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Supply Chain Management 

11. What do you understand by the term “Supply Chain Management (SCM)”? Discuss its core 

components. 

Communication Controls 

12. Discuss Communication Controls under Application Controls. 

Grid Computing 

13. Discuss the numerous benefits of Grid Computing. 

Operating System 

14. Discuss the various tasks performed by Operating System. 

SUGGESTED ANSWERS/HINTS 

1. (i)  Business Process: A Business Process consists of a set of activities that are 

performed in coordination in an organizational and technical environment. These 

activities jointly realize a business goal. Each business process is enacted by a single 

organization, but it may interact with business processes performed by other 

organizations. To manage a process, the first task is to define it that involves defining 

the steps/tasks in the process and mapping the tasks to the roles involved in the 

process. Once the process is mapped and implemented, performance measures are 

established. The last piece of the process management definition describes the 

organizational setup that enables the standardization of and adherence to the 

process throughout the organization. 

(ii)  Benefits of Business Process Automation (BPA) are as follows: 

 Saving on costs: Automation leads to saving in time and labor costs.  

 Staying ahead in competition: Today, to survive, businesses need to adopt 
automation. 

 Fast service to customers: Nowadays, business managers realize that 
automation help them to serve their customers faster and better.  

(iii)  Micro Architecture: Micro Architecture is a lower level detailed description of the 

system that is sufficient for completely describing the operation of all parts of the  

computing system, and how they are inter-connected and inter-operate to implement 

the Information Systems Architecture (ISA). This describes the data paths, data 

processing elements and data storage elements, and describes how they should 

implement ISA. The Micro architecture considers how the ISA does and what it does. 

It’s how everything is ultimately organized on the chip or processor.  
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(iv)  Infrastructure as a Service (IaaS): It is the foundation of cloud services that provides 

clients with access to server hardware, storage, bandwidth and other fundamental 

computing resources. The service is typically paid for on a usage basis. The service 

may also include dynamic scaling so that if the customer needs more resources than 

expected, s/he can get them on the fly (probably to a given limit). It provides access 

to shared resources on need basis, without revealing details like location and 

hardware to clients. 

(v) Extranets: Extranets are network links that use Internet technologies to interconnect 

the Intranet of a business with the Intranets of its customers, suppliers, or other 

business partners. Companies can use Extranets to perform following functions: 

 Establish direct private network links between themselves, or create private 

secure Internet links between them called virtual private networks. 

 Use the unsecured Internet as the extranet link between its intranet and 

consumers and others, but rely on encryption of sensitive data and its own 

firewall systems to provide adequate security. 

(vi)  Electronic Commerce: Electronic Commerce is the process of doing business 

electronically. It refers to the use of technology to enhance the processing of 

commercial transactions between a company, its customers and its business 

partners. It involves the automation of a variety of business-to-business and 

business-to-consumer transactions through reliable and secure connections. 

(vii) Examples of Management Information Systems (MIS) are as follows: 

 Airline reservations (seat, booking, payment, schedules, boarding li st, special 

needs, etc.). 

 Bank operations (deposit, transfer, withdrawal) electronically with a distinguish 

payment gateways. 

 Integration of department with the help of contemporary software’s like ERP . 

 Logistics management application to streamline the transportation system. 

 Train reservation. 

(viii) Specialized Systems: Specialized Systems provide comprehensive end to end IT 

solutions and services including systems integration, implementation, engineering 

services, software application customization and maintenance to various 

corporations. These systems offer comprehensive solutions to various sectors to 

confront challenges, and convert every challenge into an opportunity. Enterprise 

Resource Planning (ERP), Customer Relationship Management (CRM), and Supply 

Chain Management (SCM) etc. are some examples of specialized systems. 

(ix) Custom-built Application: These applications can be configured to meet a 

company’s requirements. Customization involves additional coding while 
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configuration is based on settings which are inputted by the user. Whether they are 

for one function or integrate processes across the company like an ERP – these are 

the easiest ones to customize. Example – Billing, Inventory, Attendance etc. 

(x) Personal Identification Number (PIN): The Personal Identification Number is similar 

to a password assigned to a user by an institution based on the user characteristics 

and encrypted using a cryptographic algorithm. The application generates a random 

number stored in its database independent of user identification details or a customer 

selected number.  

2. (i) Entity of Data Flow Diagram (DFD): An entity of DFD is the source or destination of 

data. The source in a DFD represents these entities that are outside the context of 

the system. Entities either provide data to the system (referred to as a source) or 

receive data from it (referred to as a sink). Entities are often represented as 

rectangles (a diagonal line across the right-hand corner means that this entity is 

represented somewhere else in the DFD). Entities are also referred to as agents, 

terminators, or source/sink.  

Process of Data Flow Diagram (DFD): The process is the manipulation or work that 

transforms data, performing computations, making decisions (logic flow), or directing 

data flows based on business rules. In other words, a process receives input and 

generates some output. Process names (simple verbs and dataflow names, such as 

“Submit Payment” or “Get Invoice”) usually describe the transformation, which can be 

performed by people or machines. Processes can be drawn as circles or a segmented 

rectangle on a DFD, and include a process name and process number.  

(ii) One-to-Many relationship (1:N) – A One-to-Many relationship is shown on the E-R 

Diagram by a line connecting the two entities with a “crow's foot” symbol denoting the 

'many' end of the relationship. 

 Example: A student may borrow some books from the library. A book in the library 

may be borrowed by at most a student.  

 

 

  Many-to-One relationship (M:1) – It is the reverse of One-to-Many relationship. 

Example: As in two or more parent records to a single child record. For example,  

 

 

 

(iii) Connection Oriented Networks: The communication wherein a connection is first 

established and then data is exchanged between two networks are known as 

Connection Oriented Networks. Like it happens in case of telephone networks. 

Student Book Borrows 

Parent Child Records 
to 
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Connectionless Networks: The communication wherein no prior connection is made 

before data exchanges between two networks is known as Connectionless Networks. 

Data which is being exchanged in fact has a complete contact information of recipient 

and at each intermediate destination, it is decided how to proceed further like it 

happens in case of postal networks. 

(iv)  Application Server: This is a program that handles all application operations 

between users and an enterprise's backend business applications or databases.  

Web Server: Web server is a computer that delivers (serves up) web pages. Every 

web server has an IP address and possibly a domain name. For example, if we enter 

the URL http://www.icai.org in our browser, this sends a request to the Web server 

whose domain name is icai.org. The server then fetches the home page named and 

sends it to our browser. Any computer can be turned into a Web server by installing 

server software and connecting the machine to the Internet.  

(v)  Difference between Star Network and Mesh Network are as follows: 

 Star Network Mesh Network 

Concept The star network, a popular 
network configuration, 
involves a central unit that 
has a number of terminals tied 
into it. The characteristics of a 
star network are: 

 It ties end user 
computers to a central 
computer. 

 The central unit in the 
star network acts as the 
traffic controller among 
all the other computers 
tied to it. The central 
computer is usually a 
mainframe (host), which 
acts as the file server. 

 A star network is well 
suited to companies with 
one large data 
processing facility 
shared by a number of 
smaller departments. 
Many star networks take 
the form of hierarchical 

In this structure, there is 
random connection of nodes 
using communication links. 
A mesh network may be fully 
connected or connected with 
only partial links. In fully 
interconnected topology, 
each node is connected by a 
dedicated point to point link 
to every node. The reliability 
is very high as there are 
always alternate paths 
available if direct link 
between two nodes is down 
or dysfunctional. Fully 
connected networks are not 
very common because of the 
high cost. Only military 
installations, which need 
high degree of redundancy, 
may have such networks, 
that too with a small number 
of nodes. 
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networks with a 
centralized approach. 

Advantages  Several users can use 
the central unit at the 
same time. 

 It is easy to add new 
nodes and remove 
existing nodes. 

 A node failure does not 
bring down the entire 
network. 

 It is easier to diagnose 
network problems 
through a central hub. 

 Yields the greatest 
amount of redundancy 
in the event that if one 
of the nodes fails, the 
network traffic can be 
redirected to another 
node. 

 Network problems are 
easier to diagnose. 

Disadvantages  The whole network is 
affected if the main unit 
“goes down,” and all 
communications stop. 

 Considered less reliable 
than a ring network, 
since the other 
computers in the star are 
heavily dependent on 
the central host 
computer. If it fails, there 
is no backup processing 
and communications 
capability and the local 
computers will be cut off 
from the corporate 
headquarters and from 
each other.  

 Cost of cabling the 
central system and the 
points of the star 
network together are 
very high. 

 Its high cost of 
installation and 
maintenance (more 
cable is required than 
any other 
configuration). 

 

(vi)  Transport Layer of OSI Model: The Transport Layer (Layer 4) ensures reliable and 

transparent transfer of data between user processes, assembles and disassembles 

message packets, and provides error recovery and flow control. Multiplexing and 
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encryption are undertaken at this layer level. This means that the Transport Layer 

can keep track of the segments and retransmit those that fail.  

 Session Layer of OSI Model: The Session Layer (Layer 5) sets up, coordinates, and 

terminates conversations, exchanges, and dialogs between the applications at each 

end. It deals with session and connection coordination. It provides for full-duplex, half-

duplex, or simplex operation, and establishes check pointing, adjournment, 

termination, and restart procedures. The OSI model made this layer responsible for 

"graceful close" of sessions also. 

(vii) Transaction Processing System (TPS): A Transaction Processing System (TPS) 

may be defined as a type of Information System that collects, stores, modifies and 

retrieves the day-to-day data transactions of an enterprise. TPS systems are 

designed to process transactions virtually instantly to ensure that customer data is 

available to the processes that require it. 

Management Information System (MIS): Management Information System (MIS) is 

an old management tool, which has been long used by people for superior 

management and scientific decision making. MIS is primarily dependent upon 

information and is an example of Management Level systems that help middle 

managers who are responsible for carrying out the goals set by Top Management. 

(viii)Explicit Knowledge: Explicit knowledge is that which can be formalized easily and 

therefore is easily available across the organization. Explicit knowledge is articulated, 

and represented as spoken words, written material and compiled data. This type of 

knowledge is codified, easy to document, transfer and reproduce. For example – 

Online tutorials, Policy and procedural manuals.  

 Tacit Knowledge: Tacit knowledge, on the other hand, resides in a few often-in just 

one person and hasn’t been captured by the organization or made available to others. 

Tacit knowledge is unarticulated and represented as intuition, perspective, beliefs, 

and values that individuals form based on their experiences. It is personal, 

experimental and context-specific. It is difficult to document and communicate the 

tacit knowledge. For example – hand-on skills, special know-how, employee 

experiences. 

(ix) Storage Virtualization: Storage virtualization is the apparent pooling of data from 

multiple storage devices, even different types of storage devices, into what appears 

to be a single device that is managed from a central console. Storage virtualization 

helps the storage administrator perform the tasks of backup, archiving, and recovery 

more easily - and in less time - by disguising the actual complexity of a Storage Area 

Network (SAN). Administrators can implement virtualization with software 

applications or by using hardware and software hybrid appliances. The servers 

connected to the storage system aren’t aware of where the data really  is. Storage 

virtualization is sometimes described as “abstracting the logical storage from the 

physical storage”.  
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Hardware Virtualization: Hardware Virtualization or Platform Virtualization refers to 

the creation of a virtual machine that acts like a real computer with an operating 

system. Software executed on these virtual machines is separated from the 

underlying hardware resources. For example, a computer that is running  Microsoft 

Windows may host a virtual machine that looks like a computer with the Linux 

operating system; based software that can be run on the virtual machine.  The basic 

idea of Hardware virtualization is to consolidate many small physical servers into one 

large physical server so that the processor can be used more effectively.  

(x) Concurrent Audit: In this, Auditors are members of the system development team. 

They assist the team in improving the quality of systems development for the specific 

system they are building and implementing. 

General Audit: In this, Auditors evaluate systems development controls overall. They 

seek to determine whether they can reduce the extent of substantive testing needed 

to form an audit opinion about management’s assertions relating to the financial 

statements in systems effectiveness and efficiency. 

3.  (i)  Six Sigma: Six Sigma is a set of strategies, techniques, and tools for process 

improvement. It seeks to improve the quality of process outputs by identifying and 

removing the causes of defects and minimizing variability in manufacturing and 

business processes. Each Six Sigma project carried out within an organization follows 

a defined sequence of steps and has quantified value targets, for example: reduce 

process cycle time, reduce pollution, reduce costs, increase customer satisfaction, 

and increase profits. It follows a life-cycle having phases: Define, Measure, Analyze, 

Improve and Control (or DMAIC). 

(ii)  Value Chain Automation: This refers to separate activities which are necessary to 

strengthen an organization's strategies and are linked together both inside and 

outside the organization. It is defined as a chain of activities that a firm operating in 

a specific industry performs to deliver a valuable product or service for the market.  

 The idea of the Value Chain is based on the process view of organizations, the idea 

of seeing a manufacturing (or service) organization as a system, made up of 

subsystems each with inputs, transformation processes and outputs. Six business 

functions of the value chain are Research and development; Design of products, 

services, or processes; Production; Marketing and sales; Distribution and Customer 

service. 

(iii)  Application Software: Application software includes all that computer software that 

cause a computer to perform useful tasks beyond the running of the computer itself. 

It is a collection of programs which address a real-life problem of its end users which 

may be business or scientific or any other problem. The different types of application 

software are as follows: 
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 Application Suite: Has multiple applications bundled together. Related 

functions, features and user interfaces interact with each other. E.g. MS Office 

2010 which has MS Word, MS Excel, MS Access, etc. 

 Enterprise Software: Addresses an enterprise's needs and data flow in a huge 

distributed environment. E.g. ERP Applications like SAP. 

 Enterprise Infrastructure Software: Provides capabilities required to support 

enterprise software systems. E.g. email servers, Security software. 

 Information Worker Software: Addresses individual needs required to manage 

and create information for individual projects within departments.  E.g. 

Spreadsheets, CAAT (Computer Assisted Audit Tools) etc. 

 Content Access Software: Used to access contents and addresses a desire 

for published digital content and entertainment. E.g. Media Players, Adobe 

Digital etc. 

 Educational Software: Holds contents adopted for use by students. E.g. 

Examination Test CDs. 

 Media Development Software: Addresses individual needs to generate and 

print electronic media for others to consume. E.g. Desktop Publishing, Video 

Editing etc. 

(iv)  Database Management Systems (DBMS): Every enterprise needs to manage its 

information in an appropriate and desired manner. The enterprise has to know its 

information needs; acquire that information; organize that information in a meaningful 

way; assure information quality; and provide software tools so that users in the 

enterprise can access information they require. DBMS are software that aid in 

organizing, controlling and using the data needed by the application programme. 

They provide the facility to create and maintain a well -organized database. 

Applications access the DBMS, which then accesses the data. Commercially 

available Data Base Management Systems are Oracle, My SQL, SQL Servers and 

DB2 etc. DBMS helps us do various operations on the files, such as adding new files 

to database; deleting existing files from database; inserting data in existing files; 

modifying data in existing files; deleting data in existing files; and retrieving or 

querying data from existing files. 

(v) Fibre Optics: This media consists of one or more hair-thin filaments of glass fibre 

wrapped in a protective jacket. Signals are converted to light form and fired by laser 

in bursts. Optical fibres can carry digital as well as analog signals and provides 

increased speed and greater carrying capacity than coaxial cable and twisted-pair 

lines. It is not affected by electromagnetic radiation and not susceptible to electronic 

noise and so it has much lower error rates than twisted-pair and coaxial cable. Fibre 

optic cables are easy to install since they are smaller and more flexible and c an be 
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used undersea for transatlantic use. Speed of communications is 10,000 times faster 

than that of microwave and satellite systems. Biggest disadvantages of using fibre 

optic cable are that installation can be difficult and costly to purchase. 

(vi) Decentralized Computing: Decentralized computing is the allocation of resources, 

both hardware and software, to each individual workstation, or office location. In 

contrast, centralized computing exists when majority of functions are carried out, or 

obtained from a remote centralized location. A collection of decentralized computers 

systems are components of a larger computer network, held together by local stations 

of equal importance and capability. These systems can run independently of each 

other. Decentralized systems enable file sharing and all computers can share 

peripherals such as printers and scanners as well as modems, allowing all the 

computers in the network to connect to the internet. 

(vii) Core Banking Systems (CBS): Core Banking System may be defined as the set of 

basic software components that manage the services provided by a bank to its 

customers through its branches (branch network). In other words, the platform where 

communication technology and information technology are merged to suit core needs 

of banking is known as Core Banking Solutions (CBS). Normal core banking functions 

will include deposit accounts, loans, mortgages and payments. Banks make these 

services available across multiple channels like ATMs, Internet banking, and 

branches. The other various elements of core banking include making and servicing 

loans; opening new accounts; processing cash deposits and withdrawals; processing 

payments and cheques; calculating interest; Customer Relationship Management 

(CRM) activities; managing customer accounts; establishing criteria for minimum 

balances, interest rates, number of withdrawals allowed and so on; establishing 

interest rates; and maintaining records for all the bank’s transactions.  

(viii) Information System: Information System (IS) is a combination of people, hardware, 

software, communication devices, network and data resources that processes (can 

be storing, retrieving, transforming information) data and information for a specific 

purpose. The system needs inputs from user (key in instructions and commands, 

typing, scanning) which will then be processed (calculating, reporting) using 

technology devices such as computers, and produce output (printing reports, 

displaying results) that will be sent to another user or other system via a network and 

a feedback method that controls the operation. In general, any specific Information 

System aims to support operations, management and decision-making. 

(ix) Advantages of Cloud Computing are as follows: 

 Cost Efficient: Cloud computing is probably the most cost efficient method to 

use, maintain and upgrade.  

 Almost Unlimited Storage: Storing information in the cloud gives us almost 

unlimited storage capacity.  

© The Institute of Chartered Accountants of India



 PAPER – 7: INFORMATION TECHNOLOGY AND STRATEGIC MANAGEMENT 175 

 

 Backup and Recovery: Since all the data is stored in the cloud, backing it up 

and restoring the same is relatively much easier than storing the same on a 

physical device. Furthermore, most cloud service providers are usually 

competent enough to handle recovery of information. 

 Automatic Software Integration: In the cloud, software integration is usually 

something that occurs automatically. Not only that, cloud computing allows us 

to customize the options with great ease. Hence, we can handpick just those 

services and software applications that we think will best suit the particular 

enterprise. 

 Easy Access to Information: Once we register ourselves in the cloud, we can 

access the information from anywhere, where there is an Internet connection. 

 Quick Deployment: Once we opt for this method of functioning, the entire 

system can be fully functional in a matter of a few minutes. Of course, the 

amount of time taken here will depend on the exact kind of technology that we 

need for our business. 

(x) TALLY: It is an accounting application that helps entity to automate processes 

relating to accounting of transactions. It also helps to achieve automation of few 

processes in inventory management. The latest version has been upgraded to help 

user achieve TAX compliances also. It has features such as Remote Access 

Capabilities, Tax Audit and Statutory Compliance, Payroll, Excise for Manufacturers, 

Multilingual Support, VAT Composition Returns, TDS, VAT (Value Added Tax), Rapid 

Implementation, Real Time Processing, Dynamic Interactive Reports and Unique 

Drill-Down Facility, Unlimited Companies and Periods of Accounting. 

4. Order to Cash Process Flow: Order to Cash (OTC or O2C) or Sales covers all the 

business processes relating to fulfilling customer requests for goods or services. It involves 

transactional flow of data from the initial point of documenting a customer order to the final 

point of collecting the cash. 

The typical life cycle of a sales transaction which may include the following transactions: 

(i) Customer Order: A purchase order is received from a customer specifying the type, 

quantity and agreed prices for products.  

(ii) Recording: Availability of the items is checked and customer order is booked.  

(iii) Pick release: The items are moved from the warehouse to the staging area. 

(iv) Shipping: The items are loaded onto the carrier for transport to the customer.  

(v) Invoice: Invoice of the transaction is generated and sent to the customer.  
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(vi) Receipt: Money is received from the customer against the invoices. 

(vii) Reconciliation: The bank reconciliation of all the receipts is performed. 

Order to Cash process flow 

5. Information Systems Life Cycle: This is commonly referred as Software/System 

Development Life Cycle (SDLC), which is a methodology used to describe the process 

of building information systems. It is the logical starting point in the entire life cycle of a 

computerized system. Activities start when any enterprise decides to go for 

computerization or migrate from existing computerized system to a new one.  SDLC 

framework provides a sequence of activities for system designers and developers to follow. 

It consists of a set of steps or phases in which each phase of the SDLC uses the resu lts 

of the previous one. This serves as a guideline to the designer, who seeks to use it as 

template while working on a project development. 

Phase 1: System Investigation: This phase examines that ‘What is the problem and is it 

worth solving’? the various dimensions under which Systems investigation is done are 

Technical feasibility, Economic feasibility, Legal feasibility, Operational feasibility and 

Schedule feasibility. 

Phase 2: System Analysis: This phase examines that ‘What must the Information System 

do to solve the problem’? System analyst would be gathering details about the current 

system and will involve the activities like Interviewing staff, examining current business, 

sending out questionnaires and observation of current procedures. The Systems Analyst 

will examine data and information flows in the enterprise using data flow diagrams; 

establish what the proposed system will do (not how it will do it); analyse  costs and 

benefits; outline system implementation options. (e.g. in-house or using consultants); 

consider possible hardware configurations; and make recommendations. 

1 

2 3 

4 

5 

6 

7 
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Phase 3: System Designing: This phase examines that ‘How will the Information System 

do that it must do to obtain the solution to the problem’? This phase specifies the technica l 

aspects of a proposed system in terms of Hardware platform, Software, Outputs, Inputs, 

User interface, Modular design, Test plan, Conversion plan and Documentation.  

Phase 4: System Implementation: This phase examines that ‘How will the Solution be 

put into effect’? This phase involves the steps like Coding and testing of the system; 

Acquisition of hardware and software; and either installation of the new system or 

conversion of the old system to the new one. 

Phase 5: System Maintenance and Review: This phase evaluates results of solution and 

modifies the system to meet the changing needs. Post implementation review would be 

done to address programming amendments; adjustment of clerical procedures; 

Modification of Reports, and Request for new programs. 

6.  We shall define the variables first: 

 SCHG: Surcharge;  TAX: Income Tax; EC: Education Cess; INC: Income 
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7. Data handling capacity of computer combined with telecommunications technology greatly 

increases ability of an individual to access and to manipulate large quantities of data - 

within a relatively short time; thus, increasing amount of potential damage or risk of 

exposure. The impact of Information Technology (IT) on Information Systems’ Risks is as 

follows: 

 Ready access to terminals as computerized Information Systems are highly 

distributed and leads to ease in perpetration of computer related crimes thereby 

increasing temptation for abuse. 

 On-line processing of data and validation checks would help the prospective 

perpetrator in guessing passwords and aid in circumventing controls in inputs to 

computer. 

 Appropriate controls are not resident within the computer systems to detect or to 

prevent the accidents. If threats are not anticipated and adequate controls are not 

designed to mitigate or counter them, system and its resources will be vulnerable.  

 The greatest exposure of all is a failure to recognize risks or potential impacts of those 

risks.  Prudence demands that contingencies are to be anticipated and planning done to 

handle them. 

The four major areas in which controls have been affected are as follows: 

 Realignment of functions data entry and source of transactions may be centralized;  

 Changes in custody of files and documents. Ready access to data over telecom links 

complicate custodial functions of data. Data librarian may become in charge for data; 

 Transfer of responsibilities Single action by user may complete the entire processing cycle 

of the transaction; and 

 Decline of accountability Traditional functions, responsibilities and boundaries have been 

eliminated or are obscured by new methods. 

8. Client-Server Networking: Client/Server network is a computer network in which one 

centralized powerful computer (called Server) is connected to many less powerful PCs or 

workstations (called Clients). The clients run programs and access data that are stored on 

the server. Example – WWW/E-Mail. 

 Client: A client is a single-user workstation that provides presentation services and 

the appropriate computing, connectivity and the database services relevant to the 

business need.  

 Server: A server is one or more multi-user processors with shared memory providing 

computing, connectivity and the database services and the interfaces relevant to the 

business need. 
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Some of the prominent characteristics of C/S architecture are as follows:  

 Service: C/S provides a clean separation of function based on the idea of service. 
The server process is a provider of services and the client is a consumer of services.   

 Shared Resources: A server can service many clients at the same time and regulate 
their access to the shared resources. 

 Transparency of Location: C/S software usually masks the location of the server 
from the clients by redirecting the service calls when needed.  

 Mix-and-Match: The ideal C/S software is independent of hardware or Operating 
System software platforms. 

 Scalability: In a C/S environment, client workstations can either be added or 
removed and the server load can be distributed across multiple servers.  

 Integrity: The server code and server data is centrally managed, which results in 
cheaper maintenance and the guarding of shared data integrity. At the same time, 
the clients remain personal and independent. 

Issues in Client/Server Network are as follows: 

(i) When the server goes down or crashes, all the computers connected to it become 

unavailable to use. 

(ii) Simultaneous access to data and services by the user takes little more time for server 

to process the task. 

9. The various benefits of e-Commerce application and implementation are as follows: 

 Reduction in costs to buyers from increased competition in procurement as more 
suppliers can compete in an electronically open marketplace. 

 Reduction in errors, time, and overhead costs in information processing by eliminating 
requirements for re-entering data. 

 Reduction in costs to suppliers by electronically accessing on-line databases of bid 
opportunities, on-line abilities to submit bids, and on-line review of rewards. 

 Reduction in time to complete business transactions, particularly from delivery to 
payment. 

 Creation of new markets through the ability to easily and cheaply reach potential 
customers. 

 Easier entry into new markets, especially geographically remote markets, for 
enterprises regardless of size and location. 

 Better quality of goods as specifications are standardized and competition is 
increased and improved variety of goods through expanded markets and the ability 
to produce customized goods. 
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 Faster time to market as business processes are linked, thus enabling seamless 
processing and eliminating time delays. 

 Optimization of resource selection as businesses form cooperative teams to increase 
the chances of economic successes, and to provide the customer products and 
capabilities more exactly meeting the requirements. 

 Reduction in inventories and reduction of risk of obsolete inventories as the demand 
for goods and services is electronically linked through just -in-time inventory and 
integrated manufacturing techniques. 

 Reduction in overhead costs through uniformity, automation, and large-scale 
integration of management processes.  

 Reduction in use of ecologically damaging materials through electronic coordination 
of activities and the movement of information rather than physical objects). 

 Reduction in advertising costs. 

10. Based on the increasing demand and expectations, the network security involves four 

aspects: Privacy, Message Authentication, Message Integrity and Non-repudiation.  

(a) Privacy: This means that the sender and the receiver expect confidentiality. The 

transmitted message should make sense to only the intended receiver and the 

message should be unintelligible to unauthorized users. This is achieved by 

cryptography and encryption techniques so that the data is secured and can only be 

decrypted with a special algorithm, logical key, mathematical formula and/or a 

combination of all of them.  

(b) Message Authentication: This means that the receiver is sure of the sender’s 

identity and that an imposter has not sent the message. 

(c) Message Integrity: This means that the data must arrive at the receiver exactly as it 

was sent. There must not be any changes during the transmission – either accidental 

or malicious. 

(d) Non-Repudiation: This means that a receiver must be able to prove that a received 

message came from a specific sender and the sender must not be able to deny 

sending it. 

11. Supply Chain Management (SCM) is a chain that starts with customers and ends with 

customers. Supply Chain Management may be defined as the process of planning, 

implementing and controlling the operations of the supply chain with the purpose  of 

satisfying the customer's requirement as efficiently as possible. Supply Chain spans 

all movement and storage of raw materials, Work-in-process, inventory and finished goods 

from the point of origin to the point of consumption. The main components of SCM include 

the following: 

(a) Procurement/Purchasing: This begins with the purchasing of parts, components, or 

services. Procurement must ensure that the right items are delivered in the exact 
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quantities at the correct location on the specified time schedule at minimal  cost. It 

must address the question of assurance that these suppliers will deliver as promised.  

(b) Operations: The second major element of supply chain management system is 

operations. Having received raw materials, parts, components, assemblies, or services 

from suppliers, the firm must transform them and produce the products or the services 

that meet the needs of its consumers. It must conduct this transformation in an efficient 

and effective manner for the benefit of the supply chain management system.  

(c) Distribution: The third element of the supply chain management system is 

distribution. Distribution involves several activities - transportation (logistics), 

warehousing, and customer relationship management (CRM). The first and most 

obvious is logistics - the transportation of goods across the entire supply chain.  

(d) Integration: The last element of supply chain management is the need 

for integration. It is critical that all participants in the service chain recognize the 

entirety of the service chain. The impact of the failure to adopt a system-wide 

perspective - that is, examining the totality of the chain can significantly increase 

costs and destroy value.  

12. Communication Controls: Components in the communication subsystem are responsible 

for transporting data among all the other subsystems within a system and for transporting 

data to or receiving data from another system. These involve the following: 

 Physical Component Controls: One way to reduce expected losses in the 

communication subsystem is to choose physical component that have characteristics 

that make them reliable and that incorporate features or provide controls that mitigate 

the possible effects of exposures. These controls involve Transmission Media - 

Bounded (Guided) Media or Unbounded (Unguided) Media; Communication Lines – 

Private (Leased) or Public; Modems; Port Protection Devices; Multiplexors and 

Concentrators. 

 Line Error Controls: Whenever data is transmitted over a communication line, it can 

be received in error because of attenuation, distortion, or noise that occurs on the 

line. Error Detection (using Parity Checking, Cyclic Redundancy Checks (CRC) and 

Loop Check) and Error Correction (using forward Error Correcting Codes and 

Backward Error Correction) are the two major approaches under Line Error Controls.  

 Flow Controls: These are needed because two nodes in a network can differ in terms 

of the rate at which they can send receive and process data. The simplest form of 

flow control is “Stop-and-Wait Flow Control” in which the sender transmits a frame of 

data only when the receiver is ready to accept the frame.  

 Link Controls: This involves two common protocols – HDLC (Higher Level Data 

Control) and SDLC (Synchronous Data Link Control) . 

 Topological Controls: A communication network topology specifies the location of 

nodes within a network, the ways in which these nodes will be linked, and the data 
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transmission capabilities of the links between the nodes. Some of the four basic 

topologies include Bus, Ring, Star and Tree Topology. 

 Channel Access Controls: Two different nodes in a network can compete to use a 

communication channel. Whenever the possibility of contention for the channel exists, 

some type of channel access control technique must be used. These techniques fall 

into two classes – Polling methods and Contention methods.  

 Internetworking Controls: Internetworking is the process of connecting two or more 

communication networks together to allow the users of one network to communicate 

with the users of other networks. Three types of devices are used to connect sub-

networks in an Internet: Bridge, Router and Gateway. 

13. Benefits of Grid Computing are as follows: 

 Making use of Underutilized Resources: In most organizations, there are large 

amounts of underutilized computing resource. Grid computing provides a framework 

for exploiting these underutilized resources. Grid computing (more specifically, a data 

grid) can be used to aggregate this unused storage into a much larger virtual data 

store, possibly configured to achieve improved performance and reliability over that 

of any single machine. 

 Resource Balancing: For applications that are grid-enabled, the grid can offer a 

resource balancing effect by scheduling grid jobs on machines with low utilization. 

This feature of grid computing handles occasional peak loads of activity in parts of a 

larger organization. An unexpected peak can be routed to relatively idle machines in 

the grid; and if the grid is already fully utilized, the lowest priority work being 

performed on the grid can be suspended or even cancelled and performed again later 

to make room for the higher priority work.  

 Parallel CPU Capacity: The potential for usage of massive parallel CPU capacity is 

one of the most common visions and attractive features of a grid. A CPU-intensive 

grid application can be thought of as many smaller sub-jobs, each executing on a 

different machine in the grid. To the extent that these sub-jobs do not need to 

communicate with each other, the more scalable the application becomes. A perfectly 

scalable application will, for example, finish in one tenth of the time if it uses ten times 

the number of processors. 

 Virtual resources and virtual organizations for collaboration: The users of the 

grid can be organized dynamically into several virtual organizations, each with 

different policy requirements. These virtual organizations can share their resources 

such as data, specialized devices, software, services, licenses, and so on, collectively 

as a larger grid. These resources are virtualized to give them a more uniform 

interoperability among heterogeneous grid participants. The participants and users of 

the grid can be members of several real and virtual organizations. The gr id can help 
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in enforcing security rules among them and implement policies, which can resolve 

priorities for both resources and users. 

 Access to additional resources: In addition to CPU and storage resources, a grid can 

provide access to other resources as well. For example, if a user needs to increase 

their total bandwidth to the Internet to implement a data mining search engine, the work 

can be split among grid machines that have independent connections to the Internet. In 

this way, total searching capability is multiplied, since each machine has a separate 

connection to the Internet.  

 Reliability: High-end conventional computing systems use expensive hardware to 

increase reliability. The machines also use duplicate processors in such a way that 

when they fail, one can be replaced without turning the other off. Power supplies and 

cooling systems are duplicated. The systems are operated on special power sources 

that can start generators if utility power is interrupted. All of this builds a reliable 

system, but at a great cost, due to the duplication of expensive components.  

 Management: The goal to virtualize the resources on the grid and more uniformly handle 

heterogeneous systems create new opportunities to better manage a larger, more 

distributed IT infrastructure. The grid offers management of priorities among different 

projects. Aggregating utilization data over a larger set of projects can enhance an 

organization’s ability to project future upgrade needs. When maintenance is required, grid 

work can be rerouted to other machines without crippling the projects involved. 

14. Variety of activities that are executed by Operating Systems (OS)include the following: 

 Performing hardware functions: Application programs to perform tasks to obtain 

input from keyboards, retrieve data from disk & display output on monitors. Achieving 

all this is facilitated by operating system. Operating system acts as an intermediary 

between the application program and the hardware. 

 User Interfaces: An important function of any operating system is to provide user 

interface. Unlike DOS days, which had a command based User Interface (UI), 

nowadays we have Graphic User Interface (GUI) which uses icons & menus like in 

the case of Windows. So, how we interface with our system will be provided by 

Operating system.  

 Hardware Independence: Every computer could have different specifications and 

configurations of hardware. These days, we have operating system, which provides 

Application Program Interfaces (API), which can be used by application developers 

to create application software, thus obviating the need to understand the inner 

workings of OS and hardware. Thus, OS gives us hardware independence. 

 Memory Management: Memory Management features of Operating System allow 

controlling how memory is accessed and maximize available memory & storage. 

Operating systems also provides Virtual Memory by carving an area of hard disk to 
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supplement the functional memory capacity of RAM. In this way, it augments memory 

by creating a virtual RAM. 

 Task Management: Task Management feature of Operating system helps in 

allocating resources to make optimum utilization of resources. This facilitates a user 

to work with more than one application at a time i.e. multitasking and allows more 

than one user to use the system i.e. timesharing. 

 Networking Capability: Operating systems can provide systems with features & 

capabilities to help connect computer networks. Like Linux & Windows 8 give us an 

excellent capability to connect to internet. 

 Logical access security: Operating systems provide logical security by establishing 

a procedure for identification and authentication using a User ID and Password. It can 

log the user access thereby providing security control.  

 File management: The operating system keeps a track of where each file is stored 

and who can access it, based on which it provides the file retrieval.  
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PAPER 7B: STRATEGIC MANAGEMENT  

Correct/Incorrect with reasoning 

1. State with reasons which of the following statements are correct/incorrect:  

(a) Competition adversely hits the organizational growth. 

(b) The process of strategy avoids matching potential of the organization with the 

environment opportunities. 

(c) SBU concepts facilitate multi-business operations. 

(d) The management of funds can play a pivotal role in strategy implementation. 

(e) Corporate-level managers can be viewed as the guardians of shareholders.  

(f) SWOT analysis merely examines external environment of an organization.  

(g) Reengineering involves slow and gradual improvement in the existing work processes 

that occur over a period of time. 

(h) Successful businesses have to recognize different elements of environment.  

(i) Diversification only involves entering in new businesses that are related to the 

existing business of an organisation. 

(j) A company's strategy has always to be proactive in nature. 

Differences between the two concepts 

2.  Distinguish between the following: 

(a) SWOT and TOWS Matrix 

(b)  Shared Vision and Vision Shared 

(c) Strategy Formulation and Strategy Implementation 

(d)  DMAIC and DMADV Methodology of Six Sigma 

Short notes 

3.  Write short notes on the following: 

(a) Central thrust of BPR 

(b) Grand strategy alternative during recession 

(c) Strategic surveillance 

(d) Global strategy 

Brief answers 

4. Briefly answer the following questions: 
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(a) Mission statement of a company focuses on the question: ‘who we are’ and ‘what we 

do’. Explain briefly. 

(b) ‘’A strategic professional has to analyse and redesign the work flows in the context 

of business process reengineering’’ – Briefly explain. 

(c) How internet has helped business? 

(d)  Do you agree that control systems run parallel with strategic levels? How? 

Descriptive answers 

Chapter 1-Business Environment 

5. Can a business succeed in the long run by focusing only on profit as its primary objective? 

What are other objectives of a business? 

6. What do you mean by micro environment of business? Explain its elements.  

Chapter 2-Business Policy and Strategic Management 

7. What is Corporate Strategy? How would you argue that 'corporate strategy' ensures the 

correct alignment of the firm with its environment'?  

8.  What is Strategic Decision Making? Briefly explain the major dimensions of strategic 

decisions. 

Chapter 3-Strategic Analysis 

9. Explain GE model. How is it useful in making strategic choices? 

10. Key Success Factors (KSFs) are the rules that shape whether a company will be financially 

and competitively successful? Do you agree with this statement? How to identify an 

industry’s key success factors? 

Chapter 4-Strategic Planning 

11. Devise an ideal work plan for implementing a turnaround strategy in an organization?  

12.  Discuss strategic alternatives with reference to Michael Porter’s strategies.  

Chapter 5-Formulation of Functional Strategy 

13. What is logistics strategy? What are the areas to examine while developing a logistics 

strategy? 

14.  What is meant by Functional strategies? In term of level where will you put them? Are 

functional strategies really important for business?  

Chapter 6-Strategic Implementation and Control 

15. Define Strategic business unit (SBU). Explain in brief the advantages on SBU structure.  

16.  Describe the importance of corporate culture.  
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Chapter 7-Reaching Strategic Edge 

17. What are the various guiding principles of total quality management? 

18. How internet is affecting the business? Explain the strategy-shaping characteristics of the 

E-commerce environment. 

SUGGESTED ANSWERS / HINTS 

1. (a) Incorrect: All organizations have competition. Multinationals and large organizations 

clash directly on every level of product and service. Mid-sized and small business 

also chase same customers and finds that prices and product quality are bounded by 

the moves of their competitors. Competition can challenge organizations to work 

better, improve and grow. Lack of competition can make organizations complacent 

with their present positions. 

(b) Incorrect: In the process of strategic management, an organisation continuously 

scan its relevant environment to identify various opportunities and threats. 

Organisations keen to grow and expand often look for promising opportunities that 

match their potential. Such opportunities become a good stepping stone for achieving 

the goals of the organisation. 

(c) Correct: Organizing business along SBU lines and creating strategic business units 

has become a common practice for multi-product/service and global organizations. It 

is a convenient and intelligent grouping of activities along distinct businesses and has 

replaced the conventional groupings. SBU facilitates focussed strategic planning, 

gaining product-related/market-related specialization, gaining cost-economies and 

more rational organizational structure. 

(d) Correct: The management of funds can play a pivotal role in strategy implementation 

as it aims at the conservation and optimum utilization of funds objectives which are 

central to any strategic action. Organizations that implement strategies of stability, 

growth or retrenchment cannot escape the rigours of proper management of funds. 

In fact, good management of funds often creates the difference between a 

strategically successful and unsuccessful company. 

(e) Correct: Corporate-level managers provide a link between the people who oversee 

the strategic development of a firm and those who own it (the shareholders). 

Corporate-level managers, and particularly the CEO, can be viewed as the guardians 

of shareholder welfare. It is their responsibility to ensure that the corporate and 

business strategies that the company pursues are consistent with maximizing 

shareholder wealth. The CEO is ultimately accountable to shareholders.  

(f) Incorrect: SWOT analysis presents the information about both external and internal 

environment in a structured form to compare external opportunities and threats with 

internal strengths and weaknesses. This helps in matching external and internal 
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environments so that strategic decision makers in an organisation can come out with 

suitable strategies by identifying patterns of relationship and develop suitable 

strategies. 

(g) Incorrect: Reengineering does not involve slow and gradual improvement in the 

existing work processes. It is a revolutionary approach towards radical and total 

redesigning of the business processes. 

(h) Correct: To be successful businesses have to recognise different elements of the 

environment. They have to respect, adapt to or have to manage and influence them. 

Businesses must continuously monitor and adapt to the environment to survive and 

prosper. 

(i) Incorrect: Although, organisations can diversify into businesses that are vertically or 

horizontally related to the existing businesses, the diversification is not limited to the 

related businesses. In conglomerate diversification; the new businesses/products are 

disjointed from the existing businesses/products in every way. There is no connection 

between the new products and the existing ones in process, technology or function.  

(j) Incorrect: A company’s strategy is a blend of proactive actions and reactive actions 

by the management. Reactive actions are required to address unanticipated 

developments and environmental conditions. Thus, not every strategic move is the 

result of proactive and deliberate management actions. At times, some kind of 

strategic reaction or adjustments are required. 

2.  (a) TOWS Analysis is a variant of the classic business tool, SWOT Analysis. TOWS and 

SWOT are acronyms for different arrangements of the words Strengths, Weaknesses, 

Opportunities and Threats.  However, the difference lies in the approach followed. By 

analyzing the external environment (threats and opportunities), and internal 

environment (weaknesses and strengths), we can use these techniques to think about 

the strategy of a company. Following are the some basic differences between TOWS 

and SWOT matrix: 

 TOWS emphasise on external environment whereas SWOT emphasises on 

internal environment. 

 TOWS matrix is about the combinations of SO, ST, WO, WT whereas SWOT 

matrix is about S, W, O, T. 

 TOWS analysis is an action tool whereas SWOT analysis is a planning tool. 

 TOWS is particularly useful in evaluating the potential impact of sudden events 

or developments while SWOT is usually employed in evaluating a company’s 

business plan. 

(b)  Individuals in organisations relate themselves with the vision of their organisations in 

different manner. When the individuals are able to bring organisational vision close 

to their hearts and minds they have "shared vision". Shared vision is a force that  
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creates a sense of commonality that permeates the organization and gives coherence 

to diverse activities. However, 'vision shared' shows imposition of vision from the top 

management. It may demand compliance rather than commitment. For success of 

organisations having shared vision is better than vision shared. 

(c) Strategy formulation and implementation can be distinguished in the following ways:  

Strategy Formulation Strategy Implementation 

 Strategy formulation focuses on 
effectiveness. 

 Strategy implementation focuses 
on efficiency. 

 Strategy formulation is primarily an 
intellectual process. 

 Strategy implementation is 
primarily an operational process. 

 Strategy formulation requires good 
intuitive and analytical skills. 

 Strategy implementation requires 
motivation and leadership skills. 

 Strategy formulation requires 
coordination among the executives at 
the top level.  

 Strategy implementation requires 
coordination among the 
executives at the middle and 
lower levels.  

(d)  For implementing six sigma, there are two separate key methodologies for existing 

and new processes. They are known as DMAIC and DMADV.  

 DMAIC is an acronym for five different steps used in six sigma - Define, Measure, 

Analyze Improve, and control. DMAIC methodology is directed towards improvement 

of existing product, process or service.  

 Define: To begin with six sigma experts define the process improvement goals 

that are consistent with the strategy of the organization and customer demands. 

They discuss different issues with the senior managers so as to define what 

needs to done. 

 Measure: The existing processes are measured to facilitate future comparison. 

Six sigma experts collect process data by mapping and measuring relevant 

processes.  

 Analyze: Verify cause-and-effect relationship between the factors in the 

processes. Experts need to identify the relationship between the factors. They 

have to make a comprehensive analysis to identify hidden or not so obvious 

factor.  

 Improve: On the basis of the analysis experts make a detailed plan to improve.  

 Control: Initial trial or pilots are run to establish process capability and transition 

to production.  Afterwards continuously measure the process to ensure that 

variances are identified and corrected before they result in defects.  

© The Institute of Chartered Accountants of India



190 INTERMEDIATE (IPC) EXAMINATION: NOVEMBER, 2017 

 DMADV is an acronym for Define, Measure, Analyze, Design, and Verify. DMADV is 

a strategy for designing new products, processes and services.  

 Define: As in case of DMAIC six sigma experts have to formally define goals of 

the design activity that are consistent with strategy of the organization and the 

demands of the customer.  

 Measure: Next identify the factors that are critical to quality (CTQs). Measure 

factors such as product capabilities and production process capability. Also, 

assess the risks involved. 

 Analyze: Develop and design alternatives. Create high-level design and 

evaluate to select the best design.  

 Design: Develop details of design and optimise it. Verify designs may require 

using techniques such as simulations.  

 Verify: Verify designs through simulations or pilot runs. Verified and 

implemented processes are handed over to the process owners. 

 However, in spite of different orientation in two methodologies, conceptually there is 

overlapping between the DMAIC and DMADV as both are essentially having similar 

objectives. 

3. (a) BPR is continuous improvement process. Although BPR is a multi-dimensional 

approach in improving the business performance it’s thrust area may be identified as 

“the reduction of the total cycle time of a business process.” BPR aims at reducing 

the cycle time of process by eliminating the unwanted and redundant steps and by 

simplifying the systems and procedures and also by eliminating the transit and waiting 

times as far as possible. Even after redesigning of a process, BPR maintains a 

continuous effort for more and more improvement.   

(b) Stability strategy is advisable option for the organisations facing recession. During 

recession businesses face reduced demand for their products even at low prices. 

Funds become scarce, expenditure on expansion is stopped, profits decline and 

businesses try to minimise the costs. They work hard to maintain the existing market 

share, so that company survives the recessionary period. 

(c)  Contrary to the premise control, the strategic surveillance is unfocussed. It involves 

general monitoring of various sources of information to uncover unanticipated 

information having a bearing on the organizational strategy. It involves casual 

environmental browsing. Reading financial and other newspapers, business 

magazines, meetings, conferences, discussions at clubs or parties and so on can 

help in strategic surveillance. 

 Strategic surveillance may be loose form of strategic control, but is capable of 

uncovering information relevant to the strategy. 
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(d) A global strategy assumes more standardization of products across country 

boundaries. Under this strategy, the company tries to focus on a low cost structure 

by leveraging their expertise in providing certain products and services and 

concentrating the production of these standard products and services at a few 

favourable locations around the world. Competitive strategy is centralized and 

controlled by the home office. 

4. (a)  A company’s mission statement is typically focused on its present business scope— 

“who we are and what we do”; mission statements broadly describe an  organizations 

present capabilities, customer focus activities and business makeup. An 

organisation’s mission states what customers it serves, what need it satisfies, and 

what type of product it offers. It is an expression of the growth ambition of the 

organisation. It helps organisation to set its own special identity, business emphasis 

and path for development. Mission amplifies what brings the organisation to this 

business or why it is there, what existence it seeks and what purpose it seeks to 

achieve as a business organisation.  

 In other words, the mission serves as a justification for the firm's very presence and 

existence; it legitimizes the firm's presence. 

(b) Business Process Reengineering (BPR) refers to the analysis and redesign of 

workflows and processes both within and between the organizations. The orientation 

of the redesign effort is radical. It involves total deconstruction and rethinking of a 

business process in its entirety. 

 The workflows are studied, appraised and improved in terms of t ime, cost, output, 

quality, and responsiveness to customers. The redesign effort aims to simplify and 

streamline a process by eliminating all extra avoidable steps, activities, and 

transactions. With the help of redesigning workflows, organizations can drastically 

reduce the number of stages of work, and improve their performance.  

(c) The Internet is an integrated network of high-speed computers and servers, digital 

switches and routers, telecommunications equipment and lines and individual 

computers of users. The Internet has provided a very fast means of communication 

to business with no geographic limitations. Internet also makes it feasible for 

companies to find, negotiate and deal across the world with suppliers on one hand 

and customers on the other. The evolving Internet technology is altering industry 

value chains, spawning substantial opportunities for increasing efficiency and 

reducing costs, and affecting strengths and weaknesses of business organisations.  

(d)  There are three strategic levels – corporate, business and functional. Control systems 

are required at all the three levels. At the top level, strategic controls are built to check 

whether the strategy is being implemented as planned and the results produced by 

the strategy are those intended. Down the hierarchy management controls and 

operational controls are built in the systems. Operational controls are required for 
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day-to-day management of business. Thus, control systems are required at all the 

strategic level. 

5. Business enterprises pursue multiple objectives rather than a single objective; however, it 

is generally asserted that private enterprises are primarily motivated by the objective of 

profit. All other objectives are facilitative objectives and are meant to  be subservient to the 

profit motive. However, profits cannot remain primary objective in long run. Although some 

profits are necessary, organizations need to pursue other objectives such as survival, 

stability, growth and like. These objectives also change with the changes in the 

environment. Organisations monitor the changes in the environment, analyse their impact 

on their own goals and activities and translate their assessment in terms of specific 

strategies. In general, all organizations aim for optimum utilization of resources and 

economy in operational costs. Some of the other important objectives of a business are as 

follows:  

 Survival: Survival is a basic, implicit objective of most organizations. While survival 

is an obvious objective, it gains more value and prominence during the initial stage 

of the establishment of the enterprise and during general economic adversity. The 

ability to survive is a function of the nature of ownership, nature of business 

competence of management, general and industry conditions, financial strength of 

the enterprise and so on.  

 Stability: Another important objective of business enterprises is stability. I t is a 

cautious, conservative objective that is often employed when things are not very 

conducive. It is a strategy of least resistance in a hostile external environment.  

 Growth: This is a promising and popular objective which is equated with dynamism, 

vigor, promise and success. Enterprise growth may take one or more of the forms like 

increase in assets, manufacturing facilities, increase in sales volume and so on. 

Growth may take the enterprise along relatively unknown and risky paths, full of 

promises and pitfalls. 

 Efficiency: Business enterprises seek efficiency in rationally choosing appropriate 

means to achieve their goals. In a sense, efficiency is an economic version of the 

technical objective of productivity – designing and achieving suitable input output 

ratios of funds, resources, facilities and efforts. Efficiency is a very useful operational 

objective. 

6.  The environment of business can be categorised into two broad categories micro -

environment and macro-environment. Micro-environment is related to small area or 

immediate periphery of an organization. Micro-environment influences an organization 

regularly and directly. Developments in the micro environment have direct impact on the 

working of organizations. Micro environment includes the company itself, its suppliers, 

marketing intermediaries, customer markets and competitors. The elements of micro 

environment are specific to the said business and affects its working on short term basis.  
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 Consumers / Customers: Customers who may or may not be consumers are the 

people who pay money to acquire organisational products and services. Consumer is 

the one who ultimately consumes or uses the product or services. The marketer has 

to closely monitor and analyse the changes in the consumer tastes and preferences 

and their buying habits. Consumer occupies the central position in the market.  

 Competitors: Competitors are the other business entities that compete for resources 

as well as markets. A study of the competitive scenario is essential for the marketer, 

particularly threats from competition.  

 Organization: Individuals occupying different positions or working in different 

capacities in organizations consists of individuals who come from outside. They have 

different and varied interests. An organization has several non-specific elements in 

form of individuals and groups that may affect its activities. Owners, board of directors 

and employees form part of organisation.  

 Market: The market is larger than customers. The market is to be studied in terms of 

its actual and potential size, its growth prospect and also its attractiveness. The 

marketer should study the trends and development and the key success factors of 

the market. 

 Suppliers: Suppliers form an important component of the micro environment. The 

suppliers provide raw materials, equipment, services and so on. Suppliers with their 

own bargaining power affect the cost structure of the industry. They constitute a major 

force, which shapes competition in the industry. 

 Market Intermediaries: Intermediaries bridge the gap between the organisations and 

customers. They are in form of stockist, wholesalers and retailers. They exert 

considerable influence on the business organizations. In many cases the consumers 

are not aware of the manufacturer of the products they buy. They buy product from 

the local retailers or big departmental stores. 

7. Corporate strategy helps an organisation to achieve and sustain success. It is basically 

concerned with the choice of businesses, products and markets. It is often correlated wit h 

the growth of the firm.  

 Corporate strategy in the first place ensures the growth of the firm and its correct alignment 

with the environment. Corporate strategies are concerned with the broad and long-term 

questions of what businesses the organization is in or wants to be in, and what it wants to 

do with those businesses. They set the overall direction the organization will follow. It 

serves as the design for filling the strategic planning gap. It also helps to build the relevant 

competitive advantages. A right fit between the organisation and its external environment 

is the primary contribution of corporate strategy. Basically, the purpose of corporate 

strategy is to harness the opportunities available in the environment and countering the 

threats embedded therein. With the help of corporate strategy, organizations match their 

unique capabilities with the external environment so as to achieve its vision and mission.  
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8. Decision making is a managerial process and a function of choosing a particular course of 

action out of several alternative courses for the purpose of accomplishment of the 

organizational goals. Strategic decisions are different in nature than all other decisions 

which are taken at various levels of the organization during their day -to-day working. The 

major dimensions of strategic decisions are given below: 

 Strategic issues require top-management decisions: Strategic issues involve thinking 

in totality of the organizations and also there is lot of risk involved.  

 Strategic issues involve the allocation of large amounts of company resources: It may 

require huge financial investment to venture into a new area of business or the 

organization may require huge manpower with new set of skills in them.  

 Strategic issues are likely to have a significant impact on the long term prosperity of 

the firm: Generally the results of strategic implementation are seen on a long term 

basis and not immediately. 

 Strategic issues are future oriented: Strategic thinking involves predicting the future 

environmental conditions and how to orient for the changed conditions.  

 Strategic issues usually have major multifunctional or multi -business consequences: 

As they involve organization in totality they affect different sections of the organization 

with varying degree. 

 Strategic issues necessitate consideration of factors in the firm’s external 

environment: Strategic focus in organization involves orienting its internal 

environment to the changes of external environment. 

9. GE model has been used by General Electric Company (developed by GE with the 

assistance of the consulting firm McKinsey & Company) known as “Stop -Light” Strategy 

Model. This model is also known as Business Planning Matrix, GE Nine-Cell Matrix and 

GE Model. The strategic planning approach in this model has been inspired from traffic 

control lights. The lights that are used at crossings to manage traffic are: green for go, 

amber or yellow for caution, and red for stop. This model uses two factors while taking 

strategic decisions: Business Strength and Market Attractiveness. The vertical axis 

indicates market attractiveness and the horizontal axis shows the business strength in the 

industry. The market attractiveness is measured by a number of factors like:  

1. Size of the market. 

2. Market growth rate. 

3. Industry profitability. 

4. Competitive intensity. 

5. Availability of Technology. 

6. Pricing trends. 

7. Overall risk of returns in the industry. 
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8. Opportunity for differentiation of products and services. 

9. Demand variability. 

10. Segmentation. 

11. Distribution structure (e.g. retail, direct, wholesale) etc. 

 Business strength is measured by considering the typical drivers like:  

1. Market share. 

2. Market share growth rate. 

3. Profit margin. 

4. Distribution efficiency. 

5. Brand image. 

6. Ability to compete on price and quality. 

7. Customer loyalty. 

8. Production capacity. 

9. Technological capability. 

10. Relative cost position. 

11. Management caliber, etc. 
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Figure: The GE Portfolio Matrix 
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Zone  Strategic Signals 

Green 
 Invest/Expand 

 

Yellow 

 

 Select/Earn 

 

Red 

 

 Harvest/Divest 

 

If a product falls in the green section, the business is at advantageous position. To reap 

the benefits, the strategic decision can be to expand, to invest and grow. If a product is in 

the amber or yellow zone, it needs caution and managerial discretion is called for making 

the strategic choices. If a product is in the red zone, it will eventually lead to losses that 

would make things difficult for organisations. In such cases, the appropriate strategy 

should be retrenchment, divestment or liquidation. 

10. An industry’s key success factors (KSFs) are those things or strategic elements that affect 

industry members’ ability to prosper in a market place. For a business organization within 

an industry, it may include, cost structure, technology, distribution sys tem and so on. It is 

correct to state that the KSFs help to shape whether a company will be financially and 

competitively successful.  

 The answers to the following three questions help identify an industry's key success factors: 

 On what basis do customers choose between the competing brands of sellers? What 

product attributes are crucial? 

 What resources and competitive capabilities does a seller need to have to be 

competitively successful? 

 What does it take for sellers to achieve a sustainable competitive advantage? 

11. Action plan for turnaround strategy, an organization can implement:  

 Stage One – Assessment of current problems: The first step is to assess the 

current problems and get to the root causes and the extent of damage the problem 

has caused. Once the problems are identified, the resources should be focused 

toward those areas essential to efficiently work on correcting and repairing any 

immediate issues. 

 Stage Two – Analyze the situation and develop a strategic plan: Before you make 

any major changes; determine the chances of the business’s survival. Identify 

appropriate strategies and develop a preliminary action plan. For this one should look 
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for the viable core businesses, adequate bridge financing and available 

organizational resources. Analyze the strengths and weaknesses in the areas of 

competitive position. Once major problems and opportunities are identified, develop 

a strategic plan with specific goals and detailed functional actions.  

 Stage Three – Implementing an emergency action plan: If the organization is in a 

critical stage, an appropriate action plan must be developed to stop the bleeding and 

enable the organization to survive. The plan typically includes human resource, 

financial, marketing and operations actions to restructure debts, improve working 

capital, reduce costs, improve budgeting practices, prune product lines and 

accelerate high potential products. A positive operating cash flow must be established 

as quickly as possible and enough funds to implement the turnaround strategies must 

be raised. 

 Stage Four – Restructuring the business: The financial state of the organization’s 

core business is particularly important. Prepare cash forecasts, analyze assets and 

debts, review profits and analyze other key financial functions to position the 

organization for rapid improvement. 

 During the turnaround, the “product mix” may be changed, requiring the organization 

to do some repositioning. Core products neglected over time may require immediate 

attention to remain competitive. Organisations may also withdraw from some markets, 

close some facilities or discontinue some products. 

The ‘people mix” is another important ingredient in the organization’s competitive 

effectiveness. Reward and compensation systems that encourage dedication and 

creativity encourage employees to think profits and return on investments .  

 Stage Five – Returning to normal: In the final stage of turnaround strategy process, 

the organization should begin to show signs of profitability, return on investments and 

enhancing economic value-added. Emphasis is placed on a number of strategic 

efforts such as carefully adding new products and improving customer service, 

creating alliances with other organizations, increasing the market share, etc.  

12. According to Porter, strategies allow organizations to gain competitive advantage from 

three different bases: cost leadership, differentiation, and focus. Porter calls these base 

generic strategies. Cost leadership emphasizes producing standardized products at a very 

low per-unit cost for consumers who are price-sensitive. Differentiation is a strategy aimed 

at producing products and services considered unique industry wide and directed at 

consumers who are relatively price-insensitive. Focus means producing products and 

services that fulfill the needs of small groups of consumers. 

 

© The Institute of Chartered Accountants of India



198 INTERMEDIATE (IPC) EXAMINATION: NOVEMBER, 2017 

 

Figure: Michael Porter’s Generic Strategy 
 Cost Leadership Strategies 

 A primary reason for pursuing forward, backward, and horizontal integration strategies is 

to gain cost leadership benefits. But cost leadership generally must be pursued in 

conjunction with differentiation. A number of cost elements affect the relative attractiveness 

of generic strategies, including economies or diseconomies of scale achieved, capacity 

utilization and linkages with suppliers and distributors and so on. 

 Differentiation Strategies 

 Different strategies offer different degrees of differentiation. A differentiation strategy 

should be pursued only after a careful study of buyers’ needs and preferences to determine 

the feasibility of incorporating one or more differentiating features into a unique product 

that features the desired attributes. A successful differentiation strategy allows a firm to 

charge a higher price for its product and to gain customer loyalty. Special features that 

differentiate one's product can include superior service, spare parts availability, design, 

product performance, useful life, or ease of use and so on. 

 Focus Strategies 

 A successful focus strategy depends on an industry segment that is  of sufficient size, has 

good growth potential, and is not crucial to the success of other major competitors. 

Strategies such as market penetration and market development offer substantial focusing 

advantages. Midsize and large firms can effectively pursue focus-based strategies only in 

conjunction with differentiation or cost leadership-based strategies. All firms in essence 

follow a differentiated strategy.  

13.  Management of logistics is a process that integrates the flow of supplies into, through and 

out of an organization to achieve a level of service that facilitate movement and availability 
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of materials in a proper manner. When a company creates a logistics strategy it is defining 

the service levels at which its logistics is smooth and is cost effect ive.  

A company may develop a number of logistics strategies for specific product lines, specific 

countries or specific customers because of constant changes in supply chains. There are 

different areas that should be examined for each company that should be considered and 

should include: 

 Transportation: Does the current transportation strategies help service levels 

required by the organisation?  

 Outsourcing: Areas of outsourcing of logistics function are to be identified. The effect 

of partnership with external service providers on the desired service level of 

organisation is also to be examined. 

 Competitors: Review the procedures adopted by competitors. It is also to be judged 

whether adopting the procedures followed by the competitors will be overall benef icial 

to the organisation. This will also help in identifying the areas that may be avoided.  

 Availability of information: The information regarding logistics should be timely and 

accurate. If the data is inaccurate then the decisions that are made will be incorrect. 

With the newer technologies, it is possible to maintain information on movement of 

fleets and materials on real time basis. 

 Strategic uniformity: The objectives of the logistics should be in line with overall 

objectives and strategies of the organisation. They should aid in the accomplishment 

of major strategies of the business organisation. 

14.  Once higher level corporate and business strategies are developed, management need to 

formulate and implement strategies for each functional area. For effective implementation, 

strategists have to provide direction to functional managers regarding the plans and 

policies to be adopted. In fact, the effectiveness of strategic management depends critically 

on the manner in which strategies are implemented. Strategy of one functional area cannot 

be looked at in isolation, because it is the extent to which all the functional tasks are 

interwoven that determines the effectiveness of the major strategy.  

Functional area strategy such as marketing, financial, production and human resource are 

based on the functional capabilities of an organisation. For each functional area, first the 

major sub areas are identified and then for each of these sub functional areas, contents of 

functional strategies, important factors, and their importance in the process of strategy 

implementation is identified.  

In terms of the levels of strategy formulation, functional strategies operate below the SBU 

or business-level strategies. Within functional strategies there might be several sub-

functional areas. Functional strategies are made within the higher level strategies and 

guidelines therein that are set at higher levels of an organisation. Functional managers 

need guidance from the business strategy in order to make decisions. Operational plans 
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tell the functional managers what has to be done while policies state how the plans are to 

be implemented. 

Major strategies need to be translated to lower levels to give holistic strategic direction to 

an organisation. Functional strategies provide details to business strategy & govern as to 

how key activities of the business will be managed. Functional strategies play two 

important roles. Firstly, they provide support to the overall business strategy. Secondly, 

they spell out as to how functional managers will work so as to ensure better performance 

in their respective functional areas. The reasons why functional strategies are really 

important and needed for business can be enumerated as follows:  

 The development of functional strategies is aimed at making the strategies-

formulated at the top management level-practically feasible at the functional level.  

 Functional strategies facilitate flow of strategic decisions to the different parts of an 

organisation. 

 They act as basis for controlling activities in the different functional areas of business. 

 The time spent by functional managers in decision-making is reduced as plans lay 

down clearly what is to be done and policies provide the discretionary framework 

within which decisions need to be taken. 

 Functional strategies help in bringing harmony and coordination as they remain part 

of major strategies.  

 Similar situations occurring in different functional areas are handled in a consistent 

manner by the functional managers. 

15. SBU is any part of a business organization which is treated separately for strategic 

management purposes. The concept of SBU is helpful in creating an SBU organizational 

structure. It is discrete element of the business serving product markets with readily identifiable 

competitors and for which strategic planning can be concluded. It is created by adding another 

level of management in a divisional structure after the divisions have been grouped under a 

divisional top management authority based on the common strategic interests. 

 Its advantages are: 

 Establishing coordination between divisions having common strategic interests.  

 Facilitates strategic management and control on large and diverse organizations.  

 Fixes accountabilities at the level of distinct business units.  

 Allows strategic planning to be done at the most relevant level within the total 

enterprise.  

 Makes the task of strategic review by top executives more objective and more 

effective.  

 Helps allocate corporate resources to areas with greatest growth opportunities.  
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16. A culture where creativity, embracing change, and challenging the status quo are pervasive 

themes is very conducive to successful execution of a product innovation and technological 

leadership strategy. A culture built around such business principles as listening to 

customers, encouraging employees to take pride in their work, and giving employees a 

high degree of decision-making responsibility is very conducive to successful execution of 

a strategy of delivering superior customer service. 

 A strong strategy-supportive culture nurtures and motivates people to do their jobs in ways 

conducive to effective strategy execution; it provides structure, standards, and a value 

system in which to operate; and it promotes strong employee identification with the 

company's vision, performance targets, and strategy. All this makes employees feel 

genuinely better about their jobs and work environment and the merits of what the company 

is trying to accomplish. Employees are stimulated to take on the challenge of realizing the 

company's vision, do their jobs competently and with enthusiasm, and collaborate with 

others as needed to bring the strategy to success.  

17. Implementing TQM requires organization wide support. There are several principles that 

guide success of TQM. Various principles that guide the total quality management 

philosophy are as follows:  

 A sustained management commitment to quality 

 Focusing on the customer 

 Preventing rather than detecting defects 

 Universal quality responsibility 

 Quality measurement 

 Continuous improvement and learning 

 Root cause corrective action 

 Employee involvement and empowerment 

 The synergy of teams 

 Thinking statistically 

 Inventory reduction 

 Value improvement  

 Supplier teaming 

 Training 

18.  The impact of the Internet and the rapidly emerging e-commerce environment is profound. 

The advent of the Internet and online networks changes everything. There can be no doubt 

that the Internet is a driving force of historical and revolutionary proportions. The coming 

of ecommerce has changed the character of the market, created new driving forces and 
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key success factors and bred the formation of new strategic groups. The creativeness with 

which a company incorporates e-commerce practices holds enormous potential for 

reconfiguring its value chain and affecting its company's competitiveness. Also the Internet 

economy presents opportunities and threats that demand strategic response and that 

require managers to craft bold new strategies. 

 We need to understand how growing use of the Internet by businesses and consumers 

reshapes the economic landscape and alters traditional industry boundaries. The following 

characteristics of the strategy-shaping E-Commerce environment are: 

1. The Internet makes it feasible for companies everywhere to compete in global 

markets. 

2. Competition in an industry is greatly intensified by the new e-commerce strategic 

initiatives of existing rivals and by the entry of new, enterprising e -commerce rivals. 

3. Entry barriers into the e-commerce world are relatively low. 

4. Online buyers gain bargaining power because they confront far fewer obstacles to 

comparing the products, prices, and shipping times of rival vendors.  

5. The Internet makes it feasible for companies to reach beyond their  borders to find the 

best suppliers and, further, to collaborate closely with them to achieve efficiency gains 

and cost savings. 

6. Internet and PC technologies are advancing rapidly, often in uncertain and 

unexpected directions. 

7. The internet results in much faster diffusion of new technology and new idea across 

the world. 

8. The e-commerce environment demands that companies move swiftly. 

9. E-commerce technology opens up a host of opportunities for reconfiguring industry 

and company value chains. 

10. The Internet can be an economical means of delivering customer service.  

11. The capital for funding potentially profitable e-commerce businesses is readily 

available. 

12. The needed e-commerce resource in short supply is human talent-in the form of both 

technological expertise and managerial know-how. 
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QUESTIONS 

1. Define the following terms briefly: 
(i) Business Process Reengineering (BPR) Team  
(ii) Business Strategy 
(iii) Audit Software Usage 
(iv) Web Servers 
(v) Public Data Network 
(vi) Micro Waves 
(vii) Middleware 
(viii) Pre-requisites of ACID Test for any TPS 
(ix) Travel Management Systems 
(x) Plastic Cards 

2. Differentiate between the following: 
(i) Logical Data Flow Diagram and Physical Data Flow Diagram  
(ii) Organizational Business Processes and Operational Business Processes 
(iii) Fixed and Variable Length Instructions 
(iv) Community Cloud and Hybrid Cloud 
(v) Serial Transmission and Parallel Transmission 
(vi) External Threats and Internal Threats 
(vii) Explicit Knowledge and Tacit Knowledge 
(viii) Strategic Level Systems and Management Level Systems 
(ix) Online Processing and Real-time Processing 
(x) Programming Management Controls and Quality Assurance Management Controls 

3. Write short note on the following: 
(i) Order to Cash Process Flow 
(ii) Value Chain Automation 
(iii) Micro Architecture 
(iv) Virtual Memory 
(v) Public Data Network 
(vi) Internet’s TCP/IP 
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(vii) Benefits of Customer Relationship Management (CRM) 
(viii) Artificial Intelligence 
(ix) Business Applications 
(x) Application areas of Grid Computing 

Accounting Information Systems 
4. What do you understand by Accounting Information System? Discuss some of its functions, 

in brief. 
Flowchart 
5.  A XYZ bank has 500 employees. The salary paid to each employee is sum of his Basic 

Pay (BP), Dearness Allowance (DA) and House Rent Allowance (HRA). For computing 
House Rent Allowance, bank classified his employees into three classes A, B and C. The 
HRA for each class is computed at the rate of 30 percent, 20 percent and 10 percent of 
the BP respectively. The DA is computed at a flat rate of 60 percent of the Basic Pay. Draw 
a flow chart to determine the percentage of employee falling in each of the following salary 
slabs: 
(i) Above ` 30,000 
(ii) ` 15,001 to ` 30,000 
(iii) ` 8,001 to ` 15,000 
(iv) Less than or equal to ` 8,000. 

Relational Database Model 
6. Describe Relational Database Model with example. 
Business Process Automation 
7.  Discuss in brief the steps that are involved in implementing Business Process Automation 

(BPA). 
Mobile Computing 
8. Discuss various business applications of Mobile Computing. 
Digital Data Transmission 
9. What do you understand by the term ‘Transmission Techniques’? Discuss its types in 

detail. 
Business Information System (BIS) 
10.  “Information is said to be the currency of the present business environment and rightfully 

it can be said that we are lining in an ‘Information Age”. Explain the statement.  
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