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                                                                     Steps in the Controlling Process 

To control the activities in the organization, the manager has to follow certain steps which are as 

follows: 

1. Setting performance standards:  

 Standards and targets have to be set for the performance. It is to be set in definite and 

measurable terms so, that actual performance can be compared with standards 

performance. 

 It can be set in both quantitative as well as qualitative terms. 

 It is important that standards should be flexible enough to be modified with the changes 

taking place in the internal as well as external environment. 

Examples of standards:  

Quantitative standards 

To achieve a target sale of Rs.  25 lacs 

To increase the number of customers by 10% 

To produce 5,000 units in a year. 

Qualitative standards 

To improve motivational level of employees. 

To Improve quality of products and services. 

To Improve image of the business. 

 

2. Measurement of Actual Performance:  

 The measurement of actual performance is done on the basis of pre-determined standards.  

 The performance should be measured in the same unit in which standards are set, as it will 

be easier to do comparison. 

 Various techniques for measurement of performance like personal observation, sample 

checking, performance report etc. may be used depending on the nature of work. 

Nature of work Suggested techniques for measurement of 

performance 

Measurement of an employee’s 
performance 

Performance appraisal report of an employee 

prepared by his superior. 

Efficiency of production Determine the number of pieces produced and 

count of defective pieces in a lot 

Quality of output Personal observation; Random checking  
 

 

3. Comparison of actual performance with standards: 

 Such comparison will reveal the deviation if any. 

 If the actual performance is more than planned performance, deviations are said to be 

positive or vice versa. 

 For example: the financial activities in an enterprise are controlled by comparing the actual 
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cost of production with the budget cost to measure the effectiveness of such activities. 

 

4. Analyzing Deviations:  

Once the deviation are identified it is important to analyze them through: 

a. Critical Point Control:  

 All the deviations may not be significant. 

 Moreover, it may be neither economical nor easy to monitor each and every activity in the 

organization. 

 Therefore, every organization identifies and states its specific key result areas (KRAs) or 

critical points which requires greater control and are likely to have a significant effect on the 

working of the business. 

 Any deviations on these points are attended to urgently by the organization. 

 Like, if the expenditure on refreshment of workers goes up by 10% it can be ignored but if the 

production cost goes up by 5% it may call for managerial action. 

 

b. Management by exception: 

 It is the principles of management control which is based on the belief that “if you try to 
control everything, you may end up controlling nothing. 

 Therefore, only significant deviations which go beyond the permissible limits should be 

brought to the notice of the management. 

 For example: the output defects upto 2% may be considered acceptable but if it goes up by 

5% it may require managerial action. 

 

5. Taking corrective action: 

 This is the final step involved in the controlling process. When the deviations are within 

acceptable limits no corrective action is required. 

 However, when the deviations go beyond the acceptable range, especially in the important 

areas, it demands immediate managerial attention so that, deviations do not occur again and 

standards are accomplished. 

 Corrective action might involve training of employees, buying new machinery, increasing 

supervision etc. 

 

                                                 Chapter-9- FINANCIAL MANAGEMENT 

                                                                          Meaning and Concept 

It is concerned with flow of funds and involves decisions related to procurement of funds, 

investment of funds in long term and short-term assets and distribution of earnings to owners. In 

simple terms it is concerned with optimum procurement as well as usage of finance. 

 

                                                                    Role of Financial Management 

1. Size and Composition of Fixed Assets: It depends directly upon investment decision, that how 

much total capital company is planning to invest and what will be the proportion of fixed assets in 

the company. 

 

2. Amount and Composition of Current Assets: The financial manager in a financial decision decides 

about the amount of current assets required and its break up into cash, inventory or receivables. It 



depends upon various factors such as amount of fixed assets, credit policy of the company, inventory 

management etc. 

 

3. The Amount of Long-term and Short-Term funds: The amount to be raised for long-term as well 

as short term depends upon financial management. Here is a choice of liquidity and profitability with 

the firm. The firms Which have policy of liquidity prefer to have more of long-term finance. 

 

4. Break up of Long-Term Financing into Debt and Equity: Through Financing decision under 

Financial management firm can decide about the ratio of debt and Equity into total capital of the 

company. 

 

5. All items in the profit and loss account: Financial management decisions affect each and every 

item in the profit and loss account. For example: higher debt brings higher interest payment as well 

as more investment in fixed assets will increase depreciation expenses for the firm. 

 

                                                                Objectives of Financial Management 

Broadly the objective of Financial Management is divided into Profit Maximization and Wealth 

Maximization Profit Maximization:  

 It is the primary objective any business. It means that each and every decision that is taken in 

the business should be after considering the effect on profit.  

 The financial manager also should take each and every decision in a manner that the profit of 

the organization gets maximized.  

 But there is fact, that it cannot be the sole objective rather it is a limited objective.  

 Profit maximization objective is too narrow, it doesn’t take into account the social 
consideration, it doesn’t take into account the various obligations, the interest of workers, 
consumers, society, ethics etc. all these factors are Ignored and if a company ignore all these 

important aspects then they cannot survive long.  

Wealth Maximization.  

 It is the increase in the net present value of economic profit of the firm. It is about the 

increase in the value of return of the shareholders. 

 Wealth maximization is influenced by many factors, such as Growth in sales, investment 

decision, financing decision etc.  

 This objective of maximization of wealth of Equity Shareholder automatically fulfills many 

other objectives.  

 As equity shareholders get share from residual income only, i.e. they are given dividend only 

after the claims of Suppliers, employees, lenders, creditors and any other legitimate 

claimants.  

 The objective of increase in value of equity share does not mean that finance manager should 

involve in manipulative activities to bring rise in price. The rise in price must come with the 

growth of the firm, with increase in profit of firms and with satisfaction of all the parties 

associated with the company. 

 

                                                                           Financial Decisions  

These are the decisions concerning financial matters of a business firms. Its aim is to maximize 

shareholder’s wealth. Financial decisions are of three types: 
                                                              



 

                                                               Investment Decisions 

 In investment decision, finance manager takes decision regarding, whether to invest or not, in a 

project under consideration.  

 For this purpose, estimated inflows of the projects are compared with the estimated outflows.  

 If the estimated inflows are greater than the estimated outflows, then only financial manager may 

take decision to invest.  

 The firm may invest its funds in acquiring fixed assets as well as current assets.  

 When decision regarding investment in fixed assets is taken it is also called capital budgeting decision. 

 Decision regarding investment in current assets is known as working capital decision. 

 

Capital budgeting decision are considered as very important decision because of the following reasons: 

1. This decision affects the long-term growth of the company.  

2. Investment in long-term projects involves huge amount of funds, so it is to be taken after considering 

various factors and planning.  

3. This decision also involves huge risk as return comes in the long run and company has to bear risk for long 

period of time till the return starts.  

4. As the decision involves huge funds and heavy costs, so decision once taken can’t be reversed back as 
reversing the decision may result in heavy loss and wastage of funds. 

 

Factors affecting Investment/ Capital Budgeting decision: 

1. Cash Flow of the Projects:  

 When a company is investing huge funds in an investment proposal it expects some regular amount of 

cash flow to meet day to day requirement.  

 For this, company has to consider the following important points:  

 a. Is the company able to arrange the required fund (outflow) for the project? b. Is inflow of the 

projects is greater to cover up the outflow.  

 

2. Rate of Return:  

 It is the most important criteria to decide investment proposal is the rate of return, which will bring 

return to the company in form of income.  

 The company should select the project which brings more return.  

 It should be considered that rate of return from the project should be more than the cost of the 

project.  

INVESTMENT DECISION 

• Capital Budgeting Decision 

• Working Capital Decision 

Financing Decision 

• Debt 

• Equity 

Dividend Decision 

• Retained Earnings 

• Dividend decision 



 Rate of return from the project should be more than risk free investment also. 

 

3. Investment Criteria:  

 Investment criteria are the norms for making investment.  

 Apart from the above two factors there are various other criteria which help in selecting an 

investment proposal such as technology, availability of labour, input, machinery etc.  

 The decision to invest in a particular project involve number of decisions, such as project with highest 

return, project with lower cash outflows, project with early inflows and resources available with the 

organization to handle multiple projects. 

 

                                                 Financing Decisions 

This decision is concerned with how much amount to raise from which source of Finance. Sources of finance 

can be divided into two categories: 

1. Owner's fund                                                                                 2. Borrowed fund  

Thus in financing decision the financing manager decides how much to raise from owner’s fund and how 
much to raise from borrowed fund. 

 

Factors affecting Financing decisions: 

1. Cost- The cost of raising finance from different sources is different. Thus the finance manager prefers the 

source with minimum cost. 

 

2. Risk- Finance manager compare the cost of different sources and prefers the source with moderate risk 

factor. However more risk is associated with borrowed fund as compared to owner’s fund. 
 

3. Cash flow position- Companies with good and steady cash flow can afford borrowed fund. But companies 

having shortage of cash must go for owner’s fund. 
 

4. Control considerations- If the existing shareholders want to retain complete control of business then they 

prefer borrowed fund as owners fund leads to dilution of control. 

 

5. Flotation cost- More flotation cost is involved in issue of owner’s fund in the form of underwriter’s 
Commission, issue expenses, broker’s Commission etc whereas borrowed fund involves less flotation cost. 
 

6. Fixed Operating cost- If a company is having high fixed operating cost then it should prefer owners fund 

because borrowed fund involves fixed cost in the form of interest on debt securities. 

 

7. State of capital market- if the capital market is in Boom period then owners fund should be preferred as it 

would be easier to sell shares. If the capital market is in depression period then debt securities should be 

preferred. 

                                                                                                                                                                                      MKR            

 

 


	Untitled

