










96 Business Studies

of that period there is need 
for a new plan to be drawn on 
the basis of new requirements 
and future conditions. Hence, 
planning is a continuous 
process. Continuity of planning 
is related with the planning 
cycle. It means that a plan is 
framed, it is implemented, and 
is followed by another plan, and 
so on.

	 (v)	Planning is futuristic: Planning 
essentially involves looking 
ahead and preparing for the 
future. The purpose of planning 
is to meet future events effectively 
to the best advantage of an 
organisation. It implies peeping 
into the future, analysing it 
and predicting it. Planning is, 
therefore, regarded as a forward 
looking function based on 
forecasting. Through forecasting, 
future events and conditions are 
anticipated and plans are drawn 
accordingly. Thus, for example, 
sales forecasting is the basis on 
which a business firm prepares 
its annual plan for production 
and sales.

	(vi)	Planning involves decision 
making: Planning essentially 
involves choice from among 
various alternatives and 
activities. If there is only one 
possible goal or a possible 
course of action, there is no 

need for planning because 
there is no choice. The need 
for planning arises only when 
alternatives are available. 
In actual practice, planning 
presupposes the existence of 
alternatives. Planning, thus, 
involves thorough examination 
and evaluation of each 
alternative and choosing the 
most appropriate one.

	(vii)	Planning is a mental exercise: 
Planning requires application 
of the mind involving foresight, 
intelligent imagination and sound 
judgement. It is basically an 
intellectual activity of thinking 
rather than doing, because 
planning determines the action 
to be taken. However, planning 
requires logical and systematic 
thinking rather than guess 
work or wishful thinking. 

Planning: the first 
step to management
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In other words, thinking for 
planning must be orderly and 
based on the analysis of facts 
and forecasts. 

Limitations of Planning
We have seen how planning is 
essential for business organisations. 
It is difficult to manage operations  
without formal planning. It is 
important for an organisation to 
move towards achieving goals. But 
we have often seen in our daily lives 
also, that things do not always go 
according to plan. Unforeseen events 
and changes, rise in costs and prices, 
environmental changes, government 
interventions, legal regulations, all 
affect our business plans. Plans then 
need to be modified. If we cannot 
adhere to our plans, then why do 
we plan at all? This is what we need 
to analyse. The major limitations of 
planning are given below:

	 (i)	Planning leads to rigidity: In 
an organisation, a well-defined 
plan is drawn up with specific 
goals to be achieved within 
a specific time frame. These 
plans then decide the future 
course of action and managers 
may not be in a position to 
change it. This kind of rigidity 
in plans may create difficulty. 
Managers need to be given some 
flexibility to be able to cope with 
the changed circumstances. 

Following a pre-decided plan, 
when circumstances have 
changed, may not turn out to 
be in the organisations interest.

	(ii)	Planning may not work in a  
dynamic environment: The 
business environment is 
dynamic, nothing is constant. 
The environment consists 
of a number of dimensions, 
economic, political, physical, 
legal and social dimensions. 
The organisation has to 
constantly adapt itself to 
changes. It becomes difficult to 
accurately  assess future trends 
in the environment if economic 
policies are modified or political 
conditions in the country are 
not stable or there is a natural   
calamity. Competition in the 
market can also upset financial 
plans, sales targets may have 
to be revised and, accordingly, 
cash budgets also need to be 
modified since they are based 
on sales figures. Planning 
cannot foresee everything and 
thus, there may be obstacles to 
effective planning.

	(iii)	Planning reduces creativity: 
Planning is an activity which is 
done by the top management. 
Usually the rest of the members 
just implements these plans. 
As a consequence, middle 
management and other decision 

Ch_04.indd   97 08-08-2022   09:43:24

Rationalised 2023-24



98 Business Studies

	(vi)	Planning does not guarantee 
success: The success of an 
enterprise is possible only 
when plans are properly drawn 
up and implemented. Any 
plan needs to be translated 
into action or it becomes 
meaningless. Managers have a 
tendency to rely on previously 
tried and tested successful 
plans. It is not always true 
that just because a plan has 
worked before it will work 
again. Besides, there are so 
many other unknown factors 
to be considered. This kind of 
complacency and false sense 
of security may actually lead 
to failure instead of success. 
However, despite its limitations, 
planning is not a useless 
exercise. It is a tool to be used 
with caution. It provides a base 
for analysing future courses of 
action. But, it is not a solution 
to all problems. 

Planning Process
Planning, as we all know is deciding 
in advance what to do and how to do. 
It is a process of decision making. 
How do we go about making a plan? 
Since planning is an activity there 
are certain logical steps for every 
manager to follow.
	 (i)	Setting Objectives: The first  

and foremost step is setting 
objectives. Every organisation 

makers are neither allowed to 
deviate from plans nor are they 
permitted to act on their own. 
Thus, much of the initiative 
or creativity inherent in them 
also gets lost or reduced. Most 
of the time, employees do not 
even attempt to formulate plans. 
They only carry out orders. 
Thus, planning in a way reduces 
creativity since people tend to 
think along the same lines as 
others. There is nothing new or 
innovative.

	(iv)	Planning involves huge costs: 
When plans are drawn up huge  
costs are involved in their 
formulation. These may be in 
terms of time and money for 
example, checking accuracy of 
facts may involve lot of time. 
Detailed plans require scientific 
calculations to ascertain facts 
and figures. The costs incurred 
sometimes may not justify the 
benefits derived from the plans. 
There are a number of incidental 
costs as well, like expenses 
on boardroom meetings, 
discussions with professional 
experts and preliminary 
investigations to find out the 
viability of the plan.

	 (v)	Planning is a time-consuming 
process: Sometimes plans to be 
drawn up take so much of time 
that there is not much time left 
for their implementation.
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must have certain objectives. 
Objectives may be set for the 
entire organisation and each 
department or unit within the 
organisation. Objectives or goals 
specify what the organisation 
wants to achieve. It could mean 
an increase in sales by 20% 
which could be objective of the 
entire organisation. How all 
departments would contribute 
to the organisational goals is 
the plan that is to be drawn up. 
Objectives should be stated clearly 
for all departments, units and 
employees. They give direction to 
all departments. Departments/
units then need to set their 

own objectives within the broad 
framework of the organisation’s 
philosophy. Objectives have 
to percolate down to each unit 
and employees at all levels. At 
the same time, managers must 
contribute ideas and participate 
in the objective setting process. 
They must also understand 
how their actions contribute to 
achieving objectives. If the end 
result is clear it becomes easier 
to work towards the goal.

	 (ii)	Developing Premises: Planning 
is concerned with the future 
which is uncertain and every 
planner is using conjecture about  
what might happen in future. 

During the devastating earthquake of January 2001, Mansukhbhai incurred heavy 
loss and most of his goods were damaged. He distributed the leftover stock that was 
undamaged, to the quake affected masses of Kutch. This led to a photograph that 
was taken just after the earthquake and featured on the Sandesh Gujarati Daily in 
February 2001. It showed a broken water filter that was made by Mansukhbhai with 
a caption that said “The poor man’s broken fridge”. 

At that time, he met the Gujarat Grass-roots Innovation Augmentation Network 
(GIAN), Ahmedabad, which supported Mansukhbhai further in his endeavours. 
Finally after an arduous quest and several tests of soil and fridge designs, he emerged 
with the innovative Mitticool fridge in 2005. After that he has innovated various 
products using clay. 

yy The company has stuck to its policy of keeping all its products at a lower rate 
which will be affordable for the poor people.

yy Their future plans include starting a factory with the aid of the National Innovation 
Foundation at IIM Ahmedabad and making a MittiCool house. It will be a green 
(eco-friendly) house with clay that will have no electricity but only renewable 
energy to maintain a comfortable temperature inside.”

Kinds of plans: Objective, Strategy and Policy of Mitticool
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Therefore, the manager is 
required to make certain 
assumptions about the future. 
These assumptions are called 
premises. Assumptions are 
the base material upon which 
plans are to be drawn. The base 
material may be in the form of 
forecasts, existing plans or any 
past information about policies. 
The premises or assumptions 
must be the same for all and 
there should be total agreement 
on them. All managers involved in 
planning should be familiar with 
and use the same assumptions. 
For example, forecasting is 
important in developing premises 
as it is a technique of gathering 
information. Forecasts can be 
made about the demand for a 
particular product, policy change, 
interest rates, prices of capital 
goods, tax rates etc. Accurate 
forecasts, therefore become 
essential for successful plans.

	(iii)	 Identifying alternative courses  
of action: Once objectives are set, 
assumptions are made. Then the 
next step would be to act upon 
them. There may be many ways 
to act and achieve objectives. 
All the alternative courses of 
action should be identified. The 
course of action which may be 
taken could be either routine or 
innovative. An innovative course 
may be adopted by involving 
more people and sharing their 
ideas. If the project is important, 
then more alternatives should 

be generated and thoroughly 
discussed amongst the members 
of the organisation.

	(iv)	Evaluating alternative courses: 
The next step is to weigh the pros 
and cons of each alternative. Each 
course will have many variables 
which have to be weighed 
against each other. The positive 
and negative aspects of each 
proposal need to be evaluated 
in the light of the objective to 
be achieved. In financial plans, 
for example, the risk-return 
trade-off is very common. The 
more risky the investment, 
the higher the returns it is 
likely to give. To evaluate such 
proposals detailed calculations 
of earnings, earnings per share, 
interest, taxes, dividends are 
made and decisions taken. 
Accurate forecasts in conditions 
of certainty/uncertainty then 
become vital assumptions for 
these proposals. Alternatives are 
evaluated in the light of their 
feasibility and consequences.

	 (v)	Selecting an alternative: This is 
the real point of decision making. 
The best plan has to be adopted 
and implemented. The ideal 
plan, of course, would be the 
most feasible, profitable and with 
least negative consequences. 
Most plans may not always be 
subjected to a mathematical 
analysis. In such cases, 
subjectivity and the manager’s 
experience, judgement and 
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response to a certain situation like the 
admission policy of an educational 
institution. Procedures describe 
steps to be followed in particular 
circumstances like the procedure 
for reporting progress in production. 
Methods provide the manner in which 
a task has to be performed. Rules are 
very clearly stated as to exactly what 
has to be done like reporting for work 
at a particular time.

Single-use and standing plans 
are part of the operational planning 
process. 

There are other types of plans which 
usually are not classified as single- 
use or standing plans. A strategy, for 
example, is part of strategic planning 
or management. It is a general 
plan prepared by top management 
outlining resource allocation, 
priorities and takes into consideration 
the business environment and 
competition. Objectives are usually 
set by the top management and 
serve as a guide for overall planning. 
Each unit then formulates their own 
objectives keeping in view the overall 
organisational goals.  

Based on what the plans seek to 
achieve, plans can be classified as 
Objectives, Strategy, Policy, Procedure, 
Method, Rule, Programme, Budget.

Objectives
The first step in planning is setting 
objectives. Objectives, therefore, 
can be said to be the desired future 
position that the management 
would like to reach. Objectives are 

very basic to the organisation and 
they are defined as ends which 
the management seeks to achieve 
by its operations. Therefore, an 
objective simply stated is what you 
would like to achieve, i.e., the end 
result of activities. For example, an 
organisation may have an objective 
of increasing sales by 10% or 
earning a reasonable rate of return 
on investment, earn a 20% profit 
from business. They represent the 
end point of planning. All other 
managerial activities are also 
directed towards achieving these 
objectives. They are usually set by 
top management of the organisation 
and focus on broad, general issues. 
They define the future state of 
affairs which the organisation 
strives to realise. They serve as a 
guide for overall business planning. 
Different departments or units in 
the organisation may have their own 
objectives. 

Objectives need to be expressed  
in specific terms i.e., they should be 
measurable in quantitative terms, 
in the form of a written statement of 
desired results to be achieved within 
a given time period.

Strategy 
A strategy provides the broad contours 
of an organisation’s business. It will 
also refer to future decisions defining 
the organisations direction and scope 
in the long run. Thus, we can say 
a strategy is a comprehensive plan 
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queries would be addressed by the 
Purchase Policy.

Procedure
Procedures are routine steps on how  
to carry out activities. They detail  
the exact manner in which any  
work is to be performed. They are  
specified in a chronological order. For  
example, there may be a procedure for  
requisitioning supplies before 
production. Procedures are specified 
steps to be followed in particular 
circumstances. They  are generally 
meant for insiders to follow. The 
sequence of steps or actions to be 
taken are generally to enforce a 
policy and to attain pre-determined 
objectives. Policies and procedures 
are interlinked with each other. 
Procedures are steps to be carried 
out within a broad policy framework.

Method
Methods provide the prescribed 
ways or manner in which a task 
has to be performed considering 
the objective. It deals with a task 
comprising one step of a procedure 
and specifies how this step is to be 
performed. The method may vary 
from task to task. Selection of proper 
method saves time, money and 
effort and increases efficiency. For 
imparting training to employees at 
various level from top management 
to supervisory, different methods 
can be adopted. For example for 
higher level management orientation 

programmes, lectures and seminars 
can be organised whereas at the 
supervisory level, on the job training 
methods and work-oriented  methods 
are appropriate. 

Rule
Rules are specific statements that 
inform what is to be done. They do not 
allow for any flexibility or discretion. 
It reflects a managerial decision that  
a certain action must or must not be 
taken. They are usually the simplest 
type of plans because there is no 
compromise or change unless a 
policy decision is taken.

Programme
Programmes are detailed statements 
about a project which outlines the 
objectives, policies, procedures, rules,  
tasks, human and physical 
resources required and the budget 
to implement any course of action. 
Programmes will include the entire 
gamut of activities as well as the 
organisation’s policy and how it will 
contribute to the overall business 
plan. The minutest  details are 
worked out i.e., procedures, rules, 
budgets, within the broad policy 
framework.

Budget
A budget is a  statement of expected 
results expressed in numerical 
terms. It is a plan which quantifies 
future facts and figures. For example, 
a sales budget may forecast the sales 
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of different products in each area for 
a particular month. A budget may 
also be prepared to show the number 
of workers required in the factory at 
peak production times.

Since budget represents all items 
in numbers, it becomes easier to 
compare actual figures with expected 
figures and take corrective action 
subsequently. Thus, a budget is also 
a control device from which deviations 
can be taken care of. But making a 
budget involves forecasting, therefore, 
it clearly comes under planning. It is 
a fundamental planning instrument 
in many organisations. 

Let us take an example of Cash 
Budget. The cash budget is a basic 
tool in the management of cash. It is 

a device to help the management to 
plan and control the use of cash. It 
is a statement showing the estimated 
cash inflows and cash outflows over 
a given period. Cash inflows would 
generally come from cash sales and 
the cash outflows would generally be 
the costs and expenses associated 
with the operations of the business. 
The net cash position is determined 
by the cash budget i.e., inflows minus 
(–) outflows = surplus or deficiency.

The management has to hold 
adequate cash balances for various 
purposes. But at the same time, it 
should avoid excess balance of cash 
since it gives little or no return. 
The business has to assess and 
plan its need for cash with a degree  
of caution. 

Planning  Objectives  Goals  Decisions

Standards  Controlling  Premises  Assumptions

Alternatives  Strategy  Policy  Procedure

Rule  Programme  Budget

Key Terms

Summary

Planning
Planning is deciding in advance what to do and how to do. It is one 
of the basic managerial functions.
Planning therefore involves setting objectives and developing an 
appropriate course of action to achieve these objectives.
Importance of Planning
Planning provides directions, reduces risks of uncertainty, reduces 
overlapping and wasteful activities, promotes innovative ideas, 
facilitates decision making, establishes standards for controlling. 
Features of Planning
Planning focuses on achieving objectives; It is a primary function 
of management; Planning is pervasive, continuous, futuristic and 
involves decision making; It is a mental exercise.
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