where the Ilablhty of the members of a company is limited by the Memorandum'

—m——_-pl--ﬂ_—h n-nrl-.-—_.__,

to a fixed amount which the membars undertake to contnt;_u_te to the assets of tije

aniple-b

company in case of its winding up. Companies limited by guarantee are not formed for

the purposa of profit but for the prc;motion ot art, culture, charity, sport, commerce.or
for some similar. purpose. |

Unlimited ‘company :

A company \ without limited llabillty s _k known as an unltmsted _company. In such a

_u--r-—"'"{""""""'-'

company, there is no limit on the Ilablllty of its members Le., every member is liable

for the debts of the company, as in an ordlnary partnershlp, ln proportlon to hIS interest
in the company.

Government Company,: .,

A company in which not less than 51 % of the paid up share capital is held by the

e o aa
sl———— S gl g =]

Government and partly_by.one or more State Governments

Foreign Company :
A company incorporated outside India which
a) After 1.4,1956 established a place af business within India or
b) Before 1':'.'4.51"956 establiahad a'nlacei of business within ‘,,Inciiia and continued to
; have an established place of business within India on 1.4.1956.

Where not less than 50% of the paid up share capital of a foreign'company having

ari ‘established place of business in India is held by one or-more citizens. of India or/
and by one or more Indian companles smgly or jmntly, such company shall comply w:th
such provisions as mayr be prescribed &s if it were an Indlan f*ompany o
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Holding company : 7, ~%weve e ot sl oL .
. ) | |
A company is known as the holding company of another company if it has control

over that other company.

. [N 1 o , . o, ot

Subsidiary Company : R ;-#J_,.;éffi{’: .

a) A companyis known as a subsudlary of anﬂther company when control is exercised
by the latter over the former. |

() ‘The controlling company controls the composition of Board of Directors of subsidiary
company.

c) The controlling company holds more than half the nominal value of equity share

capital of subsidiary company. ‘

d) A subsidiary companhy can have another subsidiary company under its control and
both the subsidiary companies can be under the control of the Holding company.
| ' TR ' ~ : , .

Memorandum of Association

"y i,.

It is the fundamental document of the company. It is the charter of the company
and it defines its powers. It lays down the area of operation, regulates the external
¢
affairs of the company in relation to outsiders. It defines the relationship of the company
with the outside world. It enables the shareholders, creditors and those who deal with
the company to know what its permitted range of enterpnse 1s. it shows the object of
the formation of the company and also the utmost possible scope of it. _)
Memorandum of Assaciation must be
a) printed
b) divided into paragraphs numbered consecutively and

c) signed by seven subscribers

Purpose of Memorandum of Association :

1) The prospective shareholders know the field in, or the purpose for wh'ic:h their

money Is going to be used by the company.

2)  The outsiders who deal with the company should know with certainty as to what
the objects of the company are .
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Contents of Memorandum of Association : ST BT R

1)  The name of the company with ‘Limited’ as the last word in case of publlc limited

company and Wlth ‘private’ limited’ as the last word in case ef private Ilmtted
company.

=i

2) The state in which Registered office of the company is; "~ R T I

3) - The objects of the company i.e., main objects, incidental objects and other objects.

4) In case of a company limited by shares or by guarantee that the’ liability ‘of its
~ members is. limited.

5) 1In the case of a company having a share capital, the amount of share capital with
which the company is to be registered and the division thereot into shares of a
fixed amount.

6) The Memorandum cencludes with an ‘Aseematlen clause’ which states that the
| subserlbers desire to form a company and agree to take shares In 1t

Doctrine of ‘Ultra-vires’ :
M : .!.'-. : '”_ : ' in_‘ ‘;
Ultra-vires is doing of an act beyond the legal power and authenty of the company.

If the transaction is outside the scope of the company’s objects, it Is wholly void and
inoperative and will not-be binding on the company.- If the:act is “ultra 'vires the
company, ‘even the shareholders cannot ratify it and make it binding on the company.
AR utra vires contract can never be made binding on the company. X

Articles of Association :! ~¢* |

.r
-

These are the Rules, Ftegulatlene and bye -laws for the internal management of

the affairs ef a company. They are framed with’ the ebject of carrymg out'the aims and

ebjeete of the Memorandum of Association.

Contents of Articles of Association :
They contain provisions relating to the following:

1)  Share capital, rights of shareholders, variation of :these rights, payment. of
commissions, share certificates.

2)  Lien on shares.
3) Calls on shares.

4} Transfer of shares.

92



5)  Transmission of shares.

6) .Forfeiture Jof shares.

7) Cénversion of shares into stock.
8) Share warrants. |

9y  Alteration of capital.

10) General meetings and proceedings thereat.

11) Voting rights of members, voting and poll, proxies.

12) Directors, their appointments, remuneration, qualifications, powers

proceedings of Board of Directors.
13) Manager or Secretary.

14) Dividends and reserves.

and

15) Accounts, audit and borrowing powers.

16) Capitalisation of profits.
17}  Winding up.

Distinction between Memorandum and Articles

Memorandum of Association

Articles ofiAssociation

It is the Charter of the company indicating
the nature of business, its nationality and
its capital.

They are the regulations for the internal
arrangement and management of the
company |

It defines the scope of the activities of
the company

They are the rules for carrying out the
objects of-the company

it is the supreme document

It is subordinate to the Memorandum

Every compény must have its
Memorandum

A company limited {by shares need not
have Articles of its u?wn

There are strict restrictions on the
alteration of the Memorandum

They can be altéred by a special

| Resolution '

Any act of the company which is ‘ultra
vires the Memorandum’ is wholly void and
cannot be ratified even by the whole body
of shareholders

Any act of the con'f;pany which is ‘ultra
vires the Arlicles’ (Lfiut IS intra vires the
Memorandum) can be ratified by the
shareholders.
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