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Q-1 Mr. A is appointed as a manager in XYZ company which is planning to adopt the automation of its major
business processes. He has been asked to prepare a list of the sequence of steps that the company
should adhere to implement Business Process Automation. Draft Mr. A’s reply.

Ans. Various steps of automation are given as follows:

Step 1: Define why we plan to go for a BPA?

Step 2: Understand the rules / regulation under which needs to comply with?

Step 3: Document the process, we wish to automate.

Step 4: Define the objectives/goals to be achieved by implementing BPA.

Step 5: Engage the business process consultant.

Step 6: Calculate the ROI for project.

Step 7: Developing the BPA.

Step 8: Testing the BPA.

Q-2 Discuss “Management Processes” and state their example.

Ans. Management Processes: Management processes measure, monitor and control activities related to
business  procedures  and  systems.  Examples  of  management  processes  include  internal
communications,  governance,  strategic  planning,  budgeting,  and  infrastructure  or  capacity
management.  Management  processes  do  not  provide  value  directly  to  the  customers,  however,
have a direct impact on the efficiency of the enterprise.

Q-3    A company ABC Ltd. is engaged in selling consumer goods to different categories of customers. To
increase its sales, different types of discounts are offered to customers. The policy of discount is as
given below:

i. On cooking range, a discount of 12% is allowed to dealers and 9% to retailers irrespective of
thevalue of the order.

ii. A discount of 12% is allowed on washing machine irrespective of the category of customer and the
value of the order.

iii. On decorative products, dealers are allowed a discount of 20% provided that the value of the
order  is  Rs.  10,000 and  above.  Retailers are allowed a discount of  10%  irrespective  of the value
of the order.

Prepare a flow chart to calculate the discount for the above policy.

Ans. The required flowchart is given in Figure below.

CHAPTER-1
AUTOMATED BUSINESS PROCESSES
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Q-4 Internal  Control  Systems  can  provide  an  entity  with  reasonable  assurance  about  achieving  the
entity’s operational, financial reporting and compliance objectives. State the inherent limitations of
Internal Control Systems.

Ans. Internal control, no matter how effective, can provide an entity with only reasonable assurance  and
not absolute assurance about achieving the entity’s operational, financial  reporting  and compliance
objectives. Internal control systems are subject to certain inherent  limitations, such as:
• Management’s consideration that the cost of an internal control does not exceed the expected

benefits to be derived.
• The  fact  that  most  internal  controls  do  not  tend  to  be  directed  at  transactions  of  unusual

nature. The potential for human error, such as, due to carelessness, distraction, mistakes of
judgement and misunderstanding of instructions.
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• The possibility of circumvention of internal controls through collusion with employees or with
parties outside the entity.

• The possibility that a person responsible for exercising an internal control could abuse that
responsibility, for example, a member of management overriding an internal control.

• Manipulations  by  management  with  respect  to  transactions  or  estimates  and  judgements
required in the preparation of financial statements.

Q-5 Discuss “Operational Processes” and state their example.
Ans. Operational Processes: Operational or Primary processes deal with the core business and value chain.

These processes deliver value to the customer by helping to produce a product or service. Operational
processes represent essential business activities that accomplish business objectives, example -
Generating revenue – Order to Cash Cycle; Procurement – Purchase to Pay cycle.

Q-6 The manufacturing cost of a producing an item depend on its complexity. A company manufactures
three different types of item with costs based on the following calculations.
Item Types 1: Item cost = Parts cost* 2.5
Item Types 2: Item cost = Parts cost* 3.5
Item Types 3: Item cost = Parts cost* 5.0
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The company makes 1000 items per day. Considering the item type and parts cost of each item as an
input, draw a flowchart to print the item cost for each item.

Ans. Let us define the variables first:
itm_tp = Item Type; Part Cost = prt_cst;
itm_cst = Item Cost; N = counter

The required flowchart is as below:

-4- Chapter-1 : Automated Business Processes
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Q-7 State the Benefits provided by Business Process Automation (BPA).
OR

A business organization is planning to increase the accuracy of information transferred and certifies
the repeatability of the value-added task performed by the automation of business. Being a
management consultant, identify any four major benefits that the  organization can achieve through
the automation of a business process.

Ans. Major benefits of automating Business Processes are as follows:
• Quality and Consistency
• Time Saving
• Visibility
• Improved Operational Efficiency
• Governance & Reliability
• Reduced Turnaround Times
• Reduced Costs

Q-8 An Airline Industry wishes to automate its Grievance cell so that their clients can online register their
feedback, complaints and suggestions. The purpose of automation is to provide better service and
satisfaction to its customers. Prepare a list of various steps that are required to be taken while
automating the Grievance Cell.

Ans. The major benefits that will be drawn out of automating the Grievance related business process and
implementing the Grievance Management System are as follows:
• Quality and Consistency: Ensures that every action is performed identically - resulting in high

quality, reliable results and stakeholders will consistently experience the same level of service.
• Time Saving: Automation reduces the number of tasks employees would otherwise need to do

manually. It frees up time to work on items that add genuine value to the business, allowing
innovation and increasing employees’ levels of motivation.

• Visibility: Automated processes are controlled and consistently operate accurately within the
defined timeline. It gives visibility of the process status to the organization.

• Improved Operational Efficiency: Automation reduces the time it takes to achieve a task, the
effort required to undertake it and the cost of completing it successfully. Automation not only
ensures systems run smoothly and efficiently, but that errors are eliminated and that best practices
are constantly leveraged.

• Governance and Reliability: The consistency of automated processes means stakeholders can
rely on business processes to operate and offer reliable processes to customers, maintaining a
competitive advantage.

• Reduced Turnaround Times: Eliminate unnecessary tasks and realign process steps to optimize
the flow of information throughout production, service, billing and collection. This adjustment of
processes distills operational performance and reduces the turnaround times for both staff and
external customers.

• Reduced Costs: Manual tasks, given that they are performed one-at-a-time and at a slower rate
than an automated task, will cost more. Automation allows us to accomplish more by utilizing
fewer resources.

Q-9 A book publisher offered discount to customers based on their mode of purchase and thenumber of
copies ordered as shown below:
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Mode of Purchase Number of copies ordered Discount %
Online More than 5 20

Less than or equal to 5 15
Offline More than 10 10

Less than or equal to 10 5
If Customer name, Customer type, Date of order placed, Number of copies ordered and unit price are
input; draw a flowchart to calculate the net amount of the bill and date of purchase for each customer
and print it. The above is to be carried out for 50 customers.

Ans. The required flowchart is given below:
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Abbreviations used in the flowchart are as follows:
DOP - Date of order placed CNAME - Customer Name
NO_CP - Number of Copies UNT_PR - Unit Price
DISC - Discount AMT - Total Amount
NAMT - Net Amount NOC - Number of Customers
CTYPE - Type of the Customer (Can either be Online or Offline[OFF_LN])

Q-10 The GST of 50 items is to be calculated as per the following details. With Code No. and Value of Supply
as input, draw a flowchart to calculate the Tax and print the Tax, Code No. of the Item and the Type of
Item. (Note: The rates have been taken hypothetically)
Code No. (C_No) Types of Items Tax Rate
001 Perishable 15%
002 Textiles 10%
003 Luxury Items 20%
004 Machinery 12%

Ans. The variables are defined as follows:
C = Code No; Val_Spl = Value of Supply;
T_It = Types of Item N = Counter;
Cal_Tax = Calculated Tax after GST
 The required flowchart is as below:
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Q-11 During a job interview, an interviewer asked Mr. A to list out all the risks and their controls associated
with Order-To-Cash (O2C) business process. Prepare an appropriate draft reply.

Ans. Risks and Controls related to the Order to Cash (O2C) business process are as follows:
Risks Controls
The customer master file is maintained properly The customer master file is maintained properly
and the information is not accurate. and the information is accurate.
Invalid changes are made to the customer Only valid changes are made to thecustomer master
master file. file.
All valid changes to the customer master file are All valid changes to the customermaster file are
not input and processed. input and processed.
Changes to the customer master file are not Changes to the customer master fileare accurate.
accurate.
Changes to the customer master file are not Changes to the customer master fileare processed
processed in a timely manner. in a timely manner.
Customer master file data is not up-to-date Customer master file data is up to dateand relevant.
and relevant.
System access to maintain customer masters has System access to maintain customermasters has
not been restricted to the authorized users. been restricted to theauthorized users.

Q-12 A bicycle shop in a city provides rental facility to its customers at different rates for different models as
given below:

Model No. Hire Rate per day
Model No. 1 ` 10
Model No. 2 ` 9
Model No. 3 ` 8
Model No. 4 ` 7

To attract customers, the shopkeeper gives a discount of 15 percent to all those customers, who hire a
bicycle for more than one-week period. Further to attract women customer, he gives additional discount
of 10 percent irrespective of hire period. For every bicycle hired, a security deposit of ` 25 must be
paid. Draw a flow chart to print out the details of each customer such as name of customer, bicycle
model number, number of days a bicycle is hired for, hire charges, discount and total charges including
deposits.

Ans. Abbreviations used are as follows:
HCHG: Hire Charges DAYS: No. of days a bicycle is hired for
NAME: Name of customer TCHG: Total Charges
MODEL: Bicycle Model No. TDISC: Total Discount
SEX: Gender of the customer
The flowchart is available on the next page.
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Q-13 A bicycle shop in Delhi provides hired bicycles for day(s) at different rates as shown in table:
Season Charges per day
Spring (March - May) `  8.00
Summer (June - August) `  9.50
Autumn (Sept - Nov.) `  5.00
Winter (Dec. - Feb.) `  6.00
To attract his customers, the proprietor also gives a discount on the number of days a bicycle is hired
for. If the hire period is more than 10 days, a reduction of 15% is made. For every bicycle hired, a deposit
of 20 must be paid.
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Develop a flowchart to print out the details for each customer such as name of customer, number of
days a bicycle is hired for, hire-charges and total charges including the deposit. It is also assumed that
there are 25 customers and complete details for each customer such as name of customer, season and
number of days the bicycle is required for is inputted through console.

Ans. Let us define the variables first:
NAME: Name of the customer SEAS: Season in which bicycle is hired
DAYS: Number of days a bicycle is hired for RATE: Hire charges of bicycle per day
N: Number of customers NRT: Net Rate
HCHG: Hire Charges TCHG: Total Charges
The required flowchart is shown below:
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Q-14 Explain ‘Data Flow Diagram’.
Ans. Data Flow Diagrams: Data Flow Diagrams (DFD) shows the flow of data or information from one place to

another. DFDs describe the processes showing how these processes link together through data stores
and how the processes relate to the users and the outside world. In other words, DFD basically provides
an overview of -
• What does a system processes;
• What transformations are performed;
• What data are stored;
• What results are produced and where they flow?
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Q-15 “Enterprise Risk Management (ERM) does not create a risk-free environment; rather it enables
management to operate more effectively in environments filled with risks”. In view of this statement,
explain the various benefits, which Board of Directors and Management of an entity seek to achieve by
implementing the ERM process within the entity.

Ans. Following features in Enterprise Risk Management (ERM) provides enhanced capabilities to enable
management to operate more effectively in environments filled with risks:
• Align risk appetite and strategy: Risk appetite is the degree of risk, on a broad-based level that an

enterprise is willing to accept in pursuit of its goals. Management considers the entity’s risk
appetite first in evaluating strategic alternatives, then in setting objectives aligned with the
selected strategy and in developing mechanisms to manage the related risks.

• Link growth, risk and return: Entities accept risk as part of value creation and preservation, and
they expect return commensurate with the risk. ERM provides an  enhanced ability to identify and
assess risks, and establish acceptable levels of risk relative to growth and return objectives.

• Enhance risk response decisions: ERM provides the rigor to identify and select among alternative
risk responses - risk avoidance, reduction, sharing and acceptance. ERM provides methodologies
and techniques for making these decisions.

• Minimize operational surprises and losses: Entities have enhanced capability to identify potential
events, assess risk and establish responses, thereby reducing the occurrence of surprises and
related costs or losses.

• Identify and manage cross-enterprise risks: Every entity faces a myriad of risks affecting different
parts of the enterprise. Management needs to not only manage individual risks, but also understand
interrelated impacts.

• Provide integrated responses to multiple risks: Business processes carry many inherent risks and
ERM enables integrated solutions for managing the risks.

• Seize opportunities: Management considers potential events, rather than just risks, and by
considering a full range of events, management gains an understanding of how certain events
represent opportunities.

• Rationalize capital: More robust information on an entity’s total risk allows management to more
effectively assess overall capital needs and improve capital allocation.

Q-16 State the required characteristics of goals to be achieved by implementing Business Process Automation
(BPA).

Ans. The required characteristics of goals to be achieved by implementing Business Process Automation
(BPA) could be abbreviated as “SMART” which means:
• S - Specific
• M - Measurable
• A - Attainable
• R – Relevant
• T – Timely

Q-17 Give two examples of the Risks and Control objectives for Human Resource Process at configuration
level.

Ans. Risks and Control Objectives for Human Resource Process at Configuration Levels are as follows:
Risk Control Objective
Employees who have left the company System access to be immediately removed when
continue to have system access. employees leave the company.

Employees have system access in excess of their Employees should be given system access based on
job requirements. a “need to know” basis and to perform their job

function.

-12- Chapter-1 : Automated Business Processes
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Q-18 Explain the positive aspects contained in the IT Act, 2000 and its provisions, from the perspective of e-
commerce in India.

Ans. From the perspective of e-commerce in India, the IT Act, 2000 and its provisions contain many positive
aspects which are as follows:

• The implications for the e-businesses is that email is now a valid and legal form of communication
in India that can be duly produced and approved in a court of law.

• Companies shall now be able to carry out electronic commerce using the legal infrastructure
provided by the Act.

• Digital Signatures have been given legal validity and sanction in the Act.

• The Act throws open the doors for the entry of corporate companies in the business of being
Certifying Authorities for issuing Digital Signatures Certificates.

• The Act allows Government to issue notification on the web thus heralding e-governance.

• The Act enables the companies to file any form, application or any other document with any
office, authority, body or agency owned or controlled by the appropriate Government in electronic
form by means of such electronic form as may be prescribed by the appropriate Government.

• The IT Act also addresses the important issues of security, which are so critical to the success of
electronic transactions.

• The Act has given a legal definition to the concept of secure digital signatures that would be
required to have been passed through a system of a security procedure, as stipulated by the
Government at a later date.

Under the IT Act, 2000, it shall now be possible for corporates to have a statutory remedy in case
if anyone breaks into their computer systems or network and causes damages or copies data. The
remedy provided by the Act is in the form of monetary damages, not exceeding ` 1 crore.

Q-19 An e-commerce website is offering following discounts:

• If the purchase mode is via website, a discount of 5% is given on the bill amount.

• If the purchase mode is via phone app, a discount of 10% is given on bill amount.

• If purchase is done via any other mode, customer is not eligible for any discount.

Draw a Flowchart to calculate and display the bill amount payable by the customer.

Ans. Let us define the variables first:

PM: Purchase Mode BA: Bill Amount

FIN_BA: Final Bill Amount DISC: Discount
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Q-20 Describe the Risks and Control objectives of Order to Cash (O2C) business process at Masters level.

Ans. Risks and Control objectives of Order to Cash (O2C) business process at Masters level is as follows:
Risk Control Objective
The customer master file is not maintained The customer master file is maintained pro
properly and the information is not perly and the information is accurate.
accurate.
Invalid changes are made to the customer Only valid changes are made to the customer master
master file. file.
All valid changes to the customer master All valid changes to the customer master file are
file are not input and processed.  input and processed.
Changes to the customer master file are not Changes to the customer master file are accurate.
accurate.
Changes to the customer master file are not Changes to the customer master file are processed
processed in a timely manner.   in a timely manner.
Customer master file data is not up-to-date Customer master file data is up to date and relevant.
and relevant.
System access to maintain customer masters System access to maintain customer masters has been
has not been restricted to the authorized restricted to the authorized users.
users.
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Q-21 Write a note on : Risk Assessment
Ans. Risk Assessment: Risk Assessment is one of the five components that define Internal Control under SA

315. Every entity faces a variety of risks from external and internal resources. Risk assessment involves
a dynamic and iterative process for identifying and assessing risks to the achievement of objectives.
Thus, risk assessment forms the basis for determining how risks will be managed. A precondition to
risk assessment is the establishment of objectives, linked at different levels of the entity. Management
specifies objectives within categories of operations, reporting, and compliance with sufficient clarity
to be able to identify and assess risks to those objectives. Risk assessment also requires management
to consider the impact of possible changes in the external environment and within its own business
model that may render internal control ineffective.

Q-22 Explain different stages of Human Resources (HR) Cycle.
Ans. Human Resources Cycle: The Human Resources life cycle refers to human resources management and

covers all the stages of an employee’s time within a specific enterprise and the role the human resources
department plays at each stage. Typical stage of HR cycle includes the following:
i. Recruiting and On boarding: Recruiting is the process of hiring a new employee. The role of the

human resources department in this stage is to assist in hiring. This might include placing the job
ads, selecting candidates whose resumes look promising, conducting employment interviews
and administering assessments such as personality profiles to choose the best applicant for the
position. In a small business where the owner performs these duties personally, the HR person
would assist in a support role. In some organizations, the recruiting stage is referred to as ‘hiring
support.’ On boarding is the process of getting the successful applicant set up in the system as a
new employee.

ii. Orientation and Career Planning: Orientation is the process by which the employee becomes a
member of the company’s work force through learning her new job duties, establishing
relationships with co-workers and supervisors and developing a niche. Career planning is the
stage at which the employee and her supervisors work out her long-term career goals with the
company. The HR department may make additional use of personality profile testing at this stage
to help the employee determine her best career options with the company.

iii. Career Development: Career development opportunities are essential to keep an employee
engaged with the company over time. After an employee, has established himself at the company
and determined his long-term career objectives, the human resources department should try to
help him meet his goals, if they are realistic. This can include professional growth and training to
prepare the employee for more responsible positions with the company. The company also
assesses the employee’s work history and performance at this stage to determine whether he has
been a successful hire.

iv. Termination or Transition: Some employees will leave a company through retirement after a long
and successful career. Others will choose to move on to other opportunities or be laid off. Whatever
the reason, all employees will eventually leave the company. The role of HR in this process is to
manage the transition by ensuring that all policies and procedures are followed, carrying out an
exit interview if that is company policy and removing the employee from the system. These
stages can be handled internally or with the help of enterprises that provide services to manage
the employee life cycle.

Q-23 Though Human Resource  (HR)  Department plays an important role in development of any enterprise,
yet it has certain risks  associated at every stage of its life cycle. Describe all the risks related to  Human
Resource Department.

Ans. The risks associated with Human Resource Department are as given below:
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(a) Employees who have left the company continue to have system ac cess.
(b) Employees have system access in excess of their job requirements.
(c) Additions to the payroll master files do not represent valid employees.
(d) New employees are not added to the payroll master files.
(e) Terminated employees are not removed fr om the payroll master files.
(f) Employees are terminated without following statutory requirements.
(g) Deletions from the payroll master files do not represent valid terminations.
(h) Invalid changes are made to the payroll master files.
(i) Changes to the payroll master files are not accurate.
(j) Changes to the payroll master files are not processed in a timely manner.
(k) Payroll master file data is not up to date.
(l) Payroll is disbursed to inappropriate employees.
(m) System access to process employee master changes has not been restricted to the  authorized

users.
Q-24 In an organization, effective risk management involves identification of high -level risk exposures and

their analysis.  Discuss all the risk management strategies out of whichSenior Management of an
organization may choose to  adopt  any of the risk management strategy based on the analysis of risks.

Ans. When risks are identified and analyzed, it is not always appropriate to implement controls to counter
them. Some risks may be minor, and it may not be cost effective to implement expensive control
processes for them. Risk management strategy is explained below:
• Tolerate/Accept the risk:  One of the primary functions of management is managing risk. Some

risks may be considered minor because their impact and probability of occurrence is low.  In this
case, consciously accepting the risk as a cost of doing business is appropriate, as well as periodically
reviewing the risk to ensure its impact remains low.

• Terminate/Eliminate the risk:  It  is possible for a risk to be associated with the use of  a technology,
supplier, or vendor. The risk can be eliminated by   replacing the technology with more robust
products and by seeking more capable suppliers and vendors.

• Transfer/Share the risk:  Risk mitigation approaches can be shared with trading partners  and
suppliers. A good example is outsourcing infrastructure management. In such a case, the supplier
mitigates the risks associated with managing the IT.
infrastructure by being more capable and having access to more highly skilled staff than the
primary or ganization. Risk also may be mitigated by transferring the cost of realized risk to an
insurance provider.

• Treat/mitigate the risk:  Where other options have been eliminated, suitable  controls must be
devised and implemented to prevent the risk from manife sting itself or to minimize its effects.

• Turn back:  Where the probability or impact of the risk is very low, then  management may decide
to ignore the risk.

Q-25 ABC Company is having Internal Control System that provides it reasonable assurance about the
achievement of ABC’s objectives regarding reliability of financial reporting, effectiveness and efficiency
of operations. However, the company is not able to achieve its objectives. Write the limitations of
Internal Control System that hinder the success of ABC Company.
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Ans. The limitations of Internal Control System that hinder the success of ABC Company are as follows:
• Management’s consideration that the cost of an internal control does not exceed the expected

benefits to be derived.
• The fact that most internal controls do not tend to be directed at transactions of unusual nature.

The potential for human error, such as, due to carelessness, distraction, mistakes of judgement
and misunderstanding of instructions.

• The possibility of circumvention of internal controls through collusion with employees or with
parties outside the entity.

• The possibility that a person responsible for exercising an internal control could abuse that
responsibility, for example, a member of management overriding an internal control.

• Manipulations by management with respect to transactions or estimates and judgements required
in the preparation of financial statements.

Q-26 J&J Pvt. Ltd. wants to start its e-business in India. Enlist the positive impacts of IT Act, 2000 in perspective
of e-commerce in India that would help J&J Pvt. Ltd. to promote their business.

Ans. The Positive impacts of IT Act, 2000 in perspective of e-commerce in India are as follows:
• The Act offers the legal framework for the authentication and origin of electronic records/

communications through digital signatures.
• The implications for the e-businesses would be that email would now be a valid and legal form of

communication in India that can be duly produced and approved in a court of law.
• Companies shall now be able to carry out electronic commerce using the legal infrastructure

provided by the Act.
• Digital signatures have been given legal validity and sanction in the Act.
• The Act throws open the doors for the entry of corporate companies in the business of being

Certifying Authorities for issuing Digital Signatures Certificates.
• The Act now allows Government to issue notification on the web thus heralding e-governance.
• The Act enables the companies to file any form, application or any other document with any

office, authority, body or agency owned or controlled by the appropriate Government in electronic
form by means of such electronic form as may be prescribed by the appropriate Government.

• The IT Act also addresses the important issues of security, which are so critical to the success of
electronic transactions.

• The Act has given a legal definition to the concept of secure digital signatures that would be
required to have been passed through a system of a security procedure, as stipulated by the
Government at a later date.

Q-27 ERM framework identifies risks and opportunities to protect the business and create thevalue for
stakeholders, including owners, customer, regulators and society overall. Brieflyexplain all the
components of ERM framework.

Ans. ERM framework consists of eight interrelated components that are derived from the way management
runs a business and are integrated with the management process. These components are as follows:
(i) Internal Environment: The internal environment encompasses the tone of an organization and

sets the basis for how risk is viewed and addressed by an entity’s people, including risk management
philosophy and risk appetite, integrity and ethical values, and the environment in which they
operate. Management sets a philosophy regarding risk and establishes a risk appetite. The internal
environment sets the foundation for how risk and control are viewed and addressed by an entity’s
people. The core of any business is its people – their individual attributes, including integrity,
ethical values and competence – and the environment in which they operate. They are the engine
that drives the entity and the foundation on which everything rests.
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(ii) Objective Setting: Objectives should be set before management can identify events potentially
affecting their achievement. ERM ensures that management has a process in place to set objectives
and that the chosen objectives support and align with the entity’s mission/vision and are consistent
with the entity’s risk appetite.

(iii) Event Identification: Potential events that might have an impact on the entity should be identified.
Event identification includes identifying factors – internal and external – that influence how
potential events may affect strategy implementation and achievement of objectives. It includes
distinguishing between potential events that represent risks, those representing opportunities
and those that may be both. Opportunities are channelled back to management’s strategy or
objective-setting processes. Management identifies inter-relationships between potential events
and may categorize events to create and reinforce a common risk language across the entity and
form a basis for considering events from a portfolio perspective.

(iv) Risk Assessment: Identified risks are analyzed to form a basis for determining how they should be
managed. Risks are associated with related objectives that may be affected. Risks are assessed on
both an inherent and a residual basis, and the assessment considers both risk likelihood and
impact. A range of possible results may be associated with a potential event, and management
needs to consider them together.

(v) Risk Response: Management selects an approach or set of actions to align assessed risks with the
entity’s risk tolerance and risk appetite, in the context of the strategy and objectives. Personnel
identify and evaluate possible responses to risks, including avoiding, accepting, reducing and
sharing risk.

(vi) Control Activities: Policies and procedures are established and executed to help ensure that the
risk responses that management selected, are effectively carried out.

(vii) Information and Communication: Relevant information is identified, captured and communicated
in a form and time frame that enable people to carry out their responsibilities. Information is
needed at all levels of an entity for identifying, assessing and responding to risk. Effective
communication also should occur in a broader sense, flowing down, across and up the entity.
Personnel need to receive clear communications regarding their role and responsibilities.

(viii) Monitoring: The entire ERM process should be monitored, and modifications made as necessary.
In this way, the system can react dynamically, changing as conditions warrant. Monitoring is
accomplished through ongoing management activities, separate evaluations of the ERM processes
or a combination of the both.

Q-28 An E-commerce site has the following cash back offers.
(i) If purchase mode is via website, an initial discount of 5% is given on bill amount.
(ii) If purchase mode is via phone app, an initial discount of 10% is given on bill amount.
(iii) If done via any other purchase mode, the customer is not eligible for any discount.
Every purchase eligible to discount is given 10 reward points.
(a) If the reward points are between 100 and 200 points, the customer is eligible for a further 20%

discount on the bill amount after initial discount.
(b) If the reward points exceed 200 points, the customer is eligible for a further 25% discount on the

bill amount after initial discount.
Taking purchase mode, bill amount and number of purchases as input; draw a flowchart to calculate
and display the total reward points and total bill amount payable by the customer after all the discount
calculation.
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Ans. Let us define the variables first:
PM: Purchase Mode BA: Bill Amount TBA: Total Bill Amount
NOP: Number of Purchases TRP: Total Reward Points IN_DISC: Initial Discount
ET_DISC: Extra Discount on purchases eligible to Initial Discount
N: Counter (to track the no. of purchases)
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Q-29 Automation in a business organization enhances the customer satisfaction in the services and products
provided by the organization. However, it is vulnerable to many risks that may cause deviation from a
planned objective resulting in unwanted negative consequences. Define Risk and briefly explain various
Risk Management Strategies.

Ans. Risk is any event that may result in a significant deviation from a planned objective resulting in an
unwanted negative consequence. In other words, Risk can be defined as the potential harm caused if
a threat exploits a particular vulnerability to cause damage to an asset.
The Risk Management Strategies are as follows:
• Tolerate/Accept the risk. One of the primary functions of management is managing risk. Some

risks may be considered minor because their impact and probability of occurrence is low. In this
case, consciously accepting the risk as a cost of doing business is appropriate. The risks should be
reviewed periodically to ensure that their impact remains low.

• Terminate/Eliminate the risk. It is possible for a risk to be associated with the use of a technology,
supplier, or vendor. The risk can be eliminated by replacing the technology with more robust
products and by seeking more capable suppliers and vendors.

• Transfer/Share the risk. Risk mitigation approaches can be shared with trading partners and
suppliers. A good example is outsourcing infrastructure management. In such a case, the supplier
mitigates the risks associated with managing the IT infrastructure by being more capable and
having access to more highly skilled staff than the primary organization. Risk also may be mitigated
by transferring the cost of realized risk to an insurance provider.

• Treat/mitigate the risk. Where other options have been eliminated, suitable controls must be
devised and implemented to prevent the risk from manifesting itself or to minimize its effects.

• Turn back. Where the probability or impact of the risk is very low, then management may decide
to ignore the risk.

Q-30 Business processes can be categorized in various types depending on type of industry and nature of
work. Briefly discuss various categories of Business Processes.

Ans. The different categories of various Business Processes depending on type of industry and nature of
work are as follows:
I. Operational Processes (or Primary Processes) deal with the core business and value chain. These

processes deliver value to the customer by helping to produce a product or service. Operational
processes represent essential business activities that accomplish business objectives e.g.
purchasing, manufacturing, and sales. Also, Order to Cash cycle (O2C) and Purchase to Pay (P2P)
cycles are associated with revenue generation.

II. Supporting Processes (or Secondary Processes) back core processes and functions within an
organization. Examples of supporting or management processes include Accounting, Human
Resource (HR) Management and workplace safety. One key differentiator between operational
and support processes is that support processes do not provide value to customers directly.
However, it should be noted that hiring the right people for the right job has a direct impact on the
efficiency of the enterprise.

III. Management Processes measure, monitor and control activities related to business procedures
and systems. Examples of management processes include internal communications, governance,
strategic planning, budgeting, and infrastructure or capacity management. Like supporting
processes, management processes do not provide value directly to the customers. However, it
has a direct impact on the efficiency of the enterprise.
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Q-31 NN enterprises deals with various types of gas stoves, water purifier and other kitchenware products.
On the occasion of festive season, in order to increase its sales, the company decided to offer different
types of discounts to its dealers and retailers. The discount policy offered by company is as follows:
(i) 12% discount is offered on various types of Water Purifier irrespective of the category of customer

and the value of the order.
(ii) On Gas Stove, dealers are offered a discount of 15% whereas retailers are offered 9% irrespective

of order amount.
(iii) On all other kitchenware products, dealers are offered a discount of 20% provided that the value

of the order is ‘ 30,000 and above. Retailers are allowed a discount of 10% irrespective of the value
of the order.

Draw a flowchart to calculate the discount for the above policy.
Ans. The abbreviations used in the flowchart are defined as under:

Cuts: CustomerProd: Product GS: Gas stove WP: Water Purifier
AMT: Amount DISC: Discount RT: Retailer
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Q-32 The management of ABC Company is planning to adopt the automation of its major business process.
Mr. X has been requested to brief all steps of implementing Business Process Automation to the
members of management. Enlist the sequential steps of implementing BPA that can be part of Mr. X’s
presentation.

Ans. The sequential steps of implementing Business Process Automation are as follows:
(i) Step 1: Define why we plan to implement a BPA?
(ii) Step 2: Understand the rules / regulation under which enterprise needs to comply with?
(iii) Step 3: Document the process, we wish to automate
(iv) Step 4: Define the objectives/goals to be achieved by implementing BPA
(v) Step 5: Engage the business process consultant
(vi) Step 6: Calculate the Roil for project
(vii) Step 7: Developing the BPA
(viii) Step 8: Testing the BPA

Q-33 Internal control provides an entity with only reasonable assurance and not absolute assurance about
achieving the entity’s operational, financial reporting and compliance objectives. Explain any four
inherent limitations of Internal Control System.

Ans. Some inherent limitations of Internal Control System are as follows:
• Management’s consideration that the cost of an internal control does not exceed the expected

benefits to be derived.
• The fact that most internal controls do not tend to be directed at transactions of unusual nature,

the reasonable potential for human error such as - due to carelessness, distraction, mistakes of
judgment and misunderstanding of instructions.

• The possibility of circumvention of internal controls through collusion with employees or with
parties outside the entity.

• The possibility that a person responsible for exercising an internal control could abuse that
responsibility, for example - a member of management overriding an internal control.

• Manipulations by management with respect to transactions or estimates and judgments required
in the preparation of financial statements.

Q-34 In the present age of Information Technology, Business Process Automation (BPA) is the key technology-
enabled automation of activities or services. As an Information Technology consultant, you are requested
to suggest any three examples of business processes that are best suited to automation and also
discuss any three challenges involved in Business Process Automation.

Ans.  Few examples of processes that are best suited to automation are as follows:
• Processes involving high-volume of tasks or repetitive tasks: Many business processes such as

making purchase orders involve high-volume of repetitive tasks. Automating these processes
results in cost and work-effort reductions.

• Processes requiring multiple people to execute tasks: A business process which requires multiple
people to execute tasks often results in waiting time that can lead to increase in costs. For example
- Help desk services. Automating these processes results in reduction of waiting time and in costs.

• Time-sensitive processes: Business process automation results in streamlined processes and
faster turnaround times. The streamlined processes eliminate wasteful activities and focus on
enhancing tasks that add value. Time-sensitive processes are best suited to automation. For
example - Online banking system, Railway/aircraft operating and control systems etc.
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• Processes involving need for compliance and audit trail: With business process automation, every
detail of a particular process is recorded. These details can be used to demonstrate compliance
during audits. For example- Invoice issue to vendors.

• Processes having significant impact on other processes and systems: Some processes are cross-
functional and have significant impact on other processes and systems. In cross functional
processes, different departments within the same company work hand in hand to achieve a
common goal, e.g., the marketing department may work with sales department. Automating
these processes results in sharing information resources and improving the efficiency and
effectiveness of business processes.

Automated business processes are susceptible to many challenges, some of them are given below:
• Automating Redundant Processes: Sometimes organizations start off an automation project by

automating the processes they find suitable for automation without considering whether such
processes are necessary and create value or not. In other cases, some business processes and
tasks require high amount of tacit knowledge that cannot be documented and transferred from
one person to another and therefore seek employees to use their personal judgment. These
processes are generally not good candidates for automation as these processes are hard to encode
and automate.

• Defining Complex Processes: Business Process Automation (BPA) requires reengineering of some
business processes that requires significant amount of time to be allocated and spent at this
stage. This requires a detailed understanding of the underlying business processes to develop an
automated process.

• Staff Resistance: In most cases, human factor issues are the main obstacle to the acceptance of
automated processes. Staff may see process automation as a way of reducing their decision-
making power. This is due to the reason that with automated processes, the management has a
greater visibility of the process and can make decisions that used to be made by the staff earlier.
Moreover, the staff may perceive automated processes as threat to their jobs.

• Implementation Cost: The implementation of automated processes may be an expensive
proposition in terms of acquisition/development cost of automated systems and special skills
required to operate and maintain these systems.

Q-35 The Goods and Service Tax (GST) rate in India for various goods and services is divided broadly under 4
categories, draw a flowchart to compute Goods and Service Tax for the goods manufactured as per
table below.
Category (K) Rate
A 5%
B 12%
C 18%
D 28%

Ans. Abbreviations used in flowchart are as follows:
K: category for various goods and services
PA, PB, PC, PD: Price of goods manufactured under categories A, B, C and D respectively.
Tax: Goods and Services tax
This flowchart is based on the assumption that the Price value (PA, PB, PC, PD) may vary depending upon
the category of Goods manufactured (A, B, C and D) respectively.
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Alternate Presentation
This flowchart is based on the assumption that the Price value V is same for all the Goods manufactured
(A, B, C and D) irrespective of their category.
Abbreviations used in flowchart are as follows:
K: Category for various goods and services
V: Price of goods manufactured.
GST: Goods and Services tax
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Q-36 Using the automation technique in modem era of business, the business gets well developed with a
great customer satisfaction of its services and products in which the customer-oriented supply chain
plays a major role. List down the name of all the benefits of Automating Business processes by explaining
any four benefits.

Ans.  The benefits of automating Business Processes are as follows:
• Quality and Consistency
• Time Saving
• Visibility
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• Improved Operational Efficiency
• Governance and Reliability
• Reduced Turnaround Times
• Reduced Costs

These benefits are explained below:
• Quality and Consistency: Ensures that every action is performed identically -resulting in high

quality, reliable results and stakeholders will consistently experience the same level of service.
• Time Saving: Automation reduces the number of tasks employees would otherwise need to do

manually. It frees up time to work on items that add genuine value to the business, allowing
innovation and increasing employees’ levels of motivation.

• Visibility: Automated processes are controlled and they consistently operate accurately within
the defined timeline. It gives visibility of the process status to the organization.

• Improved Operational Efficiency: Automation reduces the time it takes to achieve a task, the
effort required to undertake it and the cost of completing it successfully. Automation not only
ensures systems run smoothly and efficiently, but that errors are eliminated and that best practices
are constantly leveraged.

• Governance and Reliability: The consistency of automated processes means stakeholders can
rely on business processes to operate and offer reliable processes to customers, maintaining a
competitive advantage.

• Reduced Turnaround Times: Eliminate unnecessary tasks and realign process steps to optimize
the flow of information throughout production, service, billing and collection. This adjustment of
processes distils operational performance and reduces the turnaround times for both staff and
external customers.

• Reduced Costs: Manual tasks, given that they are performed one-at-a-time and at a slower rate
than an automated task, will cost more. Automation allows us to accomplish more by utilizing
fewer resources.

Q-37 After defining risk appetite, strategies are set to manage risks. Explain any four risk management
strategies.

Ans. Various Risk Management Strategies are as follows:
• Tolerate/Accept the risk. One of the primary functions of management is managing risk. Some

risks may be considered minor because their impact and probability of occurrence is low. In this
case, consciously accepting the risk as a cost of doing business is appropriate, as well as periodically
reviewing the risk to ensure its impact remains low.

• Terminate/Eliminate the risk. It is possible for a risk to be associated with the use of a technology,
supplier, or vendor. The risk can be eliminated by replacing the technology with more robust
products and by seeking more capable suppliers and vendors.

• Transfer/Share the risk. Risk mitigation approaches can be shared with trading partners and
suppliers. A good example is outsourcing infrastructure management. In such a case, the supplier
mitigates the risks associated with managing the IT infrastructure by being more capable and
having access to more highly skilled staff than the primary organization. Risk also may be mitigated
by transferring the cost of realized risk to an insurance provider.

• Treat/mitigate the risk. Where other options have been eliminated, suitable controls must be
devised and implemented to prevent the risk from manifesting itself or to minimize its effects.
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• Turn back. Where the probability or impact of the risk is very low, then management may decide
to ignore the risk.

Q-38 Enterprise Risk Management (ERM) framework consists of integrated components that are derived
from the way management runs a business and are integrated with the management process. Define
any six components of ERM framework.

Ans. The components of Enterprise Resource Management (ERM) framework are as follows:
(i) Internal Environment: The internal environment encompasses the tone of an organization and

sets the basis for how risk is viewed and addressed by an entity’s people, including risk management
philosophy and risk appetite, integrity and ethical values, and the environment in which they
operate. Management sets a philosophy regarding risk and establishes a risk appetite. The internal
environment sets the foundation for how risk and control are viewed and addressed by an entity’s
people. The core of any business is its people - their individual attributes, including integrity,
ethical values and competence - and the environment in which they operate. They are the engine
that drives the entity and the foundation on which everything rests.

(ii) Objective Setting: Objectives should be set before management can identify events potentially
affecting their achievement. ERM ensures that management has a process in place to set objectives
and that the chosen objectives support and align with the entity’s mission/vision and are consistent
with the entity’s risk appetite.

(iii) Event Identification: Potential events that might have an impact on the entity should be identified.
Event identification includes identifying factors - internal and external -that influence how
potential events may affect strategy implementation and achievement of objectives. It includes
distinguishing between potential events that represent risks, those representing opportunities
and those that may be both. Opportunities are channelled back to management’s strategy or
objective-setting processes. Management identifies inter-relationships between potential events
and may categorize events to create and reinforce a common risk language across the entity and
form a basis for considering events from a portfolio perspective.

(iv) Risk Assessment: Identified risks are analyzed to form a basis for determining how they should be
managed. Risks are associated with related objectives that may be affected. Risks are assessed on
both an inherent and a residual basis, and the assessment considers both risk likelihood and
impact. A range of possible results may be associated with a potential event, and management
needs to consider them together.

(v) Risk Response: Management selects an approach or set of actions to align assessed risks with the
entity’s risk tolerance and risk appetite, in the context of the strategy and objectives. Personnel
identify and evaluate possible responses to risks, including avoiding, accepting, reducing and
sharing risk.

(vi) Control Activities: Policies and procedures are established and executed to help ensure that the
risk responses that management selected, are effectively carried out.

(vii) Information and Communication: Relevant information is identified, captured and communicated
in a form and time frame that enable people to carry out their responsibilities. Information is
needed at all levels of an entity for identifying, assessing and responding to risk. Effective
communication also should occur in a broader sense, flowing down, across and up the entity.
Personnel need to receive clear communications regarding their role and responsibilities.

(viii) Monitoring: The entire ERM process should be monitored, and modifications made as necessary.
In this way, the system can react dynamically, changing as conditions warrant. Monitoring is
accomplished through ongoing management activities, separate evaluations of the ERM processes
or a combination of the both.
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Q-39 Organizations should identify controls as per policy, procedures and its structure and configure them
within IT software as used in the organization. Discuss widely the Information Technology controls that
can be implemented as per risk management strategy.

Ans. Information Technology controls can be classified as General Controls and Application Controls.
General Controls: These are macro in nature and are applicable to all applications and data resources.
The Information Technology General Controls are as follows:
• Information Security Policy
• Administration, Access, and Authentication
• Separation of key IT functions
• Management of Systems Acquisition and Implementation
• Change Management
• Backup, Recovery and Business Continuity
• Proper Development and Implementation of Application Software
• Confidentiality, Integrity and Availability of Software and data files
• Incident response and management
• Monitoring of Applications and supporting servers
• Value Added areas of Service Level Agreements (SLA)
• User training and qualification of Operations personnel
Application Controls: Application Controls are controls which are specific to the application software
to prevent or detect and correct errors such as payroll, accounts payable, and billing, etc. These controls
are in-built in the application software to ensure accurate and reliable processing. These are designed
to ensure completeness, accuracy, authorization and validity of data capture and transaction processing.
Some examples of Application controls are as follows-
• Data edits (editing of data is allowed only for permissible fields);
• Separation of business functions (e.g., transaction initiation versus authorization);
• Balancing of processing totals (debit and credit of all transactions are tallied);
• Transaction logging (all transactions are identified with unique id and logged);
• Error reporting (errors in processing are reported); and
• Exception Reporting (all exceptions are reported).

Q-40 An auditor Mr. Sohan has been given a prime responsibility to assess the suitable implementation and
execution of various controls in his organization XYZ Ltd. To do so, he needs to check the controls at
various levels of the computer systems. Discuss the levels at which Mr. Sohan should check the
implementation of controls.

Ans. In computer systems, the levels at which the controls shall be checked are as follows:
(i) Configuration: Configuration refers to the way a software system is set up. It is the methodical

process of defining options that are provided during system setup. When any software is installed,
values for various parameters should be set up (configured) as per policies and business process
work-flow and business process rules of the enterprise. The various modules of the enterprise
such as Purchase, Sales, Inventory, Finance, User Access etc. must be configured. Configuration
will define how software will function and what menu options are displayed.
Some examples of configuration are given below:
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• mapping of accounts to front end transactions like purchase and sales
• Control on parameters: Creation of Customer Type, Vendor Type, year-end process
• User activation and deactivation
• User Access & privileges - Configuration & its management
• Password Management

(ii) Masters: It refer to the way various parameters are set up for all modules of software like Purchase,
Sales, Inventory, and Finance etc. These drive how the software will process relevant transactions.
The masters are set up first time during installation and these are changed whenever the business
process rules or parameters are changed. The way masters are set up will drive the way software
will process transactions of that type.
Some examples of masters are given here:
• Vendor Master: Credit period, vendor bank account details, etc.
• Customer Master: Credit limit, Bill to address, Ship to address, etc.
• Material Master: Material type, Material description, Unit of measure, etc.
• Employee Master: Employee name, designation, salary details, etc.

(iii) Transactions: It refers to the actual transactions entered through menus and functions in the
application software, through which all transactions for specific modules are initiated, authorized,
or approved. For example: Sales transactions, Purchase transactions, Stock transfer transactions,
Journal entries and Payment transactions.

Q-41 Though Business Process Automation (BPA) provides many advantages to diverse businesses in various
forms, however, every business is not suitable for automation. Each business needs a valid reason
before it goes for automation. Discuss some examples of business processes that are best suited to
automation.

Ans. The examples of business processes that are best suited to automation are as follows:
• Processes involving high-volume of tasks or repetitive tasks: Many business processes such as

making purchase orders involve high-volume of repetitive tasks. Automating these processes
results in cost and work effort reductions.

• Processes requiring multiple people to execute tasks: A business process which requires multiple
people to execute tasks often results in waiting time that can lead to increase in costs. E.g. help
desk services. Automating these processes results in reduction of waiting time and in costs.

• Time-sensitive processes: Business process automation results in streamlined processes and
faster turnaround times. The streamlined processes eliminate wasteful activities and focus on
enhancing tasks that add value. Time-sensitive processes are best suited to automation. For
example - online banking system, railway/aircraft operating and control systems etc.

• Processes involving need for compliance and audit trail: With business process automation, every
detail of a particular process is recorded. These details can be used to demonstrate compliance
during audits. For example- invoice issue to vendors.

• Processes having significant impact on other processes and systems: Some processes are cross-
functional and have significant impact on other processes and systems. In cross functional
processes, different departments within the same company work hand in hand to achieve a
common goal, e.g., the marketing department may work with sales department. Automating
these processes results in sharing information resources and improving the efficiency and
effectiveness of business processes.
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Q-42 Every business faces all kinds of risks that may cause serious loss or even bankruptcy. In purview of this
statement, state various types of business risks related to business.

Ans. Various types of business risks related to business are as follows:

• Strategic Risks: These are the risks that would prevent an organization from accomplishing its
objectives (meeting its goals). Examples include risks related to strategy, political, economic
relationship issues with suppliers and global market conditions; also, could include reputation
risk, leadership risk, brand risk, and changing customer needs.

• Financial Risks: Financial risks are those risks that could result in a negative financial impact to the
organization (waste or loss of assets). Examples include risks from volatility in foreign currencies,
interest rates, and commodities; credit risk, liquidity risk, and market risk.

• Regulatory (Compliance) Risks: This includes risks that could expose the organization to fines and
penalties from a regulatory agency due to non-compliance with laws and regulations. Examples
include Violation of laws or regulations governing areas such as environmental, employee health
and safety, lack of due diligence, protection of personal data in accordance with global data
protection requirements and local tax or statutory laws. New and emerging regulations can have
a wide-ranging impact on management’s strategic direction, business model and compliance
system. It is, therefore, important to consider regulatory requirements while evaluating business
risks.

• Operational Risks: Operational risks include those risks that could prevent the organization from
operating in the most effective and efficient manner or be disruptive to other operations due to
inefficiencies or breakdown in internal processes, people and systems. Examples include risk of
loss resulting from inadequate or failed internal processes, fraud or any criminal activity by an
employee, business continuity, channel effectiveness, customer satisfaction and product/service
failure, efficiency, capacity, and change integration.

• Hazard Risks: Hazard risks include risks that are insurable, such as natural disasters; various insurable
liabilities; impairment of physical assets; terrorism etc.

• Residual Risks: This includes any risk remaining even after the counter measures are analyzed
and implemented. An organization’s management of risk should consider these two areas:
Acceptance of residual risk and Selection of safeguards. Even when safeguards are applied, there
is probably going to be some residual risk. The risk can be minimized, but it can seldom be
eliminated. Residual risk must be kept at a minimal, acceptable level. As long as it is kept at an
acceptable level, (i.e. the likelihood of the event occurring or the severity of the consequence is
sufficiently reduced) the risk can be managed.

Q-43 Mr. Rajesh and his team have been given the task to develop Internal controls policiesand procedures
for ABC Ltd. to safeguard the company’s assets and to ensure thereliability of internal and external
financial reporting. Elaborate the components of Internal Control System that Mr. Rajesh and his team
must take care to make the system effective.

Ans. The components of Internal Control System are as follows:
(i) Control Environment: It is the set of standards, processes, and structures that provide the basis

for carrying out internal control across the organization. The Board of Directors and Senior
Management establish the tone at the top regarding the importance of internal control, including
expected standards of conduct.
Management reinforces expectations at the various levels of the organization. The  control
environment comprises the integrity and ethical values of the organization; the parameters
enabling the board of directors to carry out its governance responsibilities; the organizational
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structure and assignment of authority and responsibility; the process for attracting, developing,
and retaining competent individuals; and the rigor around performance measures, incentives,
and rewards to drive accountability for performance. The resulting control environment has a
pervasive impact on the overall system of internal control.

 (ii) Risk Assessment: Every entity faces a variety of risks from external and internal resources. Risk
may be defined as the possibility that an event will occur and adversely affect the achievement of
objectives. Risk Assessment involves a dynamic and iterative process for identifying and assessing
risks to the achievement of objectives. Risks to the achievement of these objectives from across
the entity are considered relative to established risk tolerances. Thus, Risk Assessment forms the
basis for determining how risks will be managed. A precondition to risk assessment is the
establishment of objectives linked at different levels of the entity.
Management specifies objectives within categories of operations, reporting, and compliance
with sufficient clarity to be able to identify and assess risks to those objectives. Because economic,
industry, regulatory and operating conditions will continue to change; risk assessment also requires
management to consider the impact of possible changes in the external environment and within
its own business model that may render internal control ineffective. Risk Assessment includes
the Identification of threats and vulnerabilities in the system; and Potential impact or magnitude
of harm that a loss of CIA would have on enterprise operations or enterprise assets, should an
identified vulnerability be exploited by a threat.

(iii) Control Activities: These are the actions established through policies and procedures that help
ensure that management’s directives to mitigate risks to the achievement of objectives are carried
out. Control activities are performed at all levels of the entity, at various stages within business
processes, and over the technology environment. They may be preventive or detective in nature
and may encompass a range of manual and automated activities such as authorizations and
approvals, verifications, reconciliations and business performance reviews.
Broadly, the control activities include the elements that operate to ensure transactions are
authorized, duties are segregated, adequate documents and records are maintained, assets and
records are safeguarded, and independent checks on performance and valuation of records.
Internal auditors are also concerned with administrative controls to achieve effectiveness and
efficiency objectives. Control activities must be developed to manage, mitigate, and reduce the
risks associated with each business process. It is unrealistic to expect to eliminate risks completely.

(iv) Information and Communication: Information is necessary for the entity to carry out internal
control responsibilities in support of the achievement of its objectives.
Management obtains or generates and uses relevant and quality information from both internal
and external sources to support the functioning of other components of internal control. Pertinent
information must be identified, captured, and communicated in a form and time frame that
enable people to carry out their responsibilities.
Communication is the continual, iterative process of providing, sharing, and obtaining necessary
information. Internal communication is how information is disseminated throughout the
enterprise, flowing up, down, and across the entity. It enables personnel to receive a clear message
from senior management that control responsibilities should be taken seriously. External
communication is two-fold: it enables inbound communication of relevant external information
and provides information to external parties in response to requirements and expectations.

(v) Monitoring of Controls: It is an ongoing cyclical process. Ongoing evaluations, separate evaluations,
or some combination of the two are used to ascertain whether each of the five components of
internal control including controls to affect the principles within each component is present and
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functioning. Ongoing evaluations built into business processes at different levels of the entity,
provide timely information. Separate evaluations conducted periodically will vary in scope and
frequency depending on assessment of risks, effectiveness of ongoing evaluations, and other
management considerations. Findings are evaluated against management’s criteria and
deficiencies are communicated to management and the Board of Directors as appropriate.

Q-44 Information Technology has touched every sector of business and has been instrumental in accelerating
their growth. However, many crimes are also associated with computers henceforth Information
Technology Act, 2000 came into existence. Explain few computer -related offences prescribed in IT Act,
2000.

Ans. Some computer related scenarios which can attract prosecution as per the penalties and offences
prescribed in Information Technology Act, 2000 are as follows:
• Harassment via fake public profile on social networking site: A fake profile of a person is created

on a social networking site with the correct address, residential information or contact details but
he/she is labelled as ‘prostitute’ or a person of ‘loose character’. This leads to harassment of the
victim.

• Email Account Hacking: If victim’s email account is hacked and obscene emails are sent to people
in victim’s address book.

• Credit Card Fraud: Unsuspecting victims would use infected computers to make online transactions.
• Web Defacement: The homepage of a website is replaced with a pornographic or defamatory

page. Government sites generally face the wrath of hackers on symbolic days.
• Introducing Viruses, Worms, Backdoors, Rootkits, Trojans, and Bugs: All these are some sort of

malicious programs which are used to destroy or gain access to some electronic information.
• Cyber Terrorism: Cyber terrorism is the terrorism conducted in cyberspace, where the criminals

attempt to damage or disrupt computer systems or telecommunication services. Examples are
hacking into computer systems, introducing viruses to vulnerable networks, web site defacing,
denial-of-service attacks, or terroristic threats made via electronic communication. Many terrorists
use virtual (Drive, FTP sites) and physical storage media (USB’s, hard drives) for hiding information
and records of their illicit business.

• Online sale of illegal Articles: Where sale of narcotics, drugs, weapons and wildlife is facilitated
by the Internet.

• Cyber Pornography: Among the largest businesses on Internet, pornography may not be illegal in
many countries, but child pornography is.

• Phishing and Email Scams: Phishing involves fraudulently acquiring sensitive information through
masquerading oneself as a trusted entity (e.g. usernames, Passwords, credit card information).

• Theft of Confidential Information: Many business organizations store their confidential
information in computer systems. This information is targeted by rivals, criminals and disgruntled
employees.

• Source Code Theft: A Source code generally is the most coveted and important “crown jewel”
asset of a company.

Q-45 Internal Control System, no matter how effective, can provide an entity with only reasonable assurance
and not absolute assurance about achieving an entity’s objectives due to certain limitations. Discuss
those limitations.
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Ans. The limitations of Internal Control System are as follows:
• Management’s consideration that the cost of an internal control does not exceed the expected

benefits to be derived.
• The fact that most internal controls do not tend to be directed at transactions of unusual nature,

the reasonable potential for human error such as – due to carelessness, distraction, mistakes of
judgment and misunderstanding of instructions.

• The possibility of circumvention of internal controls through collusion with employees or with
parties outside the entity.

• The possibility that a person responsible for exercising an internal control could abuse that
responsibility, for example, a member of management overriding an internal control.

• Manipulations by management with respect to transactions or estimates and judgments required
in the preparation of financial statements.

Q-46 Human Resource Management (HRM) plays an important role in the effective and efficient management
of the human resources in any enterprise. As an HR Manager of XYZ Ltd., which typical stages of HR life
cycle will you implement in the company?

Ans. The stages of Human Resource (HR) Cycle are as follows:
• Recruiting and On-boarding: Recruiting is the process of hiring a new employee.

The role of the human resources department in this stage is to assist in hiring. This might include
placing the job ads, selecting candidates whose resumes look promising, conducting employment
interviews and administering assessments such as personality profiles to choose the best applicant
for the position. In a small business where the owner performs these duties personally, the HR
person would assist in a support role. In some organizations, the recruiting stage is referred to as
“hiring support.” On-boarding is the process of getting the successful applicant set up in the
system as a new employee.

• Orientation and Career Planning: Orientation is the process by which an employee becomes a
member of the company’s work force through learning his/her new job duties, establishing
relationships with co-workers and supervisors and developing a niche. Career planning is the
stage at which the employee and his/her supervisors work out her long-term career goals with
the company. The human resource  department may make additional use of personality profile
testing at this stage to help the employee determine his/her best career options with the company.

• Career Development: Career development opportunities are essential to keep an employee
engaged with the company over time. After an employee has established himself/herself at the
company and determined his long-term career objectives, the human resources department
should try to help him/her meet his/her goals, if they are realistic. This can include professional
growth and training to prepare the employee for more responsible positions with the company.
The company also assesses the employee’s work history and performance at this stage to
determine whether he has been a successful hire.

• Termination or Transition: Some employees will leave a company through retirement after a long
and successful career. Others will choose to move on to other opportunities or be laid off. Whatever
the reason, all employees will eventually leave the company. The role of HR in this process is to
manage the transition by ensuring that all policies and procedures are followed, carrying out an
exit interview if that is company policy and removing the employee from the system. These
stages can be handled internally or with the help of enterprises that provide services to manage
the employee life cycle.
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Q-47 Categorize the different kinds of business risks that any enterprise faces.
Ans. Different kinds of Business Risks are as follows:

• Strategic Risks: These are the risks that would prevent an organization from accomplishing its
objectives (meeting its goals). Examples include risks related to strategy, political, economic
relationship issues with suppliers and global market conditions; also could include reputation
risk, leadership risk, brand risk, and changing customer needs.

• Financial Risks: Financial risks are those risks that could result in a negative financial impact to the
organization (waste or loss of assets). Examples include risks from volatility in foreign currencies,
interest rates, and commodities, credit risk, liquidity risk, and market risk.

• Regulatory (Compliance) Risks: This includes risks that could expose the organization to fines and
penalties from a regulatory agency due to non-compliance with laws and regulations. The
examples include violation of laws or regulations governing areas such as environmental,
employee health and safety, lack of due diligence, protection of personal data in accordance with
global data protection requirements and local tax or statutory laws. New and emerging regulations
can have a wide-ranging impact on management’s strategic direction, business model and
compliance system. It is, therefore, important to consider regulatory requirements while
evaluating business risks.

• Operational Risks: Operational risks include those risks that could prevent the organization from
operating in the most effective and efficient manner or be disruptive  to other operations due to
inefficiencies or breakdown in internal processes, people , and systems. Examples include risk of
loss resulting from inadequate or failed internal processes, fraud or any criminal activity by an
employee, business continuity, channel effectiveness, customer satisfaction and product/service
failure, efficiency, capacity, and change integration.

• Hazard Risks: Hazard risks include risks that are insurable such as natural disasters; various insurable
liabilities; impairment of physical assets; terrorism etc.

• Residual Risks: This includes any risk remaining even after the counter measures are analyzed
and implemented. An organization’s management of risk should consider these two areas:
Acceptance of residual risk and Selection of safeguards.
Even when safeguards are applied, there is probably going to be some residual risk. The risk can
be minimized, but it can seldom be eliminated. Residual risk must be kept at a minimal, acceptable
level. As long as it is kept at an acceptable level, (i.e. the likelihood of the event occurring or the
severity of the consequence is sufficiently reduced) the risk can be managed.

MULTIPLE CHOICE QUESTIONS

1. _________a kind of business risk in an enterprise that keeps fines and penalties to organization from a
regulatory agency due to non-compliance with laws and regulations.
(a) Financial Risk (b) Strategic risk
(c) Regulatory Risk (d) Hazard risk

2.  The success of any Business Process Automation (BPA) shall only be achieved when BPA ensures
certain characteristics. Which of the following is not included in those characteristics?
(a) Diligence (b) Integrity
(c) Availability (d) Timeliness
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3. Mr. A is working with XYZ company which is under the process of adopting Enterprise Resource
Management (ERM). He made a list of Policies and procedures that need to be established and executed
to ensure that risk responses that management selected, are effectively carried out. Which of the
component of ERM is this activity carried on?
(a) Risk Assessment (b) Control Activities
(c) Information and Communication (d) Monitoring

4. Which  objective  of  Business  Process  Automation  (BPA)  is  achieved  using  Passwords  in  Information
Systems?
(a) Confidentiality (b) Integrity
(c) Timeliness (d) Availability

5. Auditor of a company finds that management policy of cash expenses limit of Rs.  5,000/- is not
beingadhered to. There are many violations of the same during the year. Auditor of the company sha ll
reporton same under which clause of Companies Act, 2013?
(a) 134(4) (b) 143(3) (c) 134(3) (d) 143(4)

6. Entity-Relationship (ER) Diagram, Data Flow Diagram, Flowcharts all use graphical symbols. All  symbols
given are used in all three except one.

(a) (b)

(c) (d)

7. Pick the ODD one out.
(a) Accounting Information System (b) Input
(c) Output (d) Process

8. In an organization, there are certain risks that would prevent an organization from accomplishing its
objectives and meeting its goals. These are referred as ___________ risks.
(a) Operational (b) Strategic
(c) Financial (d) Reputational

9. In both branches of ABC bank, all the fixed asset acquisitions will be recorded as the  control objective
re lated to certain risk.  Under which category this control objective falls?
(a) Configuration general ledger (b) Transaction Fixed asset
(c) Master fixed asset (d) Transaction general ledger

10. The risk management strategy that is followed by an organization in case the impact and probability of
risk is very low. Which type of the risk management strategy would be followed in this case?
(a) Tolerate the risk. (b) Terminate the risk. (c) Share the risk. (d) Treat the risk.

11. During the review process, Mr. X an auditor of ABC Ltd. observed that company has not followed proper
password policy. Hence, users are allowed to keep short length passwords and also not prompt the
user to change the password at least twice a year. In relation to risk management, this refers to_____.
(a) Vulnerability (b) Threat (c) Exposure (d) Attack

12. Mr. X, a Marketing head of a publishing house has prepared a flowchart to explain the process of
publishing of book along with its discount rate depending upon the clients like - teachers, students,
etc. Which of the symbol is relevant to the process of making decision in flowchart?
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Case Scenario - 1
Fit&Fine is one of the renowned gymnasium in South Delhi established in 2016. The gym is very famous for
its health services, latest equipment, cordial environment, and experts. The Fit&Fine gym management has
excellent arrangement for its customers as well as employees. A Dietician and a physician are also associated
with gym during the gym timings of 5:00 am to 10:00 pm all days.
On the occasion of Diwali in 2019, the gym also launched an online Fit&Fine Gym Aggregator service application
to reach out and get connected to more customers through various gyms located in West and North Delhi.
For its new e-business as online gym aggregator, Fit&Fine entered into various electronic agreements with
many other gyms in West Delhi and North Delhi prescribing the specific terms and conditions of the
agreement. All these gyms associated with Fit&Fine are required to provide fitness related best services to
its customers.
The services of various associated gyms can be availed by the customers either through the Gym Aggregator
service application or through physical visit at the registered gyms in the app by paying onetime membership
fees of ‘ 3000 and gets unique membership id and PIN number to avail the facilities. A member can either
book for his/her physical visit or online session with any of these registered gyms associated with Fit&Fine
using the membership id.
1. Though Fit&Fine gym and other registered gyms have excellent arrangements for health and safety of

its employees; yet the management of the gym remains concerned about any negligence that may
occur and the risks that can expose it to various fines and penalties posed by any regulatory agency.
Which type of business risk is the management here referring to?
(a) Strategic Risk (b) Regulatory Risk (c) Hazard Risk (d) Operational Risk

Case Scenario - 2
Sweet & Sour is an established food chain with five branches at different locations within Delhi. In 2018, the
management decided to start a tiffin services with 24x7 availability on regular basis. To do so, they decided
to acquire a software which would be an online assistant to its customers by providing them a complete
detail about their services. The Management asked its manager to present them a report mentioning the
benefits, risks, control objectives and above all highlighting any changes that are required in the working of
food chain.
The management settled on a plan to benefit all its customers by providing them discounted coupons in
case they recommend their services to others and customer ensuring to provide the food chain of three new
customers. Also, the management decided for a centralized billing system that mandatorily requires
customer’s name and phone number to be filled for each bill that system generates. To maintain these
necessary details of its customers, the data management team of Sweet & Sour implemented major changes
in the database design of its billing software. Subsequently, the security and database maintenance has
become essential to protect the system against any unlawful activity as the database now contains the
personal details of its customers.
1. The Manager of the food chain prepared a document wherein he depicted various business processes

of the food chain in diagrammatic form. Which of the following diagram will he use to present pre-
defined process?

(a) (b)

(c) (d)
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Q-1 Describe Role Based Access Control (RBAC) in Enterprise Resource Planning (ERP)  System.
Ans. Role Based Access Control (RBAC) in ERP System:  In computer systems security, role-based access

control is an approach to restricting system access to authorized users. It is used by most enterprises
and can implement mandatory access control or discretionary access control. RBAC is sometimes
referred  to  as  Role-Based  Security.  Role-Based-Access-Control  (RBAC)  is  a  policy neutral access
control mechanism defined around roles and privileges. The components of RBAC such  as  role-
permissions,  user-role  and  role-role  relationships  make  it  simple  to  perform  user assignments.
RBAC can be used to facilitate administration of  security in large organizations with hundreds of users
and thousands of permissions.
Roles for staff are defined in organization and access to the system can be given according to the role
assigned.  For example  -  A  junior accountant in accounting department is assigned a role of recording
basic accounting transactions, an executive in human resource department is assigned a role of gathering
data for salary calculations on monthly basis, etc.

Q-2 Discuss the peculiarities that must be considered while allotting a voucher number to a voucher.
Ans. A  Voucher  Number  or  a  Document  Number  is  a  unique  identity  of  any  voucher/  document.  A

voucher may be identified or searched using its unique voucher number . The peculiarities that must
be considered while allotting a voucher number to a voucher are as foll ows:
• Voucher number must be unique.
• Every voucher type shall have a separate numbering series
• A voucher number may have prefix or suffix or both, e.g. ICPL/2034/17 -18. In this case, “ICPL”  is

the prefix, “17-18” is the suffix and “2034” is the actual number of the voucher.
• All vouchers must be numbered serially, i.e. 1,2,3,4,5,6 and so on.
• All  vouchers  are  recorded  in  chronological  order  and  hence  voucher  recorded  earlier  must

have  an earlier number, i.e. if voucher  number for  a  payment  voucher  having  date as 15th April
2017 is 112, voucher number for all the vouchers recorded after this date shall be more than 112
only.

Q-3 Describe the process of “Functional Audit”.
Ans. Functional Audit: This includes testing of different functions / features in the system and testing of the

overall process or part of process in the system and its comparison with the actual process. Example -
Purchase Process, Sales Process, Salary Calculation Process, Recruitment Process etc. Auditor may
check this process in the system and compare it with actual process. It is quite possible that all the
aspect present in the actual process may not be integrated in the ERP system. There may be some
manual intervention.

Q-4 Discuss briefly the concept of “Inventory Management”.
Ans. Inventory/Stores Management: The inventory management system is designed with a view to keeping

the track of materials in the stores. The system is used to regulate the maximum and minimum level of

CHAPTER-2
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stocks, raise alarm at danger level stock of any material, give timely alert for re-ordering of materials
with optimal re-order quantity and facilitate various queries about inventory like total inventory value
at any time, identification of important items in terms of stock value (ABC Analysis), identification
most frequently moving objects (XYZ Analysis) etc. Similarly, well designed inventory management
system for finished goods and semi-finished goods provides important information for production
schedule and marketing/sales strategy.

Q-5 Quality Management Module helps in management of quality in productions across processes in an
organization. Analyze the process of Quality Management Module.

Ans. Quality Management Module helps in management of quality in productions cross processes in an
organization. This quality management module helps an organization to accelerate their business by
adopting a structured and functional way of managing quality in different processes. Quality
Management module collaborates in procurement and sales, production, planning, inspection,
notification, control, audit management and so on.
Fig. below shows Process in Quality Management Module.

Quality Management Process includes the following:
• Master data and standards are set for quality management;
• Set Quality Targets to be met;
• Quality management plan is prepared;
• Define how those quality targets will be measured;
• Take the actions needed to measure quality;
• Identify quality issues and improvements and changes to be made;
• In case of any change is needed in the product, change requests are sent;
• Report on the overall level of quality achieved; and
• Quality is checked at multiple points, e.g. inwards of goods at warehouse, manufacturing,

procurement, returns.
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Q-6 Discuss the phases of the Inventory Cycle for manufacturers.
Ans. Inventory Cycle: The Inventory Cycle is a process of accurately tracking the on-hand inventory levels

for an enterprise. An inventory system should maintain accurate record of all stock movements to
calculate the correct balance of inventory. The term ‘Inventory Cycle’ means different things to
companies in different verticals. For those who source, assemble and create inventory, it refers to a
time-based process which is basic to understanding how to maximize resources and cash flow. To
businesses that buy, store and sell inventory; it focuses on the process of understanding, planning and
managing inventory levels, from purchasing through more-efficient auditing. The typical phases of the
Inventory Cycle for Manufacturers are as follows:
i. The ordering phase: The amount of time it takes to order and receive raw materials.
ii. The production phase: The work in progress phase relates to time it takes to convert the raw

material to finished goods ready for use by customer.
iii. The finished goods and delivery phase: The finished goods that remain in stock and the delivery

time to the customer. The inventory cycle is measured in number of days.
Q-7 What is an MIS Report and who uses it?
Ans. MIS Report: Business managers at all levels of an organization, from assistant managers to executives,

rely on reports generated from these systems to help them evaluate their business’ daily activities or
problems that arise, make decisions, and track progress. MIS system reporting is used by businesses of
all sizes and in every industry.
MIS systems automatically collect data from various areas within a business. These systems can produce
daily reports that can be sent to key members throughout the organization. Most MIS systems can also
generate on-demand reports that allow managers and other users of the system to generate an MIS
report whenever they need it. Many large businesses have specialized MIS departments, whose only
job is to gather business information and create MIS reports. Some of these businesses use sophisticated
computing technology and software to gather information. Smaller businesses often use simple
software programs and spreadsheets for their MIS reporting needs. There can be as many types of MIS
reports as there are divisions within a business. For example, information about sales revenue and
business expenses would be useful in MIS reports for finance and accounting managers. Warehouse
managers would benefit from MIS reports about product inventory and shipping information. Total
sales from the past year could go into an MIS report for marketing and sales managers.

Q-8 Define Ideal ERP System.
Ans. Ideal ERP System: An Ideal ERP System is that system which caters all types of needs of an organization

and provides right data at right point of time to right users for their purpose. Hence, definition of ideal
ERP system may change per organization. But generally, an ideal ERP system is that system where a
single database is utilized and contains all data for various software modules. These software modules
can include Manufacturing, Financials, Human Resources, Supply Chain Management and Projects etc.

Q-9 Explain the term “Master Data” and its types.
Ans. Master Data: Master data is relatively permanent data that is not expected to change again and again.

It may change, but not again and again. In accounting systems, there may be following type of master
data.
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• Accounting Master Data – This includes names of ledgers, groups, cost centers, accounting voucher
types, etc. E.g. Capital Ledger is created once and not expected to change frequently. Similarly, all
other ledgers like, sales, purchase, expenses and income ledgers are created once and not
expected to change again and again. Opening balance carried forward from previous year to next
year is also a part of master data and not expected to change.

• Inventory Master Data – This includes stock items, stock groups, godowns, inventory voucher
types, etc. Stock item is something which bought and sold for business purpose, a trading goods.
E.g. If a person is into the business of dealing in white goods, stock items shall be Television,
Fridge, Air Conditioner, etc. For a person running a medicine shop, all types of medicines shall be
stock items for him/her.

• Payroll Master Data –. Payroll is a system for calculation of salary and recoding of transactions
relating to employees. Master data in case of payroll can be names of employees, group of
employees, salary structure, pay heads, etc. These data are not expected to change frequently.
E.g. Employee created in the system will remain as it is for a longer period of time, his/her salary
structure may change but not frequently, pay heads associated with his/ her salary structure will
be relatively permanent.

• Statutory Master Data – This is a master data relating to statute/law. It may be different for
different type of taxes. E.g. Goods and Service Tax (GST), Nature of Payments for Tax Deducted at
Source (TDS), etc. This data also shall be relatively permanent. In case of change in tax rates,
forms, categories, we need to update/change our master data.

Q-10 As an accountant, you are advised to address an audience of students and speak on different types of
Vouchers used in Financial and Accounting Systems. Prepare your notes.

Ans. In accounting language, a Voucher is a documentary evidence of a transaction. There may be different
documentary evidences for different types of transactions. E.g. Receipt given to a customer after
making payment by him/her is documentary evidence of amount received. A sales invoice, a purchase
invoice, is also a documentary evidence of transaction.
In computer language, the word “Voucher” is a place where transactions are recorded. It is a data input
form for inputting transaction data. In accounting, there may be different types of transactions, hence
we use different voucher types for recording of different transactions. Generally following types of
vouchers are used in accounting systems as shown in the Table below:
Sr. No. Voucher Module Use

 Type Name
1 Contra Accounting For recording of four types of transactions as under.

a. Cash deposit in bank
b. Cash withdrawal from bank
c. Cash transfer from one location to another.
d. Fund transfer from our one bank account to our

own another bank account.
2 Payment Accounting For recording of all types of payments. Whenever the

money is going out of business by any mode (cash/bank).
3 Receipt Accounting For recording of all types of receipts. Whenever money

is being received into business from outside by any mode
(cash/bank).
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4 Journal Accounting For recording of all non-cash/bank transactions. E.g.
Depreciation, Provision, Write-off, Write-back, discount
given/received, Purchase/Sale of fixed assets on credit,
etc.

5 Sales Accounting For recording all types of trading sales by any mode
(cash/bank/credit).

6 Purchase Accounting For recording all types of trading purchase by any mode
(cash/bank/credit).

7 Credit Note Accounting For making changes/corrections in already recorded
sales/purchase transactions.

8 Debit Note Accounting For making changes/corrections in already recorded
sales/purchase transactions.

9 Purchase Order Inventory For recording of a purchase order raised on a vendor.
10 Sales Order Inventory For recording of a sales order received from a customer.
11 Stock Journal Inventory For recording of physical movement of stock from one

location to another.
12 Physical Stock Inventory For making corrections in stock after physical counting.
13 Delivery Note Inventory For recording of physical delivery of goods sold to a

customer.
14 Receipt Note Inventory For recording of physical receipt of goods purchased

from a vendor.
15 Memorandum Accounting For recording of transaction which will be in the system

but will not affect the trial balance.
16 Attendance Payroll For recording of attendance of employees.
17 Payroll Payroll For salary calculations.

Q-11 List the Risks and Control objectives of Procure to Pay (P2P) business process at Masters level.
Ans. Risks and Control objectives of Procure to Pay (P2P) business process at Masters level is as follows:

Risk Control Objective
Unauthorized changes to supplier master file. Only valid changes are made to the supplier master

file.
All valid changes to the supplier master file All valid changes to the supplier master file are input
are not input and processed.  and processed.
Changes to the supplier master file are Changes to the supplier master file are accurate.
not correct.
Changes to the supplier master file are Changes to the supplier master file are processed in a
delayed and not processed in a timely manner.  timely manner.
Supplier master file data is not up to date. Supplier master file data remain up to date.
System access to maintain vendor masters System access to maintain vendor masters has been
has not been restricted to the  restricted to the authorized users.
authorized users.

Navkar Digital Institute | Paper 7A : Compiler | Most Imp collection of Chapterwise Que. & Ans. -41-

Downloaded From www.castudynotes.com

Join Us on Telegram http://t.me/canotes_ipcc

http://www.castudynotes.com
http://t.me/canotes_ipcc


Q-12 Sales and Distribution Process that is used by organizations to support sales and distribution activities
of products and services, starting from enquiry to order and then ending with delivery is one of the
most important module in ERP. Determine the various activities that are involved in Sales and
Distribution Process.

Ans. The various activities that are involved in a Sales and Distribution Process are as follows:
• Pre-Sales Activities: This include prospecting of customers, identifying prospective customers,

gathering data, contacting them and fixing appointments, showing demo, discussion, submission
of quotations, etc.

• Sales Order: Sales order is recorded in our books after getting a confirmed purchased order from
our customer. Sales order shall contain details just like purchase order. E.g. Stock Item Details,
Quantity, Rate, Due Date of Delivery, Place of Delivery, etc.

• Inventory Sourcing: It includes making arrangements before delivery of goods, ensuring goods
are ready and available for delivery.

• Material Delivery: Material is delivered to the customer as per sales order. All inventory details
are copied from Sales Order to Material Delivery for saving user’s time and efforts. This transaction
shall have a linking with Sales Order. Stock balance shall be reduced on recording of this transaction.

• Billing: This is a transaction of raising an invoice against the delivery of material to customer. This
transaction shall have a linking with Material Delivery and all the details shall be copied from it.
Stock balance shall not affect again.

• Receipt from Customer: This is a transaction of receiving amount from customer against sales
invoice and shall have a linking with sales invoice.

Q-13 Describe the term “Business Reporting” and why do you think there is a need of it in today’s world?
Ans. Business Reporting is defined as the public reporting of operating and financial data by a business

enterprise, or the regular provision of information to decision-makers within an organization to support
them in their work. This reporting process involves querying data sources with different logical models
to produce a human readable report - for example, a computer user must query the Human Resources
databases and the Capital Improvements databases to show how efficiently space is being used across
an entire corporation.
Through reporting, organizations communicate with their stakeholders about:
• mission, vision, objectives, and strategy;
• governance arrangements and risk management;
• trade-offs between the shorter- and longer-term strategies; and
• financial, social, and environmental performance (how they have fared against their objectives in

practice).
The need of Business Reporting is for following reasons:

• Effective and transparent business reporting allows organizations to present a cohesive
explanation of their business and helps them engage with internal and external stakeholders,
including customers, employees, shareholders, creditors, and regulators.

• High-quality business reporting is at the heart of strong and sustainable organizations, financial
markets, and economies, as this information is crucial for stakeholders to assess organizational
performance and make informed decisions with respect to an organization’s capacity to create
and preserve value.

• Many organizations are increasingly complex, and have larger economic, environmental, and
social footprints. Thus, various stakeholder groups require ESG (Environmental, Social and
Governance) information, as well as greater insight into how these factors affect financial
performance and valuations.
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• High-quality reports also promote better internal decision-making. High-quality information is
integral to the successful management of the business, and is one of the major drivers of
sustainable organizational success.

Q-14 You have been appointed as an Information Systems (IS) Auditor in a company JKL Ltd. and asked to
perform an ERP audit. Prepare a checklist of the common concerns that should be asked during
development and implementation of the system as well as ERP Audit.

Ans. Some of the questions auditors should ask during an ERP audit are pretty much the same as those that
should be asked during development and implementation of the system:
• Does the system process according to GAAP (Generally Accepted Accounting Principles) and GAAS

(Generally Accepted Auditing Standards)?
• Does it meet the needs for reporting, whether regulatory or organizational?
• Were adequate user requirements developed through meaningful interaction?
• Does the system protect confidentiality and integrity of information assets?
• Does it have controls to process only authentic, valid, accurate transactions?
• Are effective system operations and support functions provided?
• Are all system resources protected from unauthorized access and use?
• Are user privileges based on what is called “role-based access?”
• Is there an ERP system administrator with clearly defined responsibilities?
• Is the functionality acceptable? Are user requirements met? Are users happy?
• Have workarounds or manual steps been required to meet business needs?
• Are there adequate audit trails and monitoring of user activities?
• Can the system provide management with suitable performance data?
• Are users trained? Do they have complete and current documentation?
• Is there a problem-escalation process?

Q-15 Define Business Reporting. Determine the factors that makes Business Reporting significant.
Ans. Business Reporting is the public reporting of operating and financial data by a business enterprise, or

the regular provision of information to decision-makers within an organization to support them in
their work.
Reporting is a fundamental part of the larger movement towards improved business intelligence and
knowledge management. Often implementation involves Extract, Transform, and Load (ETL) procedures
in coordination with a data warehouse and then using one or more reporting tools. While reports can
be distributed in print form or via email, they are typically accessed via a corporate intranet.
Significance of Business Reporting is as follows:
• Effective and transparent business reporting allows organizations to present a cohesive

explanation of their business and helps them engage with internal and external stakeholders,
including customers, employees, shareholders, creditors, and regulators.

• High-quality business reporting is at the heart of strong and sustainable organizations, financial
markets, and economies, as this information is crucial for stakeholders to assess organizational
performance and make informed decisions with respect to an organization’s capacity to create
and preserve value.

• As organizations fully depend on their stakeholders for sustainable success, it is in their interest
to provide them with high-quality reports. For example, effective highquality reporting reduces
the risk for lenders and may lower the cost of capital.

• Many organizations are increasingly complex, and have larger economic, environmental, and
social footprints. As a result, various stakeholder groups are demanding increased Environmental,
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Social and Governance (ESG) information, as well as greater insight into how these factors affect
financial performance and valuations.

• High-quality reports also promote better internal decision-making. High-quality information is
integral to the successful management of the business, and is one of the major drivers of
sustainable organizational success.

Q-16 On joining a Manufacturing company XYZ, you are briefed about the functioning of different modules
like Financial Accounting Module, Sales and Distribution Module, Human Resource Module, Material
Management Module, Production Planning Module etc. Prepare a brief description on the Material
Management Module (MM) based on your understanding.

Ans. Material Management (MM) Module manages materials required, processed and produced in
enterprises. Different types of procurement processes are managed with th is system. Some of the
popular sub-components in MM module are vendor master data, consumption based planning,
purchasing, inventory management, invoice verification and so on. Material management also deals
with movement of materials via other modules like logistics, Supply Chain Management, sales and
delivery, warehouse management, production and planning. The overall purchase process includes
the following sub-processes:
• Purchase Requisition from Production Department – Production department sends a request to

purchase department for purchase of raw material required for production.
• Evaluation of Requisition - Purchase department shall evaluate the requisition with the current

stock position and purchase order pending position and shall decide about accepting or rejection
the requisition.

• Asking for Quotation - If requisition is accepted, quotations shall be asked to approve vendors for
purchase of material.

• Evaluation of quotations - Quotations received shall be evaluated and compared.
• Purchase Order - This is a transaction for letting an approved vendor know what we want to

purchase, how much we want to purchase, at what rate we want to purchase, by what date we
want the delivery, where we want the delivery. Hence a typical purchase order shall have following
information.
o Description of stock items to be purchased.
o Quantity of these stock items.
o Rate for purchases.
o Due Date by which material is to be received.
o Godown where material is to be received.

• Material Receipt - This is a transaction of receipt of material against purchase order. This is
commonly known as Material Receipt Note (MRN) or Goods Receipt Note (GRN). This transaction
shall have a linking with Purchase Order. Information in Purchase Order is automatically copied to
Material Receipt Voucher for saving time and efforts of user. Stock is increased after recording of
this transaction.

• Issue of material - Material received by stores shall be issued to production department as per
requirement.

• Purchase Invoice - This is a financial transaction. Trial balance is affected due this transaction.
Material Receipt transaction does not affect trial balance. This transaction shall have a linking
with Material Receipt Transaction and all the details of material received shall be copied
automatically in purchase invoice. As stock is increased in Material Receipt transaction, it will not
be increased again after recording of purchase invoice.

• Payment to Vendor - Payment shall be made to vendor based on purchase invoice recorded
earlier. Payment transaction shall have a linking with purchase invoice.
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Q-17 Explain the concept of “Customer Relationship Management (CRM)” and identify its key benefits also.
Ans. Customer Relationship Management (CRM): CRM is a system which aims at improving the relationship

with existing customers, finding new prospective customers, and winning back former customers. This
system can be brought into effect with software which helps in collecting, organizing, and managing
the customer information. CRM manages the enterprise’s relationship with its customers. This includes
determining who the high-value customers are and documenting what interactions the customers
have had with the enterprise.

Key benefits of a CRM module are as under:
• Improved customer relations: One of the prime benefits of using a CRM is obtaining better customer

satisfaction. By using this strategy, all dealings involving servicing, marketing, and selling out products
to the customers can be carried out in an organized and systematic way. Better services can be provided
to customers through improved understanding of their issues and this in turn helps in increasing
customer loyalty and decreasing customer agitation. In this way, continuous feedback from the
customers regarding the products and services can be received. It is also possible that the customers
may recommend the product to their acquaintances, when efficient and satisfactory services are
provided.

• Increase customer revenues: By using a CRM strategy for any business, the revenue of the company can
be increased. Using the data collected, marketing campaigns can be popularized in a more effective
way. With the help of CRM software, it can be ensured that the product promotions reach a different
and brand new set of customers, and not the ones who had already purchased the product, and thus
effectively increase the customer revenue.

• Maximize up-selling and cross-selling: A CRM system allows up-selling which is the practice of giving
customers premium products that fall in the same category of their purchase. The strategy also facilitates
cross selling which is the practice of offering complementary products to customers, based on their
previous purchases. This is done by interacting with the customers and getting an idea about their
wants, needs, and patterns of purchase. The details thus obtained will be stored in a central database,
which is accessible to all company executives. So, when an opportunity is spotted, the executives can
promote their products to the customers, thus maximizing up-selling and cross selling.

• Better internal communication: Following a CRM strategy helps in building up better communication
within the company. The sharing of customer data between different departments will enable them to
work as a team. This is better than functioning as an isolated entity, as it will help in increasing the
company’s profitability and enabling better service to customers.

• Optimize marketing: CRM enables to understand the customer needs and behaviour in a better way,
thereby allowing any enterprise to identify the correct time to market its product to the customers.
CRM will also give an idea about the most profitable customer groups, and by using this information,
similar prospective groups, at the right time will be targeted. In this way, marketing resources can be
optimized efficiently and time is not wasted on less profitable customer groups.

Q-18 Being an IT consultant to a Government agency PQR, identify the most common open international
standard, that should be used by the agency for their standardized digital business reporting. Support
the recommendation by preparing a list of its important features also.

Ans. Extensible Business Reporting Language (XBRL) is an open international standard for digital business
reporting that provides a language in which reporting terms can be authoritatively defined. Those
terms can be used to uniquely represent the contents of financial statements or other kinds of
compliance, performance and business reports. XBRL lets reporting information move between
organizations rapidly, accurately and digitally. XBRL is a standard-based way to communicate and
exchange business information between business systems. These communications are defined by
metadata set out in taxonomies, which capture the definition of individual reporting concepts as well
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as the relationships between concepts and other semantic meaning. Information being communicated
or exchanged is provided within an XBRL instance.
Important features of XBRL are as follows:
• Clear Definitions: XBRL allows the creation of reusable, authoritative definitions, called

taxonomies, that capture the meaning contained in all the reporting terms used in a business
report, as well as the relationships between all the terms.

• Testable Business Rules: XBRL allows the creation of business rules that constrain what can be
reported. Business rules can be logical or mathematical, or both and can be used, for example,
these business rules can be used to stop poor quality information being sent to a regulator or
third party, by being run by the preparer while the report is in draft; stop poor quality information
being accepted by a regulator or third party, by being run at the point that the information is being
received.

• Multi-lingual Support: XBRL allows concept definitions to be prepared in as many languages as
necessary. Translations of definitions can also be added by third parties. This means that it’s
possible to display a range of reports in a different language to the one that they were prepared
in, without any additional work. The XBRL community makes extensive use of this capability as it
can automatically open up reports to different communities.

• Strong Software Support: XBRL is supported by a very wide range of software from vendors large
and small, allowing a very wide range of stakeholders to work with the standard.

Q-19 Define ‘Data Analytics’.
Ans. Data Analytics: It is the process of examining data sets to draw conclusions about the information they

contain, increasingly with the aid of specialized systems and software. Data Analytics predominantly
refers to an assortment of applications, from basic Business Intelligence (BI), Reporting and Online
Analytical Processing (OLAP) to various forms of advanced analytics. Data Analytics technologies and
techniques are widely used in commercial industries to enable organizations to make more-informed
business decisions and by scientists and researchers to verify or disprove scientific models, theories
and hypotheses.

Q-20 Define : Business Intelligence (BI)
Ans. Business Intelligence (BI): Business Intelligence (BI) is a technology-driven process for analyzing data

and presenting actionable information to help corporate executives, business managers and other end
users make more informed business decisions. BI encompasses a wide variety of tools, applications
and methodologies that enable organizations to collect data from internal systems and external sources,
prepare it for analysis, develop and run queries against the data, and create reports, dashboards and
data visualizations to make the analytical results available to corporate decision makers as well as
operational workers.
The potential benefits of business intelligence programs include accelerating and improving decision
making; optimizing internal business processes; increasing operational efficiency; driving new revenues;
and gaining competitive advantages over business rivals. BI systems can also help companies identify
market trends and spot business problems that need to be addressed.

Q-21 A manufacturing company is implementing an ideal ERP software, where a single database is being
utilized and it contains all the data for various software modules. Identify the modules of an ideal ERP
software along with their functions.

Ans. An ideal ERP System where a single database is being utilized and contains all data for various software
modules includes the following modules:
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• Manufacturing: Some of the functions include engineering, capacity, workflow management,
quality control, bills of material, manufacturing process, etc.

• Financials: Accounts payable, accounts receivable, fixed assets, general ledger and cash
management, etc.

• Human Resources: Benefits, training, payroll, time and attendance, etc.
• Supply Chain Management: Inventory, supply chain planning, supplier scheduling, claim processing,

order entry, purchasing, etc.
• Projects: Costing, billing, activity management, time and expense, etc.
• Customer Relationship Management (CRM): CRM is a term applied to processes implemented by

a company to handle its contact with its customers. CRM software is used to support these
processes, storing information on current and prospective customers. Information in the system
can be accessed and entered by employees in different departments, such as sales, marketing,
customer service, training, professional development, performance management, human resource
development and compensation.

• Data Warehouse: Usually this is a module that can be accessed by an organization’s customers,
suppliers and employees. Data warehouse is a repository of an organization’s electronically stored
data. These are designed to facilitate reporting and analysis, to retrieve and analyse data; tools to
extract, transform and load data into the repository; and to manage the data dictionary.

Q-22 Explain the significance of Front End and Back End in a software.
Ans. Front End of a Software: It is part of the overall software which interacts with the user who is using the

software. For example - If a user wants to have some information from the Balance Sheet; user will
interact with Front End part of the software and request front end to generate the report.
Back End of a Software: It is a part of the overall software which does not directly interact with the user,
but interact with Front End only. Front End will receive the instruction from user and pass it on to the
back end. Back End will process the data, generate the report and send it to the front end. Front end
will then display the information to user.

Q-23 ‘Web Applications’ are one of the two ways of using a software including financial and Accounting
Software and now-a-days, the use of web applications is increasing rapidly. You, being an IT consultant,
have to list out some of the advantages and disadvantages of using web applications.

Ans. Advantages of using Web applications are as follows:
• Installation and Maintenance: As software is installed on only one computer, i.e. a web server, it

need not be installed on each computer. Hence, installation on user computer is not required and
maintenance and updating of software becomes extremely easy.

• Accessibility: As software is not installed on the hard disc of user’s computer and it is used
through browser and internet, it can be used from any computer in the world. Access to the
software becomes very easy.

• Mobile Application: Using mobile application becomes very easy as data is available 24 x 7.
Disadvantages of using Web applications are as follows:

• Data Storage: Data is not stored in the user’s server computer. It is stored on a web server. Hence
user will not have any control over the data.

• Data Security: Data security is a big challenge in case of web application as the data is not in
control of the user or owner of data. It is maintained on a web server.

• Performance: As data is picked from web server using internet, speed of operation may be slower
in web applications.

• Flexibility: Web applications do not even compare to the flexibility of desktop applications. If a
user wants to write a web application that basically interacts with the user’s hardware, installed/
desktop applications are preferable.
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Q-24 Discuss the different ways in which Database Administr ator (DBA) can store the data of  ABC enterprise
implementing Accounting Information System (AIS).

Ans. In Accounting Information System, the data is stored in following two ways:
A. Master Data:  Master data is relatively permanent data that is not expected to change again and

again. It may change, but not again and again. In accounting systems, there may be following type
of master data.

• Accounting Master Data  –  This includes names of ledgers, groups,   cost  centres, accounting
voucher types, etc. E.g. Capital Ledger is created once and not expected to change frequently.

• Inventory Master Data  –  This includes stock items, stock groups, godowns, inventory voucher
types, etc. Stock item is something which  is  bought and sold for business purpose, trading goods.
For a person running a medicine shop, all types of medicines shall be stock items for him/her.

• Payroll Master Data  –  Payroll is a system for calculation of salary and  recoding of transactions
relatin g to employees. Master data in case of payroll can be names of employees, group of
employees, salary structure, pay heads, etc. These data are not expected to change frequently.

• Statutory Master Data  –  This is a master data relating to statute/law. It maybe different for
different type of taxes. E.g. Goods and Service Tax (GST) .  In case of change in tax rates, forms,
categories, we need to update/change our master data.

All business process modules must use common master data.
B. Non-Master Data:  It is a   data which is expected to change frequently, again and again and not a

permanent data. E.g. Amounts recorded in each transaction shall be different every time and
expected to change again and again. Date recorded in each transaction is expected to change
again and again and will not be constant in all the transactions.

Q-25 ERP implementation is the difficult task as the organization which is in the process of  implementing
ERP should keep abreast of latest technological devel opment. Describe  the different risks associated
with t echnology while implementing ERP.

Ans. Various risks associated with t echnology while implementing ERP are as following:
• Software Functionality:  ERP systems offer a myriad of features and functions, however, not all

organizati ons require those many features. Implementing all the functionality and features just
for the sake of it can be disastrous for an  organization.

• Technological Obsolescence:  With the advent of more efficient technologies every day, the ERP
system also become s obsolete as time goes on.

• Enhancement and Upgrades: ERP Systems are not upgraded and kept up -to-date. Patches and
upgrades are not installed and the tools are underutilised.

• Application Portfolio Management:  These processes focus on the selection of new business
applications and the projects required delivering them.

Q-26 Mr. X is the chief manager of ABC Ltd. - a shoe manufacturing company in New Delhi. He has put a
proposal to top management to implement ERP system to enhance the quality in production across
processes in company. The management asked him to prepare a report on how the quality management
module of ERP would help the company to accelerate its business processes. Describe all the points
that Mr. X may write in his report regarding quality Management Module of ERP.

Ans. Quality Management module collaborates in procurement and sales, production, planning,inspection,
notification, control, audit management and so on. It involves the following processes.
• Quality Planning: Quality planning is the process of planning the production activities to achieve

the goals of meeting the customer requirements in time, within the available resources.
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• Quality Control: It is a system for ensuring the maintenance of proper standards in manufactured
goods, especially by periodic random inspection of the product. I t involves the checking and
monitoring of the process and products with an intention of preventing non-conforming materials
from going to the customer. Various result areas are identified for each process and studies are
conducted to verify whether those results are being achieved.

• Quality Assurance: Quality assurance concentrates on identifying various processes, their
interactions and sequence, defining the objectives of each process, identifying the key result
areas and measures to measure the results, establishing the procedures for getting the required
results, documenting the procedures to enable everyone to follow the same, educating the people
to implement the procedures, preparing standard operating instructions to guide the people on
work spot, monitoring and measuring the performance, taking suitable actions on deviations and
continuously improving the systems.

• Quality Improvement: Quality improvement is a never-ending process. The customer’s needs
and expectations are continuously changing depending on the changes in technology, economy,
political situation, ambitions and dreams, competition, etc.

Q-27 The organizations implementing ERP systems should keep abreast of the latest technological
developments and implementation which is required to survive and thrive. Enlist all the risks associated
with technological aspect of an ERP system.

Ans. All the risks associated with Technological Aspect of an ERP system are as follows:
• Software Functionality: ERP systems offer a myriad of features and functions, however, not all

organizations require those many features. Implementing all the functionality and features just
for the sake of it can be disastrous for an organization.

• Technological Obsolescence: With the advent of more efficient technologies every day, the ERP
system also becomes obsolete as time goes on.

• Enhancement and Upgrades: ERP Systems are not upgraded and kept up-to-date. Patches and
upgrades are not installed and the tools are underutilised.

• Application Portfolio Management: These processes focus on the selection of new business
applications and the projects required delivering them.

Q-28 A medium sized enterprise ABC Ltd. wants to acquire Financial Accounting System not through its own
IT infrastructure but rather through outsourcing its IT functions using cloud-based application. Enlist
the characteristics of cloud-based application on various parameters that would help ABC company.

Ans. The characteristics of Cloud-based application on various parameters that would help ABC company
are as follows:
• Installation and Maintenance: Installation on user computer is not required. Update and

maintenance are defined responsibility of service provider.
• Accessibility: As software is available through online access, to use the software a browser and an

internet connection is needed. It can be used from any computer in the world. Access to the
software becomes very easy. Also, it can be used 24 x 7.

• Mobile Application: Mobile application becomes very easy as data is available 24x7. As technology
evolves mobile technology is becoming an industry norm. That makes cloud-based application
future oriented.

• Data Storage: Data is not stored in the user’s server computer. It is stored on a web server. Ownership
of data is defined in Service Level Agreement (SLA). SLA defines the rights, responsibilities and
authority of both service provider and service user.
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• Data Security: Data security is a challenge in case of cloud-based application as the data is not in
control of the user or owner of data. As time evolves; SLAs provides for details of back-up, disaster
recovery alternatives being used by service provider.

• Performance: Access is dependent on speed of internet. Slow internet slows access to information
and may slow operations.

• Flexibility: The success of cloud-based applications is that they allow flexibility against both
capital expenditure (CAPEX) and Operating Expense (OPEX) to the user. User can scale up
operations as per need.

Q-29 Identify the functional module of ERP that controls the business flow in an organization and facilitates
coordinating, monitoring and optimizing all processes in an organization and elaborate the key features
of this module.

Ans. In ERP, the Controlling Module controls the business flow in an organization and facilitates coordinating,
monitoring, and optimizing all the processes in an organization. This module helps in analysing the
actual figures with the planned data and in planning business strategies.
Key features of Controlling module are as under.
• Cost Element Accounting: This component provides overview of the costs and revenues that

occur in an organization. The cost elements are the basis for cost accounting and enable the user
the ability to display costs for each of the accounts that have been assigned to the cost element.
Examples of accounts that can be assigned are Cost Centres, Internal Orders, WBS (work breakdown
structures).

• Cost Centre Accounting: This provides information on the costs incurred by the business. Cost
Centres can be created for such functional areas as Marketing, Purchasing, Human Resources,
Finance, Facilities, Information Systems, Administrative Support, Legal, Shipping/Receiving, or
even Quality. Some of the benefits of Cost Centre Accounting are that the Managers can set
Budget/Cost Centre targets; Planning; Availability of Cost allocation methods; and Assessments/
Distribution of costs to other cost objects.

• Activity-Based-Accounting: This analyze cross-departmental business processes and allows for a
process-oriented and cross-functional view of the cost centres.

• Internal Orders: Internal Orders provide a means of tracking costs of a specific job, service, or
task. These are used as a method to collect those costs and business transactions related to the
task. This level of monitoring can be very detailed but allows management the ability to review
Internal Order activity for better decision-making purposes.

• Product Cost Controlling: This calculates the costs that occur during the manufacture of a product
or provision of a service and allows the management the ability to analyse their product costs and
to make decisions on the optimal price(s) to market their products.

• Profitability Analysis: This allows the management to review information with respect to the
company’s profit or contribution margin by individual market segment; and

• Profit Centre Accounting: This evaluates the profit or loss of individual, independent areas within
an organization.

Q-30 Enterprise Resource Planning (ERP) implementation is a herculean task which requires a lot of money,
time and resources in terms of machine and human beings. Describe the various technological risks
and controls while implementing ERP.
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Ans. The various technological risks and controls while implementing ERP are as follows:
Aspect Risk Associated Control Required
Software Functionality ERP systems offer a myriad of Care should be taken to

features and functions, however, incorporate the features that
not all organizations require those are required by the organization
Many features. Implementing and supporting additional
 all the functionality and features Features and functionality that
just for the sake of it can be  might be required at a future
disastrous for an organization. date.

Technological Obsolescence With the advent of more efficient This requires critical choice of
technologies every day, the ERP technology, architecture of the
system also becomes obsolete as   product, ease of enhancements,
time goes on. ease of upgrading, quality of

vendor support.
 Enhancement and Upgrades ERP Systems are not upgraded and Care must be taken while

kept up-to-date. Patches and selecting the vendor and upgrade
upgrades are not installed and the /support contracts should be
tools are underutilized.  signed to minimize the risks.

ApplicationPortfolio These processes focus on the By bringing to the light the sheer
Management selection of new business number of applications in the

applications and the projects current portfolio, IT
required in delivering them. organizations can begin to reduce

duplication and complexity.
Q-31 Data Analytics refers to assortment of applications, reporting and online analytical processing to various

forms of advance analytics. Explain different advanced data analytics techniques.
Ans. The different advanced Data Analytics techniques are as follows:

• Data Mining involves sorting through large data sets to identify trends, patterns and relationships;
• Predictive Analytics seeks to predict customer behavior, equipment failures and other future

events; and
• Machine Learning is an artificial intelligence technique that uses automated algorithms to churn

through data sets more quickly than data scientists can do via conventional analytical modelling.
Q-32 ABC Ltd., a renowned stationary manufacturer with five production units across the country, has adopted

Enterprise Resource Planning (ERP) to integrate its business processes. Identify the ERP module that
monitors and optimizes all the business process of ABC Ltd. Also, explain various key features of this
module.

Ans. The module of Enterprise Resource Planning (ERP) discussed is Controlling Module. The various key
features of this module are as follows:
• Cost Element Accounting: This component provides overview of the costs and revenues that

occur in an organization. The cost elements are the basis for cost accounting and enable the user
the ability to display costs for each of the accounts that have been assigned to the cost element.
Examples of accounts that can be assigned are Cost Centers, Internal Orders, WBS (Work Breakdown
Structures);

• Cost Centre Accounting: This provides information on the costs incurred by the business. Cost
Centers can be created for such functional areas as Marketing, Purchasing, Human Resources,
Finance, Facilities, Information Systems, Administrative Support, Legal, Shipping/Receiving, or
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even Quality. Some of the benefits of Cost Centre Accounting are that the Managers can set
Budget/Cost Centre targets; Planning; Availability of Cost allocation methods; and Assessments/
Distribution of costs to other cost objects;

• Activity-Based-Accounting: This analyses cross-departmental business processes and allows for a
process-oriented and cross-functional view of the cost centers;

• Internal Orders: Internal Orders provide a means of tracking costs of a specific job, service, or
task. These are used as a method to collect those costs and business transactions related to the
task. This level of monitoring can be very detailed but allows management the ability to review
Internal Order activity for better-decision making purposes;

• Product Cost Controlling: This calculates the costs that occur during the manufacture of a product
or provision of a service and allows the management the ability to analyses their product costs
and to make decisions on the optimal price(s) to market their products;

• Profitability Analysis: This allows the management to review information with respect to the
company’s profit or contribution margin by individual market segment; and

• Profit Centre Accounting: This evaluates the profit or loss of individual, independent areas within
an organization.

Q-33 Business Intelligence is a technology-driven process for analysing data and presenting actionable
information to help corporate executives, business managers and other end users make more informed
business decisions. List out the benefits of using Business Intelligence in an organization.

Ans.  The list of various benefits of Business Intelligence (BI) is provided below:
• Business Intelligence improves the overall performance of the company using it. The potential

benefits of BI programs include -
O accelerating and improving decision making;
O optimizing internal business processes;
O enhancing communication among departments while coordinating activities;
O increasing operational efficiency;
O driving new revenues; and
O gaining competitive advantages over business rivals.

• BI systems can also help companies identify market trends and spot business problems that need
to be addressed.

• BI systems help in enhancing customer experience, allowing for the timely and appropriate
response to customer problems and priorities.

• BI data can include historical information as well as new data gathered from source systems as it
is generated, thus enabling BI analysis to support both strategic and tactical decision-making
processes.

• The ultimate objective of BI is to improve the timeliness and quality of information. Business
intelligence provides the information regarding -
O the position of the firm in comparison to its competitors.
O the changes in customer behaviour and spending patterns.
O the capabilities of the firm.
O the market conditions, future trends, demographic, and economic information.
O the social, regulatory, and political environment.
O what the other firms in the market are doing.
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Q-34 Data Mining is the process of analysing data to find previously unknown trends, patterns and associations
to make decisions. As an IT expert of the company, explain the steps involved in the data mining
process.

Ans. The steps involved in the Data Mining process are as follows:
a. Data Integration: Firstly, the data are collected and integrated from all the different sources

which could be flat files, relational database, data warehouse or web etc.
b. Data Selection: It may be possible that all the data collected may not be required in the first step.

So, in this step we select only those data which we think is useful for data mining.
c. Data Cleaning: The data that is collected are not clean and may contain errors, missing values,

noisy or inconsistent data. Thus, we need to apply different techniques to get rid of such anomalies.
d. Data Transformation: The data even after cleaning are not ready for mining as it needs to be

transformed into an appropriate form for mining using different techniques like - smoothing,
aggregation, normalization etc.

e. Data Mining: In this, various data mining techniques are applied on the data to discover the
interesting patterns. Techniques like clustering and association analysis are among the many
different techniques used for data mining.

f. Pattern Evaluation and Knowledge Presentation: This step involves visualization, transformation,
removing redundant patterns etc. from the patterns we generated.

g. Decisions/Use of Discovered Knowledge: This step helps user to make use of the knowledge
acquired to take better informed decisions.

Q-35 ERP implementation is a huge task and requires lot of time, money and patience. The organizations
implementing ERP Systems should keep abreast of the latest technological developments and
implementation, which is required to survive and thrive. Discuss the various risks and corresponding
controls related to technological risks in an ERP environment. [Sugg-July’21](4 Marks)

Ans. The technological risks and their corresponding controls related in an ERP environment are as follows:
Aspect Risk Associated Control Required
Software Functionality ERP systems offer a myriad of Care should be taken to

features and functions, however, incorporate the features that
not all organizations require are required by the
those many features. Implementing  organization and
all the functionality and features supporting additional features
just for the sake of it can be disastrous  and functionality that
for an organization. might be required at a future

date.
Technological Obsolescence With the advent of more efficient This requires critical choice of

technologies every day, the ERP system  technology, architecture of the
also becomes obsolete as time goes on. product, ease of

enhancements, ease of
upgrading, and quality of
vendor support.
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Enhancement and Upgrades ERP Systems are not upgraded and kept Care must be taken while
up to date. Patches and upgrades are selecting  the vendor and
not installed, and the tools are upgrade /support contracts
underutilised. should be signed to minimize

the risks.
Application Portfolio These processes focus on the selection By bringing to the light the
Management of new business applications and the sheer number of applications

projects required in delivering them. in the current portfolio, IT
organizations can begin to
reduce duplication and
complexity.

Q-36 Write a short note on Extraction- Transformation-Load (ETL).
Ans. Extraction-Transformation-Load (ETL)

• The concept of the data warehouse includes the process of extraction of data from one or more of
the organization’s databases, its transformation into an appropriate form using different
techniques like smoothing, aggregation, normalization etc. and loading into the data warehouse
which is itself another database for storage and analysis.

• For ETL to be performed on a data, a data warehouse should be designed so that it meets the
following criteria:
O It uses non-operational data which means that the data warehouse is using a copy of data

from the active databases that the company uses in its day-to-day operations.
O The data is time-variant which means a time-stamp is received whenever data is loaded into

the data warehouse.
O The data is to be standardized in case the data in a data warehouse comes from different

sources and does not use the same definitions or units.
• For example, the Events table in Student Clubs database lists the event dates using the mm/dd/

yyyy format (e.g. 01/10/2013) whereas a table in another database might use the format yy/mm/
dd (e.g.13/01/10) for dates. For the data warehouse to match up dates, a standard date format
would have to be agreed upon and all data loaded into the data warehouse would have to be
transformed to use this standard format before its loading into the database for storage.

Q-37 Cloud based applications are now taking over Installed applications. What are the major differences
between Clouds based Applications and Installed Applications? Explain any four.

Ans. Differences between Clouds based Applications and Installed Applications are given below:
Particulars Installed Applications Cloud Based Applications
Installation and Maintenance As software is installed on hard Installation on user computer is

disc of the computer used by not required. Update and
user, it needs to be installed on maintenance are defined
every computer one by one.  responsibility of service provider.
This may take lot of time. Also,
maintenance and updating of
software may take lot of time
and efforts.
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Accessibility As software is installed on the As software is available through
hard disc of the user’s computer, online access, to use the software
user needs to go the computer a browser and an internet
only, i.e. the computer where connection is needed. It can be used
software is installed, to use the from any computer in the world.
software. It cannot be used from Access to the software becomes
any computer. very easy. Also, it can be used 24 x 7.

Mobile Application Using the software through Mobile application becomes very
mobile application is difficult in easy as data is available 24x7. As
this case. technology evolves, mobile

technology is becoming an industry
norm that makes cloud based
application future oriented.

Data Storage Data is physically stored in the Data is not stored in the user’s server
premises of the user, i.e. on the computer. It is stored on a web server.
hard disc of the user’s server  Ownership of data is defined in
computer. Hence user will have  Service Level Agreement (SLA) that
full control over the data. defines the rights, responsibilities and

authority of both service provider and
service user.

Data Security As the data is in physical control Data security is a challenge in case of
of the user, user shall have the cloud based application as the data is
full physical control over the not in control of the user or owner
data and he/she can ensure that of data. As time evolves; SLAs provides
it is not accessed without for details of back-up, disaster
proper access. recovery alternatives being used by

service provider.
Performance A well written installed Access is dependent on speed of

application shall always be faster internet. Slow internet slows access
than web application, reason to information and may slow
being data is picked from local operations.
server without internet.

Flexibility It shall have more flexibility and The success of cloud based
controls as compared to web applications is that they allow
application. It is very easy to write flexibility against both Capital
desktop applications that take Expenditure (CAPEX) and Operating
advantage of the user’s hardware Expense (OPEX) to the user. User can
 (such as: scanners, cameras, scale up operations as per need.
Wi-Fi, serial ports, network
ports, etc.). Installed applications
have this dis-advantage of
higher Capital Expenditure
(CAPEX) in comparison to
cloud based application.
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Q-38 Data Analytics is the process of examining data sets to draw conclusions about the information they
contain, increasingly with the aid of specialized systems and software, List out any three application
areas of Data Analytics in today’s world.

Ans. Application Areas of Application areas of Data Analytics are as follows:
• Data Analytics initiatives support a wide variety of business uses. For example, banks and credit

card companies analyse withdrawal and spending patterns to prevent fraud and identity theft.
• E-commerce companies and marketing services providers do clickstream analysis to identify

website visitors who are more likely to buy a product or service based on navigation and page-
viewing patterns.

• Mobile network operators examine customer data to forecast so they can take steps to prevent
defections to business rivals; to boost customer relationship management efforts. Other companies
engage in CRM analytics to segment customers for marketing campaigns and equip call centre
workers with up-to-date information about callers.

• Healthcare organizations mine patient data to evaluate the effectiveness of treatments for cancer
and other diseases.

Q-39 Many organizations are implementing Enterprise Resource Planning (ERP) software, where it integrates
all of the processes needed to run their business with a single system. As a System analyst briefly
explain the benefits of ERP systems.

Ans. Benefits of an Enterprise Resource Planning (ERP) System are as follows:
• Information integration: The reason ERP systems are called integrated is because they possess

the ability to automatically update data between related business functions and components.
For example - one needs to only update the status of an order at one place in the order-processing
system; and all the other components will automatically get updated.

• Reduction of lead-time: The elapsed time between placing an order and receiving it is known as
the Lead-time. The ERP Systems by virtue of their integrated nature with many modules like
Finance, Manufacturing, Material Management Module etc.; the use of the latest technologies
like EFT (Electronic Fund Transfer), EDI (Electronic Data Interchange) reduce the lead times and
make it possible for the organizations to have the items at the time they are required.

• On-time Shipment: Since the different functions involved in the timely delivery of the finished
goods to the customers- purchasing, material management production, production planning,
plant maintenance, sales and distribution - are integrated and the procedures automated; the
chances of errors are minimal and the production efficiency is high. Thus, by integrating the
various business functions and automating the procedures and tasks the ERP system ensures on-
time delivery of goods to the customers.

• Reduction in Cycle Time: Cycle time is the time between placement of the order and delivery of
the product. In an ERP System; all the data, updated to the minute, is available in the centralized
database and all the procedures are automated, almost all these activities are done without
human intervention. This efficiency of the ERP systems helps in reducing the cycle time.

• Improved Resource utilization: The efficient functioning of the different modules in the ERP
system like manufacturing, material management, plant maintenance, sales and distribution
ensures that the inventory is kept to a minimum level, the machine down time is minimum and
the goods are produced only as per the demand and the finished goods are delivered to the
customer in the most efficient way. Thus, the ERP systems help the organization in drastically
improving the capacity and resource utilization.
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• Better Customer Satisfaction: Customer satisfaction means meeting or exceeding customer’s
requirements for a product or service. With the help of web-enabled ERP systems, customers can
place the order, track the status of the order and make the payment sitting at home. Since all the
details of the product and the customer are available to the person at the technical support
department also, the company will be able to better support the customer.

• Improved Supplier Performance: ERP systems provide vendor management and procurement
support tools designed to coordinate all aspects of the procurement process. They support the
organization in its efforts to effectively negotiate, monitor and control procurement costs and
schedules while assuring superior product quality. The supplier management and control processes
are comprised of features that will help the organization in managing supplier relations, monitoring
vendor activities and managing supplier quality.

• Increased Flexibility: ERP Systems help the companies to remain flexible by making the company
information available across the departmental barriers and automating most of the processes
and procedures, thus enabling the company to react quickly to the changing market conditions.

• Reduced Quality Costs: Quality is defined in many different ways- excellence, conformance to
specifications, fitness for use, value for the price and so on. The ERP System’s central database
eliminates redundant specifications and ensures that a single change to standard procedures
takes effect immediately throughout the organization. The ERP systems also provide tools for
implementing total quality management programs within an organization.

• Better Analysis and Planning Capabilities: Another advantage provided by ERP Systems is the
boost to the planning functions. By enabling the comprehensive and unified management of
related business functions such as production, finance, inventory management etc. and their
data, it becomes possible to utilize fully many types of Decision Support Systems (DSS) and
simulation functions, what-if analysis and so on; thus, enabling the decision-makers to make
better and informed decisions.

• Improved information accuracy and decision-making capability: The three fundamental
characteristics of information are accuracy, relevancy and timeliness. The information needs to
be accurate, relevant for the decision-maker and available to the decision-makers when he
requires it. The strength of ERP Systems- integration and automation - help in improving the
information accuracy and help in better decision-making.

• Use of Latest Technology: ERP packages are adapted to utilize the latest developments in
Information Technology such as open systems, client/server technology, Cloud Computing, Mobile
computing etc. It is this adaptation of ERP packages to the latest changes in IT that makes the
flexible adaptation to changes in future development environments possible.

Q-40 ERP systems are expected to produce accurate, complete, and authorized information, and therefore
require major security aspects that involve physical safety, input validations and access control
mechanism. In light of this statement, explain the importance of Role Based Access Control in an ERP
system.

Ans. Role Based Access Control (RBAC) is an approach to restricting system access to authorized users. RBAC
sometimes referred to as Role-Based Security is a policy neutral access control mechanism defined
around roles and privileges that lets employees having access rights only to the information they need
to do their jobs and prevent them from accessing information that doesn’t pertain to them. It is used by
most enterprises and can implement Mandatory Access Control (MAC) or Discretionary Access Control
(DAC).
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• MAC criteria are defined by the system administrator strictly enforced by the Operating System
and are unable to be altered by end users. Only users or devices with the required information
security clearance can access protected resources. Organizations with varying levels of data
classification, like government and military institutions, typically use MAC to classify all end
users.

• DAC involves physical or digital measures and is less restrictive than other access control systems
as it offers individuals complete control over the resources they own. The owner of a protected
system or resource sets policies defining who can access it.

The components of RBAC such as role-permissions, user-role and role-role relationships make it simple
to perform user assignments. RBAC can be used to facilitate administration of security in large
organizations with hundreds of users and thousands of permissions. Roles for staff are defined in
organization and permission to access a specific system or perform certain operation is defined as per
the role assigned. For example - a junior accountant in accounting department is assigned a role of
recording basic accounting transactions, an executive in human resource department is assigned a role
of gathering data for salary calculations on monthly basis, etc.

Q-41 DEF consultant is a consultancy company that provides its services to various clients on GST, Company
Law, and Income Tax. At present, the company is using separate software each for accounting and tax
compliance. Mr. Rajesh, IT head in the DEF consultant, suggested the management that they should
rather adopt single software for accounting and tax compliance both. He prepared a supportive
document highlighting the pros and cons of Accounting and Tax compliance software over only the tax
compliance software. Elaborate the content of Mr. Rajesh’s document.

Ans. The pros and cons of using single software for accounting and tax over the software with tax compliance
only on various aspects are as follows:

S. No. Particulars Accounting & Tax Only Tax Compliance Software
Compliance Software

1 Ease     of software Less - as this is integrated More - as this is used only for one
operation system  of accounting and single purpose, i.e. tax

tax compliance,everything compliance, it is less complicated
connected   with   other   and and bound to be easy.
making changes at one place
may affect other aspects also.

2 Features and facilities Less - as this system is not an More - as this is an exclusive and
exclusive   system   for   tax specifically designed system for
compliance, it may have  tax compliance, naturally more
limited features for tax  features and facilities shall
compliance. exist in this system.

3 Time   andeffortsrequired Less - as this is an integrated More - as this is a separate
system, time required to software,  data from accounting
transfer data to compliance software need to put in this for
software is zero.  preparation of returns. This

may take extra time and efforts.
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4 Accuracy More - as this is an integrated Less - as there are two separate
system and hence accounting systems,  reconciliation with
data and tax compliance data accounting data is needed, and
shall always be same. No possibility of mismatch of data is
need to transfer data to  always there.
compliance software and
reconcile the data.

 5 Cost More - if tax compliance Less - as this is specific purpose
feature is not available in  software, there shall be less
accounting system, getting it complications and the cost also
customized may require some shall be less.
amount of cost which may
be higher than buying
separate software.

Q-42 ABC Ltd. is planning to implement some modules of Enterprise Resource Planning (ERP) system to
manage different aspects related to its various business processes. Determine in specific various Sales
and Distribution activities that enterprise may get support from ERP framework.

Ans. Various sales and distribution activities that may get support from ERP framework are as follows:
• Pre-Sales Activities: Include prospecting of customers, identifying prospective customers,

gathering data, contacting them and fixing appointments, showing demo, discussion, submission
of quotations, etc.

• Sales Order: Sales order is recorded in our books after getting a confirmed purchased order from
our customer. Sales order shall contain details just like purchase order. E.g. Stock Item Details,
Quantity, Rate, Due Date of Delivery, Place of Delivery, etc.

• Inventory Sourcing: It includes making arrangements before delivery of goods; ensuring goods
are ready and available for delivery.

• Material Delivery: Material is delivered to the customer as per sales order. All inventory details
are copied from Sales Order to Material Delivery for saving user’s time and efforts. This transaction
shall have a linking with Sales Order. Stock balance shall be reduced on recording of this transaction.

• Billing: This is a transaction of raising an invoice against the delivery of material to customer. This
transaction shall have a linking with Material Delivery and all the details shall be copied from it.
Stock balance shall not affect again.

• Receipt from Customer / Payment: This is a transaction of receiving amount from customer against
sales invoice and shall have a linking with sales invoice.

Q-43 Mr. Rajesh, a manager of a medium-sized company’s customer service department, uses MIS reporting
tool to obtain the reports that help him evaluating company’s businesses’ daily activities or problems
that arise, making decisions and tracking progress. Elaborate the criterions that the information
generated through MIS tool meet so that it is useful to Mr. Rajesh in discharging his role.

Ans. To make the information most useful, Mr. Rajesh needs to ensure that it meets the following criteria:
• Relevant - MIS reports need to be specific to the business area they address. This is important

because a report that includes unnecessary information might be ignored.
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• Timely - Managers need to know what’s happening now or in the recent past to make decisions
about the future. Be careful not to include information that is old. An example of timely
information for your report might be customer phone calls and emails going back 12 months from
the current date.

• Accurate - It’s critical that numbers add up and that dates and times are correct. Managers and
others who rely on MIS reports can’t make sound decisions with information that is wrong. Financial
information is often required to be accurate to the dollar. In other cases, it may be OK to round off
numbers.

• Structured - Information in an MIS report can be complicated. Making that information easy to
follow helps management understand what the report is saying. Try to break long passages of
information into more readable blocks or chunks and give these chunks meaningful headings.

Q-44 Unlike non-integrated systems in an organization, where all the departments work independent to
each other and use their own set of data; ERP systems use single database and contains data for various
software modules. This distinct feature of ERP Systems enables them to provide enormous benefits to
an organization. Discuss these benefits.

Ans. The benefits of Enterprise Resource Planning (ERP) systems to an organization are as follows:
• Information integration: The reason ERP systems are called integrated is because they possess

the ability to automatically update data between related business functions and components.
For example - one needs to only update the status of an order at one place in the order-processing
system; and all the other components will automatically get updated.

• Reduction of Lead-time: The elapsed time between placing an order and receiving it is known as
the Lead-time. The ERP Systems by virtue of their integrated nature with many modules like
Finance, Manufacturing, Material Management Module etc.; the use of the latest technologies
like EFT (Electronic Fund Transfer), EDI (Electronic Data Interchange) reduce the lead times and
make it possible for the organizations to have the items at the time they are required.

• On-time Shipment: Since the different functions involved in the timely delivery of the finished
goods to the customers- purchasing, material management production, production planning,
plant maintenance, sales, and distribution are integrated and the procedures automated; the
chances of errors are minimal, and the production efficiency is high. Thus, by integrating the
various business functions and automating the procedures and tasks the ERP system ensures on-
time delivery of goods to the customers.

• Reduction in Cycle Time: Cycle time is the time between placement of the order and delivery of
the product. In an ERP System; all the data, updated to the minute, is available in the centralized
database and all the procedures are automated, almost all these activities are done without
human intervention. This efficiency of the ERP systems helps in reducing the cycle time.

• Improved Resource utilization: The efficient functioning of the different modules in the ERP
system like manufacturing, material management, plant maintenance, sales and distribution
ensures that the inventory is kept to a minimum level, the machine down time is minimum and
the goods are produced only as per the demand and the finished goods are delivered to the
customer in the most efficient way. Thus, the ERP systems help the organization in drastically
improving the capacity and resource utilization.

• Better Customer Satisfaction: Customer satisfaction means meeting or exceeding customers’
requirement for a product or service. With the help of web-enabled ERP systems, customers can
place the order, track the status of the order and make the payment sitting at home. Since all the
details of the product and the customer are available to the person at the technical support
department also, the company will be able to better support the customer.
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• Improved Supplier Performance: ERP systems provide vendor management and procurement
support tools designed to coordinate all aspect of the procurement process. They support the
organization in its efforts to effectively negotiate, monitor and control procurement costs and
schedules while assuring superior product quality. The supplier management and control processes
are comprised of features that will help the organization in managing supplier relations, monitoring
vendor activities and managing supplier quality.

• Increased Flexibility: ERP Systems help the companies to remain flexible by making the company
information available across the departmental barriers and automating most of the processes
and procedures, thus enabling the company to react quickly to the changing market conditions.

• Reduced Quality Costs: Quality is defined in many different ways- excellence, conformance to
specifications, fitness for use, value for the price and so on. The ERP System’s central database
eliminates redundant specifications and ensures that a single change to standard procedures
takes effect immediately throughout the organization. The ERP systems also provide tools for
implementing total quality management programs within an organization.

• Better Analysis and Planning Capabilities: Another advantage provided by ERP Systems is the
boost to the planning functions. By enabling the comprehensive and unified management of
related business functions such as production, finance, inventory management etc. and their
data; it becomes possible to utilize fully many types of Decision Support Systems (DSS) and
simulation functions, what-if analysis and so on; thus, enabling the decision-makers to make
better and informed decisions.

• Improved information accuracy and decision-making capability:  The three fundamental
characteristics of information are accuracy, relevancy, and timeliness.
The information needs to be accurate, relevant for the decision-maker and available to the
decision-makers when he requires it. The strength of ERP Systemsintegration and automation
help in improving the information accuracy and help in better decision-making.

• Use of Latest Technology: ERP packages are adapted to utilize the latest developments in
Information Technology such as open systems, client/server technology, Cloud Computing, Mobile
computing etc. It is this adaptation of ERP packages to the latest changes in IT that makes the
flexible adaptation to changes in future development environments possible.

Q-45 XBRL (eXtensible Business Reporting Language) is a freely available and global standard for digital
business reporting. Discuss key features of XBRL that makes it an international standard way to
communicate and exchange of business information.

Ans. The key features of eXtensible Business Reporting Language (XBRL) that makes it an international
standard way to communicate and exchange of business information are as follows:
• Clear Definitions: XBRL allows the creation of reusable, authoritative definitions, called

taxonomies that capture the meaning contained in all the reporting terms used in a business
report, as well as the relationships between all the terms.
Taxonomies are developed by regulators, accounting standards setters, government agencies
and other groups that need to clearly define information that needs to be reported upon. XBRL
doesn’t limit what kind of information is defined: it’s a language that can be used and extended
as needed.

• Testable Business Rules: XBRL allows the creation of business rules that constrain what can be
reported. Business rules can be logical or mathematical, or both and can be used, for example,
these business rules can be used to:
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 stop poor quality information being sent to a regulator or third party, by being run by the
preparer while the report is in draft.

 stop poor quality information being accepted by a regulator or third party, by being run at
the point that the information is being received. Business reports that fail critical rules can
be bounced back to the preparer for review and resubmission.

 flagging or highlighting questionable information, allowing prompt follow up, correction or
explanation.

 create ratios, aggregations, and other kinds of value-added information, based on the
fundamental data provided.

• Multi-lingual Support: XBRL allows concept definitions to be prepared in as many languages as
necessary. Translations of definitions can also be added by third parties. This means that it’s
possible to display a range of reports in a different language to the one that they were prepared
in, without any additional work. The XBRL community makes extensive use of this capability as it
can automatically open up reports to different communities.

• Strong Software Support: XBRL is supported by a very wide range of software from vendors large
and small, allowing a very wide range of stakeholders to work with the standard.

Q-46 Business managers use MIS reports in the decision-making process. MIS reports need toensure that it
meets certain criteria to make information most useful. Explain any three such criteria.

Ans. MIS Reports need to ensure that it meets the following criteria to make the information most useful:
• Relevant: MIS reports need to be specific to the business area they address. This is important

because a report that includes unnecessary information might be ignored.
• Timely: Managers need to know what’s happening now or in the recent past to make decisions

about the future. Be careful not to include information that is old. An example of timely
information might be customer phone calls and emails going back 12 months from the current
date.

• Accurate: Managers and others who rely on MIS reports can’t make sound decisions with
information that is wrong. It’s critical that numbers add up and that dates and times are correct.
Financial information is often required to be accurate to the dollar.
In other cases, it may be OK to round off numbers.

• Structured: Information in an MIS report can be complicated. Making that information easy to
follow helps management understand what the report is saying. Try to break long passages of
information into more readable blocks or chunks and give these chunks meaningful headings.

Q-47 Data is a critical resource that must be organized, controlled and managed properly. Inorder to achieve
the same purpose, XYZ Ltd. decided to transform all its data into digitized form. As a Database
Administrator of the company, you are required to suggest major advantages of Database Management
Systems (DBMS) to the top management.

Ans. Major advantages of Database Management Systems (DBMS) are as follows:
• Permitting Data Sharing: One of the principle advantages of a DBMS is that the same information

can be made available to different users.
• Minimizing Data Redundancy: In a DBMS, duplication of information or redundancy is, if not

eliminated, carefully controlled or reduced i.e. there is no need to re peat the same data
repeatedly. Minimizing redundancy significantly reduce the cost of storing information on storage
devices.
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• Integrity can be maintained: Data integrity is maintained by having accurate, consistent, and up-
to-date data. Updates and changes to the data only must be made in one place in DBMS ensuring
Integrity.

• Program and File consistency: Using a DBMS, file formats and programs are standardized. The
level of consistency across files and programs makes it easier to manage data when multiple
programmers are involved as the same rules and guidelines apply across all types of data.

• User-friendly: DBMS makes the data access and manipulation easier for the user. DBMS also reduces
the reliance of users on computer experts to meet their data needs.

• Improved security: DBMS allows multiple users to access the same data resources in a controlled
manner by defining the security constraints. Some sources of information should be protected or
secured and only viewed by select individuals.
Using passwords, DBMS can be used to restrict data access to only those who should see it. Security
will only be improved in a database when appropriate access privileges are allotted to prohibit
unauthorized modification of data.

• Achieving program/data independence: In a DBMS, data does not reside in applications, but
databases program and data are independent of each other.

• Faster Application Development: In the case of deployment of DBMS, application development
becomes fast. The data is already therein databases, application developer must think of only the
logic required to retrieve the data in the way a user needs.

Q-48 Business Reporting is defined as the public reporting of operating and financial data by any business
enterprise. Discuss about its implementation process and significance.

Ans. The key factors on the implementation process of Business Reporting are as follows:
• The implementation process of business reporting involves Extract, Transform, and Load (ETL)

procedures in coordination with a data warehouse and then using one or more reporting tools.
While reports can be distributed in print form or via email, they are typically accessed via a
corporate intranet.

• All the stakeholders are communicated about mission, vision, objective and strategy of the
organization and are also updated about its financial, social, and environmental performance
(how they have fared against their objectives in practice).

• The implementation of reporting also involves to communication to the stake holders about
governance, arrangements and risk management of the organization.
The significance of Business Reporting is as follows:

• Effective and transparent business reporting allows organizations to present a cohesive
explanation of their business and helps them engage with internal and external stakeholders,
including customers, employees, shareholders, creditors, and regulators.

• High-quality business reporting is at the heart of strong and sustainable organizations, financial
markets, and economies, as this information is crucial for stakeholders to assess organizational
performance and make informed decisions with respect to an organization’s capacity to create
and preserve value. Value in this context is not necessarily limited to monetary value, but can also
comprise, for example, social, environmental, or wider economic value.

• As organizations fully depend on their stakeholders for sustainable success, it is in their interest
to provide them with high-quality reports. For example, effective high-quality reporting reduces
the risk for lenders and may lower the cost of capital.
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• Many organizations are increasingly complex, and have larger economic, environmental, and
social footprints. Thus, various stakeholder groups are demanding increased Environmental, Social
and Global (ESG) information, as well as greater insight into how these factors affect financial
performance and valuations.

• High-quality reports also promote better internal decision-making. High-quality information is
integral to the successful management of the business and is one of the major drivers of sustainable
organizational success.

Q-49 Mr. Ajit is a new joinee at a publication house named DEF Ltd. His job profile is to maintain the data
related to its various departments like Publishers, Editorial Department, Creative Department, Sales,
Marketing, Promotion, and Advertising etc. He prepares various MIS reports to be presented to his
seniors and higher authorities on need basis. The MIS reports that Mr. Ajit prepares need to ensure that
the information in it meets certain criterias so as to make it useful for his seniors. Discuss these
criterias.

Ans. The criterias that make information useful and beneficial for senior managers of Mr. Ajit are as follows:
• Relevant - MIS reports need to be specific to the business area they address. This is important

because a report that includes unnecessary information might be ignored.
• Timely - Managers need to know what’s happening now or in the recent past to make decisions

about the future. Therefore, its utmost important that old information is not included in the MIS.
An example of timely information for any report might be customer phone calls and emails going
back 12 months from the current date.

• Accurate – It is critical that numbers add up and that dates and times are correct in the MIS report.
Managers and others who rely on MIS reports can’t make sound decisions with information that is
wrong. Financial information is often required to be accurate to the dollar. In other cases, it may
be OK to round off numbers.

• Structured - Information in an MIS report can be complicated. Making that information easy to
follow helps management understand what the report is saying. For example-long  passages of
information can be broken into more readable blocks or chunks and these chunks can be given
meaningful headings.

Q-50 Enterprise Resource Planning (ERP) System comprises of various modules that share common database
and work in congruence and harmony with each other. Why do you think the integration between
different modules of ERP is required? Also, briefly explain integration of Material Management (MM)
Module with other modules.

Ans. Various modules of Enterprise Resource Planning (ERP) is integrated so that the master data across all
the ERP modules can be same and can be shared with other modules where-ever required. The
integration of ERP’s Material Management (MM) Module with other modules is as under:
(i) Material Management Integration with Finance and Controlling (FICO): It is integrated in the area

like Material Valuation, Vendor payments, Material costing etc. Whenever any inventory posting
is done, it updates the General Ledger (G/L) accounts online in the background. Logistics invoice
verification will create vendor liability in vendor account immediately on posting the document.
Any advance given against the purchase order updates the Purchase Order history. For every
inventory posting, there is corresponding Controlling document to update profit centre accounting
reporting.

(ii) Material Management Integration with Production Planning (PP): It is integrated in the areas like
Material Requirement Planning, Receipts/issues against production orders, Availability check for
stocks etc. Material requirement Planning is based on Stocks, expected receipts, expected issues.
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It generates planned orders or purchase requisitions which can be converted to purchase orders/
Contracts. Inventory Management is responsible for staging of the components required for
production orders. The receipt of the finished products in the Warehouse is posted in Inventory
Management.

(iii) Material Management Integration with Sales and Distribution (SD): It is integrated in the areas
like Delivery, Availability Check, Stock transfers requirements etc. As soon as asales order is
created, it can initiate a dynamic availability check of stocks on hand. When the delivery is created,
the quantity to be delivered is marked as “Scheduled for delivery”. It is deducted from the total
stock when the goods issue is posted. Purchase order can be directly converted to delivery for a
stock transfer requirement.

(iv) Material Management Integration with Quality Management (QM): It is integrated with QM for
Quality inspection at Goods Receipt, In-process inspection etc. In the case of a goods movement,
the system determines whether the material is subject to an inspection operation. If so, a
corresponding activity is initiated for the movement in the Quality Management system. Based
on quality parameters, vendor evaluation is done.

(v) Material Management Integration with Plant Maintenance (PM): The material/service
requirement is mentioned in Maintenance order. This leads to generation of Purchase Requisition
(PR). This PR will be converted to Purchase Order (PO) by MM. The goods for a PO will be awarded
to Maintenance by MM. The spares which were reserved for maintenance order will be issued by
MM against the reservation number.

Q-51 Data Analytics involves much more than just analyzing the data and help the businesses to increase
revenues, improve operational efficiency and to respond more quickly to emerging market trends.
Discuss the process of Data Analytics in detail.

Ans. The process of Data Analytics involves the following:
• Data Collection: The analytics process starts with data collection, in which data scientists identify

the information they need for an analytics application and then work on their own or with data
engineers and IT staffers to assemble it for use. Data from different source systems may need to
be combined via data integration routines transformed into a common format and loaded into an
analytics system such as a Hadoop cluster, NoSQL database or data warehouse.

• Find and Fix Data Quality Problem: Once the data that’s needed is in place, the next step is to find
and fix data quality problems that could affect the accuracy of analytics applications. That includes
running data profiling and data cleansing jobs to make sure that the information in a data set is
consistent and that errors and duplicate entries are eliminated. A data scientist builds an analytical
model, using predictive modelling tools or other analytics software and programming languages
such as Python, Scala, R and SQL.
Finally, the model is run in production mode against the full data set, something that can be done
once to address a specific information need or on an ongoing basis as the data is updated.

• Building Analytical Model: In some cases, analytics applications can be set to automatically trigger
business actions. For example, stock trades by a financial services firm. Otherwise, the last step in
the data analytics process is communicating the results generated by analytical models to business
executives and other end users to aid in their decision-making. That usually is done with the help
of data visualization techniques, which analytics teams use to create charts and other info graphics
designed to make their findings easier to understand. Data visualizations often are incorporated
into Business Intelligence (BI) dashboard applications that display data on a single screen and can
be updated in real time as new information becomes available.
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Q-52 Controlling Module is one of the business process modules of the Enterprise Resources Planning (ERP)
systems. It facilitates coordinating, monitoring and optimizing all the processes in an organization. In
the light of these statements, describe any six key features of Controlling Module of ERP system.

Ans. The key features of Controlling Module of Enterprise Resource Planning (ERP) Systems are as under:
• Cost Element Accounting: This component provides overview of the costs and revenues that

occur in an organization. The cost elements are the basis for cost accounting and enable the user
the ability to display costs for each of the accounts that have been assigned to the cost element.
Examples of accounts that can be assigned are Cost Centres, Internal Orders, WBS (Work Breakdown
Structures).

• Cost Centre Accounting: This provides information on the costs incurred by the business. Cost
Centres can be created for such functional areas as Marketing, Purchasing, Human Resources,
Finance, Facilities, Information Systems, Administrative Support, Legal, Shipping/Receiving, or
even Quality. Some of the benefits of Cost Centre Accounting are that the managers can set
budget / cost Centre targets; Planning; Availability of Cost allocation methods; and Assessments
/ Distribution of costs to other cost objects.

• Activity-Based-Accounting: This analyses cross-departmental business processes and allows for a
process-oriented and cross-functional view of the cost centres.

 • Internal Orders: Internal Orders provide a means of tracking costs of a specific job, service, or
task. These are used as a method to collect those costs and business transactions related to the
task. This level of monitoring can be very detailed but allows management the ability to review
Internal Order activity for better-decision making purposes.

• Product Cost Controlling: This calculates the costs that occur during the manufacture of a product
or provision of a service and allows the management the ability to analyse their product costs and
to make decisions on the optimal price(s) to market their products.

• Profitability Analysis: This allows the management to review information with respect to the
company’s profit or contribution margin by individual market segment.

• Profit Centre Accounting: This evaluates the profit or loss of individual, independent areas within
an organization.

MULTIPLE CHOICE QUESTIONS

1. Mr. C is a software developer associated with a company for which he developed application software.
The developed software is needed to be installed on hard disc of every computer used by users, one by
one. Which of the following application is developed by him?
(a) Web application (b) Operating system Application
(c) Installed Application (d) Cloud Application

2. To enhance automation,  a  company  defines  re-order  levels  for  regular  consumption of  raw  material
items in their ERP system.  Once an item hits Re-order Level,  the system  creates a purchase requisition
for Economic Order Quantity(EOQ)  / Re-Order Quantity  (ROQ) and emails the same to selected vendors
asking them to  send quotations.  T his method of doing business can be best defined as  ________.
(a)  Business  Process Automation (b) Business  Process Integration
(c)  Business  Process Upgrade (d) Business  Process Module
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3. An  enterprise  is configuring T ALLY  9.1 ERP  system  for  fixing monthly  budgets  for  expenses.  A
heated  argument is going on the issue of when to fix budget for any head. Please help management in
deciding on when to create budgets.
(a) After  3 months from today  based on the average  expenses
(b) Today itself  based on past years’  experience and future  projected increase
(c) Cannot be fixed today
(d) Today itself  based on future  projections for  expenses

4. The most critical resource for  an Enterprise  Resource Planning (ERP)  System  is _______.
(a) Hardware (b) Data (c) Software (d) People

5. Bills of Materials (BoM) is an important feature for any ERP software. The su b-system where a BoM is
located is _________.
(a) Manufacturing (b) Financials
(c) Projects (d) Human Resource Management

6. An amount of ` 100/- is to be written off as same is not recovered from customer since last three years.
Which voucher is best suited for the transaction?
(a) Journal (b) Sales (c) Purchase (d) Contra

7. An aspiring CA in his interview was asked to provide correct sequence of the following sub-processes
that represent Accounting Process Flow. The sub processes are - (1) Source Document, (2) Financial
Statement, (3) Adjustments (4) Ledger, (5) Adjusted Trial Balance, (6) Closing Entries, (7) Journal and (8)
Trial Balance. What should be the answer?
(a) (1)-(2)-(3)-(4)-(5)-(6)-(7)-(8) (b) (4)-(3)-(7)-(6)-(1)-(2)-(8)-(5)
(c) (1)-(7)-(4)-(8)-(3)-(5)-(6)-(2) (d) (8)-(5)-(3)-(1)-(2)-(4)-(6)-(7)

8. Mr. Akash joined as an Inventory manager in M/s. PP Electronics Ltd. which is a leading manufacturer of
electronic goods. His job profile includes maintaining the inventory of all electronic items manufactured
by the company. While making entry in inventory master data, he tried adding one of the following
items in it to which an error got generated in the system. Identify that item.
(a) Stock item (b) Purchase detail
(c) Salary of inspection manager (d) Payment made against TDS

9. Enterprise Resource Planning package software is the integration of various business processes, out of
which Production Planning module is one of an important module. Identify from the following process
that does not belong to Production Planning module?
(a) Issuing of raw material (b) Conversion into Work In Progress (WIP)
(c) Delivery of product to customer (d) Stock transfer to Godown

Case Scenario - 1
Fit&Fine is one of the renowned gymnasium in South Delhi established in 2016. The gym is very famous for
its health services, latest equipment, cordial environment, and experts. The Fit&Fine gym management has
excellent arrangement for its customers as well as employees. A Dietician and a physician are also associated
with gym during the gym timings of 5:00 am to 10:00 pm all days.
On the occasion of Diwali in 2019, the gym also launched an online Fit&Fine Gym Aggregator service application
to reach out and get connected to more customers through various gyms located in West and North Delhi.
For its new e-business as online gym aggregator, Fit&Fine entered into various electronic agreements with
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many other gyms in West Delhi and North Delhi prescribing the specific terms and conditions of the
agreement. All these gyms associated with Fit&Fine are required to provide fitness related best services to
its customers.
The services of various associated gyms can be availed by the customers either through the Gym Aggregator
service application or through physical visit at the registered gyms in the app by paying onetime membership
fees of ‘ 3000 and gets unique membership id and PIN number to avail the facilities. A member can either
book for his/her physical visit or online session with any of these registered gyms associated with Fit&Fine
using the membership id.
1. The IT team managing the Fit&Fine Gym Aggregator application manages the MIS Report on various

parameters like – number of bookings for online sessions/physical meetings done each day, joining of
new members per month etc. The information so extracted through these MIS reports have following
criterions except one. Identify it.
(a) Relevant (b) Accurate (c) Timely (d) Confidential

2. Mr. Neeraj is working on a project on healthcare system where he has to perform data mining on the
database of patients of last five years in ABC Hospital. The hospital provided him inconsistent data
with lots of errors and missing values. He has to apply various techniques to get rid of these anomalies.
Identify from the following process which he can use to get rid of these anomalies.
(a) Data Cleaning (b) Data Selection
(c) Data Integration (d) Data Transformation

Case Scenario - 2
Sweet & Sour is an established food chain with five branches at different locations within Delhi. In 2018, the
management decided to start a tiffin services with 24x7 availability on regular basis. To do so, they decided
to acquire a software which would be an online assistant to its customers by providing them a complete
detail about their services. The Management asked its manager to present them a report mentioning the
benefits, risks, control objectives and above all highlighting any changes that are required in the working of
food chain.
The management settled on a plan to benefit all its customers by providing them discounted coupons in
case they recommend their services to others and customer ensuring to provide the food chain of three new
customers. Also, the management decided for a centralized billing system that mandatorily requires
customer’s name and phone number to be filled for each bill that system generates. To maintain these
necessary details of its customers, the data management team of Sweet & Sour implemented major changes
in the database design of its billing software. Subsequently, the security and database maintenance has
become essential to protect the system against any unlawful activity as the database now contains the
personal details of its customers.
1. The Management Information System of SVE Ltd. enterprise develops MIS reports only when required.

It does not generate MIS reports for each and every day. Identify from following the type of MIS report
generated by SVE Ltd.
(a) Off Demand MIS Reports (b) Demand MIS Reports
(c) Required MIS Reports (d) On-Demand MIS Reports
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Q-1 Describe any four activities performed by Operating Systems Software.
Ans. A variety of activities are executed by Operating Systems which include:

• Performing hardware functions: Operating System acts as an intermediary between the application
program and the hardware by obtaining input from keyboards, retrieve data from disk and display
output on monitors

• User Interfaces: Nowadays, Operating Systems are Graphic User Interface (GUI) based which uses
icons and menus like in the case of Windows.

• Hardware Independence: Operating System 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: Operating System allows controlling how memory is accessed and maximize
available memory and storage.

• Task Management: 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. time sharing.

• Networking Capability: Operating systems can provide systems with features and capabilities to
help connect computer networks like Linux & Windows 8.

• Logical Access Security: Operating systems provide logical security by establishing a procedure
for identification and authentication using a User ID and Password.

 • 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.

Q-2 Mr. X is an auditor of the company and plays a vital role in evaluating the performance of various
controls under managerial controls. The top management is the one who takes responsibility for
Information Systems function. Explain the functions that a senior manager must perform in organizing
and controlling functions.

Ans. The functions performed in organizing and controlling functions are as follows:
A. Organizing – There should be a prescribed IT organizational structure with documented roles and

responsibilities and agreed job descriptions. This includes gathering, allocating, and coordinating the
resources needed to accomplish the goals that are established during Planning function.
a. Resourcing the Information Systems Function: A major responsibility of top management is to

acquire the resources needed to accomplish the goals and objectives set out in the information
systems plan. These resources include hardware, software, personnel, finances and facilities.

b. Staffing the Information systems Function: Staffing the Information systems function involves
three major activities - Acquisition of information systems personnel, Development of information
systems personnel; and Termination of information systems personnel.

CHAPTER-3
INFORMATION SYSTEMS AND ITS COMPONENTS
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B. Controlling – This includes comparing actual performance with planned performance as a basis for
taking any corrective actions that are needed. This involves determining when the actual  activities of
the information system’s functions deviate from the planned activities.
• Overall Control of IS Function: When top managers seek to exercise overall control of the

information systems function, two questions arise:
• How much the organization should be spending on the information system s function?
• Is the organization getting value for the money from its information system s function?
 • Control of Information System Activities: Top managers should seek to control the activities based

on Policies and Procedures; where Policies provide broad, general.
Q-3 An Internet connection exposes an organization to the harmful elements of the outside world. As an

EDP  (Electronic  Data  Processing)  operator  of  an  organization  ABC,  prepare  a  checklist  for Network
Access Controls that are required to be implemented in the organization.

Ans. Network Access Control: An Internet connection exposes an organization to the harmful elements of
the outside world. The checklist for Network Access Controls that are required to be implemented in
the organization are as follows:
• Policy  on  use  of  network  services:  An  enterprise  wide  policy  applicable  to  internet  service

requirements  aligned  with  the  business  need  for  using  the  Internet  services  is  the  first  step.
Selection of appropriate services and approval to access them should be part of this policy.

• Enforced  path:  Based  on  risk  assessment,  it  is  necessary  to  specify  the  exact  path or route
connecting the networks; e.g., internet access by employees will be  routed through a firewall
and proxy.

• Segregation  of  networks:  Based  on  the  sensitive  information  handling  function;  say a VPN
connection between a branch office and the head-office, this network  is to be isolated from the
internet usage service

• Network  connection  and  routing  control:  The  traffic  between  networks  should be restricted,
based  on  identification  of  source  and  authentication  access  policies  implemented  across  the
enterprise network facility.

• Security of network services: The techniques of authentication and authorization policy should
be implemented across the organization’s network.

• Firewall: A Firewall is a system that enforces access control between two networks. To accomplish
this, all traffic between the external network and    the organization’s Intranet must pass through
the firewall that will allow only authorized traffic between the organization and the outside to
pass through it. The  firewall  must  be  immune  to  penetrate  from  both  outside  and  inside  the
organization. In addition to insulating the organization’s network from external networks, firewalls
can be used to insulate portions of the organization’s Intranet from internal access also.

• Encryption: Encryption is the conversion of data into a secret code for storage in databases and
transmission over networks. The sender uses an encryption algorithm with a key to convert the
original message called the Clear text into Cipher text. This is decrypted at the receiving end. Two
general approaches are used for encryption viz. private key and public key encryption.

• Call  Back  Devices:  It  is based  on  the  principle  that  the  key to  network  security is to  keep  the
intruder off the Intranet rather than imposing security measure after the criminal has connected
to the  intranet.  The  call-  back  device  requires  the  user  to  enter  a  password  and  then  the
system breaks the connection. If the caller is authorized, the call back device dials the caller’s
number to establish  a  new  connection.  This  limits  access  only  from  authorized  terminals  or
telephone numbers and prevents an intruder masquerading as a legitimate user. This also helps
to avoid the call forwarding and man-in-the middle attack.
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Q-4 Operating System security involves policy, procedure and controls that determine, ‘who can access the
operating  system,’ ‘which resources they can access’, and ‘what action they can take’. As an Information
Systems auditor, determine the key areas which shall be put in place by any organization.

Ans. Protecting operating system access is extremely crucial and can be achieved using following steps:
• Automated terminal identification: This will help to ensure that a specified session could only be

initiated from a certain location or computer terminal.
• Terminal log-in procedures: A log-in procedure is the first line of defense against unauthorized

access as it  does not  provide  unnecessary  help  or information,  which  could  be  misused  by  an
intruder. When the user initiates the log-on process by entering user-id and password, the system
compares the ID and password to a database of valid users and accordingly authorizes the log-in.

• Access Token: If the log on attempt is successful, the Operating System creates an access token
that contains key information about the user including user-id, password, user group and privileges
granted to the user. The information in the access token is used to approve all actions attempted
by the user during the session.

• Access Control List: This list contains information that defines the access privileges for all valid
users of the resource. When a user attempts to access a resource, the system compasses his or her
user-id and privileges contained in the access token with those contained in the access control
list. If there is a match, the user is granted access.

• Discretionary  Access  Control:  The  system  administrator  usually  determines;  who  is  granted
access to specific resources and maintains the access control list. However, in distributed systems,
resources  may  be  controlled  by  the  end-user.  Resource  owners  in  this  setting  may  be  granted
discretionary  access  control,  which  allows  them  to  grant  access  privileges  to  other  users.  For
example,  the  controller  who  is  owner  of  the  general  ledger  grants  read  only  privilege  to  the
budgeting department while accounts payable manager is granted both read and write permission
to the ledger.

• User  identification  and  authentication:  The  users  must  be  identified  and  authenticated  in  a
foolproof  manner.  Depending  on  risk  assessment,  more  stringent  methods  like  Biometric
Authentication or Cryptographic means like Digital Certificates should be employed.

• Password  management  system:  An  operating  system  could  enforce  selection  of  good
passwords.  Internal  storage  of  password  should  use  one-way  hashing  algorithms  and  the
password file should not be accessible to users.

• Use of system utilities: System utilities are the programs that help to manage critical functions of
the  operating  system  e.g.  addition  or  deletion  of  users.  Obviously,  this  utility  should  not  be
accessible to a  general  user. Use  and  access to these utilities should be  strictly controlled  and
logged.

• Duress alarm to safeguard users: If users are forced to execute some instruction under threat, the
system should provide a means to alert the authorities.

• Terminal time out: Log out the user if the terminal is inactive for a defined period. This will
prevent misuse in absence of the legitimate user.

• Limitation of connection time: Define the available time slot. Do not allow any transaction beyond
this time. For example, no computer access after 8.00 p.m. and before 8.00 a.m. - or on a Saturday
or Sunday.

Q-5 An Internet connection exposes an organization to the harmful elements of the outside world. Discuss
the various factors under User Access Management through which the protection can be achieved.
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Ans. User Access Management: This is an important factor that involves the following:
• User Registration: Information about every user is documented. Some questions like why and

who is the user granted the access; has the data owner approved the access, and has the user
accepted the responsibility? etc. are answered. The de-registration process is also equally
important.

• Privilege management: Access privileges are to be aligned with job requirements and
responsibilities and are to be minimal w.r.t their job functions. For example, an operator at the
order counter shall have direct access to order processing activity of the application system.

• User password management: Passwords are usually the default screening point for access to
systems. Allocations, storage, revocation, and reissue of password are password management
functions. Educating users is a critical component about passwords, and making them responsible
for their password.

• Review of user access rights: A user’s need for accessing information changes with time and
requires a periodic review of access rights to check anomalies in the user’s current job profile and
the privileges granted earlier.

Q-6 As a member of an EDP Team of an IT Department of the Company A, determine the controls that are
related to the physical security of the tangible Information Systems Resources stored on tangible
media?

Ans. The controls that are related to the physical security of the tangible Information Systems Resources
stored on tangible media.
i. Locks on Doors: These are as below:

o Cipher locks (Combination Door Locks) - Cipher locks are used in low security situations or
when many entrances and exits must be usable all the time. To enter, a person presses a
four-digit number, and the door will unlock for a predetermined period, usually ten to thirty
seconds.

o Bolting Door Locks – A special metal key is used to gain entry when the lock is a bolting door
lock. To avoid illegal entry, the keys should not be duplicated.

o Electronic Door Locks – A magnetic or embedded chip-based plastics card key or token may
be entered a reader to gain access in these systems.

ii. Physical Identification Medium: These are discussed below:
o Personal Identification Numbers (PIN): A secret number will be assigned to the individual,

in conjunction with some means of identifying the individual, serves to verify the authenticity
of the individual. The visitor will be asked to log on by inserting a card in some device and
then enter their PIN via a PIN keypad for authentication. His/her entry will be matched with
the PIN number available in the security database.

o Plastic Cards: These cards are used for identification purposes. Customers should safeguard
their card so that it does not fall into unauthorized hands.

o Identification Badges: Special identification badges can be issued to personnel as well as
visitors. For easy identification purposes, their color of the badge can be changed.
Sophisticated photo IDs can also be utilized as electronic card keys.

iii. Logging on Facilities: These are given as under:
o Manual Logging: All visitors should be prompted to sign a visitor’s log indicating their name,

company represented, their purpose of visit, and person to see. Logging may happen at both
fronts - reception and entrance to the computer room. A valid and acceptable identification
such as a driver’s license, business card or vendor identification tag may also be asked for
before allowing entry inside the company.
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o Electronic Logging: This feature is a combination of electronic and biometric security systems.
The users logging can be monitored and the unsuccessful attempts being highlighted.

iv. Other means of Controlling Physical Access: Other important means of controlling physical access
are given as follows: o Video Cameras: Cameras should be placed at specific locations and
monitored by security guards. Refined video cameras can be activated by motion. The video
supervision recording must be retained for possible future play back.
o Security Guards: Extra security can be provided by appointing guards aided with CCTV feeds.

Guards supplied by an external agency should be made to sign a bond to protect the
organization from loss.

o Controlled Visitor Access: A responsible employee should escort all visitors. Visitors may be
friends, maintenance personnel, computer vendors, consultants and external auditors.

o Bonded Personnel: All service contract personnel, such as cleaning people and off-site storage
services, should be asked to sign a bond. This may not be a measure to improve physical
security but to a certain extent can limit the financial exposure of the organization.

o Dead Man Doors: These systems encompass a pair of doors that are typically found in entries
to facilities such as computer rooms and document stations. The first entry door must close
and lock, for the second door to operate, with the only one person permitted in the holding
area.

o Non–exposure of Sensitive Facilities: There should be no explicit indication such as presence
of windows of directional signs hinting the presence of facilities such as computer rooms.
Only the general location of the information processing facility should be identifiable.

o Computer Terminal Locks: These locks ensure that the device to the desk is not turned on or
disengaged by unauthorized persons.

o Controlled Single Entry Point: All incoming personnel can use controlled Single Entry Point.
A controlled entry point is monitored by a receptionist. Multiple entry points increase the
chances of unauthorized entry. Unnecessary or unused entry points should be eliminated or
deadlocked.

o Alarm System: Illegal entry can be avoided by linking alarm system to inactive entry point
and the reverse flows of enter or exit only doors, to avoid illegal entry. Security personnel
should be able to hear the alarm when activated.

o Perimeter Fencing: Fencing at boundary of the facility may also enhance the security
mechanism.

o Control of out of hours of employee-employees: Employees who are out of office for a
longer duration during the office hours should be monitored carefully. Their movements
must be noted and reported to the concerned officials frequently.

o Secured Report/Document Distribution Cart: Secured carts, such as mail carts, must be
covered and locked and should always be attended.

Q-7 Discuss “Virtual Memory”.
Ans. Virtual Memory: Virtual Memory is in fact not a separate device but an imaginary memory area

supported by some operating systems (for example, Windows) in conjunction with the hardware. If a
computer lacks the Random-Access Memory (RAM) needed to run a program or operation, Windows
uses virtual memory to compensate. Virtual memory combines computer’s RAM with temporary space
on the hard disk. When RAM runs low, virtual memory moves data from RAM to a space called a paging
file. Moving data to and from the paging file frees up RAM to complete its work. Thus, Virtual memory
is an allocation of hard disk space to help RAM.
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Q-8 Recognize all the technical exposures that include unauthorized implementation or modification of
data and software.

Ans. Technical Exposures: Technical exposures include unauthorized implementation or modification of
data and software. Technical exposures include the following:
• Data Diddling: This involves the change of data before or after they entered the system. A limited

technical knowledge is required to data diddle and the worst part with this is that it occurs before
computer security can protect the data.

• Bomb: Bomb is a piece of bad code deliberately planted by an insider or supplier of a program. An
event, which is logical, triggers a bomb or time based. The bombs explode when the conditions of
explosion get fulfilled causing the damage immediately. However, these programs cannot infect
other programs. Since, these programs do not circulate by infecting other programs; chances of a
widespread epidemic are relatively low.

• Christmas Card: It is a well-known example of Trojan and was detected on internal E-mail of IBM
system. On typing the word “Christmas”, it will draw the Christmas tree as expected, but in
addition, it will send copies of similar output to all other users connected to the network. Because
of this message on other terminals, other users cannot save their half-finished work.

• Worm: A worm does not require a host program like a Trojan to relocate itself. Thus, a Worm
program copies itself to another machine on the network. Since, worms are stand-alone programs,
and they can be detected easily in comparison to Trojans and computer viruses. Examples of
worms are Existential Worm, Alarm clock Worm etc. The Alarm Clock worm places wake-up calls
on a list of users. It passes through the network to an outgoing terminal while the sole purpose of
existential worm is to remain alive. Existential worm does not cause damage the system, but only
copies itself to several places in a computer network.

• Rounding Down: This refers to rounding of small fractions of a denomination and transferring
these small fractions into an authorized account. As the amount is small, it gets rarely noticed.

• Salami Techniques: This involves slicing of small amounts of money from a computerized transaction
or account. A Salami technique is slightly different from a rounding technique in the sense a fix
amount is deducted. For example, in the rounding off technique, Rs.21,23,456.39 becomes
Rs.21,23,456.40, while in the Salami technique the transaction amount Rs. 21,23,456.39 is truncated
to either Rs.21,23,456.30 or Rs.21,23,456.00, depending on the logic.

• Trap Doors: Trap doors allow insertion of specific logic, such as program interrupts that permit a
review of data. They also permit insertion of unauthorized logic.

• Spoofing: A spoofing attack involves forging one’s source address. One machine is used to
impersonate the other in spoofing technique. Spoofing occurs only after a particular machine has
been identified as vulnerable. A penetrator makes the user think that s/he is interacting with the
operating system. For example, a penetrator duplicates the login procedure, captures the user’s
password, attempts for a system crash and makes the user login again.

Q-9 Explain the term “Audit Trail”?
Ans. Audit trail controls attempt to ensure that a chronological record of all events that have occurred in a

system is maintained. This record is needed to answer queries, fulfill statutory requirements, detect
the consequences of error and allow system monitoring and tuning.
• The Accounting Audit Trail shows the source and nature of data and processes that update the

database.
• The Operations Audit Trail maintains a record of attempted or actual resource consumption within

a system.
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Q-10 Many organizations now recognize that data is a critical resource that must be managed properly and
therefore, accordingly, centralized planning and control are implemented. Identify the various control
activities involved in maintaining the integrity of the database.

Ans. Many organizations now recognize that data is a critical resource that must be managed properly and
therefore, accordingly, centralized planning and control are implemented.

For data to be managed better; users must be able to share data, data must be available to users when
it is needed, in the location where it is needed, and in the form in which it is needed. Careful control
should be exercised over the roles by appointing senior, trustworthy persons, separating duties to the
extent possible and maintaining and monitoring logs of the data administrator’s and database
administrator’s activities.

The control activities involved in maintaining the integrity of the database is as under:

(a) Definition Controls: These controls are placed to ensure that the database alwayscorresponds
and comply with its definition standards.

(b) Existence/Backup Controls: These ensure the existence of the database by establishing backup
and recovery procedures. Backup refers to making copies of the data so that these additional
copies may be used to restore the original data after a data loss. Backup controls ensure the
availability of system in the event of data loss due to unauthorized access, equipment failure or
physical disaster; the organization can retrieve its files and databases. Various backup strategies
like dual recording of data; periodic dumping of data; logging input transactions and changes to
the data are used.

(c) Access Controls: Access controls are designed to prevent unauthorized individual from viewing,
retrieving, computing or destroying the entity’s data. These controls are User Access Controls
through passwords, tokens and biometric Controls; and Data Encryption controls that keep the
data in database in encrypted form.

(d) Update Controls: These controls restrict update of the database to authorizedusers by either
permitting only addition of data to the database or allowing users tochange or delete existing
data.

(e) Concurrency Controls: These controls provide solutions, agreed-upon schedules and strategies to
overcome the data integrity problems that may arise when two update processes access the same
data item at the same time.

(f) Quality Controls: These controls ensure the accuracy, completeness, andconsistency of data
maintained in the database. This may include traditional measures such as program validation of
input data and batch controls over data in transit through the organization.

Q-11 An Internet connection exposes an organization to the harmful elements of the outside world. Prepare
a list of various Network Access Controls by means of which the protection can be achieved against
these harmful elements.

Ans. Various Network Access Controls by means of which the protection can be achieved against harmful
elements in an organization are as follows:
• Policy on use of network services: An enterprise wide policy applicable to internet service

requirements aligned with the business need for using the Internet services is the first step.
Selection of appropriate services and approval to access them should be part of this policy.

• Enforced path: Based on risk assessment, it is necessary to specify the exact path or route
connecting the networks; e.g., internet access by employees will be routed through a firewall and
proxy.
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• Segregation of networks: Based on the sensitive information handling function; say a Virtual
Private Network (VPN) connection between a branch office and the head-office, this network is
to be isolated from the internet usage service

• Network connection and routing control: The traffic between networks should be restricted,
based on identification of source and authentication access policies implemented across the
enterprise network facility.

• Security of network services: The techniques of authentication and authorization policy should
be implemented across the organization’s network.

• Firewall: A Firewall is a system that enforces access control between two networks. To accomplish
this, all traffic between the external network and the organization’s Intranet must pass through
the firewall that will allow only authorized traffic between the organization and the outside to
pass through it. The firewall must be immune to penetrate from both outside and inside the
organization.

• Encryption: Encryption is the conversion of data into a secret code for storage in databases and
transmission over networks. The sender uses an encryption algorithm with a key to convert the
original message called the Clear text into Cipher text. This is decrypted at the receiving end.

• Call Back Devices: It is based on the principle that the key to network security is to keep the
intruder off the Intranet rather than imposing security measure after the  criminal has connected
to the intranet. The call- back device requires the user to enter a password and then the system
breaks the connection. If the caller is authorized, the call back device dials the caller’s number to
establish a new connection. This limits access only from authorized terminals or telephone
numbers and prevents an intruder masquerading as a legitimate user.

Q-12 In Information Systems, identify the type of Managerial controls that are responsible for the daily
running of software and hardware facilities. Prepare a detailed note on these controls.

Ans. Under the Managerial Controls, Operations Management Controls are responsible for the daily running
of hardware and software facilities. Operations management typically performs controls over the
functions as below:
(a) Computer Operations: The controls over computer operations govern the activities that directly

support the day-to-day execution of either test or production systems on the hardware/software
platform available. Three types of controls fall under this category:
• Operation Controls: These controls prescribe the functions that either human operators or

automated operations facilities must perform.
• Scheduling Controls: These controls prescribe how jobs are to be scheduled on a hardware/

software platform.
• Maintenance Controls: These controls prescribe how hardware is to be maintained in good

operating order.
(b) Network Operations: This includes the proper functioning of network operations and monitoring

the performance of network communication channels, network devices, and network programs
and files. Data may be lost or corrupted through component failure. The primary components in
the communication sub-systems are given as follows:
• Communication lines viz. twisted pair, coaxial cables, fibre optics, microwave and satellite

etc.
• Hardware – ports, modems, multiplexers, switches and concentrators etc.
• Software – Packet switching software, polling software, data compression software etc.
• Due to component failure, transmission between sender and receiver may be disrupted,

destroyed or corrupted in the communication system.
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(c) Data Preparation and Entry: Irrespective of whether the data is obtained indirectly from source
documents or directly; keyboard environments and facilities should be designed to promote
speed and accuracy and to maintain the wellbeing of keyboard operators.

(d) Production Control: This includes the major functions like - receipt and dispatch of input and
output; job scheduling; management of service-level agreements with users; transfer pricing/
charge-out control; and acquisition of computer consumables.

(e) File Library: This includes the management of an organization’s machine-readable storage media
like magnetic tapes, cartridges, and optical disks.

(f) Documentation and Program Library: This involves that documentation librarians ensure that
documentation is stored securely; that only authorized personnel gain access to documentation;
that documentation is kept up-to-date and that adequate backup exists for documentation. The
documentation may include reporting of responsibility and authority of each function; Definition
of responsibilities and objectives of each functions; Reporting responsibility and authority of
each function; Policies and procedures; Job descriptions and Segregation of Duties.

(g) Help Desk/Technical support: This assists end-users to employ end-user hardware and software
such as micro-computers, spreadsheet packages, database management packages etc. and provided
the technical support for production systems by assisting with problem resolution.

(h) Capacity Planning and Performance Monitoring: Regular performance monitoring facilitates the
capacity planning wherein the resource deficiencies must be identified well in time so that they
can be made available when they are needed.

(i) Management of Outsourced Operations: This has the responsibility for carrying out day-to-day
monitoring of the outsourcing contract.

Q-13 Recognize the activities that deal with the System Development Controls in an IT Setup.
Ans. The activities that deal with system development controls in IT setup are as follows:

• System Authorization Activities: All systems must be properly and formally that each new system
request be submitted in written form by users to systems professionals who have both the
expertise and authority to evaluate and approve (or reject) the request.

• User Specification Activities: Users must be actively involved in the systems development process.
Regardless of the technology involved, the user can create a detailed written descriptive document
of the logical needs that must It should describe the user’s view of the problem, not that of the
systems professionals.

• Technical Design Activities: The technical design activities translate the user specifications into a
set of detailed technical specifications of a system that meets the user’s needs. The scope of
these activities includes systems analysis, general systems design, feasibility analysis, and
detailed systems design.

• Internal Auditor’s Participation: The internal auditor plays an important role in the control of
systems and should become involved at the inception of the system development process to
make conceptual suggestions regarding system requirements and controls and should be continued
throughout all phases of the development process and into the maintenance phase.

• Program Testing: All program modules must be thoroughly tested before they are implemented.
The results of the tests are then compared against predetermined results to identify programming
and logic errors. For example, if a program has undergone no maintenance changes since its
implementation, the test results from the audit should be identical to the original test results.
Having a basis for comparison, the auditor can thus quickly verify the integrity of the program
code. On the other hand, if changes have occurred, the original test data can provide evidence
regarding these changes. The auditor can thus focus attention upon those areas.
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• User Test and Acceptance Procedures: Just before implementation, the comprising user personnel,
systems professionals, and internal audit personnel system meets its stated requirements, the
system is formally accepted by the user departments(s).

Q-14 Determine the controls that are classified based on the time when they act, relative to a security
incident.

Ans. The controls per the time that they act, relative to a security incident can be classified as under:
• Preventive Controls: These controls prevent errors, omissions, or security incidents from occurring.

Examples include simple data-entry edits that block alphabetic characters from being entered in
numeric fields, access controls that protect sensitive data/ system resources from unauthorized
people, and complex and dynamic technical controls such as anti-virus software, firewalls, and
intrusion prevention systems. Some examples of preventive controls can be Employing qualified
personnel; Segregation of duties; Access control; Vaccination against diseases; Documentation;
Prescribing appropriate books for a course; Training and retraining of staff; Authorization of
transaction; Validation, edit checks in the application; Firewalls; Anti-virus software (sometimes
this acts like a corrective control also), etc., and Passwords. The above list contains both of manual
and computerized, preventive controls.

• Detective Controls: These controls are designed to detect errors, omissions or malicious acts that
occur and report the occurrence. In other words, Detective Controls detect errors or incidents that
elude preventive controls. Detective controls can also include monitoring and analysis to uncover
activities or events that exceed authorized limits or violate known patterns in data that may
indicate improper manipulation. Some examples of Detective Controls are Cash counts; Bank
reconciliation; Review of payroll reports; Compare transactions on reports to source documents;
Monitor actual expenditures against budget; Use of automatic expenditure profiling where
management gets regular reports of spend to date against profiled spend; Hash totals; Check
points in production jobs; Echo control in telecommunications; Duplicate checking of calculations;
Past-due accounts report; The internal audit functions; Intrusion Detection System; Cash counts
and bank reconciliation, and Monitoring expenditures against budgeted amount.

• Corrective Controls: Corrective controls are designed to reduce the impact or correct an error
once it has been detected. Corrective controls may include the use of default dates on invoices
where an operator has tried to enter the incorrect date. For exampleComplete changes to IT
access lists if individual’s role changes is a corrective control. If an accounts clerk is transferred to
the sales department as a salesman his/her access rights to the general ledger and other finance
functions should be removed and he/she should be given access only to functions required to
perform his sales job. Some other examples of Corrective Controls are Submit corrective journal
entries after discovering an error; A Business Continuity Plan (BCP); Contingency planning; Backup
procedure; Rerun procedures; Change input value to an application system; and Investigate budget
variance and report violations.

Q-15 Physical security mechanisms in an organization provides protection to people, data, equipment,
systems, facilities and company assets. Determine some major ways of protecting the organization’s
computer installation in the event of any explosion or fire.

Ans. Fire Damage is one of the major threat to the physical security of a computer installation.
Some of the major ways of protecting the installation against fire damage are as follows:
• Both automatic and manual fire alarms may be placed at strategic locations and a control panel

may be installed to clearly indicate this.
• Besides the control panel, master switches may be installed for power and automatic fire

suppression system. Different fire suppression techniques like Dry - pipe sprinkling systems,
water based systems, halon etc., depending upon the situation may be used.
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• Manual fire extinguishers can be placed at strategic locations.
• Fireproof Walls; Floors and Ceilings surrounding the Computer Room and Fire Resistant Office

Materials such as wastebaskets, curtains, desks, and cabinets should be used.
• Fire exits should be clearly marked. When a fire alarm is activated, a signal may be sent automatically

to permanently manned station.
• All staff members should know how to use the system. The procedures to be followed during an

emergency should be properly documented are Fire Alarms, Extinguishers, Sprinklers, Instructions
/ Fire Brigade Nos., Smoke detectors, and Carbon dioxide based fire extinguishers.

• Less wood and plastic should be in computer rooms.
• Use a gas based fire suppression system.
• To reduce the risk of firing, the location of the computer room should be strategically planned and

should not be in the basement or ground floor of a multistorey building.
• Regular Inspection by Fire Department should be conducted.
• Fire suppression systems should be supplemented and not replaced by smoke detectors.
• Documented and Tested Emergency Evacuation Plans: Relocation plans should emphasize human

safety, but should not leave information processing facilities physically unsecured. Procedures
should exist for a controlled shutdown of the computer in an emergency. In all circumstances
saving human life should be given paramount importance.

• Smoke Detectors: Smoke detectors are positioned at places above and below the ceiling tiles.
Upon activation, these detectors should produce an audible alarm and must be linked to a
monitored station (for example, a fire station).

• Wiring Placed in Electrical Panels and Conduit: Electrical fires are always a risk. To reduce the risk
of such a fire occurring and spreading, wiring should be placed in the fire-resistant panels and
conduit. This conduit generally lies under the fireresistant raised floor in the computer room.

Q-16 As an Information Systems (IS) Auditor, you need to keep yourself up-to-date with the latest Audit
tools, techniques and methodology to meet the demands of the job. Discuss about various Audit Tools
that you should be aware about.

Ans. As an Information Systems (IS) Auditor, various Audit Tools that can be used to perform IS Auditing are
as follows:
(i) Snapshots: Tracing a transaction is a computerized system can be performed with the help of

snapshots or extended records. The snapshot software is built into the system at those points
where material processing occurs which takes images of the flow of any transaction as it moves
through the application. These images can be utilized to assess the authenticity, accuracy, and
completeness of the processing carried out on the transaction. The main areas to dwell upon
while involving such a system are to locate the snapshot points based on materiality of transactions
when the snapshot will be captured and the reporting system design and implementation to
present data in a meaningful way.

(ii) Integrated Test Facility (ITF): The ITF technique involves the creation of a dummy entity in the
application system files and the processing of audit test data against the entity as a means of
verifying processing authenticity, accuracy, and completeness. This test data would be included
with the normal production data used as input to the application system. In such cases, the
auditor must decide what would be the method to be used to enter test data and the methodology
for removal of the effects of the ITF transactions.
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(iii) System Control Audit Review File (SCARF): The SCARF technique involves embedding audit
software modules within a host application system to provide continuous monitoring of the
system’s transactions. The information collected is written onto a special audit file- the SCARF
master files. Auditors then examine the information contained on this file to see if some aspect
of the application system needs follow-up. In many ways, the SCARF technique is like the snapshot
technique along with other data collection capabilities.

(iv) Continuous and Intermittent Simulation (CIS): This is a variation of the SCARF continuous audit
technique. This technique can be used to trap exceptions whenever the application system uses
a database management system. The advantage of CIS is that it does not require modifications to
the application system and yet provides an online auditing capability.

(v) Audit Hooks: There are audit routines that flag suspicious transactions. For example, internal
auditors at Insurance Company determined that their policyholder system was vulnerable to
fraud every time a policyholder changed his or her name or address and then subsequently
withdrew funds from the policy. They devised a system of audit hooks to tag records with a name
or address change. The internal audit department will investigate these tagged records for detecting
fraud. When audit hooks are employed, auditors can be informed of questionable transactions as
soon as they occur. This approach of real-time notification displays a message on the auditor’s
terminal.

Q-17 A company XYZ is implementing the software using the program development life cycle methodology
and applying control phases in parallel to the development phases to monitor the progress against
plan. Being an IT developer, design the various phases and their  controls for program development life
cycle.

Ans. The primary objective of Program Development Life Cycle phase within the Systems Development Life
Cycle is to produce or acquire and to implement high-quality programs.
This includes the following phases:
• Planning: Techniques like Work Breakdown Structures (WBS), Gantt Charts and PERT (Program

Evaluation and Review Technique) Charts can be used to monitor progress against plan.
• Control: The Control phase has two major purposes:

o Task progress in various software life-cycle phases should be monitored against plan and
corrective action should be taken in case of any deviations.

o Control over software development, acquisition, and implementation tasks should be
exercised to ensure that the software released for production use is authentic, accurate,
and complete.

• Design: A systematic approach to program design, such as any of the structured design approaches
or object-oriented design is adopted.

• Coding: Programmers must choose a module implementation and integration strategy like Top-
down, Bottom-up and Threads approach; a coding strategy that  follows the precepts of structured
programming, and a documentation strategy to ensure program code is easily readable and
understandable.

• Testing: These tests are to ensure that a developed or acquired program achieves its specified
requirements. These are as follows:
o Unit Testing – which focuses on individual program modules;
o Integration Testing – Which focuses in groups of program modules; and
o Whole-of-Program Testing – which focuses on whole program.

• Operation and Maintenance: Management establishes formal mechanisms to monitor the status
of operational programs so maintenance needs can be identified on a timely basis. Three types of
maintenance can be used are as follows:
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o Repair Maintenance: in which program errors are corrected;
o Adaptive Maintenance: in which the program is modified to meet changing user

requirements; and
o Perfective Maintenance: in which the program is tuned to decrease the resource

consumption.
Q-18 General controls are pervasive controls and apply to all system components, processesand data for a

given enterprise or systems environment. As an IT consultant, discuss someof the controls covered
under general controls which you would like to ensure for a given enterprise.

Ans. General controls related to IT environment and Information Systems include the following:
• Information Security Policy: The security policy is approved by the senior management and

encompasses all areas of operations of bank and drives access to information across the enterprise
and other stakeholders.

• Administration, Access and Authentication: IT should be administered with appropriate policies
and procedures clearly defining the levels of access to information and authentication of users.

• Separation of key IT functions: Secure deployment of IT requires the bank to have separate IT
organization structure with key demarcation of duties for different personnel within IT department
and to ensure that there are no SoD conflicts.

• Management of Systems Acquisition and Implementation: Software solutions for Core Banking
Systems (CBS) are most developed acquired and implemented. Hence, process of acquisition and
implementation of systems should be properly controlled.

• Change Management: IT solutions deployed and its various components must be changed in tune
with changing needs as per changes in technology environment, business processes, regulatory
and compliance requirements as these changes impact the live environment of banking services.
Hence, change management process should be implemented to ensure smooth transition to new
environments covering all key changes including hardware, software and business processes. All
changes must be properly approved by the management before implementation.

• Backup, Recovery and Business Continuity: Heavy dependence on IT and criticality makes it
imperative that resilience of banking operations should be ensured by having appropriate business
continuity including backup, recovery and off-site data center.

• Proper Development and Implementation of Application Software: Application software drives
the business processes of the banks. These solutions in case developed and implemented must
be properly controlled by using standard software development process.

• Confidentiality, Integrity and Availability of Software and data files: Security is implemented to
ensure Confidentiality, Integrity and Availability of information.

• Confidentiality refers to protection of critical information, Integrity refers to ensuring authenticity
of information at all stages of processing or contents should not be altered, and Availability refers
to ensuring availability of information to users when required. All IT operations need to be
controlled by appropriate policies and procedures that refer to how IT is deployed, implemented
and maintained within the bank.

• Incident response and management: There may be various incidents created due to failure of IT
that need to be appropriately responded and managed as per predefined policies and procedures.

Q-19 Explain the term ‘Cryptography’.
Ans. Cryptography: It deals with programs for transforming data into cipher text that are meaningless to

anyone, who does not possess the authentication to access the respective system resource or file. A
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cryptographic technique encrypts data (clear text) into cryptograms (cipher text) and its strength
depends on the time and cost to decipher the cipher text by a cryptanalyst. Three techniques of
cryptography are Transposition (permute the order of characters within a set of data), Substitution
(replace text with a key-text) and Product Cipher (combination of Transposition and Substitution).

Q-20 Data that is waiting to be transmitted are liable to unauthorized access called ‘Asynchronous Attack’.
Explain various types of Asynchronous attacks on data.

Ans. Various types of Asynchronous Attacks on data are as follows:
• Data Leakage: This involves leaking information out of the computer by means of dumping files to

paper or stealing computer reports and tape.
• Subversive Attacks: These can provide intruders with important information about messages

being transmitted and the intruder may attempt to violate the integrity of some components in
the subsystem.

• Wire-tapping: This involves spying on information being transmitted over telecommunication
network.

• Piggybacking: This is the act of following an authorized person through a secured door or
electronically attaching to an authorized telecommunication link that intercepts and alters
transmissions. This involves intercepting communication between the operating system and the
user and modifying them or substituting new messages.

Q-21 Write a note on : Line Error Control
Ans. Line Error Control: Whenever data is transmitted over a communication line in a telecommunication

network, an error may occur because of attenuation distortion or noise that occurs on the line. These
line errors must be detected and corrected.
• Error Detection: The errors can be detected by either using a loop (echo) check or building some

form of redundancy into the message transmitted.

• Error Correction: When line errors have been detected, they must then be corrected using either
forward error correcting codes or backward error correcting codes.

Q-22 Data Warehouse extracts data from one or more of the organization’s databases and loads it into
another database for storage and analysis purpose. As a Data Warehouse Manager, determine the
design criteria, which should be met while designing Date Warehouse.

Ans. The Data Warehouse extracts data from one or more of the organization’s databases and loads it into
another database for storage and analysis purpose. A data warehouse should be designed so that it
meets the following criteria:

• It uses non-operational data. This means that the data warehouse is using a copy of data from the
active databases that the company uses in its day- to-day operations, so the data warehouse must
pull data from the existing databases on a regular, scheduled basis.

• The data is time-variant. This means that whenever data is loaded into the data warehouse, it
receives a time stamp, which allows for comparisons between different time periods.

• The data is standardized. Because the data in a data warehouse usually comes from several
different sources, it is possible that the data does not use the same definitions or units. For the
data warehouse to match up different formats, a standard format (for example – date) would
have to be agreed upon and all data loaded into the data warehouse would have to be converted
to use this standard format. This process is called Extraction-Transformation-Load (ETL).

• There are two approaches to follow when designing a data warehouse:
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o The Bottom-Up Approach starts by creating small data warehouses called Data Marts to solve
specific business problems. As these data marts are created, they can be combined into a
larger data warehouse.

o The Top-Down Approach suggests that we should start by creating an enterprise-wide data
warehouse and then, as specific business needs are identified, create smaller data marts
from the data warehouse.

Q-23 Explain various types of Data Coding Errors.
Ans. Data Coding Errors: Data Coding errors can cause serious problems in data processing if they go

undetected. Two types of errors - Transcription and Transposition errors can corrupt a data code and
cause processing errors.
• Transcription Errors: It is a special type of data entry error that is commonly made by human

operators or by Optical Character Recognition (OCR) programs. These falls into three classes:
Addition errors, Truncation errors and Substitution errors.

• Transposition Errors: It is a simple error of data entry that occur when two digits that are either
individual or part of larger sequence of numbers are reversed (Transpose) when posting a
transaction. There are two types of transposition errors: Single transposition and Multiple
transposition errors.

Q-24 Explain briefly the objectives of Information System’s Auditing.
Ans. The major objectives of Information System’s (IS) Auditing are as follows:

• Asset Safeguarding: The information system assets (hardware, software, data information etc.)
must be protected by a system of internal controls from unauthorized access.

• Data Integrity: The importance to maintain integrity of data of an organization requires all the
time and is a fundamental attribute of IS Auditing. It is also important from the business perspective
of the decision maker, competition and the market environment.

• System Effectiveness: Effectiveness of a system is evaluated by auditing the characteristics and
objective of the system to meet business and user requirements.

• System Efficiency: To optimize the use of various information system resources such as machine
time, peripherals, system software and labour along with the impact on its computing environment.

Q-25 Mr. A is  a  System Administrator  of  the company  who must ensure the  protection of Operating  System
used in information system of the company.  How can this purpose be achieved?

Ans. Operating System protection can be achieved using following steps.
• Automated terminal identification:  This will help to ensure that a specified session could only be

initiated from a cert ain location or computer terminal.
• Terminal log-in procedures:   A log-in procedure is the first line of defen ce against unauthorized

access as it does not provide unnecessary help or information, which could be misused by an
intruder. When the user initiate s the log-on process by entering user-id and password, the system
compares the ID and password to a database of valid users and accordingly authorizes the log -in.

• Access Token:  If the log on attempt is successful, the Operating System creates an access token
that contains key information about the user including user -id, password, user group and privileges
granted to the user. The information in the access token is used to approve all actions attempted
by the user during the session.

• Access  Control List:  This list contains information that defines the access privileges for all valid
users of the resource. When a user attempts to access a resource, the system compasses his or her
user -id and privileges contained in the access token with those contained in th e access control
list. If there is a match, the user is granted access.
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• Discretionary Access Control:  The system administrator usually determines; who  is granted
access to specific resources and maintains the access control list. However, in distributed systems,
resources may be controlled by the end -user.
Resource owners in this setting may be granted discretionary access control, which allows them
to grant access privileges to other users.

• User identification and authentication:   The users must be identi fied and authenticated in a fool-
proof manner. Depending on risk assessment, more stringent methods like Biometric
Authentication or Cryptographic means like Digital Certificates should be employed.
• Password management system:  An operating system could enforce selection of good

passwords. Internal storage of password should use one -way hashing algorithms and the
password file should not be accessible to users.

• Use of system utilities:  System utilities are the programs that help to manage critical functions
of the operating system e.g. addition or deletion of users. This utility should not be accessible
to a general user. Use and access to these utilities should be strictly controlled and logged.

• Duress alarm to safeguard users:  If users are forced to execut e some  instruction under
threat, the system should provide a means to alert the  authorities.

• Terminal  time out:  Log out the user if the terminal is inactive for a defined period. This will
prevent misuse in absence of the legitimate user.

• Limitation of connection time:  Define the available time slot. Do not allow any transaction
beyond this time.

Q-26 Database Management System  (DBMS)  provides the facility to create and maintain a well organised
database for any enterprise. Describe the various advantages of Database Management System used in
an organization.

Ans. Major advantages of Database Management System  (DBMS) are as follows:
• Permitting Data Sharing:  One of the principle advantages of a DBMS is that the same information

can be made available to different users.
• Minimizing Data Redundancy:  In a DBMS, duplication of information or redundancy is, if not

eliminated, carefully controlled or reduced i.e. there is no need to repeat the same data repeatedly.
Minimizing re dundancy reduces significantly the cost of storing information on storage devices.

• Integrity can be maintained:  Data integrity is maintained by having accurate, consistent, and up -
to-date data. Updates and changes to the data only must be made in one place in DBMS ensuring
Integrity.

• Program and File consistency:  Using a DBMS, file formats and programs are standardized. The
level of consistency across files and programs makes it easier to manage data when multiple
programmers are involved as the same rules   and guidelines apply across all types of data.

• User-friendly:  DBMS makes the data access and manipulation easier for the user. DBMS also
reduces the reliance of users on computer experts to meet their data needs.

• Improved security:  DBMS allows multiple users to access the same data resources in a controlled
manner by defining the security constraints. Some sources of information should be protected or
secured and only viewed by select individuals. Using passwords, DBMS can be used to restrict data
access t o only those who should see it.

•  Achieving program/data independence:  In a DBMS, data does not reside in applications, but data
base program & data are independent of each other.

• Faster Application Development:   In the case of deployment of DBMS, application development
becomes fast. The data is already therein databases, application developer has to think of only
the logic required to retrieve the data in the way a user need.
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Q-27 Identify the controls that are designed to detect errors, omissions or malicious acts that occur and
report the occurrence and explain them.

Ans. Detective Controls are designed to detect errors, omissions or malicious acts that occur and report the
occurrence. In other words, Detective Controls detect errors or incidents that elude preventive controls.
A detective control may identify account numbers of inactive accounts or accounts that have been
flagged for monitoring of suspicious activities. Detective controls can also include monitoring and
analysis to uncover activities or events that exceed authorized limits or violate known patterns in data
that may indicate improper manipulation. For sensitive electronic communications, detective controls
can indicate that a message has been corrupted or the sender’s secure identification cannot be
authenticated.
Some of the examples of Detective Controls include review of payroll reports; compare transactions
on reports to source documents; monitor actual expenditures against budget; use of automatic
expenditure profiling where management gets regular reports of spend to date against profiled spend;
hash totals; check points in production jobs; echo control in telecommunications; duplicate checking
of calculations; past-due accounts report; the internal audit functions; Intrusion Detection System;
Cash counts and bank reconciliation and Monitoring expenditures against budge ted amount etc.
The main characteristics of Detective controls are given as follows:
• Clear understanding of lawful activities so that anything which deviates from these is reported as

unlawful, malicious, etc.;
• An established mechanism to refer the reported unlawful activities to the appropriate person or

group;
• Interaction with the preventive control to prevent such acts from occurring; and
• Surprise checks by supervisor.

Q-28 DEF Ltd., a wealth Management Company has its head office in Bengaluru and wants to set up a new
office at Mumbai. For the new setup, the DEF Ltd.’s managerial controls are required to be enforced to
ensure that the development, implementation, operation and maintenance of information systems at
Mumbai office is in planned and controlled manner. Determine all the activities that deal with the
Systems Development Management Controls that are responsible for the functions concerned with
analyzing, designing, building, implementing and maintaining information systems.

Ans. The activities that deal with the System Development Management controls are as follows:
• System Authorization Activities: All systems must be properly and formally authorized to ensure

their economic justification and feasibility. This requires that each new system request be
submitted in written form by users to systems professionals who have both the expertise and
authority to evaluate and approve (or reject) the request.

• User Specification Activities: Users must be actively involved in the systems development process
wherein a detailed written descriptive document of the logical needs of the users is created.

• Technical Design Activities: The technical design activities translate the user specifications into a
set of detailed technical specifications of a system that meets the user’s needs.

• Internal Auditor’s Participation: The internal auditor should be involved at the inception of the
system development process to make conceptual suggestions regarding system requirements
and controls and should be continued throughout all phases of the development process and into
the maintenance phase.

• Program Testing: All program modules must be thoroughly tested before they are implemented.
The results of the tests are then compared against predetermined results to identify programming
and logic errors.
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• User Test and Acceptance Procedures: Just before implementation, the individual modules of the
system must be tested as a unified whole. A test team comprising user personnel, systems
professionals, and internal audit personnel subjects the system to rigorous testing. Once the test
team is satisfied that the system meets its stated requirements, the system is formally accepted
by the user department(s).

Q-29 Share & Care is a multinational FMCG company having various branches in different cities across the
country. The company used a centralized Data warehouse to store data of all branches at its headquarters
in Mumbai. Elaborate the benefits of Data Warehouse that may be availed by Share & Care company.

Ans. Benefits of Data Warehouse are as follows:
• The process of developing a data warehouse forces an organization to better understand the data

that it is currently collecting and, equally important, what data is not being collected.
• A data warehouse provides a centralized view of all data being collected across the enterprise

and provides a means for determining data that is inconsistent.
• Once all data is identified as consistent, an organization can generate one version of the truth.

This is important when the company wants to report consistent statistics about itself, such as
revenue or number of employees.

• By having a data warehouse, snapshots of data can be taken over time. This creates a historical
record of data, which allows for an analysis of trends.

• A data warehouse provides tools to combine data, which can provide new information and analysis.
Q-30 In Information Systems, Logical Access Controls ensure the access to system, data, and program. Discuss

various technical exposures on which logical access controls can be implemented.
Ans. The various technical exposures on which Logical Access Controls can be implemented are as follows:

• Data Diddling: This involves the change of data before or after they entered the system. A limited
technical knowledge is required to data diddle and the worst part with this is that it occurs before
computer security can protect the data.

• Bomb: Bomb is a piece of bad code deliberately planted by an insider or supplier of a program. An
event, which is logical, triggers a bomb or time based. The bombs explode when the conditions of
explosion get fulfilled causing the damage immediately. However, these programs cannot infect
other programs. Since, these programs do not circulate by infecting other programs; chances of a
widespread epidemic are relatively low.

• Christmas Card: It is a well-known example of Trojan and was detected on internal E-mail of IBM
system. On typing the word ‘Christmas’, it will draw the Christmas tree as expected, but in addition,
it will send copies of similar output to all other users connected to the network. Because of this
message on other terminals, other users cannot save their half-finished work.

• Worm: A worm does not require a host program like a Trojan to relocate itself. Thus, a Worm
program copies itself to another machine on the network. Since, worms are stand-alone programs,
and they can be detected easily in comparison to Trojans and computer viruses. Examples of
worms are Existential Worm, Alarm clock Worm etc. The Alarm Clock worm places wake-up calls
on a list of users. It passes through the network to an outgoing terminal while the sole purpose of
existential worm is to remain alive. Existential worm does not cause damage to the system, but
only copies itself to several places in a computer network.

• Rounding Down: This refers to rounding of small fractions of a denomination and transferring
these small fractions into an authorized account. As the amount is small, it gets rarely noticed.
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• Salami Techniques: This involves slicing of small amounts of money from a computerized
transaction or account. A Salami technique is slightly different from a rounding technique in the
sense a fix amount is deducted. For example, in the rounding off technique, ̀  21,23,456.39 becomes
` 21,23,456.40, while in the Salami technique the transaction amount ` 21,23,456.39 is truncated
to either ` 21,23,456.30 or ` 21,23,456.00, depending on the logic.

• Trap Doors: Trap doors allow insertion of specific logic, such as program interrupts that permit a
review of data. They also permit insertion of unauthorized logic.

• Spoofing: A spoofing attack involves forging one’s source address. One machine is used to
impersonate the other in spoofing technique. Spoofing occurs only after a particular machine has
been identified as vulnerable. A penetrator makes the user think that s/he is interacting with the
operating system. For example, a penetrator duplicates the login procedure, captures the user’s
password, attempts for a system crash and makes user login again.

Q-31 Mr. X is appointed as an auditor of a software development and service provider company.
Explain the various concerns that auditor should address under different activities of Programming
Management Controls.

Ans. The detailed concern that auditors should address on various activities involved in Programming
Management Control are as follows:
• Planning: Auditors should evaluate whether nature of and extent of planning are appropriate to

different types of software that are developed or acquired. They must evaluate how well the
planning work is being undertaken.

• Control: They must evaluate whether the nature of an extent of control activities undertaken are
appropriate for the different types of software that are developed or acquired. They must gather
evidence on whether the control procedures are operating reliably. For example – they might
first choose a sample if past and current software development and acquisition projects carried
out at different locations in the organization they are auditing.

• Design: Auditors should find out whether programmers use some type of systematic approach to
design. Auditors can obtain evidence of the design practices used by undertaking interviews,
observations, and reviews of documentation.

• Coding: Auditors should seek evidence -
 on the level of care exercised by programming management in choosing a module

implementation and integration strategy.
 To determine whether programming management ensures that programmers follow

structured programming conventions.
 to check whether programmers employ automated facilities to assist them with their coding

work.
• Testing: Auditors can use interviews, observations, and examination of documentation to evaluate

how well unit testing is conducted. Auditors are most likely concerned primarily with the quality
of integration testing work carried out by information systems professionals rather than end
users. Auditors primary concern is to see that whole-of-program tests have been undertaken for
all material programs and that these tests have been well-designed and executed.

• Operation and Maintenance: Auditors need to ensure effectively and timely reporting of
maintenance needs that occur so that maintenance is carried out in a well-controlled manner.
Auditors should ensure that management has implemented a review system and assigned
responsibility for monitoring the status of operational programs.
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Q-32 Segregation of Duties (Sod) in an organization allows the individuals to access authorized activities
controlled through various controls. Identify few examples of the controls of Segregation of Duties
(Sod).

Ans. Few examples of the controls of Segregation of Duties (Sod) are as follows:
• Transaction Authorization: Information systems can be programmed or configured to require two

(or more) persons to approve certain transactions. This can be seen in retail establishments
where a manager is required to approve a large transaction or a refund. In IT applications,
transactions meeting certain criteria (for example, exceeding normally accepted limits or
conditions) may require a manager’s approval to be able to proceed.

• Split custody of high-value assets: Assets of high importance or value can be protected using
various means of split custody. For example, a password to an encryption key that protects a
highly-valued asset or sensitive data can be split in two halves, one half assigned to two persons,
and the other half assigned to two persons, so that no single individual knows the entire password.
Banks do this for central vaults, where a vault combination is split into two or more pieces so that
two or more are required to open it.

• Workflow: Applications that are workflow-enabled can use a second (or third) level of approval
before certain high-value or high-sensitivity activities can take place. For example, a workflow
application that is used to provision user accounts can include extra management approval steps
in requests for administrative privileges.

• Periodic reviews: IT or internal audit personnel can periodically review user access rights to
identify whether any segregation of duties issues exist. Care should also be taken to ensure that
the access privileges are reviewed and updated with the changing job roles. The access privileges
for each worker can be compared against a segregation of duties control matrix.

Q-33 ABC Pvt. Ltd. is a brand manufacturer of automobile parts with huge clientele all over the country.
The company maintains the data of its clients in Oracle-the Database management software. Explain
the advantages that the company would be benefitted with by using Database Management System
(DBMS).

Ans. The advantages of using Database Management System (DBMS) are as follows:
• Permitting Data Sharing: One of the principle advantages of a DBMS is that the same information

can be made available to different users.
• Minimizing Data Redundancy: In a DBMS, duplication of information or redundancy is, if not

eliminated, carefully controlled or reduced i.e. there is no need to repeat the same data repeatedly.
Minimizing redundancy reduces significantly the cost of storing information on storage devices.

• Integrity can be maintained: Data integrity is maintained by having accurate, consistent, and up-
to-date data. Updates and changes to the data only must be made in one place in DBMS ensuring
Integrity.

• Program and File consistency: Using a DBMS, file formats and programs are standardized. The
level of consistency across files and programs makes it easier to manage data when multiple
programmers are involved as the same rules and guidelines apply across all types of data.

• User-friendly: DBMS makes the data access and manipulation easier for the user. DBMS also reduces
the reliance of users on computer experts to meet their data needs.

• Improved security: DBMS allows multiple users to access the same data resources in a controlled
manner by defining the security constraints. Some sources of information should be protected or
secured and only viewed by select individuals. Using passwords, DBMS can be used to restrict data
access to only those who should see it.
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• Achieving program/data independence: In a DBMS, data does not reside in applications but data
bases program and data are independent of each other.

• Faster Application Development: In the case of deployment of DBMS, application development
becomes fast. The data is already therein databases, application developer has to think of only
the logic required to retrieve the data in the way a user needs.

Q-34 Managerial Controls provide a stable infrastructure in which Information Systems can be built, operated,
and maintained on day-to-day basis. List down various controls that can be adapted by management
for its smooth functioning.

Ans. The controls that can be adapted by management for its smooth functioning are as follows:
(i) Top Management & IS Management Controls
(ii) System Development Management Controls
(iii) Programming Management Controls
(iv) Data Resource Management Controls
(v) Quality Assurance Management Controls
(vi) Business Continuity Planning Management Controls
(vii) Security Management Controls
(viii) Operations Management Controls

Q-35 Briefly discuss two disadvantages of Data Base Management Systems (DBMS).
Ans. The disadvantages of Database Management System (DBMS) are as follows:

• Cost: Implementing a DBMS in terms of both system and user-training can be expensive and time-
consuming, especially in large enterprises. Training requirements alone can be quite costly.

• Security: Even with safeguards in place, it may be possible for some unauthorized users to access
the database. If one gets access to database, then it could be an all or nothing proposition.

Q-36 Differentiate between Processor Registers and Cache Memory.
Ans. The differences between Processor Registers and Cache memory are provided in the table below:

Processor Registers Cache Memory
These are high speed memory units within It is a fast memory built into computer’s CPU and is used
CPU for storing small amount of data to reduce the average time to access data from the main
(mostly 32 or 64 bits). memory. The data that is stored within a cache might  be

values that have been computed earlier or duplicates of
original values that are stored elsewhere.

The registers are the only memory units Cache memory is an interface between CPU and Main
most processors can operate on directly. storage. It is not directly accessible for operations.

OR
Q-37 Briefly explain any two output controls.
Ans. Various Output Controls under Application Controls are as follows:

• Storage and Logging of sensitive, critical forms: Pre-printed stationery should be stored securely
to prevent unauthorized destruction or removal and usage.
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• Logging of output program executions: When programs used for output of data are executed,
these should be logged and monitored otherwise confidentiality/ integrity of the data may be
compromised.

• Spooling/Queuing: “Spool” is an acronym for “Simultaneous Peripherals Operations Online”. This
is a process used to ensure that the user can co ntinue working, while the print operation is
getting completed. This process allows data that is being used by the input or output devices to be
placed in a temporary space or buffer until the existing operation gets finished. A queue is the list
of documents waiting to be printed on a particular printer; this should not be subject to
unauthorized modifications.

• Controls over printing: Outputs should be made on the correct printer, and it should be ensured
that unauthorized disclosure of printed information does not take place.

• Report Distribution and Collection Controls: Distribution of reports should be made in a secure
way to prevent unauthorized disclosure of data. It should be made immediately after printing to
ensure that the time gap between generation and distribution is reduced. A log should be
maintained for reports that were generated and to whom these were distributed. Reports
generated but not collected immediately should be secured such that there is no unauthorized
disclosure and data leakage.

• Retention Controls: Retention controls consider the duration for which outputs should be retained
before being destroyed. Retention control requires that a date should be determined for each
output item produced.

Q-38 What is virtual memory? How does it differ from secondary memory?
Ans. Virtual Memory

• Virtual Memory is not a separate device but an imaginary memory area supported by some
operating systems (for example, Windows) in conjunction with the hardware. If a computer lacks
in required size of the Random-Access Memory (RAM) needed to run a program or operation,
Windows uses virtual memory to compensate.

• Virtual memory is an allocation of temporary space on hard disk space to help RAM. When RAM
runs low, virtual memory moves data from RAM to a space called a paging file. Moving data to and
from the paging file frees up RAM to complete its work.

Differences between Virtual Memory and Secondary Memory are given below:
Virtual Memory Secondary Memory
Virtual Memory is an imaginary memory area that Secondary memory is a storage device having
combines computer’s RAM with temporary space features of non-volatility (contents are
on the hard disk. permanent  in nature), greater capacity (they are

available in large size), and greater economy.
When RAM runs low, virtual memory moves data The secondary memory is available in bigger
from RAM to a space called a paging file. sizes; thus program and data can be stored
Moving data to and from the paging file frees up permanently.
RAM to complete its work.

Q-39 Information systems have set high hopes to companies for their growth as it reduces processing speed
and helps in cutting cost. Being an auditor of ABC manufacturing company, discuss the key areas that
should pay attention to while evaluating Managerial controls by top management.
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Ans. The key areas that auditors should pay attention to while evaluating Managerial controls are as follows:
(i) Planning: Auditors need to evaluate whether top management has formulated a high-quality

information system’s plan that is appropriate to the needs of an organization or not. A poor-
quality information system is ineffective and inefficient leading to losing of its competitive
position within the marketplace.

(ii) Organizing: Auditors should be concerned about how well top management acquires and manages
staff resources.

(iii) Leading: Generally, the auditors examine variables that often indicate when motivation problems
exist or suggest poor leadership - for example, staff turnover statistics, frequent failure of projects
to meet their budget and absenteeism level to evaluate the leading function. Auditors may use
both formal and informal sources of evidence to evaluate how well top managers communicate
with their staff.

(iv) Controlling: Auditors should focus on subset of the control activities that should be performed by
top management - namely, those aimed at ensuring that the information systems function
accomplishes its objectives at a global level. Auditors must evaluate whether top management’s
choice to the means of control over the users of IS services is likely to be effective or not.

Q-40 Protecting the integrity of a database when application software acts as an interface to interact between
the user and the database are called update controls and report controls. Discuss any three update
controls and three report controls.

Ans. Major Update Controls under Database Controls are as follows:
• Sequence Check between Transaction and Master Files: Synchronization and the correct sequence

of processing between the master file and transaction file is critical to maintain the integrity of
updating, insertion or deletion of records in the master file with respect to the transaction records.
If errors, in this stage are overlooked, it leads to corruption of the critical data.

• Ensure All Records on Files are processed: While processing, the transaction file records mapped
to the respective master file, and the end-of-file of the transaction file with respect to the end-
of-file of the master file is to be ensured.

• Process multiple transactions for a single record in the correct order: Multiple transactions can
occur based on a single master record (e.g. dispatch of a product to different distribution centers).
Here, the order in which transactions are processed against the product master record must be
done based on a sorted transaction codes.

• Maintain a suspense account: When mapping between the masters records to transaction record
results in a mismatch due to failure in the corresponding record entry in the master record; then
these transactions are maintained in a suspense account.

Major Report Controls under Database Controls are as follows:
• Standing Data: Application programs use many internal tables to perform various functions like

gross pay calculation, billing calculation based on a price table, bank interest calculation etc.
Maintaining integrity of the pay rate table, price table and interest table is critical within an
organization.

• Print-Run-to Run Control Totals: Run-to-Run control totals help in identifying errors or irregularities
like record dropped erroneously from a transaction file, wrong sequence of updating or the
application software processing errors.

• Print Suspense Account Entries: Similar to the update controls, the suspense account entries are
to be periodically monitors with the respective error file and action taken on time.
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• Existence/Recovery Controls: The back-up and recovery strategies together encompass the controls
required to restore failure in a database. Backup strategies are implemented using prior version
and logs of transactions or changes to the database. Recovery strategies involve roll-forward
(current state database from a previous version) or the roll-back (previous state database from
the current version) methods.

Q-41 Define any two information system controls based on objectives of controls.
Ans. The Information System controls based in their objective of controls are as follows:

• Preventive Controls: These controls prevent errors, omissions, or security incidents from occurring.
Examples include simple data-entry edits that block alphabetic characters from being entered in
numeric fields, access controls that protect sensitive data/ system resources from unauthorized
people, and complex and dynamic technical controls such as anti-virus software, firewalls, and
intrusion prevention systems. In other words, Preventive Controls are those inputs, which are
designed to prevent an error, omission or malicious act occurring. Some of the examples of
preventive controls can be Employing qualified personnel; Segregation of duties; Access control;
Vaccination against diseases; Documentation; Prescribing appropriate books for a course; Training
and retraining of staff; Authorization of transaction; Validation, edit checks in the application;
Firewalls; Anti-virus software (sometimes this acts like a corrective control also), etc., and
Passwords.

• Detective Controls: These controls are designed to detect errors, omissions or malicious acts that
occur and report the occurrence. In other words, Detective Controls detect errors or incidents that
elude preventive controls. For example, a detective control may identify account numbers of
inactive accounts or accounts that have been flagged for monitoring of suspicious activities.
Detective controls can also include monitoring and analysis to uncover activities or events that
exceed authorized limits or violate known patterns in data that may indicate improper
manipulation. For sensitive electronic communications, detective controls can indicate that a
message has been corrupted or the sender’s secure identification cannot be authenticated. Some
of the examples of Detective Controls are: Review of payroll reports; Compare transactions on
reports to source documents; Monitor actual expenditures against budget; Use of automatic
expenditure profiling where management gets regular reports of spend to date against profiled
spend; Hash totals; Check points in production jobs; Echo control in telecommunications; Duplicate
checking of calculations; Past-due accounts report; The internal audit functions; Intrusion Detection
System; Cash counts and bank reconciliation and Monitoring expenditures against budgeted
amount.

• Corrective Controls: It is desirable to correct errors, omissions, or incidents once they have been
detected. They vary from simple correction of data-entry errors, to identifying and removing
unauthorized users or software from systems or networks, to recovery from incidents, disruptions,
or disasters. Generally, it is most efficient to prevent errors or detect them as close as possible to
their source to simplify correction. These corrective processes also should be subject to preventive
and detective controls, because they represent another opportunity for errors, omissions, or
falsification. Corrective controls are designed to reduce the impact or correct an error once it has
been detected. Corrective controls may include the use of default dates on invoices where an
operator has tried to enter the incorrect date. Some of the other examples of Corrective Controls
are submitting corrective journal entries after discovering an error; A Business Continuity Plan
(BCP); Contingency planning; Backup procedure; Rerun procedures; Change input value to an
application system; and Investigate budget variance and report violations.
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Q-42 Name any four activities executed by the Operating System.
Ans. The activities executed by Operating System are as follows:

• Performing hardware functions
• User Interfaces
• Hardware Independence
• Memory Management
• Task Management
• Networking Capability
• Logical Access Security
• File management

OR
Write short note on Cryptography.

Ans. Cryptography: It deals with programs for transforming data into cipher text that are meaningless to
anyone, who does not possess the authentication to access the respective system resource or file. A
cryptographic technique encrypts data (clear text) into cryptograms (cipher text) and its strength
depends on the time and cost to decipher the cipher text by a cryptanalyst. Three techniques of
cryptography are transposition (permute the order of characters within a set of data), substitution
(replace text with a key-text) and product cipher (combination of transposition and substitution).

Q-43 ABC Ltd., an automobile manufacturer intends to establish its new manufacturing unit plant at Bhuj,
Gujarat. Out of many controls that need to be in place, the management has little more focus on
successful implementation of Environmental controls as the Bhuj area is earthquake prone. Mr. Nanda,
the auditor of ABC Ltd. conducted various physical inspections of the building at Bhuj to determine the
implementation of environmental controls in the said manufacturing unit. Briefly explain his role and
the activities he shall conduct to audit the Environmental Controls.

Ans. Role of Auditor in Auditing Environmental Controls: Audit of environmental controls should form a
critical part of every IS audit plan. The IS auditor should satisfy not only the effectiveness of various
technical controls but also the overall controls safeguarding the business against environmental risks.
Audit of environmental controls requires the IS auditor to conduct physical inspections and observe
practices. Auditing environmental controls requires knowledge of building mechanical and electrical
systems as well as fire codes. The IS auditor needs to be able to determine if such controls are effective
and if they are cost-effective.
Auditors shall conduct following activities in auditing Environmental controls:
• Power conditioning: The IS auditor should determine how frequently power conditioning

equipment, such as UPS, line conditioners, surge protectors, or motor generators, are used,
inspected and maintained and if this is performed by qualified personnel.

• Backup power: The IS auditor should determine if backup power is available via electric generators
or UPS and how frequently they are tested. S/he should examine maintenance records to see
how frequently these components are maintained and if this is done by qualified personnel.

• Heating, Ventilation, and Air Conditioning (HVAC): The IS auditor should determine if HVAC systems
are providing adequate temperature and humidity levels, and if they are monitored. Also, the
auditor should determine if HVAC systems are properly maintained and if qualified persons do
this.
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• Water detection: The IS auditor should determine if any water detectors are used in rooms where
computers are used. He or she should determine how frequently these are tested and if there are
monitored.

• Fire detection and suppression: The IS auditor should determine if fire detection equipment is
adequate, if staff members understand their function, and if they are tested. S/he should
determine how frequently fire suppression systems are inspected and tested, and if the
organization has emergency evacuation plans and conducts fire drills.

• Cleanliness: The IS auditor should examine data centers to see how clean they are. IT equipment
air filters and the inside of some IT components should be examined to see if there is an
accumulation of dust and dirt.

Q-44 The processing subsystem of any application software is responsible for computing, sorting, classifying,
and summarizing the data. The processor controls of the application software are responsible to reduce
the expected losses from errors and irregularities associated with Central processors. Discus these
controls.

Ans. The processor controls of any application software are as follows:
• Error Detection and Correction: Occasionally, processors might malfunction because of design

errors, manufacturing defects, damage, fatigue, electromagnetic interference, and ionizing
radiation. The failure might be transient (that disappears after a short period), intermittent (that
reoccurs periodically), or permanent (that does not correct with time). For the transient and
intermittent errors; re-tries and re-execution might be successful, whereas for permanent errors,
the processor must halt and report error.

• Multiple Execution States: It is important to determine the number of and nature of the execution
states enforced by the processor. This helps auditors to determine which user processes will be
able to carry out unauthorized activities, such as gaining access to sensitive data maintained in
memory regions assigned to the operating system or other user processes.

• Timing Controls: An operating system might get stuck in an infinite loop. In the absence of any
control, the program will retain use of processor and prevent other programs from undertaking
their work.

• Component Replication: In some cases, processor failure can result in significant losses. Redundant
processors allow errors to be detected and corrected. If processor failure is permanent in
multicomputer or multiprocessor architectures, the system might reconfigure itself to isolate the
failed processor.

Q-45 Data Mining is commonly applied in banking industry to credit ratings and to intelligent anti-fraud
systems to analyze transactions, card transactions, purchasing patterns and customer financial data
etc. The process of Data Mining involves sequential execution of steps for its implementation. Discuss
the steps involved in this process.

Ans. The steps involved in the Data Mining process are as follows:
a. Data Integration: Firstly, the data are collected and integrated from all the different sources

which could be flat files, relational database, data warehouse or web etc.
b. Data Selection: It may be possible that all the data collected may not be required in the first step.

So, in this step we select only those data which we think is useful for data mining.
c. Data Cleaning: The data that is collected are not clean and may contain errors, missing values,

noisy or inconsistent data. Thus, we need to apply different techniques to get rid of such anomalies.
d. Data Transformation: The data even after cleaning are not ready for mining as it needs to be

transformed into an appropriate form for mining using different techniques like - smoothing,
aggregation, normalization etc.
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e. Data Mining: In this, various data mining techniques are applied on the data to discover the
interesting patterns. Techniques like clustering and association analysis are among the many
different techniques used for data mining.

f. Pattern Evaluation and Knowledge Presentation: This step involves visualization, transformation,
removing redundant patterns etc. from the patterns we generated.

g. Decisions / Use of Discovered Knowledge: This step helps user to make use of the knowledge
acquired to take better informed decisions.

Q-46 Due to absence of Logical Access Controls in XYZ Limited; the company’s security mechanism got attacked
by a Logical Access Violator Mr. X leading to potential loss resulting in total shutdown of the computer
functions of the company. Discuss the categories under which the Logical Access Violator Mr. X may fall
into.

Ans. The Categories under which the logical Access Violator Mr. X may fall into are as follow:
• Hackers: Hackers try their best to overcome restrictions to prove their ability. Ethical hackers most

likely never try to misuse the computer intentionally but assists in finding the weaknesses in the
system;

• Employees (authorized or unauthorized);
• IS Personnel: They have easiest to access to computerized information since they come across to

information during discharging their duties. Segregation of duties and supervision help to reduce
the logical access violations;

• Former Employees: should be cautious of former employees who have left the organization on
unfavorable terms;

• End Users; Interested or Educated Outsiders; Competitors; Foreigners; Organized Criminals;
Crackers; Part-time and Temporary Personnel; Vendors and consultants; and Accidental Ignorant
– Violation done unknowingly.

Q-47 Information System’s Control affects the working environment of an organization and are classified
based on various factors like the objective of controls, the physical and logical security of resources
etc. Describe the category of IS controls based on their objectives with examples.

Ans. The classification of controls of Information System based on their objectives is as under:
(i) Preventive Controls: These controls prevent errors, omissions, or security incidents from occurring.

They are basically proactive in nature. Examples include simple data-entry edits that block
alphabetic characters from being entered in numeric fields, access controls that protect sensitive
data/ system resources from unauthorized people, and complex and dynamic technical controls
such as antivirus software, firewalls, and intrusion prevention systems. In other words, Preventive
Controls are those inputs, which are designed to prevent an error, omission or malicious act
occurring. Any control can be implemented in both manual and computerized environment for
the same purpose. Only, the implementation methodology may differ from one environment to
the other.

(ii) Detective Controls: These controls are designed to detect errors, omissions or malicious acts that
occur and report the occurrence. Detective Controls detect errors or incidents that elude
preventive controls. They are basically investigative in nature. For example, a detective control
may identify account numbers of inactive accounts or accounts that have been flagged for
monitoring of suspicious activities.
Detective controls can also include monitoring and analysis to uncover activitie s or events that
exceed authorized limits or violate known patterns in data that may indicate improper
manipulation. For sensitive electronic communications, detective controls can indicate that a
message has been corrupted or the sender’s secure identification cannot be authenticated.
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(iii) Corrective Controls: It is desirable to correct errors, omissions, or incidents once they have been
detected. They are reactive in nature. They vary from simple correction of data-entry errors, to
identifying and removing unauthorized users or software from systems or networks to recovery
from incidents, disruptions, or disasters. Generally, it is most efficient to prevent errors or detect
them as close as possible to their source to simplify correction. These corrective processes also
should be subject to preventive and detective controls because they represent  another
opportunity for errors, omissions, or falsification. Corrective controls are designed to reduce the
impact or correct an error once it has been detected.

Q-48 In an organization, the Database Controls are used within an application software to maintain the
integrity of data and prevent any data integrity violations. Discuss various controls under Database
Controls to achieve this objective.

Ans. Various controls under Database Controls of an application software are as follows:
(a) Access Controls: These controls in database subsystem seek to prevent unauthorized access to

and use of the data. A security policy has to be specified followed by choosing an access control
mechanism that will enforce the policy chosen. If database is replicated, the same access control
rules must be enforced by access control mechanism at each site.

(b) Integrity Controls: These are required to ensure that the accuracy, completeness, and uniqueness
of instances used within the data or conceptual modeling are maintained. Integrity Constraints
are established to specify the type of relationship and consistency among rows (tuple) in
relationship.

(c) Application Software Controls: When application software acts as an interface to interact between
the user and the database, the DBMS depends on application software to pass across a correct
sequence of commands and update parameters so that appropriate actions can be taken when
certain types of exception condition arise.
This is achieved through Update Controls that ensure that changes to the database reflect changes
to the real-world entities and associations between entities that data in the database is supposed
to represent and Report Controls that identify errors or irregularities that may have occurred
when the database has been updated.

(d) Concurrency Controls: These are required to address the situation that arises either due to
simultaneous access to the same database or due to deadlock.

(e) Cryptographic Controls: These controls can be well used for protecting the integrity of data stored
in the database using block encryption.

(f) File Handling Controls: These controls are used to prevent accidental destruction of data contained
on a storage medium. These are exercised by hardware, software, and the operators or users who
load/unload storage media.

(g) Audit Trail Controls: The audit trail maintains the chronology of events that occur either to the
database definition or the database itself.

Q-49 Distinguish between Connection Oriented and Connectionless Networks.
Ans. Difference between Connection Oriented Networks and Connectionless Networks are as follows:

Connection Oriented Networks Connectionless Networks
It refers to the computer network It refers to the computer network where no prior
wherein a connection is first connection is made before data exchanges.
established between the sender and Data which is being exchanged in fact has a
the receiver and then data is complete contact information of recipient and at
exchanged. each intermediate destination, it is decided how

to proceed further.
For example - telephone networks. For example - postal networks.
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Q-50 XYZ Ltd. is a data collection company that assists its clients in providing the data of engineering aspirants
nationwide from a variety of carefully vetted sources. The company needs to implement various Data
Resource Management Controls to maintain data integrity in data repository systems so as to enhance
reliability of data and application systems. Discuss in detail various controls that are required to be
implemented for the same.

Ans. The Data Resource Management control activities that are involved in maintaining data integrity are as
under:
(i) Definition Controls: These controls are placed to ensure that the database always corresponds

and comply with its definition standards.
(ii) Existence/Backup Controls: These controls ensure the existence of the database by establishing

backup and recovery procedures. Backup refers to making copies of the data so that these additional
copies may be used to restore the original data after a data loss.
Backup controls ensure the availability of system in the event of data loss due to unauthorized
access, equipment failure or physical disaster; the organization can retrieve its files and databases.
Various backup strategies like dual recording of data; periodic dumping of data; logging input
transactions and changes to the data may be used.

(iii) Access Controls: These controls are designed to prevent unauthorized individual from viewing,
retrieving, computing, or destroying the entity's data. User Access Controls are established through
passwords, tokens and biometric controls; and Data Encryption controls are established by keeping
the data in database in encrypted form.

(iv) Update Controls: These controls restrict update of the database to authorized users in two ways
either by permitting only addition of data to the database or allowing users to change or delete
existing data.

(v) Concurrency Controls: These controls provide solutions, agreed-upon schedules, and strategies
to overcome the data integrity problems that may arise when two update processes access the
same data item at the same time.

(vi) Quality Controls: These controls ensure the accuracy, completeness, and consistency of data
maintained in the database. This may include traditional measures such as program validation of
input data and batch controls over data in transit through the organization.

Q-51 Mention various controls under the Application Control Framework of Information Systems.
Ans. Various Controls under the Application Control Framework of Information Systems are as follows:

• Boundary Control
• Input Control
• Processing Control
• Database Control
• Output Control
• Communication Control

Q-52 ABC Ltd. is a coaching institute with its three branches in Delhi/NCR that provides coaching to
engineering aspirants for various competitive examinations. The Institute wishes to develop an IT
setup to initiate online coaching and assessment tests. To attain its objective, ABC Ltd.
approaches an IT based company named KK Software Ltd. to develop the proposed system for them.
Discuss in detail the activities that the Systems Development Management team of KK Software Ltd.
would perform to develop the proposed system for ABC Ltd.
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Ans. The activities that the Systems Development Management team of KK Software would perform to
develop the proposed system for ABC Ltd. are as follows:
(i) Problem definition and Feasibility assessment: Information Systems can be developed to help

resolve problems or to take advantage of opportunities. All the stakeholders must reach to
agreement on the problem and should understand the possible threats associated with possible
solutions/systems related to asset safeguarding, data integrity, system effectiveness, and system
efficiency. The feasibility assessment is done to obtain a commitment to change and to evaluate
whether cost-effective solutions are available to address the problem or opportunity that has
been identified. All solutions must be properly and formally authorized to ensure their economic
justification and feasibility. This requires that each new solution request be submitted in written
form by stakeholders to systems professionals who have both the expertise and authority to
evaluate and approve (or reject) the request.

(ii) Analysis of existing system: Designers need to analyze the existing system that involves two
major tasks:
• Studying the existing organizational history, structure, and culture to gain an understanding

of the social and task systems in place, the ways these systems are coupled, and the
willingness if stakeholders to change.

• Studying the existing product and information flows as the proposed system will be based
primarily on current product and information flows. The designers need to understand the
strengths and weaknesses of existing product to determine the new system requirements
and the extent of change required.

(iii) Information Processing System design: This phase involves following activities:
• Elicitation of detailed requirements: Either ask the stakeholders for their requirement in

case they are aware about it or discover the requirement through analysis and
experimentation in case stakeholders are uncertain about their need.

• Design of data/information flow: The designers shall determine the flow of data/information
and transformation points, the frequency and timing of the data and information flows and
the extent to which data and information flows will be formalized.
Tools such as Data Flow Diagram (DFD) can be used for this purpose.

• Design of Database and user interface: Design of database involves determining its scope
and structure whereas the design of user interface determines the ways in which users
interact with a system.

• Physical design: This involves breaking up the logical design into units which in turn can be
decomposed further into implementation units such as programs and modules.

• Design of the hardware/software platform: In case the hardware and software platforms are
not available in the organization, the new platforms are required to be designed to support
the proposed system.

 (iv) Hardware/Software acquisition and procedures development: To purchase the new application
system or hardware, a request for a proposal must be prepared, vendor proposals are sought, and
final decisions is made based on evaluation. During procedures development, designers specify
the activities that users must undertake to support the ongoing operation of the system and to
obtain useful output.

(v) Acceptance Testing and Conversion: Acceptance Testing is carried out to identify errors or
deficiencies in the system prior to its final release into production use. The conversion phase
comprises the activities undertaken to place the new system in operation.
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(vi) Operation and Maintenance: In this phase, the new system is run as a production system and
periodically modified to better meet its objectives. A formal process is required to identify and
record the need for changes to a system and to authorize and control the implementation of
needed changes. The maintenance activities associated with these systems need to be approved
and monitored carefully.

Q-53 Data in each business is considered as a unique resource and therefore its security is a primary concern
for organizations as various risks are associated with it. Briefly discuss the Asynchronous attacks that
fall under Data related risks.

Ans. The Asynchronous attacks of automated environment that fall under Data Related Risks are of following
types:
• Data Leakage: This involves leaking information out of the computer by means of dumping files to

paper or stealing computer reports and tape.
• Subversive Attacks: These can provide intruders with important information about messages

being transmitted and the intruder may attempt to violate the integrity of some components in
the sub-system.

• Wire-Tapping: This involves spying on information being transmitted over communication
network.

• Piggybacking: This is the act of following an authorized person through a secured door or
electronically attaching to an authorized telecommunication link that intercepts and alters
transmissions. This involves intercepting communication between the operating system and the
user and modifying them or substituting new messages.

MULTIPLE CHOICE QUESTIONS

1. Mr. A is an auditor of a company XYZ Ltd. While evaluating controls over ERP systems, Mr. A used certain
operational controls under ____________ which are administered through the computer center/
computer operations group and the built-in operating system controls. Which of the following controls
he is working on?
(a) Environmental Controls (b) Application controls
(c) Management Controls (d) Audit Controls

2.  Mr. X is the Sales manager of the company. The chief sales head wants to evaluate an annual sale made
by sales revenue of company’s branches in different regions. Mr. X is preparing the sheets using
computer software. Which of the following software he may be working on?
(a) Application software (b) Operating Systems Software
(c) System Software (d) Asset Management Software

3. A Database Model is a type of data model that determines the logical structure of a database and
fundamentally determines in which manner data can be stored, organized and manipulated. Which of
the following database model stores and organizes data in a table structure?
(a) Network data model (b) Hierarchical data model
(c) Object oriented database model (d) Relational database model

4. A  new system  has been  developed  that  ensures  that  as  soon  as  inventory  level  goes  below re -
order  level  in INVENT ORY  SYST EM, a purchase requisition is generated  from PURCHASE  SYST EM.
Which testing  method shall be best suited to check whether the two  systems  are working properly?
(a) Unit Testing (b) Program Testing
(c) Integration  Testing (d) Whole-of-Program  Testing
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5. In computer networking,  best example of a device working on HALF DUPLEX transmission mode is ___.
(a) Radio (b) Television
(c) Mobile (d) Walkie - T alkie

6. Database is a collection of Data. Various database models are used. The database models having usinga
primary key is ___________.
(a) OODBMS (b) RDBMS
(c) Network Database Model (d) Hierarchical Database Model

7. Mr. A visited an e-commerce website and placed an order for a pair of shoes. He madehis payment of ‘
2,000 through credit card and received a confirmation mail on hisregistered email-id. With respect to
e-commerce architecture, which layer of the softwareis he working on?
(a) Database Layer (b) Application Layer
(c) Presentation Layer (d) Client Layer

8. While doing a concurrent audit in a bank, Mr. X noticed that some changes have beenmade to advance
master data files of the database. He uses an audit technique toidentify such suspicious transactions.
This technique shall be defined as ___________.
(a) Continuous and Intermittent Simulation (CIS)
(b) System Control Audit Review File (SCARF)
(c) Audit Hook
(d) Integrated Test Facility (ITF)

9. Under Asynchronous attacks in a telecommunication network system, _______involves spying on
information being transmitted over communication network.
(a) Wire-tapping (b) Data Leakage
(c) Subversive Attacks (d) Piggybacking

10. The Top management of  cooperative society  raised its concern over an  issue related to conflict of
sharing of common resources in  network  between its two  branches. Select the terminology referring
to the above concern .
(a) Resilience (b) Contention
(c) Bandwidth (d) Routing

11. Identify from the following controls of Information System that deals with organization’s policies,
procedure and planning.
(a) Management Controls (b) Environmental Controls
(c) Access Controls (d) Physical Controls

12. Logical Access Controls are used to mitigate the effect of asynchronous attacks that make use of timing
difference between the time when data is inputted to the system and the time when it gets processed
by the system. Which of the following does not fall under the category of asynchronous attacks?
(a) Spoofing (b) Piggybacking (c) Wire-tapping (d) Data Leakage

13. Mr. Amit is appointed as an IS auditor by GH Financial services. He uses continuous audit techniques to
check whether the accounting systems of the company restricts the cash payment in excess of ` 50,000/
- or not. He enters a dummy entity in the application file to test this condition. Which of the following
continuous audit technique is being used by Mr. Amit for this audit?
(a) Snapshot (b) Integrated Test Facility
(c) Continuous and Intermittent Simulation (d) System Control Audit Review File
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Case Scenario - 1
Fit&Fine is one of the renowned gymnasium in South Delhi established in 2016. The gym is very famous for
its health services, latest equipment, cordial environment, and experts. The Fit&Fine gym management has
excellent arrangement for its customers as well as employees. A Dietician and a physician are also associated
with gym during the gym timings of 5:00 am to 10:00 pm all days.
On the occasion of Diwali in 2019, the gym also launched an online Fit&Fine Gym Aggregator service application
to reach out and get connected to more customers through various gyms located in West and North Delhi.
For its new e-business as online gym aggregator, Fit&Fine entered into various electronic agreements with
many other gyms in West Delhi and North Delhi prescribing the specific terms and conditions of the
agreement. All these gyms associated with Fit&Fine are required to provide fitness related best services to
its customers.
The services of various associated gyms can be availed by the customers either through the Gym Aggregator
service application or through physical visit at the registered gyms in the app by paying onetime membership
fees of ‘ 3000 and gets unique membership id and PIN number to avail the facilities. A member can either
book for his/her physical visit or online session with any of these registered gyms associated with Fit&Fine
using the membership id.
1. Fit&Fine gym provides Unique Id and PIN number as an access control mechanism to its customers to

avail the facilities provide through Gym aggregator service app. From the following controls, identify
the Application control under which this specific access control mechanism falls.
(a) Physical Control (b) Boundary Control
(c)  Communication Control (d) Management Control

Case Scenario - 2
Sweet & Sour is an established food chain with five branches at different locations within Delhi. In 2018, the
management decided to start a tiffin services with 24x7 availability on regular basis. To do so, they decided
to acquire a software which would be an online assistant to its customers by providing them a complete
detail about their services. The Management asked its manager to present them a report mentioning the
benefits, risks, control objectives and above all highlighting any changes that are required in the working of
food chain.
The management settled on a plan to benefit all its customers by providing them discounted coupons in
case they recommend their services to others and customer ensuring to provide the food chain of three new
customers. Also, the management decided for a centralized billing system that mandatorily requires
customer’s name and phone number to be filled for each bill that system generates. To maintain these
necessary details of its customers, the data management team of Sweet & Sour implemented major changes
in the database design of its billing software. Subsequently, the security and database maintenance has
become essential to protect the system against any unlawful activity as the database now contains the
personal details of its customers.
1. The data management team of Sweet & Sour food chain was working to implement changes in database

design of its billing software. Which of the following person will carry out routine data maintenance
and monitor this task?
(a) Database Administrator (b) Database Architect

(c) Database Analyst (d) Database Advisor
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Q-1 Define “Digital Library”.
Ans. Digital Library: A Digital Library is a special library with a focused collection of digital objects that can

include text, visual material, audio material, video material, stored as electronic media formats, along
with means for organizing, storing, and retrieving the files and media contained in the library collection.
Digital  libraries  can  vary  immensely  in  size  and  scope,  and  can  be  maintained  by individuals,
organizations, or affiliated with established physical library bui ldings or institutions, or with  academic
institutions.  The  digital  content  may  be  stored  locally,  or  accessed  remotely  via computer
networks. An electronic library is a type of information retrieval system.

Q-2 Recognize  the  application  areas  where  the  concept  of  Internet  of  Things  (IoT)  has  been
implemented.

Ans. Some of the application areas of Internet of Things (IoT) are as follows:
I. All home appliances to be connected and that shall create a virtual home.

• Home owners can keep track of all activities in house through their hand-held devices.
• Home security CCTV is also monitored through hand held devices.

II. Office machines shall be connected through net.
• Human resource managers shall be able to see how many people have had a cup of coffee

from vending machine and how many are present.
• How many printouts are being generated through office printer?

III. Governments can keep track of resource utilizations / extra support needed.
• Under SWACHH mission government can tag all dustbins with IOT sensors. They (dustbins)

generate  a  message  once  they  are  full.  Being  connected  to  wi-fi,  they  can  intimate  the
cleaning supervisor of Municipal Corporation so that BIN can be emptied.

Q-3 Ms.  Y  is  using  Google  Apps  through  which  she  can  access  any  application,  service  and  data storage
facilities  on  the  Internet  and  pay  as -per-usage.  Analyze  which  computing  model  is providing her
these facilities. Also, determine the model’s key characteristics.

Ans. Cloud computing model provides the facility to access shared resources and common infrastructure
offering services on demand over the network to perform operations that meet changing business
needs. Thus, we can say that Ms. Y is using the Cloud Computing model which allows her to use many
computing resources as a service through networks, typically the Internet.
Some of the key characteristics of Cloud Computing are as follows:
• Elasticity  and  Scalability:  Cloud  computing  gives  us  the  ability  to  expand  and  reduce resources

according  to  the  specific  service  requirement.  For  example,  we  may  need  many server
resources  for  the  duration  of  a  specific  task.  We  can  then  release  these  server resources after
we complete our task.

CHAPTER-4
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• Pay-per-Use: We pay for cloud services only when we use them, either for the short term (for
example, for CPU time) or for a longer duration (for example, for cloud -based storage or vault
services).

• On-demand:  Because  we  invoke  cloud  services  only  when  we  need  them,  they  are  not
permanent  parts  of  the  IT  infrastructure.  This  is  a  significant  advantage  for  cloud  use  as
opposed  to  internal  IT  services.  With  cloud  services,  there  is  no  need  to  have  dedicated
resources waiting to be used, as is the case with internal services.

• Resiliency:  The  resiliency  of  a  cloud  service  offering  can  completely  isolate  the  failure  of
server  and  storage  resources  from  cloud  users.  Work  is  migrated  to        a  different  physical
resource in the cloud with or without user awareness and intervention.

• Multi Tenancy: Public cloud service providers often can host the cloud services for multiple users
within the same infrastructure. Server and storage isolation may be physical or virtual depending
upon the specific user requirements.

• Workload  Movement:  This  characteristic  is  related  to  resiliency  and  cost  considerations. Here,
cloud-computing providers can migrate workloads across servers both inside the data center and
across data centers (even in a different geographic area). This migration might be necessitated by
cost  (less  expensive to  run a  workload in  a  data  centre  in another  country based  on  time  of
day  or  power  requirements)  or  efficiency  considerations  (for  example, network  bandwidth).
A  third  reason  could  be  regulatory  considerations  for  certain  types  of workloads.

Q-4 Define “Payment Gateway”.
Ans. Payment Gateway: It defines the payment mode through which customers shall make payments.

Payment gateway represents the way e-commerce / m-commerce vendors collects their payments.
The payment gateway is another critical component of e-commerce set up. These are the last and most
critical part of e-commerce transactions. These assures seller of receipt of payment from buyer of
goods / services from e-commerce vendors. Presently numerous methods of payments by buyers to
sellers are being used including Credit / Debit Card Payments, Online bank payments, Vendors own
payment wallet, Third Party Payment wallets, like SBI BUDDY or PAYTM, Cash on Delivery (COD) and
Unified Payments Interface (UPI).

Q-5 Identify the risks that are associated with Bring Your Own Device (BYOD) programs.
Ans. The risks associated with Bring Your Own Device (BYOD) can be classified into four areas as below:

• Network Risks: It is normally exemplified and hidden in ‘Lack of Device Visibility’. When company-
owned devices are used by all employees within an organization, the organization’s IT practice
has complete visibility of the devices connected to the network. This helps to analyze traffic and
data exchanged over the Internet. As BYOD permits employees to carry their own devices (smart
phones, laptops for business use), the IT practice team is unaware about the number of devices
being connected to the network. As network visibility is of high importance, this lack of visibility
can be hazardous. For example, if a virus hits the network and all the devices connected to the
network need be scanned, it is probable that some of the devices would miss out on this routine
scan operation.

• Device Risks: It is normally exemplified and hidden in ‘Loss of Devices’. A lost or stolen device can
result in an enormous financial and reputational embarrassment to an organization as the device
may hold sensitive corporate information. Data lost from stolen or lost devices ranks as the top
security threats as per the rankings released by Cloud Security Alliance. With easy access to
company emails as well as corporate intranet, company trade secrets can be easily retrieved from
a misplaced device.
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• Application Risks: It is normally exemplified and hidden in ‘Application Viruses and Malware’. A
related report revealed that a majority of employees’ phones and smart devices that were
connected to the corporate network weren’t protected by security software. With an increase in
mobile usage, mobile vulnerabilities have increased concurrently. Organizations are not clear in
deciding that ‘who is responsible for device security – the organization or the user’.

• Implementation Risks: It is normally exemplified and hidden in ‘Weak BYOD Policy’. The effective
implementation of the BYOD program should not only cover the technical issues mentioned
above but also mandate the development of a robust implementation policy. Because corporate
knowledge and data are key assets of an organization, the absence of a strong BYOD policy would
fail to communicate employee expectations, thereby increasing the chances of device misuse. In
addition to this, a weak policy fails to educate the user, thereby increasing vulnerability to the
above-mentioned threats.

Q-6 Prepare a list of the constraints that are required to develop Grid Computing Security.
Ans. To develop security architecture, following constraints are taken from the characteristics of grid

environment and application.
• Single Sign-on: A user should authenticate once and they should be able to acquire resources, use

them, and release them and to communicate internally without any further authentication.
• Protection of Credentials: User passwords, private keys, etc. should be protected.
• Interoperability with local security solutions: Access to local resources should have local security

policy at a local level. Despite of modifying every local resource there is an inter-domain security
server for providing security to local resource.

• Exportability: The code should be exportable i.e. they cannot use a large amount of encryption at
a time. There should be a minimum communication at a time.

• Support for secure group communication: In a communication, there are number of processes
which coordinate their activities. This coordination must be secure and for this there is no such
security policy.

• Support for multiple implementations: There should be a security policy which should provide
security to multiple sources based on public and private key cryptography.

Q-7  Explain the term “Mobile Wallets”.
Ans. Mobile Wallets: It is defined as virtual wallets that stores payment card information on a mobile

device. Mobile Wallets provide a convenient way for a user to make-in-store payments and can be
used that merchants listed with the mobile wallet service providers. There are mobile wallets like
Paytm, Freecharge, Buddy, Mobikwik etc. Some of these are owned by banks and some are owned by
private companies.

Q-8 E-commerce runs through different network-connected systems that can have two types of architecture
namely Two-Tier Architecture and Three – Tier Architecture. Determine the differences between
both.

Ans. Two Tier Client Server: In a Two-tier network, client (user) sends request to Server and the Server
responds to the request by fetching the data from it. The Two-tier architecture is divided into two tiers
- Presentation Tier and Database Tier.
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(i) Presentation Tier (Client Application/Client Tier): This is the interface that allows user to interact
with the e-commerce / m-commerce vendor. User can login to an e-commerce vendor through
this tier. This application also connects to database tier and displays the various products / prices
to customers.

(ii) Database Tier (Data Tier): The product data / price data / customer data and other related data are
kept here. User has not access to data / information at this level but he/she can display all data /
information stored here through application tier.
Three Tier Client Server: Three - Tier architecture is a software design pattern and well - established
software architecture. Its three tiers are the Presentation Tier, Application Tier and Data Tier.
Three-tier architecture is a client-server architecture in which the functional process logic, data
access, computer data storage and user interface are developed and maintained as independent
modules on separate platforms. The three-tier architecture are as follows:

(i) Presentation Tier: Occupies the top level and displays information related to services available
on a website. This tier communicates with other tiers by sending results to the browser and other
tiers in the network.
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(ii) Application Tier: Also, called the Middle Tier, Logic Tier, Business Logic or Logic Tier; this tier is
pulled from the presentation tier. It controls application functionality by performing detailed
processing. In computer software, business logic or domain logic is the part of the program that
encodes the real-world business rules that determine how data can be created, displayed, stored,
and changed.

(iii) Database Tier: This tier houses the database servers where information is stored and retrieved.
Data in this tier is kept independent of application servers or business logic. The Data Tier includes
the data persistence mechanisms (database servers, file shares, etc.) and the data access layer
that encapsulates the persistence mechanisms and exposes the data. The data access layer should
provide an Application Programming Interface (API) to the application tier that exposes methods
of managing the stored data without exposing or creating dependencies on the data storage
mechanisms. Avoiding dependencies on the storage mechanisms allows for updates or changes
without the application tier clients being affected by or even aware of the change.

Q-9 Discuss various Commercial Laws that govern e-Commerce/m-Commerce transactions in India.
Ans. Following commercial laws are applicable to e-commerce and m-commerce transactions in India.

• Income Tax Act, 1961: Income Tax Act, has detailed provisions regarding taxation of income in
India. In respect of e-commerce / m-commerce transactions; the issue of deciding place of origin
transaction for tax purpose is critical.

• Companies Act, 2013: Companies Act, 2013, regulates the corporate sector. The law defines all
regulatory aspects for companies in India. Most of the merchants in e-commerce / m-commerce
business are companies, both private and public.

• Foreign Trade (Development and Regulation) Act, 1992: This is an act to provide for the development
and regulation of foreign trade by facilitating imports into, augmenting exports from India and for
matters connected therewith or incidental thereto.

• The Factories Act, 1948: This is an act to regulate working conditions of workers and extends to the
place of storage as well as transportation. Most of the merchants in e-commerce/m-commerce
business need to comply with provisions of the act.

• The Custom Act, 1962: This act defines import/export of goods/services from India and provides
for levy of appropriate customs duty.

• The Goods and Services Tax Act, 2017 (GST): This Act requires each applicable business, including
e-commerce/m-commerce, to upload each sales and purchase invoice on one central IT
infrastructure, mandating reconciliations of transactions between business, triggering of tax credits
on payments of GST, facilitating filling of e-return s, etc.

• Indian Contract Act, 1872: This act defines constituents of a valid contract. In case of e-commerce/
m-commerce business, it becomes important to define these constituents.

• The Competition Act, 2002: This is a law to regulate practices that may have adverse effect on
competition in India. Competition Commission have been vigilant to ensure that e-commerce/
m-commerce merchants do not engage in predatory practices.

• Foreign Exchange Management Act (FEMA 1999): This law regulates foreign direct investments,
flow of foreign exchange in India and has important implications  for e-commerce/m-commerce
business.

• Consumer Protection Act, 1986: The law to protect consumer rights has been source of most of
litigations for transaction done through e-commerce and mcommerce.
All laws above have same nature of applicability as in a normal commercial transaction.
The fact that transactions are done electronically gives rise to issues which are unique in nature.
Few of issues have been put to rest by court decisions but new issues crop up every day.
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Q-10 The Prime Minister Office of a country X plans to establish specific infrastructure setup with its access
shared amongst members of the group constituting of some selected high-profiled dignitaries and
officers from different ministries. The objective of the group is to carry out certain assignments related
to nation’s security and integrity. Which is the most suitable choice of the cloud under Cloud Computing?
Discuss its advantages and limitations as well.

Ans. The most suitable choice is Community Cloud which is the cloud infrastructure provisioned for exclusive
use by a specific community of consumers from organizations that have shared concerns (eg. mission
security requirements, policy, and compliance considerations). It may be owned, managed, and
operated by one or more of the organizations in the community, a third party or some combination of
them, and it may exist on or off premises. In this, a private cloud is shared between several organizations.
This model is suitable for organizations that cannot afford a private cloud and cannot rely on the public
cloud either.
Advantages of Community Cloud are as follows:
• It allows establishing a low-cost private cloud.
• It allows collaborative work on the cloud.
• It allows sharing of responsibilities among the organizations.
• It has better security than the public cloud.

The limitation of the Community Cloud is that the autonomy of the organization is lost and some
of the security features are not as good as the private cloud. It is not suitable in the cases where
there is no collaboration.

Q-11 Discuss the concept of “Virtualization” and its application areas.
Ans. In computing, Virtualization means to create a virtual version of a device or resource, such as a server,

storage device, network or even an operating system where the framework divides the resource into
one or more execution environments. Virtualization refers to technologies designed to provide a
layer of abstraction between computer hardware systems and the software running on them. By
providing a logical view of computing resources, rather than a physical view; virtualization allows its’
users to manipulate their systems’ operating systems into thinking that a group of servers is a single
pool of computing resources and conversely, allows its users to run multiple operating systems
simultaneously on a single machine. Thus, the core concept of Virtualization lies in Partitioning, which
divides a single physical server into multiple logical servers. For example - Partitioning of a hard drive
is considered virtualization because one drive is partitioned in a way to create two separate hard
drives. Devices, applications and human users can interact with the virtual resource as if it were a real
single logical resource.
Application Areas of Virtualization are as follows:
• Server Consolidation: Virtual machines are used to consolidate many physical servers into fewer

servers, which in turn host virtual machines. Each physical server is reflected as a virtual machine
“guest” residing on a virtual machine host system. This is also known as “Physical-to-Virtual” or
‘P2V’ transformation.

• Disaster Recovery: Virtual machines can be used as “hot standby” environments for physical
production servers. This changes the classical “backup-and-restore” philosophy, by providing
backup images that can “boot” into live virtual machines, capable of taking over workload for a
production server experiencing an outage.

• Testing and Training: Virtualization can give root access to a virtual machine. This can be very
useful such as in kernel development and operating system courses.
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• Portable Applications: Portable applications are needed when running an application from a
removable drive, without installing it on the system’s main disk drive. Virtualization can be used
to encapsulate the application with a redirection layer that stores temporary files, windows
registry entries and other state information in the application’s installation directory and not
within the system’s permanent file system.

• Portable Workspaces: Recent technologies have used virtualization to create portable workspaces
on devices like iPods and USB memory sticks.

Q-12 Though Mobile computing is a versatile and strategic technology that increases information quality
and accessibility, however, it has its own limitations. Analyse them.

Ans. Limitations of Mobile Computing are as follows:
• Insufficient Bandwidth: Mobile Internet access is generally slower than direct cable connections

using technologies such as General Packet Radio Service (GPRS) and Enhanced Data for GSM
(Global System for Mobile Communication), 3G and more recently 4G networks. These networks
are usually available within range of commercial cell phone towers. Higher speed wireless LANs
are inexpensive but have very limited range.

• Security Standards: When working mobile, one is dependent on public networks, requiring careful
use of Virtual Private Network (VPN). Security is a major concern while concerning the mobile
computing standards on the fleet. One can easily attack the VPN through a huge number of
networks interconnected through the line.

• Power consumption: When a power outlet or portable generator is not available, mobile computers
must rely entirely on battery power. Combined with the compact size of many mobile devices,
this often means unusually expensive batteries must be used to obtain the necessary battery life.
Mobile computing should also consider Greener IT in such a way that it saves the power or increases
the battery life.

• Transmission interferences: Weather, terrain, and the range from the nearest signal point can all
interfere with signal reception. Reception in tunnels, some buildings, and rural areas is often
poor.

• Potential health hazards: People who use mobile devices while driving are often distracted from
driving are thus assumed more likely to be involved in traffic accidents. Cell phones may interfere
with sensitive medical devices. There are allegations that cell phone signals may cause health
problems.

• Human interface with device: Screens and keyboards tend to be small, which may make them
hard to use. Alternate input methods such as speech or handwriting recognition require training.

Q-13 E-business benefits individuals, businesses, government and society at large. As a business seller,
analyse the benefits that you would draw from e-business.

Ans. E-businesses benefits individuals, businesses, governments and society at large. As a seller, the benefits
to Business / Sellers are as follows:
• Increased Customer Base: Since the number of people getting online is increasing, which are

creating not only new customers but also retaining the old ones.
• Recurring payments made easy: Each business has number of operations being homogeneous.

Brings in uniformity of scaled operations.
• Instant Transaction: The transactions of e commerce are based on real time processes. This has

made possible to crack number of deals.
• Provides a dynamic market: Since there are several players, providing a dynamic market which

enhances quality and business.
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• Reduction in costs:
o To buyers from increased competition in procurement as more suppliers are able to compete

in an electronically open marketplace.
o To suppliers by electronically accessing on-line databases of bid opportunities, online abilities

to submit bids, and on-line review of rewards.
o In overhead costs through uniformity, automation, and large-scale integration of management

processes.
o Advertising costs.

• Efficiency improvement dueto:
o Reduction in time to complete business transactions, particularly from delivery to payment.
o Reduction in errors, time, for information processing by eliminating requirements for re-

entering data.
o 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.

• Creation of new markets: This is done through the ability to easily and cheaply reach potential
customers.

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

• Better quality of goods: As standardized specifications and competition have increased and
improved variety of goods through expanded markets and the ability to produce customized
goods.

• Elimination of Time Delays: Faster time to market as business processes are linked, thus enabling
seamless processing and eliminating time delays.

Q-14 As an IT consultant, advise some tips to an aspiring e-commerce vendor so that his business can be
protected from intrusion.

Ans. Tips to protect any e-Commerce business from intrusion are as follows:
• Viruses: Check your website daily for viruses, the presence of which can result in the loss of

valuable data.
• Hackers: Use software packages to carry out regular assessments of how vulnerable your website

is to hackers.
• Passwords: Ensure employees change these regularly and that passwords set by former employees

of your organization are defunct.
• Regular software updates: Your site should always be up to date with the newest versions of

security software. If you fail to do this, you leave your website vulnerable to attack.
• Sensitive data: Consider encrypting financial information and other confidential data (using

encryption software). Hackers or third parties will not be able to access encrypted data without a
key. This is particularly relevant for any e-Commerce sites that use a shopping cart system.

• Know the details of your payment service provider contract.
Q-15 A customer X intends to place an order for an electric cooker on an online portal ABC.com. With the

help of the diagram, determine the general workflow of the ECommerce transaction that will take
place.

Ans. The work flow Diagram for any E-Commerce transaction is as follows:
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Description of E-Commerce Work Flow Diagram is as follows:
Step 1 - Customers Login: Few e-commerce merchants may allow same transactions to be done through
phone, but the basic information flow is e-mode.
Step 2 - Product / Service: Customer selects products / services from available options.
Step 3 - Customer Places: Order is placed for selected product / service by customer.
This step leads to next important activity ‘Payment Gateway’.
Step 4 - Payment Gateway: Customer selects the payment method. In case payment methods is other
than Cash on Delivery (COD), the merchant gets the update from payment gateway about payment
realization from customer. In case of COD, ecommerce vendor may do an additional check to validate
customer.
Step 5 - Dispatch and Shipping Process: This process may be executed at two different ends. First if
product / service inventory is managed by e-commerce vendor, then dispatch shall be initiated at
merchant warehouse. Second, many e-commerce merchants allow third party vendors to sale through
merchant websites.
Step 6 - Delivery Tracking: Another key element denoting success of e-commerce business is timely
delivery. Merchants keep a track of this. All merchants have provided their delivery staff with hand
held devices, where the product / service delivery to customers are immediately updated.
Step 7 - COD Tracking: In case products are sold on COD payment mode, merchants need to have
additional check on matching delivery with payments.

Q-16 Write any two application areas of Internet of Things (IOT).
Ans. Some of the applications area of Internet of Things (IoT) are as follows:

• All home appliances to be connected and that shall create a virtual home.
o Home owners can keep track of all activities in house through their hand-held devices.
o Home security CCTV is also monitored through hand held devices.

• Office machines shall be connected through internet.
o Human resource managers shall be able to see how many people have had a cup of coffee

from vending machine and how many are present.
o How many printouts are being generated through office printer?

• Governments can keep track of resource utilizations/extra support needed. For example- under
SWACHH mission, government can tag all dustbins with IoT sensors.
They (dustbins) generate a message once they are full. Being connected to wi-fi, they can intimate
the cleaning supervisor of Municipal Corporation so that BIN can be emptied.
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• As a research study, individuals have got themselves implanted with electronic chips in their
bodies. This chip allows him/her to connect to home/office wi-fi. Once connected person can
enter home/office and perform designated function. This chip becomes individual’s authentication
token.

• Washing machines with Wi-Fi networking capabilities can connect themselves to home Wi-Fi.
Once these machines are so connected they can be controlled through machine manufacturer
mobile APP from anywhere in the world.

• India’s living legend of cricket appearing in an Advertisement for water purifier informs that, the
water purifier is Wi-Fi enabled. When the purifying agents deplete in the machine, it connects to
home Wi-Fi and informs the service agents of the company.

Q-17 Subsequent to demonetization, one of your elderly neighbour, who was using traditional digital
methods of making payments like cards, net banking etc., asked for your help to know about the
various new methods of Digital Payments. Identify and explain various new methods of Digital Payments
for him.

Ans. Some of the new methods of Digital Payments are as follows:
• Unified Payment Interface (UPI) Apps
• Immediate Payment Service (IMPS)
• BHIM (Bharat Interface for Money) - Mobile App
• Mobile Wallets
• Aadhar Enabled Payment Service(AEPS)
• Unstructured Supplementary Service Data(USSD)
The explanation of these Digital Payments is as follows:
(i) Unified Payment Interface (UPI): UPI is a payment mode which is used to make fund transfers

through the mobile app. UPI App is a system that powers multiple bank accounts of participating
banks, several banking services features like fund transfer, and merchant payments in a single
mobile application. User can transfer funds between two accounts using UPI Apps. User must
register for mobile banking to use UPI apps.

(ii) Immediate Payment Service (IMPS): It is an instant interbank electronic fund transfer service
through mobile phones. It is also being extended through other channels such as ATM, Internet
Banking, etc.

(iii) Mobile Apps: BHIM (Bharat Interface for Money) is a Mobile App developed by National Payments
Corporation of India (NPCI) based on UPI (Unified Payment Interface). It facilitates e-payments
directly through banks and supports all Indian banks which use that platform. It is built on the
Immediate Payment Service infrastructure and allows the user to instantly transfer money
between the bank accounts of any two parties. BHIM works on all mobile devices and enables
users to send or receive money to other UPI payment addresses.

(iv) Mobile Wallets: It is defined as Virtual wallets that stores payment card information on a mobile
device. Mobile Wallets provide a convenient way for a user to make-in-store payments and can
be used that merchants listed with the mobile wallet service providers. There are mobile wallets
like Paytm, Freecharge, Buddy, Mobikwik etc. Some of these are owned by banks and some are
owned by private companies.

(v) Aadhar Enabled Payment Service(AEPS): AEPS is an Aadhaar based digital payment mode. Customer
needs only his or her Aadhaar number to pay to any merchant. AEPS allows bank to bank transactions
which means the money that you pay will be deducted from your account and credited to the
payee’s account directly. Customers will need to link their AADHAR numbers to their bank accounts.
APES once launched can be used at POS terminals also.
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(vi) Unstructured Supplementary Service Data(USSD): A revolutionary idea, where to make payments
through mobiles there is neither need for internet nor any smart phone. USSD banking or *99#
Banking is a mobile banking based digital payment mode. User does not need to have a smartphone
or internet connection to use USSD banking. S/he can easily use it with any normal feature phone.
USSD banking is as easy as checking of mobile balance. S/he can use this service for many financial
and non-financial operations such as checking balance, sending money, changing Mobile Banking
Personal Identification number (MPIN) and getting Mobile Money Identifier (MMID).

Q-18 Discuss various application areas of ‘Virtualization’.
Ans. Various application areas of Virtualization are as follows:

• Server Consolidation: Virtual machines are used to consolidate many physical servers into fewer
servers, which in turn host virtual machines. Each physical server is reflected as a virtual machine
“guest” residing on a virtual machine host system. This is also known as “Physical-to-Virtual” or
‘P2V’ transformation.

• Disaster Recovery: Virtual machines can be used as “hot standby” environments for physical
production servers. This changes the classical “backup-and-restore” philosophy, by providing
backup images that can “boot” into live virtual machines, capable of taking over workload for a
production server experiencing an outage.

• Testing and Training: Virtualization can give root access to a virtual machine. This can be very
useful such as in kernel development and operating system courses.

• Portable Applications: Portable applications are needed when running an application from a
removable drive, without installing it on the system’s main disk drive. Virtualization can be used
to encapsulate the application with a redirection layer that stores temporary files, windows
registry entries and other state information in the application’s installation directory and not
within the system’s permanent file system.

• Portable Workspaces: Recent technologies have used virtualization to create portable workspaces
on devices like iPods and USB memory sticks.

Q-19 Write a note on : Internet of Things (IoT)
Ans. Internet of Things (IoT): IoT is a system of interrelated computing devices, mechanical and digital

machines, objects, animals or people that are provided with unique identifiers and the ability to
transfer data over a network without requiring human-to-human or human- to-computer interaction.
For example: Washing machines with Wi-Fi networking capabilities can connect themselves to home
Wi-Fi. Once these machines are so connected, they can be controlled through machine manufacturer
mobile app from anywhere in the world.

Q-20 Explain various Control Objectives of e-commerce or m-commerce.
Ans. Various Control Objectives of e-Commerce or m-Commerce are as follows:

• Prevent organizational costs of data Loss: Data is a critical resource of an organization for its
present and future process and its ability to adapt and survive in a changing environment.

• Prevent loss from incorrect decision making: Management and operational controls taken by
managers involve detection, investigations and correction of out-ofcontrol processes. These high-
level decisions require accurate data to make quality decision rules.

• Prevent loss of Computer Hardware, Software and Personnel: These are critical resources of an
organization which has a credible impact on its infrastructure and business competitiveness.

• Prevent from high costs of computer Error: In a computerized enterprise environment where
many critical business processes are performed, a data error during entry or process would cause
great damage.
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• Safeguard assets from un-authorized access: The information system assets (hardware, software,
data files etc.) must be protected by a system of internal controls from unauthorized access.

• Ensure data integrity: The importance to maintain integrity of data of an organization depends on
the value of information, the extent of access to the information and the value of data to the
business from the perspective of the decision maker, competition and the market environment.

• System Effectiveness Objectives: Effectiveness of a system is evaluated by auditing the
characteristics and objective of the system to meet substantial user requirements.

• System Efficiency Objectives: To optimize the use of various information system resources
(machine time, peripherals, system software and labour) along with the impact on its computing
environment.

Q-21 Describe the term ‘Digital Library’.
Ans. Digital Library: A Digital Library is a special library with a focused collection of digital objects that can

include text, visual material, audio material, video material, stored as electronic media formats, along
with means for organizing, storing, and retrieving the files and media contained in the library collection.
Digital libraries can vary immensely in size and scope, and can be maintained by individuals,
organizations, or affiliated with established physical library buildings or institutions, or with academic
institutions. The digital content may be stored locally, or accessed remotely via computer networks.
An electronic library is a type of information retrieval system.

Q-22 DEF is a car battery manufacturing company which intends to provide online business to its customers.
Briefly explain various components  involved in any   e-Commerce transaction.

Ans. Various components of e-Commerce transaction  are as follows:
(i) User:  This may  be individual / organization or anybody using the e -commerce platforms. As e-

commerce, has made procurement easy and simple, just on a click of button,  e-commerce vendors
need  to ensure that their products are not delivered to wrong users .

(ii) E-commerce  Vendors:  This is the organization / entity providing the user, goods/ services asked
for. E-commerce vendors further needs to ensure  Suppliers and Supply Chain Management,
Warehouse operations,  Shipping and returns,  e-Commerce catalogue and product displa y,
Marketing and loyalty programs, Showroom and offline purchase,  different  ordering Methods,
Guarantees , Privacy Policy and Security etc. for better, effective and efficient transaction.

(iii) Technology Infrastructure: The computers, servers, database, m obile apps, digital libraries, data
interchange enabling the e -commerce transactions
• Computers, Servers and Database:  These are the backbone for the success of the venture.

Big e-commerce organization invest huge amount of money/time in creating these systems.
• Mobile Apps:  A mobile app is a software application programmed to run specifically on a

mobile device. Smartphone’s and tablets have become a dominant form of computing, with
many more smartphones being sold than personal computers.

• Digital Library:  A Digital Library is a special library with a focused collection of digital objects
that can include text, visual material, audio material, video material, stored as electronic
media formats ,  along with means for organizing, storing, and retrieving the f iles and media
contained in the library collection.

• Data Interchange:  Data Interchange  is an electronic communication of data. For ensuring
the correctness of data interchange between multiple players in e-commerce, business
specific protocols are being u sed. There are defined standards to ensure seamless / exact
communication in e -commerce.
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(iv) Internet/Network:  This is the key to success of e-commerce transactions.   Internet connectivity
is important for any e -commerce transactions to go through. The fas ter net connectivity leads to
better e -commerce. At a global level, it is linked to the countries capability to create a high -
speed network.

(v) Web portal:  This shall provide the interface through which an individual/organization shall perform
e-commerce transactions.  Web  Portal  is  an  application through which user interacts with the e
-commerce vendor. The front end through which user interacts for an e-commerce transaction.
These web portals can be accessed through desktops/laptops/PDA/hand -held computing devices/
mobiles and now through smart TVs also.

(vi) Payment Gateway:  Payment gateway represents the way e-commerce vendors collects their
payments. These assures seller of receipt of payment from buyer of goods/services from e-
commerce vendors. Presently numerous methods of payments by buyers to sellers are being
used, including Credit / Debit Card Payments, Online bank payments, Vendors own payment
wallet, Third Party Payment wallets, Cash on Delivery (CoD) and Unified Payments Interface
(UPI).

Q-23 ABC university wants to conduct online exams for  its  different courses  for which a  contract  is given
to  vendor XYZ. The  vendor  provides computing resources such as processing power, memory, storage,
and networks  to ABC university users  to run th eir online exam  application on-demand.  Identify the
Service Model of Cloud Computing  that vendor XYZ is providing to ABC university  and also describe its
characteristics.

Ans. The Service Model provided by  vendor  XYZ to ABC university is  Infrastructure as a Service (IaaS) .
Characteristics of Infrastructure as a Service (IaaS)  of Cloud Computing are as follows:
• Web access to the resources:  The IaaS model enables the IT users to ac cess infrastructure resources

over the Internet. When accessing a huge computing power, the IT user need not get physical
access to the servers.

• Centralized Management:  The resources distributed across different parts are controlled from
any management con sole that ensures effective resource management and effective resource
utilization.

•  Elasticity and Dynamic Scaling:  Depending on the load, IaaS services can provide the resources
and elastic services where the usage of resources can be increased or decrea sed according to the
requirements.

• Shared infrastructure:  IaaS follows a one -to-many delivery model and allows multiple IT users to
share the same physical infrastructure and thus ensure high resource utilization.

• Metered Services:  IaaS allows the IT users   to rent the computing resources instead of buying it.
The services consumed by the IT user will be measured, and the users will be charged by the IaaS
providers based on the amount of usage.

Q-24 Mr. G has started his new business of homemade biscuits and cookies through online mode. He has a
website having detail of all its products and payment gateway. Identify different ways that should be
followed by him to protect his e-business from intrusion?

Ans.  Some ways through which e- business can be protected from intrusion are as follows:
i. Viruses: Check your website daily for viruses, the presence of which can result in the loss of valuable

data.
ii. Hackers: Use software packages to carry out regular assessments of how vulnerable your website is to

hackers.
iii. Passwords: Ensure employees change these regularly and that passwords set by former employees of

your organization are defunct.
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iv. Regular software updates: Your site should always be up to date with the newest versions of security
software. If you fail to do this, you leave your website vulnerable to attack.

v. Sensitive data: Consider encrypting financial information and other confidential data (using encryption
software). Hackers or third parties will not be able to access encrypted data without a key. This is
particularly relevant for any e-Commerce sites that use a shopping cart system.

vi. Know the details of your payment service provider contract.
Q-25 Mr. Amar runs a grocery shopping centre and uses only cash mode for the payments from his customers.

However, on regular demand of his customers, he wants to use digital mode of payment also. As a
novice, he worries about the security and hassles involved in digital mode of payment as well. Enlist
advantages and disadvantages of digital mode of payment for him to make him better understand it.

Ans. The Advantages of Digital Payments are as follows:
(i) Easy and convenient: Digital payments are easy and convenient. Person do not need to take loads

of cash with themselves.
(ii) Pay or send money from anywhere: With digital payment modes, one can pay from anywhere

anytime.
(iii) Discounts from taxes: Government announces many discounts to encourage digital payments off

and on.
(iv) Written record: User often forgets to note down his / her spending, or even if nothing is done it

takes a lot of time. These are automatically recorded in passbook or inside E-Wallet app. This
helps to maintain record, track spending and budget planning.

(v) Less Risk: Digital payments have less risk if used wisely. If user losses mobile phone or debit/
credit card or Aadhar card, no need to worry a lot. No one can use anyone else’s money without
MPIN, PIN or fingerprint in the case of Aadhar. It is advised that user should get card blocked, if
lost.

The disadvantages of Digital Payments are as follows:
(i) Difficult for a Non-technical person: As most of the digital payment modes are based on mobile

phone, the internet and cards. These modes are somewhat difficult for non-technical persons
such as farmers, workers etc.

(ii) The risk of data theft: There is a big risk of data theft associated with the digital payment. Hackers
can hack the servers of the bank or the E-Wallet a customer is using and easily get his/her personal
information. They can use this information to steal money from the customer’s account.

(iii) Overspending: One keeps limited cash in his/her physical wallet and hence thinks twice before
buying anything. But if digital payment modes are used, one has an access to all his/her money
that can result in overspending.

Q-26 Ms. Nisha has setup a home tiffin service along with her business partner Ms. Seema. Though Nisha is
not convinced, her business partner Ms. Seema is certain to adopt the digital mode of payment than
traditional method in their business. To convince Nisha about the same, Ms. Seema jotted down the
advantages and disadvantages of digital payment. Identify the points she would have prepared.

Ans. The advantages of Digital payment are as follows:
(i) Easy and convenient: Digital payments are easy and convenient. Person does not need to take

loads of cash with themselves.
(ii) Pay or send money from anywhere: With digital payment modes, one can pay from anywhere

anytime.
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(iii) Discounts from taxes: Government has announced many discounts to encourage digital payments.
User get 0.75% discounts on fuels and 10% discount on insurance premiums of government insurers.

(iv) Written record: User often forgets to note down his / her spending, or even if nothing is done it
takes a lot of time. These are automatically recorded in passbook or inside E-Wallet app. This
helps to maintain record, track spending and budget planning.

(v) Less Risk: Digital payments have less risk if used wisely. If user losses mobile phone or debit /
credit card or Aadhar card, no need to worry a lot. No one can use anyone else’s money without
MPIN, PIN or fingerprint in the case of Aadhar. It is advised that user should get card blocked, if
lost.

The disadvantages of Digital Payments are as follows:
(i) Difficult for a Non-technical person: As most of the digital payment modes are based on mobile

phone, the internet and cards. These modes are somewhat difficult for non-technical persons
such as farmers, workers etc.

(ii) The risk of data theft: There is a big risk of data theft associated with the digital payment. Hackers
can hack the servers of the bank or the E-Wallet a customer is using and easily get his/her personal
information. They can use this information to steal money from the customer’s account.

(iii) Overspending: One keeps limited cash in his/her physical wallet and hence thinks twice before
buying anything. But if digital payment modes are used, one has access to all his/her money that
can result in overspending.

Q-27 Mr. R as an IT manager of a financial company, advised his management to allow their senior employees
to use their own computing devices for official work under Bring Your Own Device (BYOD) policy. The
management wishes to know about the risks associated with BYOD. Briefly explain the classification of
BYOD risks.

Ans. Bring Your Own Device (BYOD) risks can be classified into four areas that are as follows:
• Network Risks: It is normally exemplified and hidden in ‘Lack of Device Visibility’. When company-

owned devices are used by all employees within an organization, the organization’s IT practice
has complete visibility of the devices connected to the network. This helps to analyze traffic and
data exchanged over the Internet. As BYOD permits employees to carry their own devices (smart
phones, laptops for business use), the IT practice team is unaware about the number of devices
being connected to the network. As network visibility is of high importance, this lack of visibility
can be hazardous. For example, if a virus hits the network and all the devices connected to the
network need be scanned, it is probable that some of the  devices would miss out on this routine
scan operation. In addition to this, the network security lines become blurred when BYOD is
implemented.

• Device Risks: It is normally exemplified and hidden in ‘Loss of Devices’. A lost or stolen device can
result in an enormous financial and reputational embarrassment to an organization as the device
may hold sensitive corporate information. Data lost from stolen or lost devices ranks as the top
security threats as per the rankings released by Cloud Security Alliance. With easy access to
company emails as well as corporate intranet, company trade secrets can be easily retrieved from
a misplaced device.

• Application Risks: It is normally exemplified and hidden in ‘Application Viruses and Malware’. A
related report revealed that most employees’ phones and smart devices that were connected to
the corporate network weren’t protected by security software. With an increase in mobile usage,
mobile vulnerabilities have increased concurrently. Organizations are not clear in deciding that
‘who is responsible for device security – the organization or the user’.
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• Implementation Risks: It is normally exemplified and hidden in ‘Weak BYOD Policy’. The effective
implementation of the BYOD program should not only cover the technical issues mentioned
above but also mandate the development of a robust implementation policy. Because corporate
knowledge and data are key assets of an organization, the absence of a strong BYOD policy would
fail to communicate employee expectations, thereby increasing the chances of device misuse. In
addition to this, a weak policy fails to educate the user, thereby increasing vulnerability to the
above-mentioned threats.

Q-28 Cloud Computing service model is used to provide services in terms of hardware (IaaS), software
(SaaS) and prebuilt computing platform to deploy and develop applications (PaaS). Explain the service
models of cloud computing other than mentioned above that can be used for further services.

Ans. The other service models apart from IaaS, SaaS and PaaS of Cloud Computing are as follows:
• Communication as a Service (CaaS): It is an outsourced enterprise communication solution that

can be leased from a single vender. The CaaS vendor is responsible for all hardware and software
management and offers guaranteed Quality of Service (Qu’s). It allows businesses to selectively
deploy communication devices and modes on a pay-as-you-go, as-needed basis. This approach
eliminates the large capital investments. Examples are: Voice over IP (VIP), Instant Messaging
(IM), Collaboration and Videoconferencing application using fixed and mobile devices.

• Data as a Service (DaaS): It provides data on demand to a diverse set of users, systems or application.
The data may include text, images, sounds, and videos. Data encryption and operating system
authentication are commonly provided for security. DaaS users have access to high-quality data in
a centralized place and pay by volume or data type, as needed. However, as the data is owned by
the providers, users can only perform read operations on the data. DaaS is highly used in geography
data services and financial data services.

• Security as a Service (SECaaS): It is an ability given to the end user to access the security service
provided by the service provider on a pay-per-use basis. It is a new approach to security in which
cloud security is moved into the cloud itself whereby cloud service users will be protected from
within the cloud using a unified approach to threats.

• Identity as a Service (IDaaS): It is an ability given to the end users; typically, an organization or
enterprise; to access the authentication infrastructure that is built, hosted, managed, and provided
by the third-party service provider. Generally, IDaaS includes directory services, authentication
services, risk and event monitoring, single sign-on services, and identity and profile management.

Q-29 Ms. Neha is the owner of a consultant company named JKL Ltd. On Diwali, she decided to offer Brass
bottle as Diwali gift to each staff member. She placed an order of 20 bottles from online portal. Explain
the different steps involved in this e-commerce transaction in buying the bottles online.

Ans. The different steps involved in any e-commerce transaction are as follows:
i. Customers’ login: Few e-commerce merchants may allow same transactions to be done through

phone, but the basic information flow is e-mode.
ii. Product / Service Selection: Customer selects products / services from available options.
iii. Customer Places Order: Order is placed for selected product / service by customer. This step leads

to next important activity Payment Gateway.
iv. Payment Gateway: The customer selects the payment method. In case payment method is other

than Cash on Delivery (COD), the merchant gets the update from payment gateway about payment
realization from customer. In case of COD, e-commerce vendor may do an additional check to
validate customer.
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v. Dispatch and Shipping Process: This process may be executed at two different ends. First if product/
service inventory is managed by e-commerce vendor, then dispatch shall be initiated at merchant
warehouse. Second, many e-commerce merchants allow third party vendors to sale through
merchant websites.

vi. Delivery Tracking: Another key element denoting success of e-commerce business is timely
delivery. Merchants keep a track of this. All merchants have provided their delivery staff with
hand-held devices, where the product / service delivery to customers is immediately updated.

vii. COD tracking: In case products are sold on COD payment mode, merchants need to have additional
check on matching delivery with payments.

Q-30 SCI Labs is an organization involved in research and development of new medicines and drugs.
The company has five branches in different cities across the country interconnected using Grid
Computing model so as to share the resources and research that are carried out in its different branches.
Explain the benefits that SCI Labs may incur while using Grid Computing.

Ans. The benefits that SCI Labs may incur while using Grid Computing are as follows:
• Making use of Underutilized Resources: In most organizations, there are large amounts of

underutilized computing resources including even the server machines. Grid computing provides
a framework for exploiting these underutilized resources and thus has the possibility of
substantially increasing the efficiency of resource usage. 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 temporarily 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: Grid computing provides an
environment for collaboration among a wider audience. 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. The grid can help 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.
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• 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.

Q-31 Cloud Computing is an emerging technology that provides various service models to business
organizations for storage, networking, and other services. However, many limitations are associated
with this technology. Briefly explain the drawbacks of Cloud Computing.

Ans. The drawbacks of Cloud Computing are as follows:
• If Internet connection is lost, the link to the cloud and thereby to the data and applications is lost.
• Security is a major concern as entire working with data and applications depend on other cloud

vendors or providers.
• Although Cloud computing supports scalability i.e. quickly scaling up and down computing

resources depending on the need, it does not permit the control on these resources as these are
not owned by the user or customer.

• Depending on the cloud vendor or provide, customers may have to face restrictions on the
availability of applications, operating systems and infrastructure options.

• Interoperability (ability of two or more applications that are required to support a business need
to work together by sharing data and other business-related resources) is an issue wherein all the
applications may not reside with a single cloud vendor and two vendors may have applications
that do not cooperate with each other.

Q-32 PQR limited is planning to receive payment from the customers through Digital Payments. Though
there are lots of benefits of digital payments but there are drawbacks as well. Briefly explain any six
drawbacks of digital payments.

Ans. Some drawbacks of Digital Payments are listed below:
(i) Difficult for a Non-technical person: As most of the digital payment modes are based on mobile

phone, the internet, and cards; these modes are somewhat difficult for non-technical persons
such as farmers, workers etc.

(ii) The risk of data theft: There is a big risk of data theft associated with the digital payment. Hackers
can hack the servers of the bank or the E-Wallet a customer is using; and easily get his/her personal
information. They can use this information to steal money from the customer’s account.

(iii) Overspending: One keeps limited cash in his/her physical wallet and hence thinks twice before
buying anything. But if digital payment modes are used, one has access to all his/her money that
can result in overspending.

(iv) Disputed transactions: In case the electronic money such as credit card is misused by someone
else, it is very difficult to receive a refund.
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(v) Increased business costs: Digital payment systems come with an increased need to protect
sensitive financial information stored in a business’s computer systems from unauthorized access.
Businesses have to incur additional costs in procuring, installing and maintaining sophisticated
payment-security technologies.

(vi) The necessity of internet access: Digital payment cannot be performed if Internet connection
fails.

Q-33 Hybrid cloud is a combination of both at least one private and at least one public cloud computing
environments. Explain the characteristics of Hybrid Cloud.

Ans. The characteristics of Hybrid Cloud are as follows:
• Scalable: The hybrid cloud has the property of public cloud with a private cloud environment and

as the public cloud is scalable; the hybrid cloud with the help of its public counterpart is also
scalable.

• Partially Secure: The private cloud is considered as secured and public cloud has high risk of
security breach. The hybrid cloud thus cannot be fully termed as secure but as partially secure.

• Stringent SLAs: In the hybrid cloud, the Service Level Agreements (SLAs) are overall more stringent
than the private cloud and might be as per the public cloud service providers.

• Complex Cloud Management: Cloud management in hybrid cloud is complex as it involves more
than one type of deployment models, and the number of users is high.

Q-34 From traditional digital payment methods, India is moving towards newer methods of digital payments.
In light of the above statement, briefly explain following new methods.
(i) BHIM (ii) USSD

Ans. (i)   BHIM (Bharat Interface for Money)
• BHIM (Bharat Interface for Money) is a Mobile App developed by National Payments Corporation

of India (NPCI) based on UPI (Unified Payment Interface). It facilitates e-payments directly through
banks and supports all Indian banks which use that platform.

• It is built on the Immediate Payment Service infrastructure and allows the user to instantly transfer
money between the bank accounts of any two parties.

• BHIM works on all mobile devices and enables users to send or receive money to other UPI
payment addresses by scanning QR code or using account number with Indian Financial Systems
Code (IFSC) code or MMID (Mobile Money Identifier) Code for users who do not have a UPI-based
bank account.

(ii) Unstructured Supplementary Service Data (USSD)
• Unstructured Supplementary Service Data (USSD) is a revolutionary idea where to make payments

through mobiles, there is neither need for internet nor any smart phone.
• USSD banking or *99# Banking is a mobile banking based digital payment mode and can be easily

used with any normal feature phone.
• USSD banking is as easy as checking of mobile balance. S/he can use this service for many financial

and non-financial operations such as checking balance, sending money, changing Mobile Banking
Personal Identification Number (MPIN) and getting Mobile Money Identifier (MMID).

Q-35 Explain the concept of green computing. How will you develop a sustainable green computing plan?
Ans. Green Computing

• Green Computing or Green IT refers to the study and practice of environmentally sustainable
computing or IT. It is the study and practice of establishing/ using computers and IT resources in a
more efficient and environmentally friendly and responsible way.

Navkar Digital Institute | Paper 7A : Compiler | Most Imp collection of Chapterwise Que. & Ans. -121-

Downloaded From www.castudynotes.com

Join Us on Telegram http://t.me/canotes_ipcc

http://www.castudynotes.com
http://t.me/canotes_ipcc


• The objective of Green computing is to reduce the use of hazardous materials, maximize energy
efficiency during the product’s lifetime, and promote the recyclability or biodegradability of
defunct products and factory waste.

• Green computing’s practices include the implementation of energy-efficient Central Processing
Units (CPUs), servers and peripherals as well as reduced resource consumption and proper disposal
of electronic waste (e-waste).

The steps to develop a sustainable Green Computing plan are as follows:
• Involve stakeholders to include checklists, recycling policies, recommendations for disposal of

used equipment, government guidelines and recommendations for purchasing green computer
equipment in organizational policies and plans;

• Encourage the IT community for using the best practices and encourage them to consider green
computing practices and guidelines.

• On-going communication about and campus commitment to green IT best practices to produce
notable results.

• Include power usage, reduction of paper consumption, as well as recommendations for new
equipment and recycling old machines in organizational policies and plans; and

• Use cloud computing so that multiple organizations share the same computing resources thus
increasing the utilization by making more efficient use of hardware resources.

Q-36 Write a short note on (i) Digital Library (ii) Payment Gateway
Ans.(i)  Digital Library

• A Digital Library is a special library with a focused collection of digital objects that can include
text, visual material, audio material, video material, stored as electronic media formats (as opposed
to print, microform, or other media), along with means for organizing, storing, and retrieving the
files and media contained in the library collection.

• Digital libraries can vary immensely in size and scope, and can be maintained by individuals,
organizations, or affiliated with established physical library buildings or institutions, or with
academic institutions.

• The digital content may be stored locally or accessed remotely via computer networks. An
electronic library is a type of information retrieval system.

(ii) Payment Gateway
• Payment gateway is the payment mode through which customers shall make payments. Payment

gateway represents the way e-commerce / m-commerce vendors collects their payments.
• The payment gateway is the last and most critical part of e-commerce transactions. These assure

seller of receipt of payment from buyer of goods/services from e-commerce vendors.
• Presently numerous methods of payments by buyers to sellers are being used, including Credit /

Debit Card Payments, Online bank payments, Vendors own payment wallet, Third Party Payment
wallets, like SBI BUDDY or PAYTM, Cash on Delivery (COD) and Unified Payments Interface (UPI).

Q-37 Define any four constraints which are usually taken from the characteristics of grid environment and
application in order to develop grid computing security architecture.

Ans. To develop grid computing security architecture, following constraints are taken from the characteristics
of grid environment and application:
• Single Sign-on: A user should authenticate once and they should be able to acquire resources, use

them, and release them and to communicate internally without any further authentication.
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• Protection of Credentials: User passwords, private keys, etc. should be protected.
• Interoperability with local security solutions: Access to local resources should have local security

policy at a local level. Despite of modifying every local resource there is an inter-domain security
server for providing security to local resource.

• Exportability: The code should be exportable i.e. they cannot use a large amount of encryption at
a time. There should be a minimum communication at a time.

• Support for secure group communication: In a communication, there are number of processes
which coordinate their activities. This coordination must be secure and for this there is no such
security policy.

• Support for multiple implementations: There should be a security policy which should provide
security to multiple sources based on public and private key cryptography.

Q-38 Public cloud is the cloud infrastructure that is provisioned for open use by the general public. Explain
any four characteristics of public cloud.

Ans. The characteristics of Public Cloud are as follows:
• Highly Scalable: The resources in the public cloud are large in number and the service providers

make sure that all requests are granted. Hence public clouds are scalable.
• Affordable: The cloud is offered to the public on a pay-as-you-go basis; hence the user has to pay

only for what he or she is using on a per-hour basis. And this does not involve any cost related to
the deployment.

• Less Secure: Since it is offered by a third party and they have full control over the cloud, the public
cloud is less secure out of all the other deployment models.

• Highly Available: It is highly available because anybody from any part of the world can access the
public cloud with proper permission, and this is not possible in other models as geographical or
other access restrictions might be there.

• Stringent Service Level Agreements (SLAs): As the service provider’s business reputation and
customer strength are totally dependent on the cloud services, they follow the SLAs strictly and
violations are avoided.

Q-39 Considering the Covid situation nowadays, there has been a paradigm shift on the usage of electronic
devices like servers, laptops, tablets, storage devices and various networking and communication
devices like routers etc. Thus, arises the dire need to have relevant reforms to reduce the use of
hazardous materials and importance of recyclability or biodegradability of these defunct products and
factory waste. The said objective is achieved using Green Computing Best Practices. Elaborate some
practices of these in detail.

Ans. The details of Green Computing Practices are as follows:
(i) Develop a sustainable Green Computing plan

• Involve stakeholders to include checklists, recycling policies, recommendations for disposal
of used equipment, government guidelines and recommendations for purchasing green
computer equipment in organizational policies and plans;

• Encourage the IT community for using the best practices and encourage them to consider
green computing practices and guidelines.

• On-going communication about and campus commitment to green IT best practices to produce
notable results.
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• Include power usage, reduction of paper consumption, as well as recommendations for new
equipment and recycling old machines in organizational policies and plans; and

• Use cloud computing so that multiple organizations share the same computing resources
thus increasing the utilization by making more efficient use of hardware resources.

(ii) Recycle
• Dispose e-waste according to central, state and local regulations;
• Discard used or unwanted electronic equipment in a convenient and environmentally

responsible manner as computers emit harmful emissions;
• Manufacturers must offer safe end-of-life management and recycling options when products

become unusable; and
• Recycle computers through manufacturer’s recycling services.

(iii) Make environmentally sound purchase decisions
• Purchase of desktop computers, notebooks and monitors based on environmental attributes;
• Provide a clear, consistent set of performance criteria for the design of products;
• Recognize manufacturer efforts to reduce the environmental impact of products by reducing

or eliminating environmentally sensitive materials, designing for longevity, and reducing
packaging materials; and

• Use Server and storage virtualization that can help to improve resource utilization, reduce
energy costs, and simplify maintenance.

(iv) Reduce Paper Consumption
• Reduce paper consumption by use of e-mail and electronic archiving;
• Use of “track changes” feature in electronic documents, rather than red line corrections on

paper;
• Use online marketing rather than paper-based marketing; e-mail marketing solutions that

are greener, more affordable, flexible and interactive than direct mail; free and low-cost
online invoicing solutions that help cut down on paper waste; and

• While printing documents; make sure to use both sides of the paper, recycle regularly, use
smaller fonts and margins, and selectively print required pages.

(v) Conserve Energy
• Use Liquid Crystal Display (LCD) monitors rather than Cathode Ray Tube (CRT) monitors;
• Develop a thin-client strategy wherein thin clients are smaller, cheaper, and simpler for

manufacturers to build than traditional PCs or notebooks and most importantly use about
half the power of a traditional desktop PC.

• Use notebook computers rather than desktop computers whenever possible;
• Use the power-management features to turn off hard drives and displays after several minutes

of inactivity;
• Power-down the CPU and all peripherals during extended periods of inactivity;
• Try to do computer-related tasks during contiguous, intensive blocks of time, leaving

hardware off at other times;
• Wherever possible, the devices that can perform more than one function should be used.
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For example, multi-purpose printer saves energy by combining a printer, scanner, fax, and
photocopier into one device.

• Power-up and power-down energy-intensive peripherals such as laser printers according to
need;

• Employ alternative energy sources for computing workstations, servers, networks and data
centers; and

• Adapt more of Web conferencing offers instead of travelling to meetings to go green and
save energy.

Q-40 Ms. Anita, a final year student of undergraduate course had to submit her project report in pdf form.
She initially prepared her report in MS Word and used online software from google to edit the photos
used in her assignment. Later, for final submission, she used online pdf converter to convert her word
file into pdf. Identify the Cloud Computing Service Model that is being used by her and further discuss
the Model’s different instances.

Ans. The Cloud computing service model used by Ms. Anita is Software as a Service (SaaS).
The different instances of the model are as follows:
• Testing as a Service (TaaS): This provides users with software testing capabilities such as generation

of test data, generation of test cases, execution of test cases and test result evaluation on a pay-
per-use basis.

• API as a Service (APIaaS): This allows users to explore functionality of Web services such as Google
Maps, Payroll processing, and credit card processing services etc.

• Email as a Service (EaaS): This provides users with an integrated system of emailing, office
automation, records management, migration, and integration services with archiving, spam
blocking, malware protection, and compliance features.

Q-41 A business model is adopted by an organization as a framework to describe how it makes money on a
sustainable basis and grows whereas an e-business model utilizes the benefits of electronic
communications. Discuss various e-market models that help businesses to achieve the value adding
processes.

Ans. The various e-market models that help businesses to achieve the value adding processes are as follows:
• e-Shops (e-tailers): An e-shop is a virtual store front that sells products and services online. E-

shop is an online version of retail stores where customers can shop at any hour of the day or night
without leaving home. They are convenient way of effecting direct sales to customers; allow
manufacturers to bypass intermediate operators and thereby reduce costs and delivery times.
For example: www.sonicnet.com, www.wforwomen.com

• e–Malls: The e-mall is defined as the retailing model of a shopping mall, a conglomeration of
different shops situated in a convenient location in e-commerce. E-malls help the consumers
from a variety of stores. e.g., Yahoo! Stores

• e–auctions: Electronic auctions provide a channel of communication through which the bidding
process for products and services can take place between competing buyers. At e-auctions, people
buy and sell through an auction website. In e-auctions, almost perfect information is available
about products, prices, current demand, and supply. E-auction has become an increasingly popular
tool for the buyer to access the lowest price the suppliers are willing to charge. Example –
www.onsale.com, www.ebay.com
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• Portals: Portal is a website that serves as a gateway or a main entry point on the internet to a
specific field of interest or an industry. It is a website that is positioned as an entrance to other
sites on the internet. A portal consists of web pages that act as a starting point for using the web
or web-based services. The control of content can be a source of revenue for firms through
charging firms for advertising or charging consumers a subscription for access. Some major general
portals include Yahoo, Excite, and Netscape.

• Buyer Aggregators: The Buyer Aggregator brings together large numbers of individual buyers so
that they can gain the types of savings that are usually the privilege of large volume buyers. In
this, the firm collects the information about goods/service providers, make the providers their
partners, and sell their services under its own brand. Example - www.zomato.com

• Virtual Communities: Virtual Community is a community of customers who share a common
interest and use the internet to communicate with each other. Amazon.com provides websites
for the exchange of information on a wide range of subjects relating to their portfolio of products
and services. Virtual communities’ benefit from network externalities whereby the more people
who join and contribute to the community, the greater the benefits that accrue, but without any
additional cost to participants.

• e–marketing: E-marketing (Electronic Marketing) is the process of marketing a product or service
using the Internet. Of course, information on websites also empowers customers and helps the
organizations to achieve their objectives. For example, they can compare prices of products by
rival firms. The internet changes the relationship between buyers and sellers because market
information is available to all parties in the transaction.

• e-procurement: e-procurement is the management of all procurement activities via electronic
means. Business models based on e-procurement seek efficiency in accessing information on
suppliers, availability, price, quality and delivery times as well as cost savings by collaborating
with partners to pool their buying power and secure best value deals. E-procurement infomediaries
specialize in providing up-to-date and real-time information on all aspects of the supply of
materials to businesses.

• e–distribution: e-distributor is a company that supplies products and services directly to individual
business. The e-distribution model helps distributors to achieve efficiency savings by managing
large volumes of customers, automating orders, communicating with partners and facilitating
value-adding services such as order tracking through each point in the supply chain. An example
of a firm specializing in e-distribution is www.wipro.com that uses the internet to provide fully
integrated e-business-enabled solutions that help to unify the information flows across all the
major distribution processes including sales and marketing automation, customer service,
warehouse logistics, purchasing and inventory management, and finance.

Q-42 DJY is a brand in the field of online supplier of kids’ apparels. As we know that risks associated with e-
commerce transactions are high as compared to general internet activities, what do you think are the
risks that DJY is addressing due to its online transactions?

Ans. The risks that DJY is addressing due to its online transactions are as follows:
(i) Privacy and Security: When an organization uses internet to engage in e-commerce, it exposes

itself to additional security threats and privacy issues. There are often issues of security and
privacy due to lack of personalized digital access and knowledge. The nature of e-commerce
operations is an important factor determining the security risks perceptions of any e-commerce
installation. For example, if the type of industry is banking and finance, it would require more
stringent deployment of security solutions than would be for manufacturing industry.
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(ii) Quality issues: There are quality issues raised by customers as the original product differs from
the one that was ordered.

(iii) Delay in goods and Hidden Costs: When goods are ordered from another country, the shipment
may be delayed due to factors such as port congestion, bad weather, custom clearances, etc.
Moreover, e-commerce companies may these hidden costs.

(iv) Needs Access to internet and lack of personal touch: The e-commerce requires an internet
connection which is an extra expense and lacks personal touch.

(v) Security and credit card issues: The credit card and debit card information may be stolen and
misused which poses a security threat. There is also possibility of cloning of credit cards and debit
cards.

(vi) Infrastructure: There is a greater need of not only digital infrastructure but also network expansion
of roads and railways which remains a substantial challenge in developing countries.

(vii) Problem of anonymity: There is need to ntify and authenticate users in the virtual global market
where anyone can sell to or buy from anyone, anything from anywhere.

(viii) Repudiation of contract: There is possibility that the electronic transaction in the form of contract,
sale order or purchase by the trading partner or customer may be denied.

(ix) Lack of authenticity of transactions: The electronic documents that are produced during an e-
commerce transaction may not be authentic and reliable.

(x) Data Loss or theft or duplication: The data transmitted over the Internet may be lost, duplicated,
tampered with, or replayed.

(xi) Attack from hackers: Web servers used for e-commerce may be vulnerable to hackers. A hacker is
an unauthorized user who attempts to or gains access to the system with/without the intention to
steal or modify data or to insert viruses or worms to cause damage to the system.

(xii) Denial of Service: Service to customers may be denied due to non-availability of system as it may
be affected by viruses, e-mail bombs and by transmitting so many data packets to a server that it
cannot process them all. The denial of service may cause a network to shut down, making it
impossible for users to access the site. For busy e-commerce sites such as Flipkart, these attacks
are costly; while the site is shut down, customers cannot make purchases. Moreover, the longer a
site is shut down, the more damage is done to a site’s reputation.

(xiii) Non-recognition of electronic transactions: e-Commerce transactions, as electronic records and
digital signatures may not be recognized as evidence in courts of law in some countries.

(xiv) Lack of audit trails: Audit trails in e-Commerce system may be lacking and the logs may be
incomplete, too voluminous or easily tampered with.

(xv) Problem of piracy: Intellectual property such as copyright may not be adequately protected when
such property is transacted through e-Commerce.

Q-43 The businesses with the vision to anticipate change generally grab the trend before their competitors
does and certainly opt for online mode for their businesses, therefore ecommerce is a happening
trend in businesses nowadays. Briefly explain the forces underpinning the revolution of e-commerce.

Ans.  The forces underpinning the revolution of e-Commerce are as follows:
• Proliferation of Mobile Device: The user is moving from desktop to mobile computing. 55% of the

online traffic is generated from mobile devices and still it is on the increase. The most spectacular
growth in mobile phone ownership contributes to the growth of e-commerce through mobile
app. The creation of mobile application for e-commerce site is the latest trend to drive many
online shoppers who use mobile apps for online shopping. The latest trend is using videos for
product to attract customers. Shoppable videos for customers instead of using images and content
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would enable them to shop for products and services directly from videos. The product content
and recommendation increase the sales conversion through competitive analysis and identifying
the basic style, studying, and using trending keywords and trying new trends.

• Convergence of Mobile Telecommunication Network and the Internet: The mobile internet is
also about a very different user experience. It is characterized by goal-oriented activities reserving
movie tickets or looking for directions. These activities are often conducted when time pressure,
such as knowing that movie starts at 8 PM and are subject to distraction. The transition from 3G to
5G and faster data rate along with many new applications and services makes the success of e-
commerce possible.

• Social Network: Social media these days is an integral part of almost every consumer’s online
habits. The latest trend is the inclusion of e-commerce in social networks, such as Facebook,
Twitter, YouTube, etc. This allows the consumer to buy the product without even leaving the
social media platform. The concept of commerce using social media tool box will help the e-
marketer to become more familiar with their clients and at the same time will also enable the
customers to develop deep relationships with the merchants they buy from. Promotion of products
on social media platforms is another trend.

• Artificial Intelligence (AI): Another trend in e-commerce is the use of Chatbot, a fully automated
chat agent that will answer all the questions of consumers and act as a first point of contact.
Chatbots commonly known as messenger bots is a piece of software that can be used by a retailer
to chat with customers via text or voice.
Well-designed chatbots can offer personalized assistances, enhance the user experience, process
orders, track shipments, provide product suggestion, automates processes, and lot more. A chatbot
can offer guided, interactive browsing to the consumers and provide personalized answers to
customers’ questions at all times.

 • Predictive Analysis: The use of predictive analysis tools is increasing to predict the online
customers’ behaviour, their buying habits, their tastes, and preferences, both quantitative and
qualitative. By segmenting the customers in different categories, the company can optimize its e-
mail communication in order to increase conversions by offering the right customer; the right
product; in the right way; and at the right time. The analytical approach would lead to an increase
in the number of new customers, as well as tools can determine the probability of a customer
purchasing certain products in certain situations. Based on this information, marketer can create
unique, personalized promotions for each customer.

• Support of IT governing Laws: Various provisions of IT Act, 2000 and laws now govern E-commerce
which has proven to be a game-changer for the Indian economy and the future of “Digital India”.
The availability of jurisprudence in India on the various issues related to e-commerce sector is in
abundance. These laws  empower the e-businesses and lower the chances of any upsetting legal
conflicts or lost business.

Q-44  Ms. Swati has been directed by her Reporting officer to prepare a short report on Blockchain technology
and several risks associated with it. Elaborate in brief the factors that would form part of her report.

Ans. Blockchain sometimes referred to as Distributed Ledger Technology (DLT) is a shared, peer-to-peer,
and decentralized open ledger of transactions system with no trusted third parties in between. This
ledger database has every entry as permanent as it is an append-only database which cannot be changed
or altered. All transactions are fully irreversible with any change in the transaction being recorded as
new transaction. The decentralized network refers to the network which is not controlled by any bank,
corporation, or government. A blockchain generally uses a chain of blocks, with each block representing
the digital information stored in public database (“the chain”).
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The risks associated with Blockchain are as follows:
• With the use of blockchain, organizations need to consider risks with a wider perspective as

different members of a particular blockchain may have different risk appetite/risk tolerances
that may further lead to conflict when monitoring controls are designed for a blockchain. There
may be questions about who is responsible for managing risks if no one party is in-charge and how
proper accountability is to be achieved in a blockchain.

• The reliability of financial transactions is dependent on the underlying technology and if this
underlying consensus mechanism has been tampered with, it could render the financial information
stored in the ledger to be inaccurate and unreliable.

• In the absence of any central authority to administer and enforce protocolamendments, there
could be a challenge in the establishment of development and maintenance of process control
activities and in such case, users of public blockchains find difficult to obtain an understanding of
the general IT controls implemented and the effectiveness of these controls.

• As blockchain involves humongous data getting updated frequently, risk related to information
overload could potentially challenge the level of monitoring required.
Furthermore, to find competent people to design and perform effective monitoring controls may
again prove to be difficult.

Q-45 Briefly explain the advantages of business policy “Bring Your Own Device” (BYOD).
Ans.  The advantages of Bring Your Own Device (BYOD) are as follows:

• Happy Employees: Employees love to use their own devices when at work. This also reduces the
number of devices an employee has to carry; otherwise, s/he would be carrying his/her personal
as well as organization provided devices.

• Lower IT budgets: Could involve financial savings to the organization since employees would be
using the devices, they already possess thus reducing the outlay of the organization in providing
devices to employees.

• IT reduces support requirement: IT department does not have to provide end user support and
maintenance for all these devices resulting in cost savings.

• Early adoption of new Technologies: Employees are generally proactive in adoption of new
technologies that results in enhanced productivity of employees leading to overall growth of
business.

• Increased employee efficiency: The efficiency of employees is more when an employee works
on his/her own device. In an organization provided devices, employees have to learn and there is
a learning curve involved in it.

Q-46 XYZ Pvt. Ltd. deals in religion and spirituality related items and conducts its business operations in both
offline and online mode. In its e-business environment, the company carries out controls that need to
be implemented at all the levels involved in the chain of e-business operations.
Discuss the controls necessary for any such four entities involved in the chain.

Ans. The controls necessary for all persons in the chain of e-business operations are as follows:
(i) Users: This is important to ensure that the genuine user is using the e-commerce/ mcommerce

platform. There is potential risk if user accounts are hacked, and hackers buy products / services.
(ii) Sellers / Buyers / Merchants: These people need to have proper framework in place to ensure

success of business. Many e-commerce businesses have lost huge amount of money as they did
not have proper controls put in place. These include controls on Product and Price catalogues;
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Discounts and promotional schemes; Product returns and Accounting for cash received through
Cash on Delivery mode of sales.

(iii) Government: Governments across the world and in India have few critical concerns vis-à- vis
electronic transactions, namely:
a. Tax accounting of all products / services sold.
b. All products / services sold are legal. There have been instances where narcotics drugs have

found to be sold and bought through electronic means.
(iv) Network Service Providers: They need to ensure availability and security of network. Any downtime

of network can be disastrous for business.
(v) Technology Service Providers: These include all other service providers other than network service

provider. For example, cloud computing back-ends, applications back-ends and like. They are also
prone to risk of availability and security.

(vi) Logistics Service Providers: Success or failure of any e-commerce / m-commerce venture finally
lies here. Logistics service providers are the ones who are finally responsible for timely product
deliveries.

(vii) Payment Gateways: E-commerce vendors’ business shall run only when their payment gateways
are efficient, effective and foolproof.

Q-47 As a versatile and strategic technology, Mobile Computing enhances operational efficiency and improves
management effectiveness, however few limitations are also associated with it. Briefly explain the
limitations of Mobile Computing.

Ans. The limitations of Mobile Computing are as follows:
• Insufficient Bandwidth: Mobile Internet access is generally slower than direct cable connections

using technologies such as General Packet Radio Service (GPRS) and Enhanced Data Rates for GSM
(Global System for Mobile Communication) Evolution - (EDGE) and 3G, 4G networks. These networks
are usually available within range of commercial cell phone towers. Higher speed wireless LANs
are inexpensive but have very limited range.

• Security Standards: When working mobile, one is dependent on public networks, requiring careful
use of Virtual Private Network (VPN). Security is a major concern while concerning the mobile
computing standards on the fleet. One can easily attack the VPN through a huge number of
networks interconnected through the line.

• Power consumption: When a power outlet or portable generator is not available, mobile computers
must rely entirely on battery power. Combined with the compact size of many mobile devices,
this often means unusually expensive batteries must be used to obtain the necessary battery life.
Mobile computing should also look into Greener IT in such a way that it saves the power or
increases the battery life.

• Transmission interferences: Weather, terrain and the range from the nearest signal point can all
interfere with signal reception. Reception in tunnels, some buildings, and rural areas is often
poor.

• Potential health hazards: People who use mobile devices while driving is often distracted from
driving and are thus assumed more likely to be involved in traffic accidents. Cell phones may
interfere with sensitive medical devices. There are allegations that cell phone signals may cause
health problems.

• Human interface with device: Screens and keyboards tend to be small, which may make them
hard to use. Alternate input methods such as speech or handwriting recognition require training.
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Q-48 What is Mobile Computing? Explain the key components of Mobile Computing.
Ans. Mobile Computing refers to the technology that allows transmission of data via a computer without

having to be connected to a fixed physical link. Mobile data communication has become a very important
and rapidly evolving technology as it allows users to transmit data from remote locations to other
remote or fixed locations even when they are on move i.e. mobility. In general, Mobile Computing is a
versatile and strategic technology that increases information quality and accessibility, enhances
operational efficiency, and improves management effectiveness.
The key components of Mobile Computing are as follows:
• Mobile Communication: The Mobile Communication refers to the infrastructure put in place to

ensure that seamless and reliable communication goes on. This would include communication
properties, protocols, data formats and concrete technologies.

• Mobile Hardware: Mobile Hardware includes mobile devices or device components that receive
or access the service of mobility. They would range from Portable laptops, Smart Phones, Tablet
PCs, and Personal Digital Assistants (PDA) that use an existing and established network to operate
on. At the back end, there are various servers like Application Servers, Database Servers and
Servers with wireless support, WAP gateway, a Communications Server and/or MCSS (Mobile
Communications Server Switch) or a wireless gateway embedded in wireless carrier’s network.
The characteristics of mobile computing hardware are defined by the size and form factor, weight,
microprocessor, primary storage, secondary storage, screen size and type, means of input, means
of output, battery life, communications capabilities, expandability and durability of the device.

• Mobile Software: Mobile Software is the actual program that runs on the mobile hardware and
deals with the characteristics and requirements of mobile applications.
It is the operating system of that appliance and is the essential component that makes the mobile
device operates. Mobile applications popularly called Apps are being developed by organizations
for use by customers, but these apps could represent risks, in terms of flow of data as well as
personal identification risks, introduction of malware and access to personal information of mobile
owner.

Q-49 Describe any four characteristics of Infrastructure as a Service (IaaS).
Ans. Characteristics of Infrastructure as a Service (IaaS) are as follows:

• Web access to the resources: The IaaS model enables the IT users to access infrastructure resources
over the Internet. When accessing a huge computing power, the IT user need not get physical
access to the servers.

• Centralized Management: The resources distributed across different parts are controlled from
any management console that ensures effective resource management and effective resource
utilization.

• Elasticity and Dynamic Scaling: Depending on the load, IaaS services can provide the resources
and elastic services where the usage of resources can be increased or decreased according to the
requirements.

• Shared infrastructure: IaaS follows a one-to-many delivery model and allows multiple IT users to
share the same physical infrastructure and thus ensures high resource utilization.

• Metered Services: IaaS allows the IT users to rent the computing resources instead of buying it.
The services consumed by the IT user will be measured, and the users will be charged by the IaaS
providers based on the amount of usage.
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Q-50 Blockchain is a shared immutable ledger that facilitates the process of recording transactions and
tracking assets in various business fields. Discuss various application areas of blockchain in detail.

Ans. Various application areas of Blockchain are discussed below:
• Financial Services: Blockchain can be used to provide an automated trade lifecycle in terms of the

transaction log of any transaction of asset or property - whether physical or digital such as laptops,
smartphones, automobiles, real estate, etc. from one person to another.

• Healthcare: Blockchain provides secure sharing of data in healthcare industry by increasing the
privacy, security, and interoperability of the data by eliminating the interference of third party
and avoiding the overhead costs.

• Government: At the government front, there are instances where the technical decentralization
is necessary but politically should be governed by governments like land registration, vehicle
registration and management, e-voting etc. Blockchain improves the transparency and provides a
better way to monitor and audit the transactions in these systems.

• Travel Industry: Blockchain can be applied in money transactions and in storing important
documents like passports/other identification cards, reservations and managing travel insurance,
loyalty, and rewards thus, changing the working of travel and hospitality industry.

• Economic Forecasts: Blockchain makes possible the financial and economic forecasts based on
decentralized prediction markets, decentralized voting, and stock trading, thus enabling the
organizations to plan and shape their businesses.

Q-51 Grid Computing is special kind of distributed computing model used to solve complex problems among
different interconnected domains with each domain administrated independently and free to deploy
technologies. Briefly explain the constraints that should be considered to develop the security
architecture of Grid Computing.

Ans. To develop security architecture of Grid Computing, constraints considerations that need to be kept in
mind are as follows:
• Secured Single Sign-on: Most of the distributed computing systems use identity-based username

and password, authentication, and authorization control for accessing a computing system. To
access resources from different administrative domains having different security mechanisms,
the user needs to authenticate him/her to different  domains. This is a very irritating and time-
consuming process. To resolve this issue, a mechanism should be established in which a user
authenticates once only (e.g., at the point of starting a computation) and then are able to acquire
resources, use them, and release them and to communicate internally without any further
authentication.

• Resource Management: Grid resources are from different administrative domains that have their
own local resource managers, and a grid does not have full control of these resources. Allocation
of resources to co-users, prioritizing local jobs over system jobs, and managing these resources
without ownership is a big issue.

• Data Management: The users’ data-intensive, high-performance computing applications in grid
computing require the efficient management and transfer of huge data. Providing secure, efficient,
and transparent access to distributed and heterogeneous pool of data is a big issue in grid
computing.

• Management and Protection of Credentials: The different multiple systems involved in grid
computing require different credentials to access them. The credential management and
protection of users’ credentials such as passwords are big issues involved in grid computing.
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• Interoperability with local security solutions: The grid security mechanism may provide access to
different domains with a single sign-on, the access to a local resource will typically be determined
by a local security policy at a local level. It is very difficult to modify every local resource to
accommodate inter-domain accesses. Hence, despite of modifying every local resource there is
an inter-domain security server for providing security to local resource.

• Standardization: Grid computing as a highly integrated system involves multi-purpose protocols
and interfaces to resolve the issues explained above. Standardizing these protocols and interfaces
is a big issue in grid computing.

• Exportability: The code should be exportable i.e. they cannot use a large amount of encryption at
a time. There should be a minimum communication at a time.

• Support for secure group communication: In a communication, there are number of processes
which coordinate their activities. This coordination must be secure and for this there is no such
security policy.

• Support for multiple implementations: There should be a security policy which should provide
security to multiple sources based on public and private key cryptography.

Q-52 Briefly explain the Web Server and Proxy Server.
Ans. Web Server

• The Web Server is used to host all web services and internet related software. All the online
requests and websites are hosted and serviced through the web server.

• A Web server is a program that uses Hypertext Transfer Protocol (HTTP) to serve the files that form
Web pages to users, in response to their requests, which are forwarded by their computers’ HTTP
clients.

• Dedicated computers and appliances may be referred to as Web servers as well. All computers
that host websites must have Web server programs.

Proxy Server
• A Proxy Server is a computer that offers a computer network service to allow clients to make

indirect network connections to other network services.
• A client connects to the proxy server, and then requests a connection, file, or other resource

available on a different server.
• The proxy server provides the resource either by connecting to the specified server or by serving

it from a cache and hence is often used to increase the speed and managing network bandwidth.
• In some cases, the proxy may alter the client’s request or the server’s response for various purposes.

It serves as an intermediary between the users and the websites they browse for.

MULTIPLE CHOICE QUESTIONS

1. Mr. A has a bakery which is running successfully currently. He wants his business to be expanded
further through online mode for which he hired a technical person Mr. X who could guide him in
adopting to online business. Mr. X is supposed to give a presentation to Mr. A on technological
infrastructure requirement for the business. Identify the point which should not form part of his
presentation.
(a) Payment gateway (b) Web portal
(c) Data Interchange (d) Type of vendors
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2. XYZ is the service provider company which is under the process of setting up of network architecture
for a shoe making company. XYZ decides to work on three tier architecture to design the network
architecture. What would be the sequence of three layers that company may use in this architecture?
(a) Client tier, Middle tier, Database tier (b) Middle tier, Database tier, Client tier
(c) Database tier, Logic tier, Client tier (d) Client tier, Data tier, Database tier

3. Mr. X  features  in an advertisement  of  an Air  conditioner of  brand Z where he emphasizes  that  this
Air Conditioner can be all controlled through  a mobile. T his is perfect example of  _________ technology.
(a) Cloud Computing (b) Internet  of Things (IoT )
(c) Artificial  Intelligence (d) Bring You r Own De vice (BYOD)

4. Driverless cars are the future of personal transportation technology. Many companies have been testing
these  cars  on  roads across the  world. Few  fatalities have  been  caused by these  driverless cars. The
culprits are not yet booked. This reflects which risk of AI as a technology being used in driverless cars.
(a) The police investigations are poor. (b) AI is not human.
(c) The law is not being able to meet the requirements of technology.
(d) No one is responsible.

5. Pick the odd one out.
(a) Amazon Alexa (b) Boss Speakers
(c) Apple Siri (d) Google Talk

6. An element that has contributed to e-commerce success is payment gateways. One that does not fall in
the definition is _________.
(a) SBI Buddy (b) HDFC Zapp
(c) Paytm (d) Cash On Delivery

7. Which of the following is not true about cloud computing?
(a) Data and information can be accessed with minimal upfront spending in a pay-as-you-go approach.
(b) Getting more work done in less time with less resources are possible.
(c) Customers may have to face restrictions on the availability of applications, operating systems and

infrastructure options.

(d) It is feasible to confine within budgetary allocations and can be ahead of completion cycle times.

8. A renowned financial consultant XYZ Ltd. has adopted the Cloud Computing technology to obtain the
resources in terms of memory and database storage. Which service model of Cloud Computing is
applicable in this case?
(a) Software as a Service (SaaS) (b) Infrastructure as a Service (IA as)
(c) Platform as a Service (PaaS) (d) Communication as a Service (CaaS)

9. ABC Ltd. acquired FMN Pvt. Ltd. and replaced all the systems being used by FMN Ltd. During the
replacement process, the management of ABC Ltd. observed that the cost of replacement is huge.
Therefore, it allowed its employees to use their own systems rather than replacing its old systems.
This is an example of________.
(a) Grid Computing (b) Machine Learning
(c) Bring Your Own Device (d) Device Revolution

-134-  Chapter-4 : E-Commerce, M-Commerce and Emerging Technologies

Downloaded From www.castudynotes.com

Join Us on Telegram http://t.me/canotes_ipcc

http://www.castudynotes.com
http://t.me/canotes_ipcc


Case Scenario - 1

Fit&Fine is one of the renowned gymnasium in South Delhi established in 2016. The gym is very famous for
its health services, latest equipment, cordial environment, and experts. The Fit&Fine gym management has
excellent arrangement for its customers as well as employees. A Dietician and a physician are also associated
with gym during the gym timings of 5:00 am to 10:00 pm all days.
On the occasion of Diwali in 2019, the gym also launched an online Fit&Fine Gym Aggregator service application
to reach out and get connected to more customers through various gyms located in West and North Delhi.
For its new e-business as online gym aggregator, Fit&Fine entered into various electronic agreements with
many other gyms in West Delhi and North Delhi prescribing the specific terms and conditions of the
agreement. All these gyms associated with Fit&Fine are required to provide fitness related best services to
its customers.
The services of various associated gyms can be availed by the customers either through the Gym Aggregator
service application or through physical visit at the registered gyms in the app by paying onetime membership
fees of ‘ 3000 and gets unique membership id and PIN number to avail the facilities. A member can either
book for his/her physical visit or online session with any of these registered gyms associated with Fit&Fine
using the membership id.

1. In purview of above case scenario, there can be a possibility that any registered gym with Fit&Fine Gym
aggregator online service may violate the terms and conditions of the agreement done between the
two. Which type of risk is associated with this e-Commerce transaction?
(a) Lack of authenticity of transaction
(b) Problem of anonymity
(c) Repudiation of contract
(d) Privacy and security

Case Scenario - 2

Sweet & Sour is an established food chain with five branches at different locations within Delhi. In 2018, the
management decided to start a tiffin services with 24x7 availability on regular basis. To do so, they decided
to acquire a software which would be an online assistant to its customers by providing them a complete
detail about their services. The Management asked its manager to present them a report mentioning the
benefits, risks, control objectives and above all highlighting any changes that are required in the working of
food chain.
The management settled on a plan to benefit all its customers by providing them discounted coupons in
case they recommend their services to others and customer ensuring to provide the food chain of three new
customers. Also, the management decided for a centralized billing system that mandatorily requires
customer’s name and phone number to be filled for each bill that system generates. To maintain these
necessary details of its customers, the data management team of Sweet & Sour implemented major changes
in the database design of its billing software. Subsequently, the security and database maintenance has
become essential to protect the system against any unlawful activity as the database now contains the
personal details of its customers.
Sweet & Sour is an established food chain with five branches at different locations within Delhi. In 2018, the
management decided to start a tiffin services with 24x7 availability on regular basis. To do so, they decided
to acquire a software which would be an online assistant to its customers by providing them a complete
detail about their services. The Management asked its manager to present them a report mentioning the
benefits, risks, control objectives and above all highlighting any changes that are required in the working of
food chain.
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The management settled on a plan to benefit all its customers by providing them discounted coupons in
case they recommend their services to others and customer ensuring to provide the food chain of three new
customers. Also, the management decided for a centralized billing system that mandatorily requires
customer’s name and phone number to be filled for each bill that system generates. To maintain these
necessary details of its customers, the data management team of Sweet & Sour implemented major changes
in the database design of its billing software. Subsequently, the security and database maintenance has
become essential to protect the system against any unlawful activity as the database now contains the
personal details of its customers.

1. The software which food chain decided to buy, to help their customer and provide them online help,
falls under which of the following technology?

(a) Artificial Intelligence (b) Data Mining

(c) Cloud Computing (d) Mobile Computing
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Q-1 Explain the working of Automated Teller Machines (ATM) Channel Server?
Ans. Automated  Teller  Machines  (ATM)  Channel  Server:  This  server  contains  the  details  of  ATM account

holders. Soon after the facility of using the ATM is created by the Bank, the details of such customers
are loaded on to the ATM server. When the Central Database is busy with central end -of- day activitiesor
for any other reason, the file containing the account balance of the customer is sent to the ATM switch.
Such a file is called Positive Balance File (PBF). Till the central database becomes  accessible,  the  ATM
transactions  are  passed  and  the  bala nce  available  in  the  ATM server. Once the central database
server becomes accessible , all the transactions that took place till  such  time  as  the  central  database
became  un -accessible  would  be  updated  in  the  central database.  This  ensures  not  only  continuity
of  ATM  operations  but  also  ensures  that  the  Central database is always up-to-date. The above
process is applicable to stand alone ATMs at the Branch level. As most of the ATMs are attached to the
central network, the only control is through ATM Switch.

Q-2 A bank PQR has many branches all over India. However, the competent authority intends to bring  all
the  branches  together  under  one  umbrella  and  make  it  centralized.  For  that,  identify  most
prominently available Core Banking Software in the market.

Ans. Core Banking Solution (CBS) refers to a common IT solution wherein a central shared database supports
the entire banking application. Business processes in all the branches of a bank update a common
database in a central server located at a Data  Center, which gives a consolidated view of  the  bank’s
operations.  Branches  function  as  delivery  channels  providing  service s  to  its customers.  CBS is
centralized  Banking  Application  software that  has several  components  which have been designed to
meet the demands of the banking industry. CBS is supported by advanced technology infrastructure
and has high standards of business  functionality. These factors provide banks  with  a  competitive
edge.  Core  Banking  Solution  brings  significant  benefits  such  as  a customer is a customer of the bank
and not only of the branch. Further, the   CBS is modular in structure and is capable of being implemented
in stages as per requirements of the bank. A CBS software  also  enables  integration  of  all  third-party
applications,  including  in-house  banking software, to facilitate simple and complex business processes.
Some examples of CBS software are given below. These are only illustrative and not exhaustive.
• Finacle:  Core  banking  software  suite  developed  by  Infosys  that  provides  universal  banking

functionality covering all modules for banks covering all banking services.
• FinnOne: Web-based  global banking  product  designed  to  support  banks and  financial  solution

companies in dealing with assets, liabilities, core financial accounting and customer service.
• Flexcube: Comprehensive, integrated, interoperable, and modular solution that enables banks

to manage evolving customer expectations.
• BaNCS: A customer-centric business model which offers simplified operations comprising loans,

deposits, wealth management, digital channels and risk and compliance components.

CHAPTER-5
CORE BANKING SYSTEMS
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• bankMate: A full-scale Banking solution which is a scalable, integrated e-banking systems that
meets  the  deployment  requirements  in traditional  and  non-traditional  banking  environments.
It enables communication through any touch point to provide full access to provide complete
range of banking services with anytime, anywhere paradigm.
Further, there are many CBS software developed by vendors which are used by smaller and co-
operativebanks. Some of the banks have also developed in-house CBS software. However, the
trend is for using high-end CBS developed by vendors depending on cost-benefit analysis and
needs.

Q-3 Explain Proxy Server.
Ans. Proxy Server: A Proxy Server is a computer that offers a computer network service to allow clients to

make indirect network connections to other network services. A client connects to the proxy server,
and then requests a connection, file, or other resource available on a different server. The proxy
provides the resource either by connecting to the specified server or by serving it from a cache. In
some cases, the proxy may alter the client’s request or the server’s response for various purposes.

Q-4 Explain the parameters through which the deployment and implementation of Core Banking Systems
(CBS) should be controlled at various stages to ensure that banks automation objectives are achieved.

Ans. The deployment and implementation of Core Banking Systems (CBS) should be controlled at various
stages to ensure that banks automation objectives are achieved. This can be achieved through the
following:
• Planning: Planning for implementing the CBS should be done as per strategic and business

objectives of bank.
• Approval: The decision to implement CBS requires high investment and recurring costs and will

impact how banking services are provided by the bank. Hence, the decision must be approved by
the board of directors.

• Selection: Although there are multiple vendors of CBS, each solution has key differentiators.
Hence, bank should select the right solution considering various parameters as defined by the
bank to meet their specific requirements and business objectives.

• Design and develop or procured: CBS solutions used to be earlier developed in-house by the
bank. Currently, most of the CBS deployment are procured. There should be appropriate controls
covering the design or development or procurement of CBS for the bank.

• Testing: Extensive testing must be done before the CBS is live. The testing is to be done at different
phases at procurement stage to test suitability to data migration to ensure all existing data is
correctly migrated and testing to confirm processing of various types of transactions of all modules
produces the correct results.

• Implementation: CBS must be implemented as per pre-defined and agreed plan with specific
project milestones to ensure successful implementation.

• Maintenance: CBS must be maintained as required. E.g. program bugs fixed, version changes
implemented, etc.

• Support: CBS must be supported to ensure that it is working effectively.
• Updation: CBS modules must be updated based on requirements of business processes,

technology updates and regulatory requirements.;
• Audit: Audit of CBS must be done internally and externally as required to ensure that controls are

working as envisaged.
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Q-5 Information security is critical to mitigate the risks of Information technology that ensures
Confidentiality, Integrity and Availability of information. Determine the various sub-processes involved
in the Information Security.

Ans. Information security is critical to mitigate the risks of Information technology. Security refers to ensure
Confidentiality, Integrity and Availability of information. Information security is comprised of the
following sub-processes:
• Information Security Policies, Procedures, and practices: Refers to the processes relating to

approval and implementation of information security. The security policy is basis on which detailed
procedures and practices are developed and implemented at various units/department and layers
of technology, as relevant. These cover all key areas of securing information at various layers of
information processing and ensure that information is made available safely and securely.

• User Security Administration: Refers to security for various users of information systems. The
security administration policy documents define how users are created and granted access as per
organization structure and access matrix. It also covers the complete administration of users right
from creation to disabling of users is defined as part of security policy.

• Application Security: Refers to how security is implemented at various aspects of application
right from configuration, setting of parameters and security for transactions through various
application controls.

• Database Security: Refers to various aspects of implementing security for the database software.
• Operating System Security: Refers to security for operating system software which is installed in

the servers and systems which are connected to the servers.
• Network Security: Refers to how security is provided at various layers of network and connectivity

to the servers.
• Physical Security: Refers to security implemented through physical access controls.

Q-6 Describe the term “Money Laundering” in brief.
Ans. Money Laundering: It is defined as the process by which the proceeds of the crime and the true

ownership of those proceeds are concealed or made opaque so that the proceeds appear to come from
a legitimate source. The objective in money laundering is to conceal the existence, illegal source, or
illegal application of income to make it appear legitimate. Money laundering is commonly used by
criminals to make ‘dirty’ money appear ‘clean’ or the profits of criminal activities are made to appear
legitimate.

Q-7 Explain the term “Mortgage Plan”. Also, briefly discuss its different types.
Ans. Mortgage Loan: A Mortgage loan is a secured loan which is secured on the borrower’s property by

marking a lien on the property as collateral for the loan. If the borrower stops paying, then the lender
has the first charge on the property. Mortgages are used by individuals and businesses to make large
real estate purchases without paying the entire value of the purchase up front. Over the period of
many years, the borrowers repay the loan amount along with interest until there is no outstanding.
Types of Mortgage Loan are as follows:
• Home Loan: This is a traditional mortgage where customer has an option of selecting fixed or

variable rate of interest and is provided for the purchase of property
• Top Up Loan: Here the customer already has an existing loan and is applying for additional amount

either for refurbishment or renovation of the house
• Loans for Under Construction Property: In case of under construction properties the loan is

disbursed in tranches / parts as per construction plan.
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Q-8 Analyse new set of IT risks and challenges associated with the businesses and standards that the banks
should consider?

Ans. The business processes and standards adapted by Banks should consider these new set of IT risks and
challenges:
(i) Frequent changes or obsolescence of technology: Technology keeps on evolving and changing

constantly and becomes obsolete very quickly. Hence, there is always a risk that the investment
in technology solutions unless properly planned may result in loss to bank due to risk of
obsolescence.

(ii) Multiplicity and complexity of systems: The core of banking services remain same but by using
technology the way these banking products and services are provided changes drastically. The
Technology architecture used for services could include multiple digital platforms and is quite
complex. Hence, this requires the bank personnel to have personnel with requisite technology
skills or the management of the bank’s technology could be outsourced to a company having the
relevant skill set.

(iii) Different types of controls for different types of technologies/ systems: Deployment of Technology
gives rise to new types of risks which are explained later in this chapter. These risks need to be
mitigated by relevant controls as applicable to the technology/information systems deployed in
the bank.

(iv) Proper alignment with business objectives and legal/ regulatory requirements: Banks must ensure
that the CBS and allied systems implemented, cater to all the business objectives and needs of
the bank, in addition to the legal/regulatory requirements envisaged.

(v) Dependence on vendors due to outsourcing of IT services: In a CBS environment, the bank requires
staff with specialized domain skills to manage IT deployed by the bank. Hence, these services
could be outsourced to vendors and there is heavy dependency on vendors and gives rise to
vendor risks which should be managed by proper contracts, controls and monitoring.

(vi) Vendor related concentration risk: There may not one but multiple vendors providing different
services. For example, network, hardware, system software and banking software services may
be provided by different vendors or these services may be provided by a single vendor. Both
these situations result in higher risks due to heavy dependence on vendors.

(vii) Segregation of Duties (SoD): Banks have a highly-defined organization structure with clearly
defined roles, authority and responsibility. The segregation of duties as per organization structure
should be clearly mapped in the CBS used by the bank. This is a high-risk area since any SoD
conflicts can be a potential vulnerability for fraudulent activities. For example, if a single employee
can initiate, authorize and disburse a loan the possibility of misuse cannot be ignored.

(viii) External threats leading to cyber frauds/ crime: The CBS environment provides access to customers
anytime, anywhere using internet. Hence, information system which was earlier accessible only
within and to the employees of the bank is now exposed as it is open to be accessed by anyone
from anywhere. Making the information available is business imperative but this is also fraught
with risks of increased threats from hackers and others who could access the software to commit
frauds/crime.

(ix) Higher impact due to intentional or unintentional acts of internal employees: Employees in a
technology environment are the weakest link in an enterprise. This is much more relevant in bank
as banks deal directly with money. Hence, the employee acts done intentionally or unintentionally
may compromise security of the IT environment.
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(x) New social engineering techniques employed to acquire confidential credentials: Fraudsters use
new social engineering techniques such as socializing with employees and extracting information
which is used unauthorizedly to commit frauds. For example: extracting information about
passwords from bank’s staff acting as genuine customer and using it to commit frauds.

(xi) Need for governance processes to adequately manage technology and information security:
Controls in CBS should be implemented from macro and business perspective and not just from
function and technology perspective. As Technology, has become key enabler for bank and is
implemented across the bank, senior management of bank should be involved in directing how
technology is deployed in bank and approve appropriate policies. This requires governance process
to implement security as required.

(xii) Need to ensure continuity of business processes in the event of major exigencies: The high
dependence on technology makes it imperative to ensure resilience to ensure that failure does
not impact banking services. Hence, a documented business continuity plan with adequate
technology and information systems should be planned, implemented and monitored.

Q-9 Explain the Internal controls in banks?
Ans. Risks are mitigated by implementing internal controls as appropriate to the business environment.

These types of controls must be integrated in the IT solution implemented at the bank’s branches.
Some examples of internal controls in bank branch are given here:
• Work of one staff member is invariably supervised/ checked by another staff member, irrespective

of the nature of work (Maker-Checker process).
• A system of job rotation among staff exists.
• Financial and administrative powers of each official/ position is fixed and communicated to all

persons concerned.
• Branch managers must send periodic confirmation to their controlling authority on compliance of

the laid down systems and procedures.
• All books are to be balanced periodically. Balancing is to be confirmed by an authorized official.
• Details of lost security forms are immediately advised to controlling so that they can exercise

caution.
• Fraud prone items like currency, valuables, draft forms, term deposit receipts, traveler’s cheques

and other such security forms are in the custody of at least two officials of the branch.
Q-10 In Core Banking Systems, discuss the possible risks and their controls around the CASA (Current and

Savings Account) process.
Ans. In Core Banking Systems (CBS), the possible risks and their controls around the CASA (Current and

Savings Account) Process are as follows:
Risks Controls
Credit Line setup is unauthorizedand not The credit committee checks that theFinancial Ratios, the
in line with the banks policy. Net-worth, the Riskfactors and its corresponding

mitigatingfactors, the Credit Line offered and the Credit
amount etc. is in line with CreditRisk Policy and that the
Client can begiven the Credit Line.

Credit Line setup in CBS isunauthorized Access rights to authorize the credit limitin case of account
and not in line withthe banks policy. setup system shouldbe restricted to authorized personnel.
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Customer Master defined in CBS isnot in Access rights to authorize the customermaster in CBS
accordance with the PreDisbursement should be restricted toauthorized personnel.
Certificate.
Inaccurate interest / charge being Interest on fund based facilities areautomatically
calculated in CBS. calculated in the CBS as perthe defined rules.
Unauthorized personnel approving the Segregation of Duties to be maintainedbetween the
CASA’s transaction in CBS. initiator and authorizer of thetransaction for processing

transaction in CBS.
Inaccurate accounting entriesgenerated in Accounting entries are generated by CBSbasis the facilities
CBS. requested by thecustomer and basis defined

configurationsfor those facilities in CBS.
Q-11 Define Money Laundering.
Ans. Money Laundering: Money Laundering is the process by which the proceeds of the crime and the true

ownership of those proceeds are concealed or made opaque so that the proceeds appear to come from
a legitimate source. The objective in money laundering is to conceal the existence, illegal source, or
illegal application of income to make it appear legitimate. Money laundering is commonly used by
criminals to make ‘dirty’ money appear ‘clean’ or the profits of criminal activities are made to appear
legitimate. Money Laundering involves three stages namely – Placement, Layering and Integration.

Q-12 Explain various key aspects in-built into the architecture of a Core Banking System.
Ans. Some key aspects in-built into the architecture of a Core Banking System (CBS) are as follows:

• Information flow: Facilitates information flow within the bank and improves the speed and accuracy
of decision-making. It deploys systems that streamline integration and unite corporate information
to create a comprehensive analytical infrastructure.

• Customer centric: A holistic core banking architecture enables banks to target customers with the
right offers at the right time with the right channel to increase profitability.

• Regulatory compliance: Compliance in case of banks is complex and expensive. CBS has built-in
and regularly updated regulatory platform which will ensure compliance.

• Resource optimization: Optimizes utilization of information and resources of banks and lowers
costs through improved asset reusability, faster turnaround times, faster processing and increased
accuracy.

Q-13 In line with the suggestions of RBI, M/s. ABC Bank is planning to obtain ISO 27001: 2013 certification for
its Information Security Management System. As an IS Auditor, you are required to prepare a sample
list of Risks w.r.t. Information Security for the Bank.

Ans. Sample listing of Risks w.r.t Information Security for the Bank is as follows:
• Significant information resources may be modified inappropriately, disclosed without

authorization, and/ or unavailable when needed. (e.g., they may be deleted without
authorization).

• Lack of management direction and commitment to protect information assets.
• Potential Loss of confidentiality, availability and integrity of data and system.
• User accountability is not established.
• It is easier for unauthorized users to guess the password of an authorized user and access the

system and/ or data. This may result in loss of confidentiality, availability and integrity of data and
system.
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• Unauthorized viewing, modification or copying of data and/ or unauthorized use, modification or
denial of service in the system.

• Security breaches may go undetected.
• Inadequate preventive measure for key server and IT system in case of environmental threat like

heat, humidity, fire, flood etc.
• Unauthorized system or data access, loss and modification due to virus, worms and Trojans.

Q-14 Write a note on : Cyber Crime
Ans. Cyber Crime: Cyber-crime also known as Computer Crime are crimes that involve use of a computer

and a network. It is defined as the offences that are committed against individuals or groups of
individuals with a criminal motive to intentionally harm the reputation of the victim or cause physical
or mental harm, or loss, to the victim directly or indirectly, using modern telecommunication networks
such as Internet (Chat rooms, emails, notice boards and groups) and mobile phones. Committing of a
fraud by manipulation of the input, output or throughput of a computer based system; Computer
forgery which involves changing images or data stored in computers; Deliberate damage caused to
computer data or programs through virus programs or logic bombs; Unauthorized access to computers
by hacking into systems or stealing passwords; and unauthorized reproduction of computer programs
or software piracy are some examples of Cybercrimes.

Q-15 Internal controls must be integrated in the IT so lution implemented at the bank’s branches to mitigate
risks. State few examples indicating the internal controls in banks.

Ans. Some examples of Internal Controls in bank ’s branch are as below:
• Work of one staff member is invariably supervised/ checked by another staff member, irrespective

of the nature of work (Maker-Checker process).
• A system of job rotation among staff exists.
• Financial and administrative powers of each official/ positio n is fixed and communicated to all

persons concerned.
• Branch managers must send periodic confirmation to their controlling authority on compliance of

the laid down systems and procedures.
• All books are to be balanced periodically. Balancing is to be confir med by an authorized official.
• Details of lost security forms are immediately advised to controlling so that they can exercise

caution.
• Fraud prone items like currency, valuables, draft forms, term deposit receipts, traveller’s   cheques

and other such secur ity forms are in the custody of at least two officials of the branch.
Q-16 Money laundering  is used by anti -social elements to make  ‘ dirty’  money appear  ‘clean’that  affects

the economy of  any  country.  Discuss the  various stages  involved  in  the process of Money Laundering.
Ans. Stages of Money Laundering are as follows :

i . Placement:  The first stage involves the Placement of proceeds derived from illegal activities  -
the movement of proceeds frequently curr ency from the scene of the crime to a place, or into a
form, less suspicious and more convenient for the criminal.

ii. Layering:  Layering involves the separation of proceeds from illegal source using complex
transactions designed to obscure the audit trail  and hide the proceeds. The criminals frequently
use shell corporations, offshore banks or countries with loose regulation and secrecy laws for this
purpose. Layering involves sending the money through various financial transactions to change
its form and  make it difficult to follow. Layering may consist of several banks to bank transfers or
wire transfers between different accounts in different names in different countries making deposit
and withdrawals to continually vary the amount of money in the accoun ts changing the money’s
currency purchasing high value items to change the form of money -making it hard to trace.
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iii . Integration:  Integration involves conversion of illegal proceeds into apparently legitimate business
earnings through normal financial or   commercial operations. Integration creates the illusion of a
legitimate source for criminally derived funds and involves techniques as numerous and creative
as those used by legitimate businesse

Q-17 Define the Process of Money Laundering.
Ans.  Money Laundering is the process by which the proceeds of the crime and the true ownership of those

proceeds are concealed or made opaque so that the proceeds appear to come from a legitimate source.
The objective in money laundering is to conceal the existence, illegal source, or illegal application of
income to make it appear legitimate. Money laundering is commonly used by criminals to make ‘dirty’
money appear ‘clean’ or the profits of criminal activities are made to appear legitimate.

Q-18 ABC is a newly established financial company that wants to obtain ISO 27001 certificate for information
security to mitigate the risks of information technology. Write all the sub-processes included in
implementation of Information Security.

Ans. Information security is comprised of the following sub-processes:
• Information Security Policies, Procedures and practices: Refers to the processes relating to

approval and implementation of information security. The security policy is basis on which detailed
procedures and practices are developed and implemented at various units/department and layers
of technology, as relevant. These cover all key areas of securing information at various layers of
information processing and ensure that information is made available safely and securely.

• User Security Administration: Refers to security for various users of information systems. The
security administration policy documents define how users are created and granted access as per
organization structure and access matrix. It also covers the complete administration of users right
from creation to disabling of users is defined as part of security policy.

• Application Security: Refers to how security is implemented at various aspects of application
right from configuration, setting of parameters and security for transactions through various
application controls.

• Database Security: Refers to various aspects of implementing security for the database software.
• Operating System Security: Refers to security for operating system software which is installed in

the servers and systems which are connected to the servers.
• Network Security: Refers to how security is provided at various layers of network and connectivity

to the servers.
• Physical Security: Refers to security implemented through physical access controls.

Q-19 Agro development bank is a corporative bank with two branches in Jaipur city. The bank has decided to
implement Core Banking Systems (CBS) in both branches for better inter-connectivity between its
branches and also to facilitate management of deposit, loan and credit processing. Explain the various
stages involved in deployment and implementation of CBS.

Ans. The various stages involved in deployment and implementation of Core Banking Systems (CBS) are as
follows:
• Planning: Planning for implementing the CBS should be done as per strategic and business

objectives of bank.
• Approval: The decision to implement CBS requires high investment and recurring costs and will

impact how banking services are provided by the bank. Hence, the decision must be approved by
the board of directors.
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• Selection: Although there are multiple vendors of CBS, each solution has key differentiators.
Hence, bank should select the right solution considering various parameters as defined by the
bank to meet their specific requirements and business objectives.

• Design and develop or procured: CBS solutions used to be earlier developed in-house by the
bank. Currently, most of the CBS deployments are procured. There should be appropriate controls
covering the design or development or procurement of CBS for the bank.

• Testing: Extensive testing must be done before the CBS is live. The testing is to be done at different
phases at procurement stage to test suitability to data migration to ensure all existing data is
correctly migrated and testing to confirm processing of various types of transactions of all modules
produces the correct results.

• Implementation: CBS must be implemented as per pre-defined and agreed plan with specific
project milestones to ensure successful implementation.

• Maintenance: CBS must be maintained as required. E.g. program bugs fixed, version changes
implemented, etc.

• Support: CBS must be supported to ensure that it is working effectively.
• Updation: CBS modules must be updated based on requirements of business processes,

technology updates and regulatory requirements.
• Audit: Audit of CBS must be done internally and externally as required to ensure that controls are

working as envisaged.
Q-20 Explain the Section 43 of IT Act, 2000 related to penalty and compensation for damage to computer and

computer system.
Ans. Section 43: Penalty and compensation for damage to computer, computer system, etc.

If any person without permission of the owner or any other person who is in-charge of a computer,
computer system or computer network -
(a) accesses or secures access to such computer, computer system or computer network [or computer

resource];
(b) downloads, copies or extracts any data, computer database or information from such computer,

computer system or computer network including information or data held or stored in any
removable storage medium;

(c) introduces or causes to be introduced any computer contaminant or computer virus into any
computer, computer system or computer network;

(d) damages or causes to be damaged any computer, computer system or computer network, data,
computer database or any other programs residing in such computer, computer system or computer
network;

(e) disrupts or causes disruption of any computer, computer system or computer network;
(f) denies or causes the denial of access to any person authorized to access any computer, computer

system or computer network by any means;
(g) provides any assistance to any person to facilitate access to a computer, computer system or

computer network in contravention of the provisions of this Act, rules or regulations made there
under;

(h) charges the services availed of by a person to the account of another person by tampering with or
manipulating any computer, computer system, or computer network;

(i) destroys, deletes or alters any information residing in a computer resource or diminishes its
value or utility or affects it injuriously by any means;

(j) steals, conceals, destroys or alters or causes any person to steal, conceal, destroy or alter any
computer source code used for a computer resource with an intention to cause damage, he shall
be liable to pay damages by way of compensation to the person so affected.
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Q-21 Write a short note on Automated Teller Machines (ATM) Channel Server of Core Banking System.
Ans. Automated Teller Machines (ATM) Channel Server: This server contains the details of ATM account

holders. Soon after the facility of using the ATM is created by the Bank, the details of such customers
are loaded on to the ATM server. When the Central Database is busy with central end-of- day activities
or for any other reason, the file containing the account balance of the customer is sent to the ATM
switch. Such a file is called Positive Balance File (PBF). This ensures not only continuity of ATM operations
but also ensures that the Central database is always up-to-date. The above process is applicable to
stand alone ATMs at the Branch level. As most of the ATMs are attached to the central network, the only
control is through ATM Switch.

Q-22 ABC Bank established in 2015 is in the process to obtain ISO 27001:2013 certification to mitigate the risk
of Information Technology as per guided by RBI. Explain the various sub processes included in
Information Security.

Ans. Information Security is comprised of the following sub-processes:
• Information Security Policies, Procedures and practices: This refers to the processes relating to

approval and implementation of information security. The security policy is basis on which detailed
procedures and practices are developed and implemented at various units/department and layers
of technology, as relevant. These cover all key areas of securing information at various layers of
information processing and ensure that information is made available safely and securely. For
example - Non-disclosure agreement with employees, vendors etc., KYC procedures for security.

• User Security Administration: This refers to security for various users of information systems. The
security administration policy documents define how users are created and granted access as per
organization structure and access matrix. It also covers the complete administration of users right
from creation to disabling of users is defined as part of security policy.

• Application Security: This refers to how security is implemented at various aspects of application
right from configuration, setting of parameters and security for transactions through various
application controls. For example - Event Logging.

• Database Security: This refers to various aspects of implementing security for the database
software. For example - Role based access privileges given to employees.

• Operating System Security: This refers to security for operating system software which is installed
in the servers and systems which are connected to the servers.
 Network Security: This refers to how security is provided at various layers of network and

connectivity to the servers. For example - Use of virtual private networks for employees,
implementation of firewalls etc.

 Physical Security: This refers to security implemented through physical access controls. For
example - Disabling the USB ports.

Q-23 Write a short note on Proxy Server.
Ans. A Proxy Server is a computer that offers a computer network service to allow clients to make indirect

network connections to other network services. A client connects to the proxy server, and then requests
a connection, file, or other resource available on a different server. The proxy server provides the
resource either by connecting to the specified server or by serving it from a cache and hence often
used to increase the speed and managing network bandwidth. In some cases, the proxy may alter the
client’s request or the server’s response for various purposes.
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Q-24 Mr. X mortgaged his old flat and took a loan from ABC bank to set up his new business. The said
transaction was recorded in the ABC bank software that may be prone to various risks. Discuss any two
risks and their corresponding controls related to the process of Mortgage involved in Core Banking
System.

Ans. The risks and their corresponding controls related to the process of Mortgage involved in Core Banking
System are as follows:
S. No. Risks Key Controls
1. Incorrect customer and loan details are There is secondary review performed by an

captured which will affect the over- all  independent team member who will verify loan
downstream process. details captured in core banking application with

 offer letter.
2. Incorrect loan amount disbursed. There is secondary review performed by an

independent team member who will verify loan
amount to be disbursed with the core banking
application to the signed offer letter.

3. Interest amount is in- correctly calculated Interest amount is auto calculated by the core
and charged.  banking application basis loan amount, ROI and

tenure.
4. Unauthorized changes made to loan System enforced segregation of duties exist in

master data or customer data.  the core banking application where the person
putting in of the transaction cannot approve its
own transaction and reviewer cannot edit any
details submitted by person putting data.

Q-25 Briefly discuss the characteristics of Core Banking Systems (CBS).
Ans. The characteristics of Core Banking Systems (CBS) are as follows:

• CBS is centralized Banking Application software that has several components which have been
designed to meet the demands of the banking industry.

• CBS is supported by advanced technology infrastructure and has high standards of business
functionality.

• Core Banking Solution brings significant benefits such as a customer is a customer of the bank and
not only of the branch.

• CBS is modular in structure and is capable of being implemented in stages as per requirements of
the bank.

• A CBS software also enables integration of all third-party applications including in-house banking
software to facilitate simple and complex business processes.

• There is a common database in a central server located at a Data Center which gives a consolidated
view of the bank’s operations.

• Branches function as delivery channels providing services to its customers.
Q-26 XYZ Bank wants to deploy and implement Core Banking Systems (CBS) to all of its branches. As a

consultant, how would you suggest the deployment and implementation of CBS at various stages to
ensure that banks automation objectives are achieved?
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Ans. The various stages of deployment and implementation of Core Banking Systems (CBS) should be
controlled to ensure that banks automation objectives are achieved:
• Planning: Planning for implementing the CBS should be done as per strategic and business

objectives of bank.
• Approval: The decision to implement CBS requires high investment and recurring costs and will

impact how banking services are provided by the bank. Hence, the decision must be approved by
the Board of Directors.

• Selection: Although there are multiple vendors of CBS, each solution has key differentiators.
Hence, bank should select the right solution which is scalable and where different interfaces are
readily available considering various parameters as defined by the bank to meet their specific
requirements and business objectives.

• Design and develop or procure: CBS solutions used to be earlier developed in-house by the bank.
Currently, most of the CBS deployments are procured. There should be appropriate controls
covering the design or development or procurement of CBS for the bank.

• Testing: Extensive testing must be done before the CBS is live. The testing is to be done at different
phases at procurement stage to test suitability to data migration to ensure all existing data is
correctly migrated and to confirm that the processing of various types of transactions of all modules
produces the correct results.

• Implementation: CBS must be implemented as per pre-defined and agreed plan with specific
project milestones to ensure successful implementation.

• Maintenance: CBS must be maintained as required. For example - program bugs fixed, version
changes implemented, etc.

• Support: CBS must be supported to ensure that it is working effectively.
• Updation: CBS modules must be updated based on requirements of business processes,

technology updates and regulatory requirements.
• Audit: Audit of CBS must be done internally and externally as required to ensure that controls are

working as envisaged.
Q-27 Explain the stages of Money Laundering.
Ans. The stages of Money Laundering are as follows:

(i) Placement: The first stage involves the Placement of proceeds derived from illegal activities - the
movement of proceeds, frequent currency from the scene of the crime to a place, or into a form,
less suspicious and more convenient for the criminal.

(ii) Layering: It involves the separation of proceeds from illegal source using complex transactions
designed to obscure the audit trail and hide the proceeds. The criminals frequently use shell
corporations, offshore banks or countries with loose regulation and secrecy laws for this purpose.
Layering involves sending the money through various financial transactions to change its form
and make it difficult to follow. Layering may consist of several banks to bank transfers or wire
transfers between different accounts in different names in different countries making deposit
and withdrawals to continually vary the amount of money in the accounts changing the money’s
currency purchasing high value items (boats, houses cars, diamonds) to change the form of money-
making it hard to trace.

(iii) Integration: It involves conversion of illegal proceeds into apparently legitimate business earnings
through normal financial or commercial operations. Integration creates the illusion of a legitimate
source for criminally derived funds and involves techniques as numerous and creative as those
used by legitimate businesses. For example- false invoices for goods exported, domestic loan
against a foreign deposit, purchasing of property and comingling of money in bank accounts.
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Q-28 Define the Mortgage Loan. Briefly explain the types of Mortgage Loan.
Ans. Mortgage Loan

• A Mortgage loan is a secured loan which is secured on the borrower’s property by marking a lien
on the property as collateral for the loan. If the borrower stops paying, then the lender has the
first charge on the property.

• Mortgages are used by individuals and businesses to make large real estate purchases without
paying the entire value of the purchase up front. Over the period of many years, the borrowers
repay the loan amount along with interest until there is no outstanding.

Types of Mortgage Loan are as follows:
• Home Loan: This is a traditional mortgage where customer has an option of selecting fixed or

variable rate of interest and is provided for the purchase of property.
• Top Up Loan: Here the customer already has an existing loan and is applying for additional amount

either for refurbishment or renovation of the house.
• Loans for Under Construction Property: In case of under construction properties the loan is

disbursed in tranches / parts as per construction plan.
Q-29 Briefly explain any two types of Mortgage loan in a Banking system.
Ans. Mortgage Loan in a Banking system are as follows:

• Home Loan: This is a traditional mortgage where customer has an option of selecting fixed or
variable rate of interest and is provided for the purchase of property.

• Top Up Loan: Here the customer already has an existing loan and is applying for additional amount
either for refurbishment or renovation of the house.

• Loans for Under Construction Property: In case of under construction properties the loan is
disbursed in tranches / parts as per construction plan.

Q-30 Once the complete business of a bank is captured by technology and processes are automated in Core
Banking System (CBS), the data of the bank, customer, management and staff are completely dependent
on the Data Centre. From a risk assessment point of view, it is critical to ensure that the bank can impart
training to its staff in the core areas of technology for efficient risk management. Explain any six
common IT risks related to CBS.

Ans. The common IT risks related to Core Banking Systems (CBS) are as follows:
• Ownership of Data/ process: Data resides at the Data Centre. Establish clear ownership.
• Authorization process: Anybody with access to the CBS, including the customer himself, can enter

data directly. What is the authorization process? If the process is not robust, it can lead to
unauthorized access to the customer information.

• Authentication procedures: Usernames and Passwords, Personal Identification Number (PIN),
One Time Password (OTP) are some of the most commonly used authentication methods. However,
these may be inadequate and hence the user entering the transaction may not be determinable
or traceable.

• Several software interfaces across diverse networks: A Data Centre can have as many as 75-100
different interfaces and application software. A data center must also contain adequate
infrastructure, such as power distribution and supplemental power subsystems, including electrical
switching; uninterruptable power supplies; backup generators and so on. Lapse in any of these
may lead to real-time data loss.
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• Maintaining response time: Maintaining the interfacing software and ensuring optimum response
time and up time can be challenging.

• User Identity Management: This could be a serious issue. Some Banks may have more than 5000
users interacting with the CBS at once.

• Access Controls: Designing and monitoring access control is an extremely challenging task. Bank
environments are subject to all types of attacks; thus, a strong access control system is a crucial
part of a bank’s overall security plan. Access control, however, does vary between branch networks
and head office locations.

• Incident handling procedures: Incident handling procedures are used to address and manage the
aftermath of a security breach or cyberattack. However, these at times, may not be adequate
considering the need for real-time risk management.

• Change Management: Though Change management reduces the risk that a new system or other
change will be rejected by the users; however, at the same time, it requires changes at application
level and data level of the database- Master files, transaction files and reporting software.

Q-31 In the Core Banking Systems, the central server supports the entire banking process through front-end
and back-end applications and enables the users to access numerous online banking facilities 24x7.
Explain various Front-end applications of Core Banking Systems.

Ans. Various Front-end applications of core banking systems are as follows:
O Internet banking also known as Online Banking, is an electronic payment system that enables

customers of a bank or other financial institution to conduct a range of financial transactions
through the financial institution’s website accessed through any browser. The online banking
system offers over 250+ services and facilities that give us real-time access to our bank account.
We can make and receive payments to our bank accounts, open Fixed and Recurring Deposits,
view account details, request a cheque book and a lot more, while you are online.

O Mobile Banking is a service provided by a bank or other financial institution that allows its customers
to conduct financial transactions remotely using a mobile device such as a smartphone or tablet.
Unlike the related internet banking, it uses software, usually called an app, provided by the
financial institution for the purpose. The app needs to be downloaded to utilize this facility.
Mobile banking is usually available on a 24-hour basis.

O Phone Banking: It is a functionality through which customers can execute many of the banking
transactional services through Contact Centre of a bank over phone, without the need to visit a
bank branch or ATM. Registration of Mobile number in account is one of the basic perquisite to
avail Phone Banking. The use of telephone banking services, however, has been declining in favor
of internet banking. Account related information, Cheque Book issue request, stop payment of
cheque, Opening of Fixed deposit etc. are some of the services that can be availed under Phone
Banking.

O Branch Banking: Core Banking Systems are the bank’s centralized systems that are responsible for
ensuring seamless workflow by automating the frontend and backend processes within a bank.
CBS enables single view of customer data across all branches in a bank and thus facilitate
information across the delivery channels. The branch confines itself to the following key functions:
• Creating manual documents capturing data required for input into software;
• Internal authorization;
• Initiating Beginning-Of-Day (BOD) operations;
• End-Of-Day (EOD) operations; and
• Reviewing reports for control and error correction.
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Q-32 BMN Bank limited has recently started its core banking operations. The Bank approached Mr. X for his
advice regarding the maintenance of records as a reporting entity considering the provisions of the
PMLA, 2002. What do you think shall be the probable reply of Mr. X mentioning the relevant provisions
of the PMLA, 2002?

Ans. Section 12 of the Prevention of Money Laundering Act, 2002 provides for the obligation of Banking
Companies, Financial Institutions and Intermediaries i.e. the reporting entity to maintain records of
transactions. Mr. X should have advised BMN Bank Ltd. to maintain records in the compliance to said
section.
1. Accordingly, every reporting entity shall -

(i) Maintain a record of all transactions, including information relating to transactions covered
under point (ii) below, in such manner as to enable it to reconstruct individual transactions.
Here records shall be maintained for a period of five years from the date of transaction
between a client and the reporting entity.

(ii) Furnish to the Director within such time as may be prescribed, information relating to such
transactions, whether attempted or executed, the nature and value of which may be
prescribed;

(iii) Omitted
(iv) Omitted
(v) Maintain record of documents evidencing identity of its clients and beneficial owners as

well as account files and business correspondence relating to its clients.
2. Every information maintained, furnished or verified, save as otherwise provided under any law

for the time being in force, shall be kept confidential.
3. The records referred to in clause (i) of sub-section (1) shall be maintained for a period of five

years from the date of transaction between a client and the reporting entity.
4. The records referred to in clause (e) of sub-section (1) shall be maintained for a period of five

years after the business relationship between a client and the reporting entity has ended or the
account has been closed, whichever is later.

5. The Central Government may, by notification, exempt any reporting entity or class of reporting
entities from any obligation under this Chapter.

Q-33 Information Security that refers to ensure Confidentiality, Integrity and Availability of information, is
critical in banking industry, to mitigate the risks of Information Technology. Identify and explain various
sub-processes that are involved in Information Security.

Ans. The various sub-processes that are involved in information Security are as follows:
• Information Security Policies, Procedures and practices: This refers to the processes relating to

approval and implementation of information security. The security policy is basis on which detailed
procedures and practices are developed and implemented at various units/department and layers
of technology, as relevant. These cover all key areas of securing information at various layers of
information processing and ensure that information is made available safely and securely. For
example – Non-disclosure agreement with employees, vendors etc., KYC procedures for security.

• User Security Administration: This refers to security for various users of information systems. The
security administration policy documents define how users are created and granted access as per
organization structure and access matrix. It also covers the complete administration of users right
from creation to disabling of users is defined as part of security policy.
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• Application Security: This refers to how security is implemented at various aspects of application
right from configuration, setting of parameters and security for transactions through various
application controls. For example – Event Logging.

• Database Security: This refers to various aspects of implementing security for the database
software. For example - Role based access privileges given to employees.

• Operating System Security: This refers to security for operating system software which is installed
in the servers and systems which are connected to the servers.

• Network Security: This refers to how security is provided at various layers of network and
connectivity to the servers. For example - Use of virtual private networks for employees,
implementation of firewalls etc.

• Physical Security: This refers to security implemented through physical access controls. For
example - Disabling the USB ports.

Q-34 Current and Savings Account (CASA) is a unique feature which banks offer to their customers to make
them keep their money in their banks. Discuss its business process flow.

Ans. The Business Process flow of Current and Saving Account (CASA) is as follows:
(i) Either the customer approaches the relationship manager to apply for a CASA facility or will apply

the same through internet banking, the charges/ rates for the facility are provided by the
relationship manager on basis of the request made by the customer.

(ii) Once the potential customer agrees for availing the facilities/products of the bank, the relationship
manager request for the relevant documents i.e. KYC and other relevant documents of the
customer depending upon the facility/product. KYC (Know Your Customer) is a process by which
banks obtain information about the identity and address of the customers. KYC documents can be
Passport, Driving License, etc.

(iii) The documents received from the customers are handed over to the Credit team / Risk team for
sanctioning of the facilities/limits of the customers.

(iv) Credit team verifies the document’s, assess the financial and credit worthiness of the borrowers
and updates facilities ine customer account.

(v) Current Account /Saving Account along with the facilities requested are provided to the customer
for daily functioning.

(vi) Customers can avail facilities such as cheque deposits/ withdrawal, Cash deposit/ withdrawal,
Real Time Gross Settlement (RTGS), National Electronics Funds Transfer System (NEFT), Electronic
Clearing Service (ECS), Overdraft Fund Transfer services provided by the bank.

Q-35 An Application Software comprises of three layers to perform various functions such as receiving
inputs from the user, performing arithmetic and logical functions etc. Explain these layers.

Ans. The three layers of an Application Software are as follows:
• The Application Layer: It receives the inputs from the users and performs certain validations like,

if the user is authorized to request the transaction.
• The Operating System Layer: This layer carries these instructions and processes them using the

data stored in the database and returns the results to the application layer.
• The Database Layer: It stores the data in a certain form. For a transaction to be completed, all the

three layers need to be invoked. Most application software is built on this model these days.
Q-36 In Core Banking Systems, Information security has become critical to mitigate the risks associated with

Information Technology. Elaborate the sub-processes that comprise Information security in this case.
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Ans. The sub-processes that comprise Information security to mitigate the risks associated with Information
Technology are as follows:
• Information Security Policies, Procedures and practices: This refers to the processes relating to

approval and implementation of information security. The security policy is basis on which detailed
procedures and practices are developed and implemented at various units/department and layers
of technology, as relevant.
These cover all key areas of securing information at various layers of information processing and
ensure that information is made available safely and securely. For example: Non-disclosure
agreement with employees, vendors etc., KYC procedures for security.

• User Security Administration: This refers to security for various users of information systems. The
security administration policy documents define how users are created and granted access as per
organization structure and access matrix. It also covers the complete administration of users right
from creation to disabling of users is defined as part of security policy.

• Application Security: This refers to how security is implemented at various aspects of application
right from configuration, setting of parameters and security for transactions through various
application controls. For example: Event Logging.

• Database Security: This refers to various aspects of implementing security for the database
software. For example - Role based access privileges given to employees.

• Operating System Security: This refers to security for operating system software which is installed
in the servers and systems which are connected to the servers.

• Network Security: This refers to how security is provided at various layers of network and
connectivity to the servers. For example: Use of virtual private networks for employees,
implementation of firewalls etc.

• Physical Security: This refers to security implemented through physical access controls. For
example: Disabling the USB ports.

Q-37 BNC Financial is a well renowned Mortgage Broker company that is engaged in providing mortgage
loans to potential businessmen for expansion/establishing their businesses.
Write down various risks and their associated controls around the Mortgage Process.

Ans.  The risks and their associated controls around the Mortgage process are as follows:
Risks Key Controls
Incorrect customer and loan There is secondary review performed by an
details are captured which will independent team member who will verify loan
affect the overall downstream details captured in core banking application with
process. offer letter.
Incorrect loan amountdisbursed. There is secondary review performed by an

independent team member who will verify
loan amount to be disbursed with the core
banking application to the signed offer letter.

Interest amount is incorrectly Interest amount is auto calculated by the core
calculated and charged. banking application basis loan amount, RoI

and tenure.
Unauthorized changes made to loan master System enforced Segregation of Duties exist
data orcustomer data. in thecore banking application where the person

puttingin the transaction cannot approve its
own transaction and reviewer cannot edit any
detailssubmitted by person putting data.
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Q-38 Electronic Fund Transfer (EFT) is a mode of remittance which facilitates almost instantaneous transfer
of funds between two bank centers electronically. Discuss any three latest digital modes of remittance
of funds adopted by banks.

Ans.  The modes of remittance of funds adopted by banks are as follows:
• Demand Drafts: These are issued by one branch of the bank and are payable by another branch of

the Bank or, in case, there being no branch of the Bank at the place of destination, branch of
another bank with which the issuing bank has necessary arrangements. The demand drafts are
handed over to the applicant.

• Mail Transfer (MT): In case of MT, no instrument or document guaranteeing the payment of a
specific amount of money, either on demand, or at a set time, with the payer named on the
document, that includes cheques, drafts, bills of exchange, credit notes etc. is handed over to the
applicant. The transmission of the instrument is the responsibility of the branch.
Generally, the payee of MT is an account holder of the paying branch.

• Electronic Funds Transfer (EFT): It is another mode of remittance which facilitates almost
instantaneous transfer of funds between two centers electronically. Most of the banks have now
introduced digital mode of remittance which makes remittance possible online and on mobile
devices directly by the customer in a few clicks. In recent times, new modes of money transfer
have replaced the traditional methods of funds transfer. These include Real Time Gross Settlement
(RTGS) National Electronic Funds Transfer (NEFT) and Immediate Payment Service (IMPS).

Q-39 Various controls are implemented to ensure that information system assets that are categorized under
personnel, hardware, facilities, documentation, application software etc. are secure.
However, when disaster strikes, controls of last resort can be used to recover operations and mitigate
losses. In view of this, define Insurance as a Security Management Control.

Ans. W.r.t. Security Management Control, Insurance is termed as a contract, represented by a policy, in
which an individual or entity receives financial protection or reimbursement against losses from an
insurance company. Adequate insurance must be able to replace Information Systems assets and to
cover the extra costs associated with restoring normal operations.

Q-40 Describe the Section 66F of IT Act, 2000 related to punishment for cyber terrorism.
Ans. The description of Section 66F of IT Act, 2000 related to Punishment for cyber terrorism is:

(1) Whoever -
(A) with intent to threaten the unity, integrity, security or sovereignty of India or to strike terror

in the people or any section of the people by –
(i) denying or cause the denial of access to any person authorized to access computer

resource; or
(ii) attempting to penetrate or access a computer resource without authorization or

exceeding authorized access; or
(iii) introducing or causing to introduce any computer contaminant,
and by means of such conduct causes or is likely to cause death or injuries to persons or
damage to or destruction of property or disrupts or knowing that it is likely to cause damage
or disruption of supplies or services essential to the life of the community or adversely
affect the critical information infrastructure specified under section 70; or

(B) knowingly or intentionally penetrates or accesses a computer resource without authorization
or exceeding authorized access, and by means of such conduct obtains access to information,
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data or computer database that is restricted for reasons of the security of the State or foreign
relations; or any restricted information, data or computer database, with reasons to believe
that such information, data or computer  database so obtained may be used to cause or likely
to cause injury to the interests of the sovereignty and integrity of India, the security of the
State, friendly relations with foreign States, public order, decency or morality, or in relation
to contempt of court, defamation or incitement to an offence, or to the advantage of any
foreign nation, group of individuals or otherwise, commits the offence of cyber terrorism.

(2) Whoever commits or conspires to commit cyber terrorism shall be punishable with imprisonment
which may extend to imprisonment for life.

Q-41 Risks are all pervasive in the banking sector out of which Operational risks are the risks that arise from
direct or indirect loss to the bank associated with inadequate or failure of internal processes. Briefly
explain any four components of Operational Risk in Core Banking Systems (CBS).

Ans. The components of Operational risk in Core Banking Systems (CBS) are as follows.
• Transaction Processing Risk arises because faulty reporting of important market developments to

the bank management may occur due to errors in entry of data for subsequent bank computations.
• Information Security Risk comprises the impacts to an organization and its stakeholders that

could occur due to the threats and vulnerabilities associated with the operation and use of
information systems and the environments in which those systems operate. Data breaches can
cost a bank its reputation, customers can lose time and money and above all their confidential
information.

• Legal Risk arises because of the treatment of clients, the sale of products, or business practices of
a bank. There are countless examples of banks being taken to court by disgruntled corporate
customers, who claim they were misled by advice given to them or business products sold. Contracts
with customers may be disputed.

• Compliance Risk is exposure to legal penalties, financial penalty, and material loss an organization
faces; when it fails to act in accordance with industry laws and regulations, internal policies or
prescribed best practices.

• People Risk arises from lack of trained key personnel, tampering of records, unauthorized access
to dealing rooms and nexus between front and back end offices.

Q-42 Core Banking System/Solution (CBS) has become a mandatory requirement in the banking system. CBS
are usually running 24 x 7 to support Internet banking, Mobile banking, ATM services, etc. with the help
of its various modules. Most of the key modules of CBS are connected to a Central Server. As an IT
expert, discuss any three Back End Applications/ Modules and any three Front End Applications/Modules
of CBS.

Ans. The Back End Applications of Core Banking Systems (CBS) are as follows:
• Back Office: The Back Office is the portion of a company made up of administration and support

personnel, who are not client-facing. Backoffice functions include settlements, clearances, record
maintenance, regulatory compliance, accounting and IT services. Back Office professionals may
also work in areas like monitoring employees' conversations and making sure they are not trading
forbidden securities on their own accounts.

• Data Warehouse: Banking professionals use data warehouses to simplify and standardize the way
they gather data - and finally get to one clear version of the truth.
Data warehouses take care of the difficult data management - digesting large quantities of data
and ensuring accuracy - and make it easier for professionals to analyze data.
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• Credit-Card System: Credit card system provides customer management, credit card management,
account management, customer information management and general ledger functions; provides
the online transaction authorization and service of the bank card in each transaction channel of
the issuing bank; support in the payment application; and at the same time, the system has a
flexible parameter system, complex organization support mechanism and product factory based
design concept to speed up product time to market.

• Automated Teller Machines (ATM): An ATM is an electronic banking outlet that allows customers
to complete basic transactions without the aid of a branch representative or teller. Anyone with a
credit card or debit card can access most ATMs. ATMs are convenient, allowing consumers to
perform quick, self-serve transactions from everyday banking like deposits and withdrawals to
more complex transactions like bill payments and transfers.
The Front-End Applications of Core Banking Systems (CBS) are as follows:

• Internet Banking also known as Online Banking, is an electronic payment system that enables
customers of a bank or other financial institution to conduct a range of financial transactions
through the financial institution's website accessed through any browser. The online banking
system offers over 250+ services and facilities that give us real-time access to our bank account.
We can make and receive payments to our bank accounts, open Fixed and Recurring Deposits,
view account details, request a cheque book and a lot more, while you are online.

• Mobile Banking is a service provided by a bank or other financial institution that allows its customers
to conduct financial transactions remotely using a mobile device such as a smartphone or tablet.
Unlike the related internet banking, it uses software, usually called an app, provided by the
financial institution for the purpose. The app needs to be downloaded to utilize this facility.
Mobile banking is usually available on a 24-hour basis.

• Phone Banking is a functionality through which customers can execute many of the banking
transactional services through Contact Centre of a bank over phone, without the need to visit a
bank branch or ATM. Registration of Mobile number in account is one of the basic perquisites to
avail Phone Banking. Account related information, Cheque Book issue request, stop payment of
cheque, Opening of Fixed deposit etc. are some of the services that can be availed under Phone
Banking.

• Branch Banking: CBS are the bank’s centralized systems that are responsible for ensuring seamless
workflow by automating the frontend and backend processes within a bank. CBS enables single
view of customer data across all branches in a bank and thus facilitate information across the
delivery channels. The branch confines itself to various key functions such as creating manual
documents capturing data required for input into software; internal authorization; initiating
Beginning -Of-Day (BOD) operations; End-Of-Day (EOD) operations; and reviewing reports for
control and error correction.

Q-43 ABC Bank has introduced digital mode of remittance to make online transfer of funds from one place to
another. Explain the various modes of Electronic Funds Transfer (EFT).

Ans.  The various modes of Electronic Funds Transfer (EFT) are as follows:
• Real Time Gross Settlement (RTGS) is an electronic form of funds transfer where the transmission

takes place on a real-time basis. In India, transfer of funds with RTGS is done for high value
transactions, the minimum amount being ? 2 lakh. The beneficiary account receives the funds
transferred on a real- time basis.

• National Electronic Funds Transfer (NEFT) is a nation-wide payment system facilitating one-to-
one funds transfer. Under this Scheme, individuals can electronically transfer funds from any bank
branch to any individual having an account with any other bank branch in the country participating
in the scheme.

-156- Chapter-5 : Core Banking Systems

Downloaded From www.castudynotes.com

Join Us on Telegram http://t.me/canotes_ipcc

http://www.castudynotes.com
http://t.me/canotes_ipcc


• Immediate Payment Service (IMPS) is an instant payment inter-bank electronic funds transfer
system in India. IMPS offer an inter-bank electronic fund transfer service through mobile phones.
Unlike NEFT and RTGS, the service is available 24x7 throughout the year including bank holidays.

Q-44 In any Information System; various controls are implemented to prevent, detect, and facilitate the
correction of several risks. Describe various levels at which implementation of these controls are
required to be examined in computer system.

Ans. In computer systems, controls should be checked at three levels namely Configuration,
Masters, and Transaction level. These are discussed below:
(i) Configuration: Configuration refers to the way a software system is set up. Configuration is the

methodical process of defining options that are provided. When any software is  installed, values
for various parameters should be set up (configured) as per policies and business process work-
flow and business process rules of the enterprise. The various modules of the enterprise such as
Purchase, Sales, Inventory, Finance, User Access etc.
must be configured. Configuration will define how software will function and what menu options
are displayed. Some examples of configuration are Mapping of accounts to front end transactions
like purchase and sales, User activation and deactivation, User Access and privileges - Configuration
and its management and Password Management.

(ii) Masters: Masters refer to the way various parameters are set up for all modules of software, like
Purchase, Sales, Inventory, and Finance etc. These drive how the software will process relevant
transactions. The masters are set up first time during installation and these are changed whenever
the business process rules or parameters are changed.
Examples are Vendor Master, Customer Master, Material Master, Accounts Master, Employee
Master etc. Any changes to these data have to be authorized by appropriate personnel and these
are logged and captured in exception reports. The way masters are set up will drive the way
software will process transactions of that type. For example - The Customer Master will have the
credit limit of the customer. When an invoice is raised, the system will check against the approved
credit limit and if the amount invoiced is within the credit limit, the invoice will be created, if not
the invoice will be put on “credit hold” till proper approvals are obtained.

(iii) Transactions: Transactions refer to the actual transactions entered through menus and functions
in the application software, through which all transactions for specific modules are initiated,
authorized, or approved. For example - Sales transactions, Purchase transactions, Stock transfer
transactions, Journal entries and Payment transactions. Implementation or review of specific
business process can be done from risk or control perspective. In case of risk perspective, we
need to consider each of the key sub-processes or activities performed in a business process and
look at existing and related control objectives and existing controls and the residual risks after
application of controls. The residual risk should be knowingly accepted by the management.

Q-45 RBI has prescribed comprehensive Cyber Security Framework for banks to ensure effective information
security governance in CBS environment. Specify the key measures required to implement Network
Security and Secure configuration in digital environment of bank.

Ans. The key measures required to implement Network security and secure configuration in digital
environment of bank are as follows:
• Multi-layered boundary defense through properly configured proxy servers, firewalls, intrusion

detection systems to protect the network from any malicious attacks and to detect any
unauthorized network entries.
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• Different LAN segments for in-house/onsite ATM and CBS branch/network to confirm the adequacy
of bandwidth to deal with the volume of transactions so as to prevent slowing down and resulting
in lower efficiency.

• To ensure secure network configuration; proper usage of routers, hubs and switches should be
envisaged.

• Periodic security review of systems and terminals to assess the network’s vulnerability and identify
the weaknesses.

• Identification of the risks to ensure that risks are within the bank’s risk appetite and are managed
appropriately.

MULTIPLE CHOICE QUESTIONS

1. A  Bank has updated its  existing Corer Banking Systems  (CBS)  system  to a new version.  It is found that
the  new  system  is  not  automatically  sending  monthly  Bank  Statements  to  its  customers.  T he same
feature  was available in the previous  system.  T his error is result of  mistake in which step?
(a)  Design (b) Planning (c)  Implementation (d) Maintenance

2. A company has purchased a luxury yacht in Monte Carlo from sale of property worth Rs.100/- crores.
The sale was executed in cash and money was taken out of India through dubious means. This
transaction is a money laundering act by the company. Purchase of luxury yach t  is best  classified
as__________.
(a) Application (b) Placement (c) Integration (d) Layering

3. In Core banking Systems, a ____ server is a computer that offers a computer network service to allow
clients to make indirect network connections to other network services.
(a) ATM (b) Network (c) Proxy (d) Internet Banking

4. Which of the following statement is incorrect?
(a) A Proxy Server is a computer that offers a computer network service to allow clients to make

indirect network connections to other network services.
(b) The term Information Security refers to ensure Confidentiality, Integrity and Availability of

information.
(c) Any Application Software has primarily four gateways through which enterprise can control

functioning, access and use the various menus and functions of the software
- Configuration, Masters, Transactions and Reports.

(d) Section 66-C of Information Technology Act, 2000 provides for the punishment forcheating by
personation by using computer resource.

5. A Bank ABC gave an undertaking to the third party, supplier of goods/ services to pay amount of ` 2
crore to him on behalf of a businessman Mr. X; provided the terms and conditions of the undertaking
are complied with. This service of banks is known as –
(a) Issuing letter of Guarantee (b) Issuing letter of Comfort
(c) Issuing letter of Credit (d) Issuing letter of Understanding

6. The full-scale Banking solution is a scalable, integrated e-banking system that meets the deployment
requirements in traditional and non-traditional banking environments with some key aspects in its
architecture. Which of the following key aspect is not used in CBS architecture?
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(a) Customer centric (b) Regulatory Compliance
(c) Resource optimization (d) Selection of employees

7. In purview of above case, under which legal provision of IT Act, 2000;  the  management can  prove
an employee guilty if (s)he  intentionally destroys or alters the information  residing in a computer
resource of a branch?
(a) Section 43 (b) Section 65
(c) Section 66 E (d) Section 66C

8. Which of the following control shall be implemented in both the branches of ABC bank to suppress
the risk of possibility of access to non -relevant data by other departments?
(a) Proper training of the users with well documented manuals.
(b) Clear defining of change control procedures and hold ing  everyone to them.
(c) Back up arrangement needs to be very strong.
(d) Access rights need to be defined very carefully and to be given on “Need to know” and “Need to

do” basis only.
9. The  feature of Internet   banking  through ABC  Banks’  website allows  ease and convenience  to its

customers. Which of the following  is  not the  limitation   of  Internet banking?
(a) Difficult for a non-technical person
(b) Risk of data theft
(c) Written Record not to be maintained
(d) Overspending

10. Mr. X and Mr. Y are employees of XYZ Ltd. In the office during lunch time when Mr. Y was not on his seat,
Mr. X stole the pen drive of Mr. Y containing some confidential information from his system. Under
which of the following section of Information Technology Act, 2000, is Mr. X punishable?
(a) Section 66B (b) Section 66C (c) Section 66D (d) Section 43

11. Which of the following server in a Core Banking System (CBS) environment stores the entire data of
bank that may include employee data, Fixed Deposit (FD) rates and penalty to be levied under different
circumstances etc.?
(a) Internet Banking Channel Server (b) Database Server
(c) Internet Banking Application Server (d) Application Server

12. BB Enterprises has a policy to give loan to its employees. If any employee takes a loan from the
company, then EMI on that loan is deducted from the monthly salary of that employee. Which of the
following service of Core Banking System is implemented in this case?
(a) Electronic Clearing Service (ECS) Debit (b) Electronic Clearing Service (ECS) Credit
(c) Advances (d) Remittances

Case Scenario - 1
Fit&Fine is one of the renowned gymnasium in South Delhi established in 2016. The gym is very famous for
its health services, latest equipment, cordial environment, and experts. The Fit&Fine gym management has
excellent arrangement for its customers as well as employees. A Dietician and a physician are also associated
with gym during the gym timings of 5:00 am to 10:00 pm all days.
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On the occasion of Diwali in 2019, the gym also launched an online Fit&Fine Gym Aggregator service application
to reach out and get connected to more customers through various gyms located in West and North Delhi.
For its new e-business as online gym aggregator, Fit&Fine entered into various electronic agreements with
many other gyms in West Delhi and North Delhi prescribing the specific terms and conditions of the
agreement. All these gyms associated with Fit&Fine are required to provide fitness related best services to
its customers.
The services of various associated gyms can be availed by the customers either through the Gym Aggregator
service application or through physical visit at the registered gyms in the app by paying onetime membership
fees of ` 3000 and gets unique membership id and PIN number to avail the facilities. A member can either
book for his/her physical visit or online session with any of these registered gyms associated with Fit&Fine
using the membership id.
1. In purview of above case scenario, customer can pay its membership fees through credit card to Fit&Fine.

Which risk is taken care in case the banking system key control is established that transaction cannot be
made if the aggregate limit of out- standing amount exceeds the credit limit assigned to customer?
(a) Credit Line setup is unauthorized and not in line with the bank’s policy.
(b) Credit Line setup can be breached.
(c) Masters defined for the customer are not in accordance with the Pre-Disbursement Certificate.
(d) Inaccurate reconciliations performed.

Case Scenario - 2
Sweet & Sour is an established food chain with five branches at different locations within Delhi. In 2018, the
management decided to start a tiffin services with 24x7 availability on regular basis. To do so, they decided
to acquire a software which would be an online assistant to its customers by providing them a complete
detail about their services. The Management asked its manager to present them a report mentioning the
benefits, risks, control objectives and above all highlighting any changes that are required in the working of
food chain.
The management settled on a plan to benefit all its customers by providing them discounted coupons in
case they recommend their services to others and customer ensuring to provide the food chain of three new
customers. Also, the management decided for a centralized billing system that mandatorily requires
customer’s name and phone number to be filled for each bill that system generates. To maintain these
necessary details of its customers, the data management team of Sweet & Sour implemented major changes
in the database design of its billing software. Subsequently, the security and database maintenance has
become essential to protect the system against any unlawful activity as the database now contains the
personal details of its customers.
1. The management of Sweet & Sour has shown its concern what would happen if any of its employees

dishonestly make use of personal information of customer. Which of the following Section of IT Act,
2000 will help Sweet & Sour to deal with this situation?

(a) Section 43A (b) Section 43 (c) Section 66E (d) Section 66B
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Q-1 “Strategy is partly proactive and partly reactive.” Discuss.
Ans.  Strategy is partly proactive and partly reactive. In proactive strategy, organizations will analyze possible

environmental scenarios and create strategic framework after proper planning and set procedures and
work on these strategies in a predetermined manner. However, in reality no company can forecast both
internal and external environment exactly. Everything cannot be planned in advance. It is not possible
to anticipate moves of rival firms, consumer behaviour, evolving technologies and so on.
There can be significant deviations between what was visualized and what actually happens.
Strategies need to be attuned or modified in the light of possible environmental changes. There can be
significant or major strategic changes when the environment demands. Reactive strategy is triggered
by the changes in the environment and provides ways and means to cope with the negative factors or
take advantage of emerging opportunities.

Q-2 The presence of strategic management cannot counter all hindrances and always  achieve success  for
an organisa tion. What are  the  limitations attached to  stra tegic management?

Ans. The presence of strategic management cannot counter all hindrances and always  achieve success  as
there are limitations attached to strategic management. These can be explained in the following lines:
• Environment is highly complex and turbulent. It is difficult to understand  the complex environment

and exactly pinpoint how it will shape-up in future. The organisational estimate about  its  future
shape  may  awfully  go  wrong  and  jeopardise  all  strategic  plans.  The environment  affects  as
the organisation  has to  deal with suppliers,  customers, governments and other  external factors.

• Strategic  Management is  a  time-consuming process.  Organisations  spend  a  lot  of  time  in
preparing,  communicating the  strategies  that  may  impede  daily  operations  and  negative l y
impact the routine business.

• Strategic  Management is a costly  process.  Strategic  management adds  a lot  of expenses  to  an
organization.  Expert  strategic planners need to  be engaged, efforts  are made for analysis of
external  and internal  environments  devise  strategies  and properly  implement. These can be
really  costly  for  organisations  with limited resources particularly  when small and medium
organisation create strategies  to  compete.

• In a competitive scenario, where all organisations are trying  to move strategically,  it is difficult to
clearly estimate  the competitive responses  to the strategies.

Q-3 Which of the following statements are ‘correct’ and which are ‘incorrect’? Give reasons, in brief, for
your answer: Every strategic move is the result of proactive planning.

Ans. Incorrect: In business, things happen that cannot be fully anticipated or planned for. When market and
competitive conditions take an unexpected turn or some aspect of a company's strategy hits a stone
wall, some kind of strategic reaction or adjustment is required.

CHAPTER-1
INTRODUCTION OF STRATEGIC MANAGEMENT
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Q-4 Briefly explain the importance of strategic management.
Ans. Importance of Strategic Management: Strategic Management is very important for the survival and

growth  of  business  organizations  in  dynamic  business  environment.  Other  major  benefits
ofstrategic management are as follows:
• It  helps organizations  to be more  proactive rather  than  reactive  in  dealing  with its  future. It

facilitates  the  organisations  to  work  within  vagaries  of  environment  and  remains  adaptable
with the turbulence or uncertain future. Therefore, they are able to control their own destiny in
a better way.

• It provides better guidance to entire organization on the crucial point  – what it is trying to do. Also
provides framework for all major business decisions of an enterprise such a decision on businesses,
products, markets, organization structures, etc.

• It  facilitates  to  prepare  the  organization  to  face  the  future  and  act  as  pathfinder  to  various
business  opportunities.  Organizations  are  able  to  identify  the  available  opportunities  and
identify ways and means as how to reach them.

• It  serves  as  a  corporate  defence  mechanism  against  mistakes  and  pitfalls.  It  helps organizations
to avoid costly mistakes in product market choices or in vestments.

• Over  a  period  of  time,  strategic  management  helps  organizations  to  evolve  certain  core
competencies and competitive advantages that assist in the fight for survival and growth.

Q-5 Do you agree with the statement that “Strategic Management concepts are of no use to Government
organizations and Medical organizations”? Explain with reasons.

Ans. Organizations can be classified as commercial and non-commercial on the basis of the interest they
have. Typically, a government or medical organization may function without any commercial objectives.
A commercial organization has profit as its main aim. We can find many organizations around us, which
do not have any commercial objective of making profits. Their genesis may be for social, charitable, or
educational purposes.
The strategic-management process is being used effectively by countless non-profit governmental
organizations. Many non-profit and governmental organizations outperform private firms and
corporations on innovativeness, motivation, productivity, and human resource.
Compared to for-profit firms, non-profit and governmental organizations often function as a monopoly,
produce a product or service that offers little or no measurability of performance, and are totally
dependent on outside financing. Especially for these organizations, strategic management provides an
excellent vehicle for developing and justifying requests for needed financial support.

Q-6 Helpbuddy is a not-for-profit organisation providing medical facilities to poor and needy at highly
affordable costs. The organisation is dependent on Government grants and donations to manage its
affairs. Rohit who is running the organization, believes in taking things as they come and will change
the level of activities based on the funds available.
Do you think Rohit is right in taking things as they come? What will you advise him?

Ans. It is not advisable for any organisation to take things as they come. Organisations whether commercial
or non-commercial need proper planning. In fact, the strategic management process is being used
effectively by countless non-profit governmental organizations. Many non-profit and governmental
organizations outperform private firms and corporations on innovativeness, motivation, productivity,
and human relations.
Compared to for-profit firms, non-profit and governmental organizations often function as a
monopoly, produce a product or service that offers little or no measurability of performance, and
are totally dependent on outside financing. Especially for these organizations, strategic management
provides an excellent vehicle for developing and justifying requests for needed financial support.

-162- Chapter-1 : Introduction to Strategic Management

Downloaded From www.castudynotes.com

Join Us on Telegram http://t.me/canotes_ipcc

http://www.castudynotes.com
http://t.me/canotes_ipcc


Rohit needs to understand the importance of strategic management in his organisation. His
organisation is also depended on funds from government and donations. On one side, he needs to
maintain steady inflow of funds and on the other side he needs to ensure proper utilisation of
funds.
He can plan to use funds in a manner to maintain similar level of continuous services. With proper
planning, resources can be better utilised, more funds can be generated and the quality of services
maintained.

Q-7 Briefly explain the importance of strategic management.
Ans. Importance of Strategic Management: Strategic Management is very important for the survival and

growth  of  business  organizations  in  dynamic  business  environment.  Other  major  benefits
ofstrategic management are as follows:
• It  helps organizations  to be more  proactive rather  than  reactive  in  dealing  with its  future. It

facilitates  the  organisations  to  work  within  vagaries  of  environment  and  remains  adaptable
with the turbulence or uncertain future. Therefore, they are able to control their own destiny in
a better way.

• It provides better guidance to entire organization on the crucial point  – what it is trying to do. Also
provides framework for all major business decisions of an enterprise such a decision on businesses,
products, markets, organization structures, etc.

• It  facilitates  to  prepare  the  organization  to  face  the  future  and  act  as  pathfinder  to  various
business  opportunities.  Organizations  are  able  to  identify  the  available  opportunities  and
identify ways and means as how to reach them.

• It  serves  as  a  corporate  defence  mechanism  against  mistakes  and  pitfalls.  It  helps organizations
to avoid costly mistakes in product market choices or in vestments.

• Over  a  period  of  time,  strategic  management  helps  organizations  to  evolve  certain  core
competencies and competitive advantages that assist in the fight for survival and growth.

Q-8 Ramesh Sharma has fifteen stores selling consumer durables in Delhi Region. Four of these stores
were opened in last three years. He believes in managing strategically and enjoyed significant sales of
refrigerator, televisions, washing machines, air conditioners and like till four years back. With shift to
the purchases to online strores, the sales of his stores came down to about seventy per cent in last four
years.
Analyse the position of Ramesh Sharma in light of limitations of strategic management.

Ans. Ramesh Sharma is facing declining sales on account of large scale shift of customers to online stores.
While he is using the tools of strategic management, they cannot counter all hindrances and always
achieve success. There are limitations attached to strategic management as follows:
• Environment under which strategies are made is highly complex and turbulent. Entry of online

stores, a new kind of competitor brought a different dimension to selling consumer durables.
Online stores with their size power could control the market and offer stiff competition to
traditional stores.

• Another limitation of strategic management is that it is difficult to predict how things will shape-
up in future. Ramesh Sharma, although managing strategically failed to see how online stores will
impact the sales.

• Although, strategic management is a time-consuming process, he should continue to manage
strategically. The challenging times require more efforts on his part.
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• Strategic management is costly. Ramesh Sharma may consider engaging experts to find out
preferences of the customers and attune his strategies to better serve them in a customized
manner. Such customized offerings may be difficult to match by the online stores.

• The stores owned by Ramesh Sharma are much smaller than online stores. It is very difficult for
him to visualize how online stores will be moving strategically.

Q-9 Strategic management helps an organization to work through changes in environment to gain
competitive advantage. In light of statement discuss its benefits.

Ans. Strategic management involves developing the company’s vision, environmental scanning, strategy
formulation, implementation, evaluation and control. It emphasises the monitoring and evaluation of
external opportunities and threats in the light of a company’s strengths and weaknesses and designing
strategies for the survival and growth. It helps in creation of competitive advantage to outperform the
competitors and also guide the company successfully through all changes in the environment.
The major benefits of strategic management are:
• Strategic management gives a direction to the company to move ahead. It defines the goals and

mission.
• It helps organisations to be proactive instead of reactive in shaping its future.
• It provides framework for all major decisions of an enterprise such as decisions on businesses,

products, markets, manufacturing facilities, investments and organisational structure. It provides
better guidance to entire organisation on the crucial point - what it is trying to do.

• It helps organisations to identify the available opportunities and identify ways and means to
achieve them.

• It serves as a corporate defence mechanism against mistakes and pitfalls.
• It helps to enhance the longevity of the business.
• It helps the organisation to develop certain core competencies and competitive advantages that

would facilitate survival and growth.
Q-10 ‘Do Good Group’ is a not-for-profit organization based in northern India working towards childcare.

The group educates people towards immunization, sanitation and works in coordination with local
hospitals or medical centers. Recently, a new team has taken over the management of its activities.
Explain whether tools of strategic Management are relevant for the group.

Ans. The tools of strategic management process are effectively being used by a number of notfor-profit or
charitable organizations. While ‘Do Good Group’ may have social and charitable existence, still it has to
generate resources and use them wisely to achieve organisational objectives. Organisation needs to
be managed strategically, irrespective whether they have profit motive. The strategic Management at
‘Do Good Group’ should essentially cover:
• Analyzing and interpreting the strategic intent in terms of vision, mission and objectives.
• Generating required resources in terms of finance and manpower (volunteers, paid employees).
• Undertaking SWOT analysis from time to time.
• Setting goals in the area of childcare. It can be in terms of geographical coverage and number of

children.
• Analyzing the desired future position with the past and present situation.

Q-11 Define the role of corporate level managers.
Ans. Corporate-level managers participate in strategic decision making within the organization. The role of

corporate-level managers is to oversee the development of strategies for the whole organization. This

-164- Chapter-1 : Introduction to Strategic Management

Downloaded From www.castudynotes.com

Join Us on Telegram http://t.me/canotes_ipcc

http://www.castudynotes.com
http://t.me/canotes_ipcc


role includes defining the mission and goals of the organization, determining what businesses it should
be in, allocating resources among the different businesses, formulating and implementing strategies
that span individual businesses, and providing leadership for the organization.

Q-12 Yummy Foods and Tasty Foods are successfully competing in the business of ready to eat snacks in
Patna. Yummy has been pioneer in introducing innovative products. These products will give them
good sale. However, Tasty Foods will introduce similar products in reaction to the products introduced
by the Yummy Foods taking away the advantage gained by the former.
Discuss the strategic approach of the two companies. Which is superior?

Ans. Yummy foods is proactive in its approach. On the other hand Tasty Food is reactive. Proactive strategy
is planned strategy whereas reactive strategy is adaptive reaction to changing circumstances. A
company’s strategy is typically a blend of proactive actions on the part of managers to improve the
company’s market position and financial performance and reactions to unanticipated developments
and fresh market conditions.
If organisational resources permit, it is better to be proactive rather than reactive. Being proactive in
aspects such as introducing new products will give you advantage in the mind of customers.
At the same time, crafting a strategy involves stitching together a proactive/intended strategy and
then adapting first one piece and then another as circumstances surrounding the company’s situation
change or better options emerge-a reactive/adaptive strategy. This aspect can be accomplished by
Yummy Foods.

Q-13 What benefits accrue by following a strategic approach to managing?
Ans. The following are the benefits of strategic approach to managing:

• Strategic management helps organisations to be more proactive instead of reactive in shaping its
future. Organisations are able to analyse and take actions instead of being mere spectators.
Thereby they are able to control their own destiny in a better manner. It helps them in working
within vagaries of environment and shaping it, instead of getting carried away by its turbulence or
uncertainties.

• Strategic management provides framework for all the major decisions of an enterprise such as
decisions on businesses, products, markets, manufacturing facilities, investments and
organisational structure. It provides better guidance to entire organisation on the crucial point -
what it is trying to do.

• Strategic management is concerned with ensuring a good future for the firm. It seeks to prepare
the corporation to face the future and act as pathfinder to various business opportunities.
Organisations are able to identify the available opportunities and identify ways and means as
how to reach them.

• Strategic management serves as a corporate defence mechanism against mistakes and pitfalls. It
help organisations to avoid costly mistakes in product market choices or investments. Over a
period of time strategic management helps organisation to evolve certain core competencies and
competitive advantages that assist in its fight for survival and growth.

Q-14 Define strategic management.
Ans. The term ‘strategic management’ refers to the managerial process of developing a strategic vision,

setting objectives, crafting a strategy, implementing and evaluating the strategy, and initiating corrective
adjustments where deemed appropriate.

Q-15 Health Wellnow is a Delhi based charitable organisation promoting healthy lifestyle amongst the office-
goers. It organises programmes to encourage and guide office-goers on matters related to stress relief,
yoga, exercises, healthy diet, weight management, worklife balance and so on. Many business
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organisations and resident welfare associations take services of Health Wellnow. Its daily yoga sessions
are very popular in some of the big companies located in Delhi, Noida and Gurgaon. The Health Wellnow
has no commercial interest and does not charge any fees for its services. However, the organisation is
able to get good charities and has sufficient funds to meet its routine expenses.
Do you think the concepts of strategic management are relevant for Health Wellnow? Discuss.

Ans. The concepts of strategic management are relevant for Health Well now.
Organizations can be classified as commercial and non-commercial on the basis of the interest they
have. Health Wellnow falls in the category of a non-commercial organisation. While non-commercial
organisations may have objectives that are different from the commercial organisations, they need to
employ the strategic management tools to efficiently use their resources, generate sufficient surpluses
to meet daily expenses and achieve their objectives. In fact, many non-profit and governmental
organizations outperform private firms and corporations on innovativeness, motivation, productivity,
and human relations.
The strategic management in Health Wellnow needs to cover aspects such as:
(i) Generate sufficient funds for meeting its objectives.
(ii) Efficiently reach office-goers and help them to have health in life.
(iii) Promote itself to cover more offices, resident welfare associations.
(iv) Have a deep collaboration with health experts, including dieticians, psychologist, fitness trainers,

yoga experts.
Q-16 List the different strategic levels in an organization.
Ans. There are three main strategic levels in an organisation:

• Corporate level – consisting of CEO, Board of Directors and other senior executives.
• Business level – Divisional Managers and staff.
• Functional level – Functional Managers – Marketing, Finance, Production, Human Resource.

Q-17  “Strategy is partly proactive and partly reactive.” Elaborate.
Ans. Yes, strategy is partly proactive and partly reactive. In proactive strategy, organisations will analyse

possible environmental scenarios and create strategic framework after proper planning and set
procedures and work on these strategies in a pre-determined manner. However, in reality no company
can forecast both internal and external environment exactly. Everything cannot be planned in advance.
It is not possible to anticipate moves of rival firms, consumer behaviour, evolving technologies and so
on.
There can be significant deviations between what was visualised and what actually happens. There can
be significant or major strategic changes when the environment demands. Reactive strategy is triggered
by the changes in the environment and provides ways and means to cope with the negative factors or
take advantage of emerging opportunities.

Q-18 Strategic Management discuss the limitations of Strategic Management.
Ans. The presence of strategic management cannot counter all hindrances and always achieve success as

there are limitations attached to strategic management. These can be explained in the following lines:
• Environment is highly complex and turbulent. It is difficult to understand the complex environment

and exactly pinpoint how it will shape-up in future. The organisational estimate about its future
shape may awfully go wrong and jeopardise all strategic plans. The environment affects as the
organisationhas to deal with suppliers, customers, governments and other external factors.

• Strategic Management is a time-consuming process. Organisations spend a lot of time in preparing,
communicating the strategies that may impede daily operations and negatively impact the routine
business.
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• Strategic Management is a costly process. Strategic management adds a lot of expenses to an
organization. Expert strategic planners need to be engaged, efforts are made for analysis of
external and internal environments devise strategies and properly implement. These can be
really costly for organisations with limited resources particularly when small and medium
organisation create strategies to compete.

• Competition is unpredictable. In a competitive scenario, where all organisations are trying to
move strategically, it is difficult to clearly estimate the competitive responses to the strategies.

Q-19 Distinguish between the following: Corporate and business level.
Ans. A typical large organization is a multi-divisional organisation that competes in several different

businesses. There are three main levels of management: corporate, business, and functional. Corporate
level occupies the highest level of strategic decision making and cover actions dealing with the objective
of the firm, acquisition and allocation of resources and coordination of strategies of various businesses
for optimal performance. The corporate level of management consists of the Chief Executive Officer
(CEO), other senior executives. The role of corporate level managers is to oversee the development of
strategies for the whole organization. This role includes defining the mission and goals of the
organization, determining what businesses it should be in, allocating resources and so on.
Business level comes below corporate level. Business level strategies are the courses of action adopted
by an organisation for each of its businesses separately, to serve identified customer groups and
provide value to the customers by satisfaction of their needs.

Q-20 Distinguish between the three levels of strategy formulation.
Ans. A typical large organization is a multidivisional organisation that competes in several different

businesses. It has separate self-contained divisions to manage each of these. There are three levels of
strategy in management of business - corporate, business, and functional.
The corporate level of management consists of the chief executive officer and other top level
executives. These individuals occupy the apex of decision making within the organization. The role of
corporate-level managers is to oversee the development of strategies for the whole organization. This
role includes defining the mission and goals of the organization, determining what businesses it should
be in, allocating resources among the different businesses and so on rests at the Corporate Level.
The development of strategies for individual business areas is the responsibility of the general managers
in these different businesses or business level managers. A business unit is a self- contained division
with its own functions - for example, finance, production, and marketing. The strategic role of business-
level manager, head of the division, is to translate the general statements of direction and intent that
come from the corporate level into concrete strategies for individual businesses.
Functional-level managers are responsible for the specific business functions or operations such as
human resources, purchasing, product development, customer service, and so on. Thus, a functional
manager’s sphere of responsibility is generally confined to one organizational activity, whereas general
managers oversee the operation of a whole company or division.

Q-21 Ramesh Sharma has fifteen stores selling consumer durables in Delhi Region. Four of these stores
were opened in last three years. He believes in managing strategically and enjoyed significant sales of
refrigerator, televisions, washing machines, air conditioners  and like till four years back. With shift to
the purchases to online strores, the sales of his stores came down to about seventy per cent in last four
years.
Analyse the position of Ramesh Sharma in light of limitations of strategic management.

Ans.  Ramesh Sharma is facing declining sales on account of large scale shift of customers to online stores.
While he is using the tools of strategic management, they cannot counter all hindrances and always
achieve success. There are limitations attached to strategic management as follows:
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• Environment under which strategies are made is highly complex and turbulent. Entry of online
stores, a new kind of competitor brought a different dimension to selling consumer durables.
Online stores with their size power could control the market and offer stiff competition to
traditional stores.

• Another limitation of strategic management is that it is difficult to predict how things will shape-
up in future. Ramesh Sharma, although managing strategically failed to see how online stores will
impact the sales.

• Although, strategic management is a time-consuming process, he should continue to manage
strategically. The challenging times require more efforts on his part.

• Strategic management is costly. Ramesh Sharma may consider engaging experts to find out
preferences of the customers and attune his strategies to better serve them in a customized
manner. Such customized offerings may be difficult to match by the online stores.

• The stores owned by Ramesh Sharma are much smaller than online stores. It is very difficult for
him to visualize how online stores will be moving strategically.

Q-22 “Strategy is partly proactive and partly reactive.” Discuss.
Ans. Strategy is partly proactive and partly reactive. In proactive strategy, organizations will analyze possible

environmental scenarios and create strategic framework after proper planning and set procedures and
work on these strategies in a predetermined manner.
However, in reality no company can forecast both internal and external environment exactly. Everything
cannot be planned in advance. It is not possible to anticipate moves of rival firms, consumer behaviour,
evolving technologies and so on.
There can be significant deviations between what was visualized and what actually happens. Strategies
need to be attuned or modified in the light of possible environmental changes. There can be significant
or major strategic changes when the environment demands. Reactive strategy is triggered by the
changes in the environment and provides ways and means to cope with the negative factors or take
advantage of emerging opportunities.

Q-23 Yummy Foods and Tasty Foods are successfully competing in the business of ready to eat snacks in
Patna. Yummy has been pioneer in introducing innovative products. These products will give them
good sale. However, Tasty Foods will introduce similar products in reaction to the products introduced
by the Yummy Foods taking away the advantage gained by the former.

Ans. Yummy foods are proactive in its approach. On the other hand, Tasty Food is reactive. Proactive strategy
is planned strategy whereas reactive strategy is adaptive reaction to changing circumstances. A
company’s strategy is typically a blend of proactive actions on the part of managers to improve the
company’s market position and financial performance and reactions to unanticipated developments
and fresh market conditions.
If organizational resources permit, it is better to be proactive rather than reactive. Being proactive in
aspects such as introducing new products will give you advantage in the mind of customers.
At the same time, crafting a strategy involves stitching together a proactive/intended strategy and
then adapting first one piece and then another as circumstances surrounding the company’s situation
change or better options emerge-a reactive/adaptive strategy. This aspect can be accomplished by
Yummy Foods.

Q-24 ‘ALBELA’ Foods and ‘JustBE’ Foods are successfully competing chain of restaurants in India. ALBELA’s are
known for their innovative approach, which has resulted in good revenues. On the other hand, JustBE
is slow in responding to environmental change. The initial stages of Covid-19 pandemic and the ensuring
strict lockdown had an adverse impact on both the companies. Realizing its severity and future
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consequences. ALBELA, foods immediately chalked out its post lockdown strategies, which include
initiatives like:
(a) Contactless dinning
(b) New category of foods in the menu for boosting immunity
(c) Improving safety measures and hygiene standards
(d) Introducing online food delivery app
Seeing the positive buzz around these measures taken by ALBELA Food, JustBE Foods also thinks to
introduce these measures.
(i) Identify the strategic approach taken by ‘ALBELA’ Foods and ‘JustBE’ Foods.
(ii) Discuss these strategic- approach.
(iii) Which strategic approach is better and why?

Ans. (i) ‘ALBELA’ foods is proactive in its approach. On the other hand, ‘JustBE’ foods is reactive in its approach.
(ii)

• Proactive strategy is planned strategy. While continuing with the previously initiated business
approaches that are working well, the newly launched managerial initiatives aim to strengthen
the company’s overall position and performance. These are outcomes of management’s analysis
and strategic thinking about the company’s situation and its conclusions about the positioning of
the company in the marketplace. If done well, it helps the company to effectively compete for
buyer patronage.

• Reactive strategy is an adaptive reaction to changing circumstances. It is not always possible for a
company to fully anticipate or plan for changes in the market. There is also a need to adapt
strategy as new learnings emerge about which pieces of strategy are working well and which
aren’t. By itself also, the management may hit upon new ideas for improving the current strategy.

(iii) In reference to the given case, proactive strategy seems to be better because ALBELA foods had been
able to utilise available opportunities, reduce adverse impact, enhance the demand for product and is
also able to avail the first mover advantage.

Q-25 ABC Limited is in a wide range of businesses which include apparels, lifestyle products, furniture, real
estate and electrical products. The company is looking to hire a suitable Chief Executive Officer. Consider
yourself as the HR consultant for ABC limited. You have been assigned the task to enlist the activities
involved with the role of the Chief Executive Officer. Name the strategic level that this role belongs to
and enlist the activities associated with it.

Ans. The role of Chief Executive Officer pertains to corporate level.
The corporate level of management consists of the Chief Executive Officer (CEO) and other top-level
executives. These individuals occupy the apex of decision making within the organization.
The role of Chief Executive Officer is to:
1. Oversee the development of strategies for the whole organization;
2. Defining the mission and goals of the organization;
3. Determining what businesses, it should be in;
4. Allocating resources among the different businesses;
5. Formulating, and implementing strategies that span individual businesses;
6. Providing leadership for the organization;
7. Ensuring that the corporate and business level strategies which company pursues are consistent

with maximizing shareholders wealth; and
8. Managing the divestment and acquisition process.
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Q-26 “There is a need for Strategic Management for government and medical organization too.” Comments.
Ans. Need for strategic management for government and medical organization

Yes, there is a need of strategic management for government and medical organizations like the
commercial organizations because optimum utilization of resources in view of their scarcity, good
strategy formulation and its effective implementation & proper monitoring is needed equally in both
types of organizations.
Organizations can be classified as commercial and non-commercial on the basis of the interest they
have. Typically, a government or medical organization may function without any commercial objectives.
A commercial organization has profit as its main aim. We can find many organizations around us, which
do not have any commercial objective of making profits. Their genesis may be for social, charitable, or
educational purposes.
The strategic-management process is being used effectively by countless non-profit governmental
organizations. Many non-profit and governmental organizations outperform private firms and
corporations on innovativeness, motivation, productivity, and human resource.
Compared to for-profit firms, non-profit and governmental organizations often function as a monopoly,
produce a product or service that offers little or no measurability of performance, and are totally
dependent on outside financing. Especially for these organizations, strategic management provides an
excellent vehicle for developing and justifying requests for needed financial support.
Government Organizations: Central, state, municipal agencies, public sector units, department are
responsible for formulating, implementing and evaluating strategies that use taxpayers’ money in the
most cost-effective way to provide services and programs. Therefore, strategic management concepts
are required for them.
Medical Organizations: Modern hospitals quite often are using strategic management for creating new
strategy and implementing properly for diagnosis and treatment of different diseases at lower price.
Forward and Backward integration strategies are also required in hospitals for providing better services
at lower cost.

Q-27 Mr. Mehta sharing with his friend in an informal discussion that he has to move very cautiously in his
organization as the decisions taken by him has organization wide impact and involves large commitments
of resources. He also said that his decisions decide the future of his organization. Where will you place
Mr. Mehta in the organizational hierarchy and explain his role in the organization.

Ans. Mr. Mehta works in an organization at top level. He participates in strategic decision making within the
organization. The role of corporate-level managers is to oversee the development of strategies for the
whole organization. This role includes defining the mission and goals of the organization, determining
what businesses it should be in, allocating resources among the different businesses, formulating and
implementing strategies that span individual businesses, and providing leadership for the organization.

Q-28 Define strategic management. Also discuss the limitations of strategic management.
Ans. The term ‘strategic management’ refers to the managerial process of developing a strategic vision,

setting objectives, crafting a strategy, implementing and evaluating the strategy, and initiating corrective
adjustments where deemed appropriate.
The presence of strategic management cannot counter all hindrances and always achieve success as
there are limitations attached to strategic management. These can be explained in the following lines:
• Environment is highly complex and turbulent. It is difficult to understand the complex environment

and exactly pinpoint how it will shape-up in future. The organisational estimate about its future
shape may awfully go wrong and jeopardise all strategic plans. The environment affects as the
organisationhas to deal with suppliers, customers, governments and other external factors.
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• Strategic management is a time-consuming process. Organisations spend a lot of time in preparing,
communicating the strategies that may impede daily operations and negatively impact the routine
business.

• Strategic management is a costly process. Strategic management adds a lot of expenses to an
organization. Expert strategic planners need to be engaged, efforts are made for analysis of
external and internal environments devise strategies and properly implement. These can be
really costly for organisations with limited resources particularly when small and medium
organisation create strategies to compete.

• Competition is unpredictable. In a competitive scenario, where all organisations are trying to
move strategically, it is difficult to clearly estimate the competitive responses to the strategies.

Q-29 Dharam Singh, the procurement department head of Cyclix, a mountain biking equipment company,
was recently promoted to look after sales department along with procurement department. His seniors
at the corporate level have always liked his way of leadership and are assures that he would ensure the
implementation of policies and strategies to the best of his capacity but have never involved him in
decision making for the company.
Do you think this is the right approach? Validate your answer with logical reasoning around management
levels and decision making.

Ans.  Functional managers provide most of the information that makes it possible for busines and corporate
level managers to formulate realistic and attainable strategies.
This is so because functional managers like Dharam Singh are closer to the customer than the typical
general manager is. A functional manager may generate important ideas that subsequently may become
major strategies for the company. Thus, it is important for general managers to listen closely to the
ideas of their functional managers and invoice them in decision making.
An equally great responsibility for managers at the operational level is strategy implementation: the
execution of corporate and business level plans, and if they are involved in formulation, the clarity of
thoughts while implementation can benefit too.
Thus, the approach of Cylcix Corporate management is not right. They should involve Dharam Singh, as
well as other functional managers too in strategic management.

Q-30 Define strategic management. Also discuss the limitations of strategic management.
Ans.  The term ‘strategic management’ refers to the managerial process of developing a strategic vision,

setting objectives, crafting a strategy, implementing and evaluating the strategy, and initiating corrective
adjustments where deemed appropriate.
The presence of strategic management cannot counter all hindrances and always achieve success as
there are limitations attached to strategic management. These can be explained in the following lines:
• Environment is highly complex and turbulent. It is difficult to understand the complex environment

and exactly pinpoint how it will shape-up in future. The organisational estimate about its future
shape may awfully go wrong and jeopardise all strategic plans. The environment affects as the
organisationhas to deal with suppliers, customers, governments and other external factors.

• Strategic management is a time-consuming process. Organisations spend a lot of time in preparing,
communicating the strategies that may impede daily operations and negatively impact the routine
business.

• Strategic management is a costly process. Strategic management adds a lot of expenses to an
organization. Expert strategic planners need to be engaged, efforts are made for analysis of
external and internal environments devise strategies and properly implement. These can be
really costly for organisations with limited resources particularly when small and medium
organisation create strategies to compete.

• Competition is unpredictable. In a competitive scenario, where all organisations are trying to
move strategically, it is difficult to clearly estimate the competitive responses to the strategies.
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Q-31 ABC Ltd. currently sells its product in two major markets – Europe and Asia. While it is amarket leader
in Europe, ABC Ltd. has struggled to penetrate the more competitive Asian market. ABC Ltd. hired a
strategic consultant to analyze the situation and submit his  report to them. After the report received
from the strategic consultant, it has therefore decided to pull out of Asia entirely and focus on its
European markets only. This decision relates to which level in ABC Ltd. and explain the role of managers
at this level in the organization.

Ans. Corporate level strategy relates to the markets and industries that the organization chooses to operate
in, as well as other decisions that affect the organization as a whole.
The role of corporate-level managers is to oversee the development of strategies for the whole
organization. This role includes defining the mission and goals of the organization, determining what
businesses it should be in, allocating resources among the different businesses, formulating and
implementing strategies that span individual businesses, and providing leadership for the organization.

Q-32 Discuss the challenges faced by public sector units while designing for their organisations.
Ans. Central, state, municipal agencies, Public Sector Units, departments are responsible for formulating,

implementing, and evaluating strategies that use taxpayers' money in the most cost-effective way to
provide services and programs. The Challenges faced by the public sector units while designing their
organizations are on account of basic nature of such organizations.
Public sector units face the following challenges while designing strategies for their organizations:
• Operating with less strategic autonomy.
• Cannot diversify into unrelated businesses or merge with other firms.
• Strategists usually enjoy little freedom while altering the organization’s mission or redirecting

objectives when needed.
• Legislators and politicians control over major decisions and resources.
• Fear of media debate over the strategic issues.
• Chances of politicization of issues resulting fewer strategic choice.

Q-33 "A business organization cannot always plan all their strategies in advance and often need to blend
planned strategies with reactive strategies." Do you agree with the statement? Give reasons.

Ans. Yes, a business organization cannot always plan all their strategies in advance and often need to blend
planned strategies with reactive strategies.
In planned strategy, organisations will analyse possible environmental scenarios and create strategic
framework after proper planning and set procedures and work on these strategies in a pre-determined
manner. However, in reality no company can forecast both internal and external environment exactly.
Everything cannot be planned in advance. It is not possible to anticipate moves of rival firms, consumer
behaviour, evolving technologies and so on.
There can be significant deviations between what was visualised and what actually happens. There can
be significant or major strategic changes when the environment demands. Reactive strategy is triggered
by the changes in the environment and provides ways and means to cope with the negative factors or
take advantage of emerging opportunities.

Q-34 “Each organization must build its competitive advantage keeping in mind the businesswarfare. This
can be done by following the process of strategic management.” Considering
this statement, explain major benefits of strategic management.

Ans. Each organization has to build its competitive advantage over the competitors in the business warfare
in order to win. This can be done only by following the process of strategic management. Strategic
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Management is very important for the survival and growth of business organizations in dynamic business
environment. Other major benefits of strategic management are as follows:
• Strategic management helps organizations to be more proactive rather than reactive in dealing

with its future. It facilitates to work within vagaries of environment and remains adaptable with
the turbulence or uncertain future. Therefore, they are able to control their own destiny in a
better way.

• It provides better guidance to entire organization on the crucial point – what it is trying to do. Also
provides frameworks for all major business decisions of an enterprise such as on businesses,
products, markets, organizational structures, etc.

• It facilitates to prepare the organization to face the future and act as pathfinder to various business
opportunities. Organizations are able to identify the available opportunities and identify ways
and means as how to reach them.

• It serves as a corporate defence mechanism against mistakes and pitfalls. It helps organizations to
avoid costly mistakes in product market choices or investments.

• Over a period of time strategic management helps organization to evolve certain core competencies
and competitive advantages that assist in the fight for survival andgrowth.

Q-35 Why is strategy evaluation more difficult? Give reasons.
Ans. Strategic evaluation involves measuring and evaluating performance. The goals achieved are compared

with the desired goals to identify deviations and make necessary adjustments in strategies or in the
efforts being put to achieve those strategies.
Reasons why strategy evaluation is more difficult today include the following trends:
• A dramatic increase in the environment’s complexity.
• The increasing difficulty of predicting the future with accuracy.
• The increasing number of variables in the environment.
• The rapid rate of obsolescence of even the best plans.
• The increase in the number of both domestic and world events affecting organizations.
• The decreasing time span for which planning can be done with any degree of certainty.

Q-36 The presence of strategic management cannot counter all hindrances and always achieve success for
an organisation. What are the limitations attached to strategic management?

Ans. The presence of strategic management cannot counter all hindrances and always achieve success as
there are limitations attached to strategic management. These can be explained in the following lines:
• Environment is highly complex and turbulent. It is difficult to understand the complex environment

and exactly pinpoint how it will shape-up in future. The organisational estimate about its future
shape may awfully go wrong and jeopardise all strategic plans. The environment affects as the
organisation has to deal with suppliers, customers, governments and other external factors.

• Strategic Management is a time-consuming process. Organisations spend a lot of time in preparing,
communicating the strategies that may impede daily operations and negatively impact the routine
business.

• Strategic Management is a costly process. Strategic management adds a lot of expenses to an
organization. Expert strategic planners need to be engaged, efforts are made for analysis of
external and internal environments devise strategies and properly implement. These can be
really costly for organisations with limited resources particularly when small and medium
organisation create strategies to compete.

• In a competitive scenario, where all organisations are trying to move strategically, it is difficult to
clearly estimate the competitive responses to the strategies.
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MULTIPLE CHOICE QUESTIONS

1. Which of the following are responsible for formulating and developing realistic and attainable
strategies?
(a) Corporate level and business level managers
(b) Corporate level and functional level managers
(c) Functional level managers and business level managers
(d) Corporate level managers, business level managers and functional level managers

2. Strategic management can be effectively used by NGOs to:
(a) Use resource effectively (b) Raise funds
(c) Achieve goals (d) All the above

3. What can be defined as the art and science of formulating, implementing and evaluating cross functional
decisions that enable an organization to achieve its objectives?
(a) Strategy formulation (b) Strategy evaluation
(c) Strategy implementation (d) Strategic management

4. Strategy helps in:
(a) Unravelling complexity (b) Reduce uncertainty
(c) Relate the goals with the resources. (d) All of Above.

5. Which of the following statement is not true:
(a) Strategic environment is complex
(b) Strategic environment is turbulent.
(c) High cost of strategy makes them useless for charitable organization.
(d) Public sector units should implement business strategy

6. Which of the following statements correctly explain strategic management?
(i) Strategic management provides framework for major decisions.
(ii) Strategic management helps to enhance the longevity of the business.
(iii) Strategic management is an inexpensive process.
(iv) Strategic management helps organisation to be more reactive than proactive.
(a) (i) and (ii) (b) (i), (ii) and (iii)
(c) (i), (ii) and (iv) (d) (i), (iii) and (iv)

7. Which of the following statement is not true with regards to strategy?
(a) Strategy reduces uncertainty.
(b) Strategy is long range blueprint of desired position.
(c) Strategy relates organisations to the external environment.
(d) Strategy is perfect and flawless.

8. Strategic decision making can take place at three common levels of an organisation as follows:
(a) Divisional, group and individual. (b) Executive, leader and manager.
(c) Corporate, business and functional. (d) Strategic, tactical and operational.
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Case Scenario - 1

Connect Private Limited, a Mumbai based company is launching a smartphone, under the  brand name of
Poppy. The company recognizes plethora of options that customers have  from Chinese  manufacturers
flooding the smartphone landscape. With recent COVID 19  pandemic hurting the global sentiment towards
Chinese products, the company plans to  play on the patriotic card and advertise Poppy as the “Desi”
smartphone of India.
Strategic Arm of the company undertook an industry analysis and reported, that, budget  phone segment
was overtaken by the Chinese brands completely; however, the low segment of smartphones was still open
for exploration. Thus, the company planned to enter the market with tw o models, Poppy A and Poppy B,
priced at ` 4,499 and ` 5,499.
The company is also aware that their product can easily be imitated at same costing as  well as pricing, and
thus the very essence of their product can be lost. A team of  marketing professionals was hired to tackle this
issue. The solution they suggested was to take the first mover advantage by spending huge sums in advertising
and promotion.
Based on sound consciousness of the competition from huge money backed international  players, the
compan y decided to manufacture smartphone covers and accessories with  the same “Desi” tag, along with
Poppys martphones. This shall help them mitigate the risk of being completely thrown out of business.
Consequently, they invested a fairly good amount in manufa cturing of these accessories.

The investors made it an objective for the team to reach an annual sales volume of  15,000 handsets and
70,000 pieces of accessories. The accessories sales surpassed the  expectations by a fairly good margin.
However, Poppy A and Poppy B did not receive the much anticipated response and the leadership decided
to reduce the scope and focus  purely on accessories business going forward.
 With a new focus on accessories production, the “Desi” tag will still play an important part in the success.
However, they need to ensure creation of strong barriers to entry for domestic players, and for that, they
have plans to increase the production to enormous levels. This shall reduce their unit cost, thus, eliminating
the new entrants due to extremely competitive pricing.
Based on the above case scenario, answer the multiple choice questions which are as follows:
1. Annual sales volume as an objective by the investors was crucial to establish the company in the

market. In which stage of strategic management are such annual objectives especially important?
(a) Formulation (b) Control

(c) Evaluation (d) Implementation
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NOTES
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CHAPTER-2
DYNAMICS OF COMPETITIVE STRATEGY

Q-1 Telecom industry is growing at a rapid speed in India. There is a cut throat competition among theservice
providers in the industry. Identify the capabilities that will best serve as a source of competitive
advantage for a firm over its rivals?

Ans. Core competencies are capabilities that serve as a source of competitive advantage for a firm over its
rivals. Core competency as the collective learning in the organization, especially coordinating diverse
production skills and integrating multiple streams of technologies. An organization’s combination of
technological and managerial know-how, wisdom and experience are a complex set of capabilities and
resources that can lead to a competitive advantage compared to a competitor.

Q-2 Dinesh Yadav is the owner of a beverage-based private company in Sonipat, Haryana. His unit is producing
fruit  juices, cold drinks, soda and lime. While its products have  significant market share in the northern
part of country, the sales are on decline in last couple of years.  He seeks help of a management expert
who advises  him to first  understand  the competitive landscape.
Explain the steps  to be followed by  Dinesh Yadav  to understand  competitive landscape.

Ans. Steps  to understand the  competitive landscape:
(i) Identify the competitor: The first  step  to understand  the competitive landscape is to identi fy

the competitors in the firm’s industry and have actual data about their respective market share.
(ii) Understand the competitors: Once the competitors have  been identified,  the strategist  can use

market research report,  internet,  newspapers,  social media, industry  reports,  and various other
sources to understand  the products and services  offered  by  them in different  markets.

(iii) Determine the  strengths  of the  competitors:  What  are  the  strength  of  the  competitors? What
do they do well? Do they offer great products? Do they utilize marketing in a way  that comparatively
reaches out to more consumers. Why  do customers give them their business?

(iv) Determine  the  weaknesses  of  the  competi tors:  Weaknesses  (and  strengths)  can  be identified
by  going through  consumer reports  and reviews  appearing in various  media. After all, consumers
are often willing to give their opinions, especially when the products or services are either great
or very  poor.

(v) Put  all  of  the  information together: At  this  stage, the strategist should put together all information
about  competitors and draw inference about what they  are not offering  and what the  firm can
do to  fill  in the  gaps. The strategist  can also  know the  areas  which need to  be strengthen  by
the firm.

Q-3 ‘Speed’ is a leading retail chain, on account of its ability to operate its business at low costs. The retail
chain aims to further strengthen its top position in the retail industry. The Chief executive of the retail
chain is of the view that to achieve the goals they should focus on lowering the costs  of procurementof
products.  Highlight and explain the core competence of the retail chain.

Ans. A core competence is a unique strength of an organization which may not be shared by others. Core
competencies are those capabilities that are critical to a business achieving competitive advantage. In
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order to qualify as a core competence, the competency should differentiate the business from anyother
similar  businesses.  A  core  competency  for  a  firm  is  whatever  it  does  is  highly  beneficial  to  the
organisation. ‘Speed’ is the leader on account of its ability to keep costs low. The cost advantage that
‘Value for Money’ has created for itself has allowed the retailer to price goods lower than competitors.
The core competency in this case is derived from the company’s ability to generate large sales volume,
allowing the company to remain profitable with low profit margin.

Q-4 How Ansoff’s Product Market Growth Matrix is a useful tool for business organizations?

Ans. The Ansoff’s product market growth matrix (proposed by Igor Ansoff) is a useful tool that helps
businesses decide their product and market growth strategy. With the use of this matrix a business can
get a fair idea about  how its  growth  depends  upon  it mark ets in new or  existing products in both new
and existing markets.

Companies  should  always  be  looking  to  the  future.  Businesses  that  use  the  Ansoff  matrix  can
determine the best strategy. The matrix can help them to decide how to do this by demonstrating their
options  clearly,  breaking  them  down  into  four  strategies,  viz.,  Market  Penetration,  Market
Development,  Product  Development,  Diversification.  Determining  which  of these is best  for  their
business will depend on a number of variables including availab le resources, infrastructure, market
position, location and budget.

Q-5 Explain competitive advantage.

Ans. Competitive advantage is the position of a firm to maintain and sustain a favorable market position
when  compared  to  the  competitors.  Competitive  advantage  is  ability  to  offer  buyers  something
different and thereby providing more value for the money. It is  the result of a successful strategy. This
position gets translated into higher market share, higher profits when compared to those that are
obtained by competitors operating in the same industry. Competitive advantage may also be in the
form of low cost relationship in the industry or being unique in the industry along dimensions that are
widely valued by the customers in particular and the society at large.

Q-6 Which of the following statements are ‘correct’ and which are ‘incorrect’? Give reasons, in brief, for
your answer:

(i) “B” in BCG Matrix stands for balance.

(ii)  A core competence is a unique strength of an organization which may not be shared by others.

Ans.(i) Incorrect: The acronym BCG stands for Boston Consulting Group, an organization that developed a
matrix to portray an organizational corporate portfolio of investment. This matrix depicts growth of
business and the business share enjoyed by an organization. The matrix is also known for its cow and
dog metaphors and is popularly used for resource allocation in a diversified company.

(ii) Correct: A core competence is a unique strength of an organization which may not be shared by others.
If business is organized on the basis of core competence, it is likely to generate competitive advantage.
A core competence provides potential access to a wide variety of markets. Core competencies should
be such that it is difficult for competitors to imitate them.

Q-7 Why is it necessary to do a SWOT analysis before selecting a particular strategy for a business
organization?

Ans. An important component of strategic thinking requires the generation of a series of strategic
alternatives, or choices of future strategies to pursue, given the company’s internal strengths and
weaknesses and its external opportunities and threats. The comparison of strengths, weaknesses,
opportunities, and threats is normally referred to as SWOT analysis.
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• Strength: Strength is an inherent capability of the organization which it can use to gain strategic
advantage over its competitors.

• Weakness: A weakness is an inherent limitation or constraint of the organization which creates
strategic disadvantage to it.

• Opportunity: An opportunity is a favourable condition in the organisation’s environment which
enables it to strengthen its position.

• Threat: A threat is an unfavourable condition in the organisation’s environment which causes a
risk for, or damage to, the organisation’s position.
SWOT analysis helps managers to craft a business model (or models) that will allow a company to
gain a competitive advantage in its industry (or industries). Competitive advantage leads to
increased profitability, and this maximizes a company’s chances of surviving in the fast-changing,
competitive environment. Key reasons for SWOT analyses are:

• It provides a logical framework.
• It presents a comparative account.
• It guides the strategist in strategy identification.

Q-8 Shridhar who is running a medium size cloth manufacturing business in Panipat wishes to understand
the driving forces that trigger change. He has sought advice from you and wishes to know common
driving forces.

Ans. Industry and competitive conditions of organisation change as environmental forces are in motion.
The most dominant forces are called driving forces because they have the biggest influence on what
kinds of changes will take place in the industry’s structure and competitive environment. Analyzing
driving forces has two steps: identifying what the driving forces are and assessing the impact they will
have on the industry.
Many events can affect an industry powerfully enough to qualify as driving forces. Some are unique
and specific to a particular industry situation, but many drivers of change fall into general category
affecting different industries simultaneously. Some of the categories/examples of drivers are:
• The internet and the new e-commerce opportunities and threats it breeds in the industry.
• Increasing globalization.
• Changes in the long-term industry growth rate.
• Product innovation.
• Marketing innovation.
• Entry or exit of major forms.
• Diffusion of technical know-how across more companies and more countries.
• Changes in cost and efficiency.

Q-9 Major core competencies are identified in three areas - competitor differentiation, customer value
and application to other markets. Discuss.

Ans. According to C.K. Prahalad and Gary Hamel, major core competencies are identified in three areas -
competitor differentiation, customer value, and application to other markets.
• Competitor differentiation: The company can consider having a core competence if the

competence is unique and it is difficult for competitors to imitate. This can provide a company an
edge compared to competitors. It allows the company to provide better products or services to
market with no fear that competitors can copy it.

• Customer value: When purchasing a product or service it has to deliver a fundamental benefit for
the end customer in order to be a core competence. It will include all the skills needed to provide
fundamental benefits. The service or the product has to have real impact on the customer as the
reason to choose to purchase  them. If customer has chosen the company without this impact,
then competence is not a core competence.
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• Application of competencies to other markets: Core competence must be applicable to the whole
organization; it cannot be only one particular skill or specified area of expertise. Therefore,
although some special capability would be essential or crucial for the success of business activity,
it will not be considered as core competence, if it is not fundamental from the whole organization’s
point of view. Thus, a core competence is a unique set of skills and expertise, which will be used
through out the organisation to open up potential markets to be exploited.

Q-10 Rohit Patel is having a small chemist shop in the central part of Ahmedabad. What kind of competencies
Rohit can build to gain competitive advantage over online medic ine sellers?

Ans. Capabilities that are valuable, rare, costly to imitate, and non-substitutable are core competencies. A
small chemist shop has a local presence and functions within a limited geographical area. Still it can
build its own competencies to gain competitive advantage. Rohit Patel can build competencies in the
areas of :
(i) Developing personal and cordial relations with the customers.
(ii) Providing home delivery with no additional cost.
(iii) Developing a system of speedy delivery that can be difficult to match by online sellers. Being in

central part of city, he can create a network to supply at wider locations in the city.
(iv) Having extended working hours for convenience of buyers.
(v) Providing easy credit or a system of monthly payments to the patients consuming regular

medicines.
Q-11 What is a Strategic Group? Discuss the procedure for constructing a strategic group map.

Or
Mr.  Banerjee  is  head  of  marketing  department  of  a  manufacturing  company.  His  company   is  in
direct competition with thirteen companies at national level. He wishes to study the market positions
of rival companies by grouping them into like positions.
Name  the  tool  that  may  be  used  by  Mr.  Banerjee?  Explain  the  procedure  that  may  be  used  to
implement the technique.

Ans. A strategic group consists of those rival firms which have similar competitive approaches and positions
in the market. Companies in the same strategic group can resemble one another in any of the several
ways – have comparable product-line breadth, same price/quality range, same distribution channels,
same product attributes, identical technological approaches, offer similar services and technical
assistance and so on.
The procedure for constructing a strategic group map and deciding which firms belong in which strategic
group is as follows:
• Identify the competitive characteristics that differentiate firms in the industry typical variables

are price/quality range (high, medium, low); geographic coverage (local, regional, national, global);
degree of vertical integration (none, partial, full); productline breadth (wide, narrow); use of
distribution channels (one, some, all); and degree of service offered (no-frills, limited, full).

• Plot the firms on a two-variable map using pairs of these differentiating characteristics.
• Assign firms that fall in about the same strategy space to the same strategic group.
• Draw circles around each strategic group making the circles proportional to the size of the group’s

respective share of total industry sales revenues.
Q-12 Define key success factors (KSFs).
Ans. 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 system and so on. It is correct to state that the KSFs
help to shape whether a company will be financially and competitively successful.
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Q-13 Explain strategic business unit (SBUs).
Ans. A strategic business unit (SBU) is a unit of the company that has a separate mission and objectives

which can be planned independently from other company businesses. SBU can be a company division,
a product line within a division or even a single product/brand, specific group of customers or
geographical location. The SBU is given the authority to make its own strategic decisions within
corporate guidelines as long as it meets corporate objectives.

Q-14 ‘Value for Money’ is a leading retail chain, on account of its ability to operate its business at low costs.
The retail chain aims to further strengthen its top position in the retail industry. Marshal, the CEO of the
retail chain is of the view that to achieve the goals they should focus on lowering the costs of
procurement of products.
Highlight and explain the core competence of the ‘Value for Money’ retail chain.

Ans. A core competence is a unique strength of an organization which may not be shared by others. Core
competencies are those capabilities that are critical to a business achieving competitive advantage. In
order to qualify as a core competence, the competency should differentiate the business from any
other similar businesses. A core competency for a firm is whatever it does is highly beneficial to the
organisation.
‘Value for Money’ is the leader on account of its ability to keep costs low. The cost advantage that
‘Value for Money’ has created for itself has allowed the retailer to price goods lower than competitors.
The core competency in this case is derived from the company’s ability to generate large sales volume,
allowing the company to remain profitable with low profit margin.

Q-15 Explain the concept of experience curve and highlight its relevance in strategic management.
Ans. Experience curve is similar to learning curve which explains the efficiency gained by workers through

repetitive productive work. Experience curve is based on the commonly observed phenomenon that
unit costs decline as a firm accumulates experience in terms of a cumulative volume of production. The
implication is that larger firms in an industry would tend to have lower unit costs as compared to those
of smaller organizations, thereby gaining a competitive cost advantage. Experience curve results from
a variety of factors such as learning effects, economies of scale, product redesign and technological
improvements in production.
The concept of experience curve is relevant for a number of areas in strategic management. For instance,
experience curve is considered a barrier for new firms contemplating entry in an industry. It is also
used to build market share and discourage competition.

Q-16 Suresh Singhania is the owner of an agri-based private company in Sangrur, Punjab. His unit is producing
puree, ketchups and sauces. While its products have significant market share in the northern part of
country, the sales are on decline in last couple of years. He seeks help of a management expert who
advises him to first understand the competitive landscape.
Explain the steps to be followed by Suresh Singhania to understand competitive landscape.

Ans. Steps to understand the competitive landscape
(i) Identify the competitor: The first step to understand the competitive landscape is to identify the

competitors in the firm’s industry and have actual data about their respective market share.
(ii) Understand the competitors: Once the competitors have been identified, the strategist can use

market research report, internet, newspapers, social media, industry reports, and various other
sources to understand the products and services offered by them in different markets.

(iii) Determine the strengths of the competitors: What are the strength of the competitors? What do
they do well? Do they offer great products? Do they utilize marketing in a way that comparatively
reaches out to more consumers. Why do customers give them their business?

(iv) Determine the weaknesses of the competitors: Weaknesses (and strengths) can be identified by
going through consumer reports and reviews appearing in various media. After all, consumers are
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often willing to give their opinions, especially when the products or services are either great or
very poor.

(v) Put all of the information together: At this stage, the strategist should put together all information
about competitors and draw inference about what they are not offering and what the firm can do
to fill in the gaps. The strategist can also know the are as which need to be strengthen by the firm.

Q-17 Examine the significance of KSFs (Key Success Factors) for competitive success.
Ans. As industry’s Key Success Factors (KSFs) are those things that most affect industry members’ ability to

prosper in the market place – the particular strategy elements, product attributes, resources,
competencies, competitive capabilities and business outcomes that spell the difference between
profit & loss and ultimately, between competitive success or failure. KSFs by their very nature are so
important that all firms in the industry must pay close attention to them. They are the prerequisites for
industry success, or, to put it in another way, KSFs are the rules that shape whether a company will be
financially and competitively successful.

Q-18 Explain the concept of competitive advantage.
Ans. Competitive advantage is the position of a firm to maintain and sustain a favorable market position

when compared to the competitors. Competitive advantage is ability to offer buyers something
different and thereby providing more value for the money. It is achieved advantage over rivals when a
company’s profitability is greater than average profitability of firms in its industry. It is the result of a
successful strategy. This position gets translated into higher market share, higher profits when compared
to those that are obtained by competitors operating in the same industry. Competitive advantage may
also be in the form of low cost relationship in the industry or being unique in the industry along
dimensions that are widely valued by the customers in particular and the society at large.

Q-19 Explain the meaning of core competencies.
Ans. A core competenceis a unique strength of an organization which may not be shared by others. It is

defined as a combination of skills and techniques rather than individual skill or separate technique.
Core competencies are those capabilities that are critical to a business achieving competitive advantage.
In order to qualify as a core competence, the competency should differentiate the business from any
other similar businesses.

Q-20 Write a short note on SWOT analysis.
Ans. SWOT analysis is a tool used by organizations for evolving strategic options for the future. The term

SWOT refers to the analysis of strengths, weaknesses, opportunities and threats facing a company.
Strengths and weaknesses are identified in the internal environment, whereas opportunities and
threats are located in the external environment.
(a) Strength: Strength is an inherent capability of the organization which it can use to gain strategic

advantage over its competitor.
(b) Weakness: A weakness is an inherent limitation or constraint of the organisation which creates

strategic disadvantage to it.
(c) Opportunity: An opportunity is a favourable condition in the external environment which enables

it to strengthen its position.
(d) Threat: An unfavourable condition in the external environment which causes a risk for, or damage

to the organisation’s position.
The major purpose of SWOT analysis is to enable the management to create a firm-specific business
model that will best align, fit or match an organisational resources and capabilities to the demands
for environment in which it operates.
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Q-21 What is strategic decision making? What tasks are performed by a strategic Manager?

Ans.  Decision making is a managerial process of selecting the best course of action out of several alternative
courses for the purpose of accomplishment of the organizational goals. Decisions may be operational
i.e., which relate to general day-to-day operations. They may also be strategic in nature. According to
Jauch and Glueck “Strategic decisions encompass the definition of the business, products to be handled,
markets to be served, functions to be performed and major policies needed for the organisation to
execute these decisions to achieve the strategic objectives.”

The primary task of the strategic manager is conceptualizing, designing and executing company
strategies. For this purpose, his tasks include:

• Defining the mission and goals of the organization.

• Determining what businesses it should be in.

• Allocating resources among the different businesses.

• Formulating and implementing strategies that span individual businesses.

• Providing leadership for the organization

Q-22 Explain the concept of Experience Curve and highlight its relevance in strategic management.

Ans. Experience curve is similar to learning curve which explains the efficiency gained by workers through
repetitive productive work. Experience curve is based on the commonly observed phenomenon that
unit costs decline as a firm accumulates experience in terms of a cumulative volume of production. It
is represented diagrammatically as follows:

The implication is that larger firms in an industry would tend to have lower unit costs as compared to
those of smaller organizations, thereby gaining a competitive cost advantage. Experience curve results
from a variety of factors such as learning effects, economies of scale, product redesign and technological
improvements in production.

The concept of experience curve is relevant for a number of areas in strategic management. For instance,
experience curve is considered a barrier for new firms contemplating entry in an industry. It is also
used to build market share and discourage competition.

Q-23 ‘Speed’ is a leading retail chain, on account of its ability to operate its business at  low costs. The retail
chain aims to further strengthen its top position in the retail industry. The Chief executive of the retail
chain is of the view that  to  achieve the goals they  should  focus on lowering the costs of procurement
of products. Highlight and explain the core competence of the retail chain.
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Ans.  A core competence is a unique strength of an organization which may not be shared by others. Core
competencies are those capabilities that are critical to a business achieving competitive advantage. In
order to qualify as a core competence, the competency should differentiate the business from any
other similar businesses. A core competency for a firm is whatever it does is highly beneficial to the
organisation. ‘Speed’ is the leader on account of its ability to keep costs low. The cost advantage that
‘Value for Money’ has created for itself has allowed the retailer to price goods lower than competitors.
The core competency in this case is derived from the company’s ability to generate large sales volume,
allowing the company to remain profitable with low profit margin.

Q-24 Write a short note on the role of ADL Matrix in assessing competitive position of a firm.
Ans.  The ADL matrix has derived its name from Arthur D. Little which is a portfolio analysis method based

on product life cycle. The approach forms a two dimensional matrix based on stage of industry maturity
and the firm’s competitive position, environmental assessment and business strength assessment.
The role of ADL matrix is to assess the competitive position of a firm based on an assessment of the
following criteria:
• Dominant: This is a comparatively rare position and in many cases is attributable either to a

monopoly or a strong and protected technological leadership.
• Strong: By virtue of this position, the firm has a considerable degree of freedom over its choice of

strategies and is often able to act without its market position being unduly threatened by its
competitors.

• Favourable: This position, which generally comes about when the industry is fragmented and no
one competitor stand out clearly, results in the market leaders a reasonable degree of freedom.

• Tenable: Although the firms within this category are able to perform satisfactorily and can justify
staying in the industry, they are generally vulnerable in the face of increased competition from
stronger and more proactive companies in the market.

• Weak: The performance of firms in this category is generally unsatisfactory although the
opportunities for improvement do exist.

Q-25 How Aandoff’s Product Market Growth Matrix is a useful tool for business organizations?
Ans. The Aandoff’s product market growth matrix (proposed by Igor an off) is a useful tool that helps

businesses decide their product and market growth strategy. With the use of this matrix a business can
get a fair idea about how its growth depends in new or existing products in both new and existing
markets.
Companies should always be looking to the future. Businesses that use the off matrix can determine
the best strategy. The matrix can help them to decide how to do this by demonstrating their options
clearly, breaking them down into four strategies, viz., Market Penetration, Market Development, Product
Development, Diversification. Determining which of these is best for their business will depend on a
number of variables including available resources, infrastructure, market position, location and budget.

Q-26 A manufacturing company is in direct competition with fifteen companies at national level. Head of
marketing department of this company wishes to study the market position of rival companies by
grouping them into like positions. Name the tool that may be used by him/her. Explain the procedure
that may be used to implement the techniques.

Ans. A tool to identify the market positions of rival companies by grouping them into like positions is
strategic group mapping. A strategic group consists of those rival firms which have similar competitive
approaches and positions in the market.
The procedure for constructing a strategic group map and deciding which firms belong in which strategic
group are as follows:
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1. Identify the competitive characteristics that differentiate firms in the industry typical variables
that are price/quality range (high, medium, low); geographic coverage (local, regional, national,
global); degree of vertical integration (none, partial, full); product-line breadth (wide, narrow);
use of distribution channels (one, some, all); and degree of service offered (no-frills, limited,
full).

2. Plot the firms on a two-variable map using pairs of these differentiating characteristics.
3. Assign firms that fall in about the same strategy space to the same strategic group.
4. Draw circles around each strategic group making the circles proportional to the size of the group’s

respective share of total industry sales revenues.
Q-27 “Understanding the competitive landscape is important to build upon a competitive advantage”. Explain.
Ans. Competitive landscape is a business analysis which identifies competitors, either direct or indirect.

Competitive landscape is about identifying and understanding the competitors and at the same time,
it permits the comprehension of their vision, mission, core values, niche market, strengths and
weaknesses.
An in-depth investigation and analysis of a firm’s competition allows it to assess the competitors’
strengths a nd weaknesses in the marketplace and helps it to choose and implement effective strategies
that will improve its competitive advantage.
Steps to understand the competitive landscape for building competitive advantage are:
(i) Identify the competitor: The first step to understand the competitive landscape is to identify the

competitors in the firm’s industry and have actual data about their respective market share.
(ii) Understand the competitors: Once the competitors have been identified, the strategist can use

market research report, internet, newspapers, social media, industry reports, and various other
sources to understand the products and services offered by them in different markets.

(iii) Determine the strengths of the competitors: What are the strengths of the competitors? What do
they do well? Do they offer great products? Do they utilize marketing in a way that comparatively
reaches out to more consumers? Why do customers give them their business?

(iv) Determine the weaknesses of the competitors: Weaknesses (and strengths) can be identified by
going through consumer reports and reviews appearing in various media. After all, consumers are
often willing to give their opinions, especially when the products or services are either great or
very poor.

(v) Put all of the information together: At this stage, the strategist should put together all information
about competitors and draw inference about what they are not offering and what the firm can do
to fill in the gaps. The strategist can also know the areas which need to be strengthen by the firm.

Q-28 Mohan has joined as the new CEO of XYZ Corporation and aims to make it a dominant technology
company in the next five years. He aims to develop competencies for managers for achieving better
performance and a competitive advantage for XYZ Corporation. Mohan is well aware of the importance
of resources and capabilities in generating competitive advantage.
Discuss the four major characteristics of resources and capabilities required by XYZ Corporation to
sustain the competitive advantage and its ability to earn profits from it.

Ans. XYZ Corporation is aiming to transform into a dominant technology company under the leadership of
Mohan, the new CEO. He aims to develop competencies for managers for achieving better performance
and a competitive advantage for the corporation. Mohan is also well aware of the importance of
resources and capabilities in generating and sustaining the competitive advantage. Therefore he must
focus on characteristics of resources and capabilities of the corporation.
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The sustainability of competitive advantage and a firm’s ability to earn profits from it depends, to a
great extent, upon four major characteristics of resources and capabilities which are as follows:
1. Durability: The period over which a competitive advantage is sustained depends in part on the

rate at which a firm’s resources and capabilities deteriorate. In industries where the rate of
product innovation is fast, product patents are quite likely to become obsolete. Similarly,
capabilities which are the result of the management expertise of the CEO are also vulnerable to
his or her retirement or departure. On the other hand, many consumer brand names have a highly
durable appeal.

2. Transferability: Even if the resources and capabilities on which a competitive advantage is based
are durable, it is likely to be eroded by competition from rivals. The ability of rivals to attack
position of competitive advantage relies on their gaining access to the necessary resources and
capabilities. The easier it is to transfer resources and capabilities between companies, the less
sustainable will be the competitive advantage which is based on them.

3. Imitability: If resources and capabilities cannot be purchased by a would-be imitator, then they
must be built from scratch. How easily and quickly can the competitors build the resources and
capabilities on which a firm’s competitive advantage is based? This is the true test of imitability.
Where capabilities require networks of organizational routines, whose effectiveness depends
on the corporate culture, imitation is difficult.

4. Appropriability: Appropriability refers to the ability of the firm’s owners to appropriate the returns
on its resource base. Even where resources and capabilities are capable of offering sustainable
advantage, there is an issue as to who receives the returns on these resources.

Q-29 Core competencies provide edge to a business over its competitors. Discuss. Also, briefly state the
three areas in which major core competencies are identified.

Ans. A core competence is a unique strength of an organization which may not be shared by others. Core
competencies are those capabilities that are critical to a business achieving competitive advantage. In
order to qualify as a core competence, the competency should differentiate the business from any
other similar businesses. An organization’s combination of technological and managerial know-how,
wisdom and experience are a complex set of capabilities and resources that can lead to a competitive
advantage compared to a competitor.
According to C.K. Prahalad and Gary Hamel, major core competencies are identified in following three
areas:
1. Competitor differentiation: The Company can consider having a core competence if the

competence is unique and it is difficult for competitors to imitate. This can provide a company an
edge compared to competitors. It allows the company to provide better products and services to
market with no fear that competitors can copy it.

2. Customer value: When purchasing a product or service it has to deliver a fundamental benefit for
the end customer in order to be a core competence. It will include all the skills needed to provide
fundamental benefits. The service or the product has to have real impact on the customer as the
reason to choose to purchase them. If customer has chosen the company without this impact,
then competence is not a core competence and it will not affect the c ompany’s market position.

3. Application of competencies to other markets: Core competence must be applicable to the whole
organization; it cannot be only one particular skill or specified area of expertise. Therefore,
although some special capability would be essential or crucial for the success of business activity,
it will not be considered as core competence if it is not fundamental from the whole organization’s
point of view. Thus, a core competence is a unique set of skills and expertise, which will be used
throughout the organization to open up potential markets to be exploited.
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Q-30 Why companies should go global? Mention any five reasons.
Ans. There are several reasons why companies go global. These are discussed as follows:

• One reason could be the rapid shrinking of time and distance across the globe - thanks to faster
communication, speedier transportation, growing financial flows and rapid technological changes.

• It is being realized that the domestic markets are no longer adequate and rich.
Companies globalize to take advantage of opportunities available elsewhere.

• A new product may gradually get acceptance and grow locally and then globally.
This may initially be in form of exports and then later production facilities may begin in other
countries.

• Organizations may go global to take advantage of cheaper raw material and labour costs.
• Companies often set up overseas plants to reduce high transportation costs.
• The motivation to go global in high-tech industries is slightly different. Companies in electronics

and telecommunications must spend large sums on research and development for new products
and thus may be compelled to seek ways to improve sales volume to support high overhead
expenses.

• The companies may also go global to take advantage of local taxation laws.
• To form strategic alliances to ward off economic and technological threats and leverage their

respective comparative and competitive advantages.
Q-31 Ajanta & Sons Limited are manufacturers of domestic household security alarms for high income group

homeowners in India. The company is currently reviewing two strategic options.
Option 1: Selling the same alarms although with different coverings to smaller and low-income group
households at a lower price.
Option 2: Development of new, more sophisticated alarms and a wide range of security services (guards
and surveillance) for sale to industrial clients for higher prices.
The senior management team of Ajanta & Sons Limited are keen to analyses the two options using
Handoff’s matrix.

Ans. Selling the same alarms with different coverings to smaller and low income group households at a
lower price represents Market Development as the same products are being sold into a new market.
Market development refers to a growth strategy where the business seeks to sell its existing products
into new markets. It is a strategy for company growth by identifying and developing new markets for
the existing products of the company.
While the development of new and more sophisticated alarms and a wide range of security services
(guards and surveillance) for sale to industrial clients for higher prices is classified as Diversification,
because it involves a new product, being sold in a new market. Diversification refers to a growth
strategy where a business markets new products in new markets. It is a strategy by starting up or
acquiring businesses outside the company’s current products and markets.

Q-32 Core competencies provide edge to a business over its competitors.
Ans. A core competence is a unique strength of an organization which may not be shared by others. Core

competencies are those capabilities that are critical to a business achieving competitive advantage. In
order to qualify as a core competence, the competency should differentiate the business from any
other similar businesses. An organization’s combination of technological and managerial know-how,
wisdom and experience are a complex set of capabilities and resources that can lead to a competitive
advantage compared to a competitor.

Navkar Digital Institute | Paper 7B : Compiler | Most Imp collection of Chapterwise Que. & Ans. -187-

Downloaded From www.castudynotes.com

Join Us on Telegram http://t.me/canotes_ipcc

http://www.castudynotes.com
http://t.me/canotes_ipcc


According to C.K. Prahalad and Gary Hamel, major core competencies are identified in following three
areas:
1. Competitor differentiation: The Company can consider having a core competence if the

competence is unique and it is difficult for competitors to imitate. This can provide a company an
edge compared to competitors. It allows the company to provide better products and services to
market with no fear that competitors can copy it.

2. Customer value: When purchasing a product or service it has to deliver a fundamental benefit for
the end customer in order to be a core competence. It will include all the skills needed to provide
fundamental benefits. The service or the product has to have real impact on the customer as the
reason to choose to purchase them. If customer has chosen the company without this impact,
then competence is not a core competence and it will not affect the company’s market position.

3. Application of competencies to other markets: Core competence must be applicable to the whole
organization; it cannot be only one particular skill or specified area of expertise. Therefore,
although some special capability would be essential or crucial for the success of business activity,
it will not be considered as core competence if it is not fundamental from the whole organization’s
point of view.

Thus, a core competence is a unique set of skills and expertise, which will be used throughout the
organization to open up potential markets to be exploited.

Q-33 ABC Ltd. manufactures and sells air purifier ‘Fresh Breath’. The ‘Fresh Breath’ has seen sales growth of
around 1% for the last two years, after strong growth in the previous five years. This is due to new
products entering the market in competition with the ‘Fresh Breath’. ABC Ltd. is therefore considering
cutting its prices to be in line with its major rivals with a hope to maintain the market share. Market
research indicates that this will now cause a significant increase in the level of sales, even though in
previous years price cuts have had little effect on demand. ABC ltd. is also planning to launch a
promotional campaign to highlight the benefits of the ‘Fresh Breath’ against its rival products.
Identify and explain the stage of the product life cycle in which ‘Fresh Breath’ falls.

Ans. Product Life Cycle is a useful concept for guiding strategic choice. PLC is an S-shaped curve which
exhibits the relationship of sales with respect of time for a product that passes through the four
successive stages of introduction (slow sales growth), growth (rapid market acceptance) maturity
(slowdown in growth rate) and decline (sharp downward drift).
The product ‘Fresh Breath’ of ABC Ltd. falls under Maturity stage of product life cycle. In this stage, the
competition gets tough and market gets stablised. Profit comes down because of stiff competition. At
this stage, ABC Ltd. have to work for maintaining stability by cutting the prices to be in line with its
major rivals with a hope to maintain the market share and by launching a promotional campaign to
highlight the benefits of the ‘Fresh Breath’ against its rival products.

Q-34 Write a short note on SWOT analysis.
Ans.  SWOT analysis is a tool used by organizations for evolving strategic options for the future. The term

SWOT refers to the analysis of strengths, weaknesses, opportunities and threats facing a company.
Strengths and weaknesses are identified in the internal environment, whereas opportunities and
threats are located in the external environment.
(a) Strength: Strength is an inherent capability of the organization which it can use togain strategic

advantage over its competitor.
(b) Weakness: A weakness is an inherent limitation or constraint of the organisation which creates

strategic disadvantage to it.
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(c) Opportunity: An opportunity is a favourable condition in the external environmentwhich enables
it to strengthen its position.

(d) Threat: An unfavourable condition in the external environment which causes a risk for, or damage
to the organisation’s position.

The major purpose of SWOT analysis is to enable the management to create a firm - specific business
model that will best align, fit or match an organisational resources and capabilities to the demands for
environment in which it operates.

Q-35 Explain the strategic implications of each of the following types of business in a corporate
portfolio:
(a) Stars (b) Question Marks
(c) Cash Cows (d) Dogs

Ans. In the BCG growth-share matrix portfolio of investments are represented in twodimensional space.  he
vertical axis represents market growth rate, and the horizontal axis represents relative market share.
The strategic implications for various business types under BCG in the corporate portfolio are:
Stars are products or businesses that are growing rapidly and are best opportunity for expansion. Stars
may follow build strategy. They need heavy investments to maintain their position and finance their
rapid growth potential.
Cash Cows are low-growth, high market share businesses or products. They generate cash and have
low costs. They are established, successful, and need less investment to maintain their market share.
Strategic alternative advocated for cash cows is harvest.
Question Marks are low market share business in high-growth markets. Strategic option for them is
hold for which they need heavy investments. Question marks if left unattended are capable of becoming
cash traps.
Dogs are low-growth, low-share businesses and products. Relevant strategy is divest. Dogs may generate
enough cash to maintain themselves, but do not have much future. Dogs should be minimized by
means of divestment or liquidation.

Q-36 Explain the role of ADL Matrix in assessing competitive position of a firm.
Ans. The ADL matrix has derived its name from Arthur D. Little which is a portfolio analysis method based on

product life cycle. The approach forms a two-dimensional matrix based on stage of industry maturity
and the firm’s competitive position, environmental  assessment and business strength assessment.
The role of ADL matrix is to assess the competitive position of a firm based on an assessment of the
following criteria:
• Dominant: This is a comparatively rare position and in many cases is attributable either to a

monopoly or a strong h
• Strong: By virtue of this position, the firm has a considerable degree of freedom over its choice of

strategies and is often able to act without its market position being unduly threatened by its
competitors.

• Favourable: This position, which generally comes about when the industry is fragmented and no
one competitor stand out clearly, results in the market leaders a reasonable degree of freedom.

• Tenable: Although the firms within this category are able to perform satisfactorily and can justify
staying in the industry, they are generally vulnerable in the face of increased competition from
stronger and more proactive companies in the market.

• Weak: The performance of firms in this category is generally unsatisfactory although the
opportunities for improvement do exist.
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Q-37 Write short note on "Phases and significance of Product Life Cycle".
Ans. Product Life Cycle (PLC) is a useful concept for guiding strategic choice. Essentially, PLC is Sshaped

curve which exhibits the relationship of sales with respect of time for a product that passes through
the four successive stages of introduction (slow sales growth), growth (rapid market acceptance)
maturity (slowdown in growth rate) and decline (sharp downward drift). If businesses are substituted
for product, the concept of PLC could work just as well.
The first stage of PLC is the introduction stage in which competition is almost negligible, prices are
relatively high, and markets are limited. The growth in sales is at a lower rate because of lack of
knowledge on the part of customers.
The second stage of PLC is growth stage. In the growth stage, the demand expands rapidly, prices fall,
competition increases, and market expands. The customer has knowledge about the product and
shows interest in purchasing it.
The third stage of PLC is maturity stage. In this stage, the competition gets tough, and market gets
stabilised. Profit comes down because of stiff competition. At this stage organisations may work for
maintaining stability.
The fourth stage of PLC is declining stage in which the sales and profits fall down sharply due to some
new product replaces the existing product. So, a combination of strategies can be implemented to stay
in the market either by diversification or retrenchment.

Significance of PLC
The main advantage of PLC is that it can be used to diagnose a portfolio of products (or businesses) in
order to establish the stage at which each of them exists. Particular attention is to be paid on the
businesses that are in the declining stage. Depending on the diagnosis, appropriate strategic choice
can be made. For instance, expansion may be a feasible alternative for businesses in the introductory
and growth stages. Mature businesses may be used as sources of cash for investment in other businesses
which need resources. A combination of strategies like selective harvesting, retrenchment, etc. may
be adopted for declining businesses. In this way, a balanced portfolio of businesses may be built up by
exercising a strategic choice based on the PLC concept.

Q-38 Telecom industry is growing at a rapid speed in India. There is a cut throat competition among the
service providers in the industry. Identify the capabilities that will best serve as a source of competitive
advantage for a firm over its rivals?

Ans. Core competencies are capabilities that serve as a source of competitive advantage for a firm over its
rivals. Core competency as the collective learning in the organization, especially coordinating diverse
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production skills and integrating multiple streams of technologies. An organization’s combination of
technological and managerial know-how, wisdom and experience are a complex set of capabilities and
resources that can lead to a competitive advantage compared to a competitor.

Q-39 STU’s association with India goes back to 1967, when it played a key role in constructinga very long
highway in India spreading over multiple states. Since then, it is contributingin many ways to the
country’s growth story. Now it is looking at playing an active role inthe key projects taken up by the
central government. Suggest few Opportunities and Threats that the company should consider.

Ans. Faced with a constantly changing environment, each business unit needs to develop a marketing
information system to track trends and developments, which can be categorized as an opportunity or
a threat. The company has to review its strength and weakness in the background of environment’s
opportunities and threat, i.e., an organization’s SWOT analysis.
STU is looking at playing an active role in the key projects taken up by the central government. Following
are the potential opportunities and threats to STU:
Potential STU’s Opportunities:
• Alliances or joint ventures with central government that expand the STU’s market coverage or

boost its competitive capability.
• Possibilities of working on the future projects of central government.
• Serving additional customer groups or expanding into new geographic markets.
• Utilizing existing company skills or technological know-how to enter new projects.
• Openings to take market share away from rivals.
• Openings to exploit emerging new technologies.
• Integrating forward or backward.
Potential STU’s Threats:
• Due to COVID-19 pandemic, companies can have face the lockdown situation.
• Economic factors such as recession etc.
• Likely entry of potent new competitors.
• Technological changes/innovations in construction equipment.
• Costly new regulatory requirements.
• Growing bargaining power of suppliers.
• Vulnerability to industry driving forces.

Q-40 Sky chemical industry intends to grow its business. Advise the company on the available options using
Ansoff’s product market growth matrix.

Ans. The Ansoff’s product market growth matrix (proposed by Igor Ansoff) is a useful tool that helps
businesses decide their product and market growth strategy. With the use of this matrix, a business can
get a fair idea about how its growth depends upon its markets in new or existing products in both new
and existing markets.
The Ansoff’s product market growth matrix is as follows:
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Ansoff’s Product Market Growth Matrix
Sky chemical industry can adopt market penetration, product development, market development or
diversification simultaneously for its different products.
Market penetration refers to a growth strategy where the business focuses on selling existing products
into existing markets. It is achieved by making more sales to present customers without changing
products in any major way.
Market development refers to a growth strategy where the business seeks to sell its existing products
into new markets. It is a strategy for company growth by identifying and developing new markets for
the existing products of the company.
Product development refers to a growth strategy where business aims to introduce new products into
existing markets. It is a strategy for company growth by offering modified or new products to current
markets.
Diversification refers to a growth strategy where a business markets new products in new markets. It
is a strategy by starting up or acquiring businesses outside the company’s current products and markets.
As market conditions change overtime, a company may shift product-market growth strategies. For
example, when its present market is fully saturated a company may have no choice other than to
pursue new market.

MULTIPLE CHOICE QUESTIONS

1. Competitive landscape requires the application of:
(a) Competitive advantage (b) Competitive strategy
(c) Competitive acumen (d) Competitive intelligence

2. Anything that a firm does especially well compared to rival firms is referred to as _____.
(a) Competitive advantage (b) Comparative advantage
(c) Opportunity cost (d) Sustainable advantage
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3. What  does Dogs symbolize  in BCG matrix?
(a) Invest (b) Harvest (c) Build (d) Divest

4. Internal  __________ are activities  in an organization  that are performed especially well.
(a) Opportunities (b) Competencies
(c) Strengths (d) Management

5. Anything  that a firm does especially  well compared to rival  firms is referred  to as  _____.
(a) Competitive  advantage (b) Comparative  advantage
(c) Opportunity  cost (d) Sustainable advantage

6. Which of the following is not part of external analysis:
(a) Customer segments. (b) Organizational constraints.
(c) Entry barriers. (d) Competitors.

7. A core competence is all except?
(a) Valuable (b) Rare
(c) Impossible to imitate (d) Non-substitutable

8. Which of the following is not true for core competency:
(a) It distinguishes a company competitively.
(b) It is a source of competitive advantage.
(c) It is an individual skill and separate technique.
(d) It is often visible in the form of organizational functions.

9. A __________ consists of those rival firms which have similar competitive approaches and positions in
the market.
(a) BCG Matrix (b) Strategic group (c) Strategy Map (d) Industry

10. A thing that a firm does especially well in comparison to the rival firms is:
(a) Opportunity availed. (b) Successful leadership.
(c) Competitive advantage. (d) Comparative advantage.

11. Under BCG an SBU with products having little market share but in an attractive industry is referred to as:
(a) Cash cow (b) Star
(c) Dog (d) Question mark

12. According to Porter, which of the following is important to achieve competitive advantage?
(a) Differentiation and cost advantage.
(b) Outsourcing activities.
(c) Having strong relationship with buyer and sellers.
(d) Focus on most competitive businesses.

13. During which stage of the Product Life Cycle will marketing strategies need to concentrate on
differentiating a product from competing products, building brand loyalty and offering incentives to
attract competitor’s customers to switch?
(a) Decline (b) Growth
(c) Maturity (d) Introduction
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14. In context to BCG matrix, which of the following statements is not correct?
(a) The BCG assumes that all products will grow and mature.
(b) The BCG can be used to examine a company’s current product portfolio.
(c) A company with only cash cows and dogs has limited long-term prospects.
(d) All of the above

15. Marketing and Sales of Hindustan Unilever Limited and lowering of operating cost by Walmart are
examples of what?
(a) Competitive Advantage (b) Core Competency
(c) Strategic Planning (d) Key Performance Indicators (KPIs)

16. The strategic landscape of healthcare sector around the world is changing rapidly because of-
(a) Doctors Educational Interests (b) Indian Nurses going to abroad
(c) Internet and Technological advancement (d) Patients being more aware

17. Shreya, the owner of Kalahari boutiques, wanted to reduce uncertainty of their business strategy for
which she gathered a lot of information from peers, groups, industry reports and experts. But it did not
give her comfort to take up new strategies. What tool can help her in this regard?
(a) Risk Analysis (b) BCG Analysis

(c) ADL Matrix (d) Scenario Analysis

Case Scenario - 1

Aero Mind Bridge Technologies Ltd (AMBTL) is a software development company work as a solution provider
to airlines industry. The company was established more than a decade ago by Mr. Pranshu Gupta having
experience of working in United States of America (USA). His entrepreneurial desires brought him back to
India to promote Aero Mind Bridge Technologies Ltd (AMBTL). The company started its operations with a
meagre capital of ‘ 10 lakhs with limited workforce. Currently, it enjoys a valuation of more than ‘ 50 crores.
Almost everybody acknowledged the competency of AMBTL in developing customised software for the
airlines industry.
The high growth of the company was mainly on account of the heavy inflows of the funds in the airlines
industry from various big business houses that have diversified into airlines industry. Currently, these
business houses were in the manufacturing of FMCG, textiles, packaging etc. and having good expertise and
uniqueness in these industries.
However, AMBTL saw stagnation in last three years. The order position was shrinking day by day. The margins
were also reducing. Last year was particularly bad for the AMBTL and its annual sales reduced by 20 % for the
first time since its inception.
Most of the business houses that had entered in the airlines industry had less knowledge and experience in
the industry. However, their desire to diversify and seeing new opportunity in the airlines industry prompted
them to invest heavily into the industry.
However, things did not turn out to be as expected. The tough competition between several players,
reduction in the fare by railways and high prices of aviation fuel created problems for the industry. The
sector was not able to generate reasonable profits thus resulting difficulty in maintaining operations. They
were in need for hard to come by capital. Lately, the airlines industry is witnessing some consolidation with
companies planning for mergers or even contemplating closures.
The general global recession also resulted in the reduction of travel expenditure of corporates resulting in
decrease in the order position of AMBTL.
Based on the above Case Scenario, answer the Multiple Choice Questions which are as follows:
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1. The big business houses were in the manufacturing of FMCG, textiles, packaging etc. and having good
expertise and uniqueness in these industries. But they are not performing well in airlines industry
because of
(a) Non availability of funds (b) Incompetent workforce
(c) Rapid technological changes (d) Lacking core competence

2. ‘Strategic group mapping’ helps in-
(a) Identifying the strongest rival companies
(b) Identifying weakest rival companies
(c) Identifying weakest and strongest rival companies
(d) None of the above

3. Supply chain refers to the linkages between:
(a) Suppliers (b) Customers
(c) Manufacturers (d) All the above

Case Scenario - 2

Connect Private Limited, a Mumbai based company is launching a smartphone, under the  brand name of
Poppy. The company recognizes plethora of options that customers have  from Chinese  manufacturers
flooding the smartphone landscape. With recent COVID 19  pandemic hurting the global sentiment towards
Chinese products, the company plans to  play on the patriotic card and advertise Poppy as the “Desi”
smartphone of India.
Strategic Arm of the company undertook an industry analysis and reported, that, budget  phone segment
was overtaken by the Chinese brands completely; however, the low segment of smartphones was still open
for exploration. Thus, the company planned to enter the market with tw o models, Poppy A and Poppy B,
priced at ` 4,499 and ` 5,499.
The company is also aware that their product can easily be imitated at same costing as  well as pricing, and
thus the very essence of their product can be lost. A team of  marketing professionals was hired to tackle this
issue. The solution they suggested was to take the first mover advantage by spending huge sums in advertising
and promotion.
Based on sound consciousness of the competition from huge money backed international  players, the
compan y decided to manufacture smartphone covers and accessories with  the same “Desi” tag, along with
Poppys martphones. This shall help them mitigate the risk of being completely thrown out of business.
Consequently, they invested a fairly good amount in manufa cturing of these accessories.
The investors made it an objective for the team to reach an annual sales volume of  15,000 handsets and
70,000 pieces of accessories. The accessories sales surpassed the  expectations by a fairly good margin.
However, Poppy A and Poppy B did not receive the much anticipated response and the leadership decided
to reduce the scope and focus  purely on accessories business going forward.
 With a new focus on accessories production, the “Desi” tag will still play an important part in the success.
However, they need to ensure creation of strong barriers to entry for domestic players, and for that, they
have plans to increase the production to enormous levels. This shall reduce their unit cost, thus, eliminating
the new entrants due to extremely competitive pricing.
Based on the above case scenario, answer the multiple choice questions which are as follows:
1. Connect Private Limited, entered a saturated market of smartphones, after a duemarket study of

understanding the competitive landscape. Put the below steps incorrect sequence of understanding
the competitive landscape.
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(i) Understanding the competitors
(ii) Determining strengths and weaknesses of the competitors
(III) Identify the competitors
 (IV) Put all information gathered together
(a) (I),(III),(II),(IV) (b) (III),(I),(II),(IV)
(c)  (II),(III),(IV),(I) (d) (I),(III),(II),(IV)

2. After getting results from the market, accessories business of the company can be classified under
which category of BCG’s growth share matrix?
(a) Star (b) Question mark
(c) Cash cow (d) Dog
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CHAPTER-3
STRATEGIC  MANAGEMENT  PROCESS

Q-1 Distinguish between vision and mission statement.
Ans. A Mission statement tells you the fundamental purpose of the organization. It concentrates on the

present. It defines the customer and the critical processes. It informs you of the desired level of
performance. On the other hand, a vision statement outlines what the organization wants to be. It
concentrates on the future. It is a source of inspiration. It provides clear decision-making criteria.
A mission statement can resemble a vision statement in a few companies, but that can be a grave
mistake. It can confuse people. Following are the major differences between vision and mission:
1. The vision states the future direction while the mission states the ongoing activities of the

organisation.
2. The vision statement can galvanize the people to achieve defined objectives, even if they are

stretch objectives, provided the vision is specific, measurable, achievable, relevant and time
bound. A mission statement provides a path to realize the vision in line with its values. These
statements have a direct bearing on the bottom line and success of the organization.

3. A vision statement defines the purpose or broader goal for being in existence or in the business
and can remain the same for decades if crafted well while a mission statement is more specific in
terms of both the future state and the time frame. Mission describes what will be achieved if the
organization is successful.

Q-2 To convert strategic plans into actions and results,  a manager must be able to direct organizational
change,  motivate  people,  build  and  strengthen  company  competencies  and  competitive  capabilities,
create a strategy-supporti ve  work climate, and meet or beat performance targets.
Explain the principal aspects of strateg y-execution process.

Ans. In most situations,  strategy-execution  process includes the following principal aspects:
• Developing  budgets  that  steer  ample  resources  into  those  activities  critical  to  strategic

success.
• Staffing  the  organization  with  the  needed  skills  and  expertise,  consciously  building  and

strengthening  strategy-supportive  competencies and competitive capabilities, and organizin g
the work effort.

• Ensuring  that  policies  and  operating  procedures  facilitate  rathe r  than  impede  effecti ve
execution.

• Using the best-known practices to perform core business activities  and pushing for continuous
improvement.

• Installing  information  and operating  systems  that  enable company personnel  to  better  carry
out their strategic  roles day  in and day  out.

• Motivating  people to  pursue the target  objectives  energetically.
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• Creating  a  company  culture  and  work  climate  conducive  to  successful  strate g y implementation
and execution.

• Exerting  the  internal leadership needed to drive  implementation forward  and keep improving
strategy  execution.  When  the  organization  encounters  stumbling  blocks  or  weaknesses,
management has to  see that  they  are addressed  and rectified quickly.  Good strategy  execution
involves  creating strong  “fits”  between  strategy  and  organizational  capabilities,  between
strategy  and the  reward  structure,  between  strategy  and  internal  operating systems, and
between strategy and the organization’s work climate and culture.

Q-3 Enumerate the task to be performed as a strategic manager of a company.
Ans. The primary tasks of the strategic manager is conceptualizing, designing and executing company

strategies.
For this purpose, his tasks will include:
• Defining the mission and goals of the organization.
• Determining what businesses it should be in.
• Allocating resources among the different businesses.
• Formulating strategies.
• Implementing strategies.
• Providing leadership for the organization.

Q-4 A  owner  of  medium  size  factory  in  Aligarh  manufacturing  hardware  consisting  handles,  hinges,
tower  bolts  and  so  on  has  a  staff  of  about  200  in  his  organisation.  One  of  the  leading  brand  of
Hardware seller in India is rebranding and selling the material from his factory. The owner believes in
close supervision and takes all major and minor decisions in the organisation.
Do you think the owner should take all decisions himself? What kind of decisions should be taken by
person at the level of owner of a medium size factory.

Ans. Decision  making  is  a  managerial  process  of  selecting  the  best  course  of  action  out  of  several
alternative courses for the purpose of accompl ishment of the organizational goals. Decisions may be
operational, i.e., which relate to general day-to-day operations. They may also be strategic in nature.
A owner manager at the top level should concentrate on strategic decisions. These are higher level
decisions having organisation wide implications. The major dimensions of strategic decisions are as
follows:
• Strategic decisions require top-management involvement as they involve thinking in totality of

the organization.
• Strategic decisions involve significant commitment of organisational resources.
• Strategic decisions necessitate consideration of factors in the firm’s external environment.
• Strategic decisions are likely to have a significant impact on the long-term prosperity of the firm.
• Strategic decisions are future oriented.
• Strategic decisions usually have major multifunctional or multi-business consequences.

Q-5 What is strategic vision?
Ans. A strategic vision delineates organisation’s aspirations for the business, providing a panoramic view of

the position where the organisation is going. A strategic vision points an organization in a particular
direction, charts a strategic path for it to follow in preparing for the future, and moulds organizational
identity. A Strategic vision is a road map of a company’s future – providing specifics about  technology
and  customer  focus,  the  geographic  and  product  markets  to  be  pursued,  the capabilities it plans
to develop, and the kind of company that management is trying to create.
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Q-6 What is strategic decision making? What are its major dimensions?
Ans. Decision  making  is  a  managerial  process  of  selecting  the  best  course  of  action  out  of  several

alternative courses for the purpose of accomplishment of the organizational goals. Decisions may be
operational i.e., which relate to general day -to-day operations. They may also be strategic in nature.
According to Jauch and Glueck “Strategic decisions encompass the definition of the business,  products
to  be  handled,  markets  to  be  served,  functions  to  be  performed  and  major  policies needed for
the organisation to execute these decisions to achieve the strategic objectives.”
The major dimensions of strategic decisions are as follows:
• Strategic decisions require top-management involvement: Strategic decisions involve thinking in

totality  of  the  organization.  Hence,  problems  calling  for  strategic  decisions  require  to  be
considered by the top management.

• Strategic decisions involve commitment of organisational resources: For example, Strategic
decisions to launch a new project by a firm requires allocation of huge fund s and assignment of a
large number of employees.

• Strategic decisions 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.

• Strategic decisions 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  decisions  are  future  oriented:  Strategic   thinking  involves  predicting  the  future
environmental conditions and how to orient for the changed conditions.

• Strategic  decisions  usually  have  major  multifunctional  or  multi -business  consequences:  As
they  involve  organization  in  totality  they  affect  diff erent  sections  of  the  organization  with
varying degree.

Q-7 How can a company deal with strategic uncertainty?
Ans. Strategic uncertainty denotes the uncertainty that has crucial implications for the organisation. A typical

external analysis will emerge with dozens of strategic uncertainties. To be manageable, they need to
be grouped into logical clusters or themes. It is then useful to assess the importance of each cluster in
order to set priorities with respect to Information gathering and analysis.

Q-8 What is Strategic Decision Making? Briefly explain the major dimensions of strategic decisions.
Ans. Decision making is a managerial process of selecting the best course of action out of several alternative

courses for the purpose of accomplishment of the organizational goals. Decisions may be operational
i.e., which relate to general day-to-day operations. They may also be strategic in nature. According to
Jahuch and Glueck “Strategic decisions encompass the definition of the business, products to be handled,
markets to be served, functions to be performed and major policies needed for the organisation to
execute these decisions to achieve the strategic objectives.”
The major dimensions of strategic decisions are as follows:
• Strategic decisions require top-management involvement: Strategic decisions involve thinking in

totality of the organization. Hence, problems calling for strategic decisions require to be considered
by the top management.

• Strategic decisions involve commitment of organisational resources: For example, Strategic
decisions to launch a new project by a firm requires allocation of huge funds and assignment of a
large number of employees.
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• Strategic decisions 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.

• Strategic decisions 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 decisions are future oriented: Strategic thinking involves predicting the future
environmental conditions and how to orient for the changed conditions.

• Strategic decisions usually have major multifunctional or multi-business consequences: As they
involve organization in totality they affect different sections of the organization with varying
degree.

Q-9 Mr Raj has been hired as a CEO by XYZ ltd a FMCG company that has diversified into affordable cosmetics.
The company intends to launch Feelgood brand of cosmetics. XYZ wishes to enrich the lives of people
with its products that are good for skin and are produced in ecologically beneficial manner using herbal
ingredients. Draft vision and mission statement that may be formulated by Raj.

Ans. Feelgood brand of cosmetics may have following vision and mission:

Vision: Vision implies the blueprint of the company’s future position. It describes where the organisation
wants to land. Mr Raj should aim to position “Feelgood cosmetic s” as India’s beauty care company. It
may have vision to be India’ largest beauty care company that improves looks, give extraordinary
feeling and bring happiness to people.

Mission: Mission delineates the firm’s business, its goals and ways to reach the goals. It explains the
reason for the existence of the firm in the society. It is designed to help potential shareholders and
investors understand the purpose of the company:

Mr Raj may identify mission in the following lines:

• To be in the business of cosmetics to enhance the lives of people, give them confidence to lead.

• To protect skin from harmful elements in environment and sun rays.

• To produce herbal cosmetics using natural ingredients.

Q-10 With the help of a model explain strategic management process.

Ans. The strategic management process can best be studied and applied using a model.

Identifying an organization’s vision, mission, goals and objectives, is the starting point for strategic
management process. The strategic management process is dynamic and continuous. A change in any
one of the major components in the model can necessitate a change in any or all of the other
components. Therefore, strategy formulation, implementation, and evaluation activities should be
performed on a continual basis, not just at the end of the year or semi-annually.

Formulating, implementing, and evaluating strategies are the major components of the strategic
management that are represented in the following model:
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The strategic management process is not as cleanly divided and neatly performed in practice. Strategists
do not go through the process in lockstep fashion. Generally, there is give-and-take among hierarchical
levels of an organization. Many organizations conduct formal meetings semi-annually to discuss and
update the firm’s vision/mission, opportunities/threats, strengths/weaknesses, strategies, objectives,
policies, and performance. Creativity from participants is encouraged in meeting. Good communication
and feedback are needed throughout the strategic management process.

Q-11 Shri Alok Kumar is having his own medium size factory in Aligarh manufacturing hardware consisting
handles, hinges, tower bolts and so on. He has a staff of more than 220 in his organisation. One of the
leading brand of Hardware seller in India is rebranding and selling the material from his factory. Shri
Alok Kumar, believes in close supervision and takes all major and minor decisions in the organisation.
Do you think Shri Alok should take all decisions himself? What should be nature of decisions that
should be taken by him.

Ans. Decision making is a managerial process of selecting the best course of action out of several alternative
courses for the purpose of accomplishment of the organizational goals. Decisions may be operational,
i.e., which relate to general day-to-day operations. They may also be strategic in nature.
As owner manager at the top level in the company, Shri Alok Kumar should concentrate on strategic
decisions. These are higher level decisions having organisation wide implications. The major dimensions
of strategic decisions are as follows:
• Strategic decisions require top-management involvement as they involve thinking in totality of

the organization.
• Strategic decisions involve significant commitment of organisational resources.
• Strategic decisions necessitate consideration of factors in the firm’s external environment.
• Strategic decisions are likely to have a significant impact on the long-term prosperity of the firm.
• Strategic decisions are future oriented.
• Strategic decisions usually have major multifunctional or multi-business consequences.
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Q-12 What are the elements in strategic intent of organisation?
Ans. Strategic intent can be understood as the philosophical base of strategic management. It implies the

purposes, which an organization endeavours to achieve. It is a statement that provides a perspective.
Strategic intent gives an idea of what the organization desires to attain in future. Strategic intent
provides the framework within which the firm would adopt a predetermined direction and would
operate to achieve strategic objectives. Elements of strategic management are as follows:
(i) Vision: Vision implies the blueprint of the company’s future position. It describes where the

organisation wants to land. It depicts the organisation’s aspirations and provides a glimps of what
the organization would like to become in future. Every sub system of the organization is required
to follow its vision.

(ii) Mission: Mission delineates the firm’s business, its goals and ways to reach the goals. It explains
the reason for the existence of the firm in the society. A mission statement helps to identify,
‘what business the company undertakes.’ It defines the present capabilities, activities, customer
focus and role in society.

(iii) Business Definition: It seeks to explain the business undertaken by the firm, with respect to the
customer needs, target markets, and alternative technologies. With the help of business definition,
one can ascertain the strategic business choices.

(iv) Business Model: Business model, as the name implies is a strategy for the effective operation of
the business, ascertaining sources of income, desired customer base, and financial details. Rival
firms, operating in the same industry rely on the different business model due to their strategic
choice.

(v) Goals and Objectives: These are the base of measurement. Goals are the end results, that the
organization attempts to achieve. On the other hand, objectives are time-based measurable
targets, which help in the accomplishment of goals. These are the end results which are to be
attained with the help of an overall plan. However, in practice, no distinction is made between
goals and objectives and both the terms are used interchangeably.

Q-13 Write short note on Essentials of a strategic vision.
Ans. Essentials of a strategic vision:

• The entrepreneurial challenge in developing a strategic vision is to think creatively about how to
prepare a company for the future.

• Forming a strategic vision is an exercise in intelligent entrepreneurship.
• A well-articulated strategic vision creates enthusiasm among the members of the organisation.
• The best-worded vision statement clearly illuminates the direction in which organization is

headed.
Q-14 ‘Objectives’ and ‘Goals’ provide meaning and sense of direction to organizational endeavour. Explain.
Ans. Business organization translates their vision and mission into objectives. Objectives are open-ended

attributes that denote the future states or outcomes. Goals are close -ended attributes which are
precise and expressed in specific terms. Thus, the goals are more specific and translate to objectives to
short term perspective.
All organizations have objectives. The pursuit of objectives is an unending process such that
organizations sustain themselves. They provide meaning and sense of direction to organizational
endeavour. Organizational structure and activities are designed and resources are allocated around
the objectives to facilitate their achievement. They also act as benchmarks for guiding organizational
activity and for evaluating how the organization is performing.
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Q-15 How a company can deal with strategic uncertainty?
Ans. Strategic uncertainty denotes the uncertainty that has crucial implications for the organisation. An

approach to deal with strategic uncertainty is by grouping them into logical clusters or themes. It is
then useful to assess the importance of each cluster in order to set priorities with respect to Information
gathering and analysis.

Q-16 Rohit Seth in an informal discussion with his friend shared that he has to move very cautiously in his
organisation as the decisions taken by him have organisation wide impact and involve large
commitments of resources. He also said that his decisions decide the future of his organisation.
Where will you place Rohit Seth in organisational hierarchy? What are the dimensions of the decisions
being taken by him?

Ans. As the decisions taken by Rohit Seth have organisation wide impact, involves large commitments and
have implication on the future, he is at the top level in organisational hierarchy. These characteristics
also indicate that he is taking strategic decisions in the organisation. The major dimensions of strategic
decisions are as follows:
• Strategic decisions require top-management involvement: Strategic decisions involve thinking

in totality of the organization. Hence, problems calling for strategic decisions require to be
considered by the top management.

• Strategic decisions involve commitment of organisational resources: For example, Strategic
decisions to launch a new project by a firm requires allocation of huge funds and assignment of a
large number of employees.

• Strategic decisions 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.

• Strategic decisions 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 decisions are future oriented: Strategic thinking involves predicting the future
environmental conditions and how to orient for the changed conditions.

• Strategic decisions usually have major multifunctional or multi-business consequences: As they
involve organization in totality they affect different sections of the organization with varying
degree.

Q-17 Define strategic intent. Briefly explain the elements of strategic intent.
Ans. Strategic Management is defined as a dynamic process of formulation, implementation, evaluation,

and control of strategies to realise the organization’s strategic intent. Strategic intent refers to purposes
for what organization strives for. Top management must define “what they want to do” and “why they
want to do”. “Why they want to do” represents strategic intent of the firm. Clarity in strategic intent is
extremely important for the future success and growth of the enterprise, irrespective of its nature and
size.
Strategic intent can be understood as the philosophical base of strategic management. It implies the
purposes, which an organization endeavours to achieve. It is a statement that provides a perspective
of the means, which will lead the organization, reach its vision in the long run. Strategic intent gives an
idea of what the organization desires to attain in future.
Strategic intent provides the framework within which the firm would adopt a predetermined direction
and would operate to achieve strategic objectives. Strategic intent could be in the form of vision and
mission statements for the organisation at the corporate level. It could be expressed as the business
definition and business model at the business level of the organisation.
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Strategic intent is generally stated in broad terms but when stated in precise terms it is an expression
of aims to be achieved operationally i.e., goals and objectives.
Elements of Strategic Intent :
(i) Vision: Vision implies the blueprint of the company’s future position. It describes where the

organisation wants to land. It depicts the organisation’s aspirations and provides a glimpse of
what the organization would like to become in future. Every sub system of the organization is
required to follow its vision.

(ii) Mission: Mission delineates the firm’s business, its goals and ways to reach the goals. It explains
the reason for the existence of the firm in the society. It is designed to help potential shareholders
and investors understand the purpose of the company. A mission statement helps to identify,
‘what business the company undertakes.’ It defines the present capabilities, activities, customer
focus and business makeup.

(iii) Business definition: It seeks to explain the business undertaken by the firm, with respect to the
customer needs, target markets, and alternative technologies. With the help of business definition,
one can ascertain the strategic business choices. Organisational restructuring also depends upon
the business definition.

(iv) Business model: Business model, as the name implies is a strategy for the effective operation of
the business, ascertaining sources of income, desired customer base, and financial details. Rival
firms, operating in the same industry rely on the different business model due to their strategic
choice.

(v) Goals and objectives: These are the base of measurement. Goals are the end results, that the
organization attempts to achieve. On the other hand, objectives are time-based measurable
targets, which help in the accomplishment of goals. These are the end results which are to be
attained with the help of an overall plan, over the particular period. However, in practice no
distinction is made between goals and objectives and both terms are used interchangeably.

The vision, mission, business definition, and business model explain the philosophy of the organisation
but the goals and objectives represent the results to be achieved in multiple are as of business.

Q-18 Distinguish between Vision and Mission
Ans. The vision describes a future identity while the Mission serves as an on-going and time-independent

guide.
The vision statement can galvanize the people to achieve defined objectives, even if they are stretch
objectives, provided the vision is specific, measurable, achievable, and relevant and time bound. A
mission statement provides a path to realize the vision in line with its values. These statements have
a direct bearing on the bottom line and success of the organization.
A mission statement defines the purpose or broader goal for being in existence or in the business and
can remain the same for decades if crafted well while a vision statement is more specific in terms of
both the future state and the time frame. Vision describes what will be achieved if the organization is
successful.

Q-19 What are the characteristics which must be possess by objectives, to be meaningful to  serve the
intended role?

Ans. Objectives with strategic focus relate to outcomes that strengthen an organization’soverall business
position and competitive vitality. Objectives, to be meaningful to serve
the intended role, must possess the following characteristics:
• Objectives should define the organization’s relationship with its environment.
• Objectives should be facilitative towards achievement of mission and purpose.
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• Objectives should provide the basis for strategic decision-making.

• Objectives should provide standards for performance appraisal.

• Objectives should be understandable.

• Objectives should be concrete and specific.

• Objectives should be related to a time frame.

• Objectives should be measurable and controllable.

• Objectives should be challenging.

• Different objectives should correlate with each other.

• Objectives should be set within constraints.

Q-20 Distinguish between the following: Vision and mission.

Ans. The vision describes a future identity while the Mission serves as an on-going and time-independent
guide.

The vision statement can galvanize the people to achieve defined objectives, even if they are stretch
objectives, provided the vision is specific, measurable, achievable, and relevant and time bound. A
mission statement provides a path to realize the vision in line with its values. These statements have
a direct bearing on the bottom line and success of the organization.

A mission statement defines the purpose or broader goal for being in existence or in the business and
can remain the same for decades if crafted well while a vision statement is more specific in terms of
both the future state and the time frame. Vision describes what will be achieved if the organization is
successful.

Q-21 What benefits accrue by following a strategic approach to managing?

Ans.  The following are the benefits of strategic approach to managing:
• Strategic management helps organisations to be more proactive instead of reactive in shaping its

future. Organisations are able to analyse and take actions instead of being mere spectators.
Thereby they are able to control their own destiny in a better manner. It helps them in working
within vagaries of environment and shaping it, instead of getting carried away by its turbulence or
uncertainties.

• Strategic management provides framework for all the major decisions of an enterprise such as
decisions on businesses, products, markets, manufacturing facilities, investments and
organisational structure. It provides better guidance to entire organisation on the crucial point -
what it is trying to do.

• Strategic management is concerned with ensuring a good future for the firm. It seeks to prepare
the corporation to face the future and act as pathfinder to various business opportunities.
Organisations are able to identify the available opportunities and identify ways and means as
how to reach them.

• Strategic management serves as a corporate defence mechanism against mistakes and pitfalls.
It helps organisations to avoid costly mistakes in product market choices or investments. Over a
period of time strategic management helps organisation to evolve certain core competencies and
competitive advantages that assist in its fight for survival and growth.
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Q-22 Mission statement of a company focuses on the question: ‘who we are’ and ‘what we do’. Explain
briefly.

Ans.  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 capability, 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 organization 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.

Q-23 Mr. Raj has been hired as a CEO by XYZ ltd a FMCG company that has diversified into affordable cosmetics.
The company intends to launch Feelgood brand of cosmetics. XYZ wishes to enrich the lives of people
with its products that are good for skin and are produced in ecologically beneficial manner using herbal
ingredients. Draft vision and mission statement that may be formulated by Raj.

Ans.  Feelgood brand of cosmetics may have following vision and mission:
Vision: Vision implies the blueprint of the company’s future position. It describes where the organisation
wants to land. Mr. Raj should aim to position “Feelgood cosmetics” as India’s beauty care company. It
may have vision to be India’s largest beauty care company that improves looks, give extraordinary
feeling and bring happiness to people.
Mission: Mission delineates the firm’s business, its goals and ways to reach the goals. It explains the
reason for the existence of the firm in the society. It is designed to help potential shareholders and
investors understand the purpose of the company:
Mr Raj may identify mission in the following lines:
• To be in the business of cosmetics to enhance the lives of people, give them confidence to lead.
• To protect skin from harmful elements in environment and sun rays.
• To produce herbal cosmetics using natural ingredients.

Q-24 What is strategic decision making? What tasks are performed by a strategic manager?
Ans.  Decision making is a managerial process of selecting the best course of action out of several alternative

courses for the purpose of accomplishment of the organizational goals. Decisions may be operational
i.e., which relate to general day-to-day operations.
They may also be strategic in nature. According to Jauch and Glueck “Strategic decisions encompass the
definition of the business, products to be handled, markets to be served, functions to be performed
and major policies needed for the organisation to execute these decisions to achieve the strategic
objectives.”
The primary task of the strategic manager is conceptualizing, designing and executing company
strategies. For this purpose, his tasks include:
• Defining the mission and goals of the organization.
• Determining what businesses it should be in.
• Allocating resources among the different businesses.
 • Formulating and implementing strategies that span individual businesses.
• Providing leadership for the organization.
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Q-25 Strategic management helps an organization to work through changes in environment to gain
competitive advantage. In light of statement discuss its benefits.

Ans. Strategic management involves developing the company’s vision, environmental scanning, strategy
formulation, implementation, evaluation and control. It emphasizes the monitoring and evaluation of
external opportunities and threats in the light of a company’s strengths and weaknesses and designing
strategies for the survival and growth. It helps in creation of competitive advantage to outperform the
competitors and also guide the company successfully through all changes in the environment.
The major benefits of strategic management are:
• Strategic management gives a direction to the company to move ahead. It defines the goals and

mission.
• it helps organizations to be proactive instead of reactive in shaping its future.
• It provides frameworks for all major decisions of an enterprise such as decisions on businesses,

products, markets, manufacturing facilities, investments and organizational structure. It provides
better guidance to entire organization on the crucial point - what it is trying to do.

• It helps organizations to identify the available opportunities and identify ways and means to
achieve them.

• It serves as a corporate defense mechanism against mistakes and pitfalls.
• It helps to enhance the longevity of the business.
• It helps the organization to develop certain core competencies and competitive advantages that

would facilitate survival and growth.
Q-26 Strategy execution is an operations-oriented activity which involves a good fit between strategy and

organizational capabilities, structure, climate & culture. Enumerate the principal aspects of strategy
execution process which are used in most of the situations.

Ans. Implementation and execution are an operations-oriented activity aimed at shaping the performance
of core business activities in a strategy-supportive manner. To convert strategic plans into actions and
results, a manager must be able to direct organizational change, motivate people, build and strengthen
company’s competencies and competitive capabilities, create a strategy -supportive work culture, and
meet or beat performance targets. Good strategy execution involves creating strong “fits” between
strategy and organizational capabilities, structure, climate & culture.
In most situations, strategy-execution process includes the following principal aspects:
1. Developing budgets that steer ample resources into those activities critical to strategic success.
2. Staffing the organization with the needed skills and expertise, consciously building and

strengthening strategy-supportive competencies and competitive capabilities and organizing the
work effort.

3. Ensuring that policies and operating procedures facilitate rather than impede effective execution.
4. Using the best-known practices to perform core business activities and pushing for continuous

improvement.
5. Installing information and operating systems that enable company personnel to better carry out

their strategic roles day in and day out.
6. Motivating people to pursue the target objectives energetically.
7. Creating a company culture and work climate conducive to successful strategy implementation

and execution.
8. Exerting the internal leadership needed to drive implementation forward and keep improving

strategy execution. When the organization encounters stumbling blocks or weaknesses,
management has to see that they are addressed and rectified quickly.
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Q-28 “Strategic decisions are different in nature than all other decisions.” In the light of this statement
explain major dimensions of strategic decisions.

Ans. Strategic decisions are different in nature than all other operational decisions. The dimensions of
strategic decisions are not similar to that of other decisions which are taken at various levels of the
organization during day-to-day working.
The following major dimensions of strategic decisions make them different than operational decisions:
1. Strategic decisions require top-management decisions. Strategic decisions involve thinking in

totality of the organizations and there is also a lot of risk involved in that.
2. Strategic decisions involve the allocation of large amounts of company resources - financial,

technical, human etc.
3. Strategic decisions are likely to have a significant impact on the long-term prosperity of the firm.
4. Strategic decisions are future oriented.
5. Strategic decisions usually have major multifunctional or multi-business consequences.
6. Strategic decisions necessitate consideration of factors in the firm’s external environment.

Q-29 Strategy execution is an operations-oriented activity which involves a good fit between strategy and
organizational capabilities, structure, climate & culture. Enumerate the principal aspects of strategy
execution process which are used in most of the situations.

Ans. Implementation and execution are an operations-oriented activity aimed at shaping the performance
of core business activities in a strategy-supportive manner. To convert strategic plans into actions and
results, a manager must be able to direct organizational change, motivate people, build and strengthen
company’s competencies and competitive capabilities, create a strategy-supportive work culture, and
meet or beat performance targets. Good strategy execution involves creating strong “fits” betw een
strategy and organizational capabilities, structure, climate & culture.
In most situations, strategy-execution process includes the following principal aspects:
1. Developing budgets that steer ample resources into those activities critical to strategic success.
2. Staffing the organization with the needed skills and expertise, consciously building and

strengthening strategy-supportive competencies and competitive capabilities and organizing the
work effort.

3. Ensuring that policies and operating procedures facilitate rather than impede effective execution.
4. Using the best-known practices to perform core business activities and pushing for continuous

improvement.
5. Installing information and operating systems that enable company personnel to better carry out

their strategic roles day in and day out.
6. Motivating people to pursue the target objectives energetically.
7. Creating a company culture and work climate conducive to successful strategy implementation

and execution.
8. Exerting the internal leadership needed to drive implementation forward and keep improving

strategy execution. When the organization encounters stumbling blocks or weaknesses,
management has to see that they are addressed and rectified quickly.

Q-30 What is strategic vision? Describe the essentials of strategic vision.
Ans. Strategic Vision

A strategic vision is a roadmap of a company’s future - providing specifics about technology and customer
focus, the geographic and product markets to be pursued, the capabilities it plans to develop, and the
kind of company that management is trying to create. It helps the company to answer the question
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“where we are to go” and provides a convincing rationale for why this makes good business sense for
the company.
A strategic vision delineates organization’s aspirations for the business, providing a panoramic view of
the position where the organization is going. A strategic vision points an organization in a particular
direction, charts a strategic path for it to follow in preparing for the future, and molds organizational
identity.
Essentials of a strategic vision
• The entrepreneurial challenge in developing a strategic vision is to think creatively about how to

prepare a company for the future.
• Forming a strategic vision is an exercise in intelligent entrepreneurship.
• A well-articulated strategic vision creates enthusiasm among the members of the organization.
• The best-worded vision statement clearly illuminates the direction in which organization is

headed.
Q-31 How strategic decisions differ in nature from other routine decisions taken in day-to-day working of an

organization? Explain.
Ans. Strategic decisions are different in nature than all other decisions which are taken at various levels of

the organization during day-to-day working of the organizations. The major dimensions of strategic
decisions are given below:
• Strategic issues require top management decisions.
• Strategic issues involve the allocation of large amounts of company resources.
• Strategic issues are likely to have a significant impact on the long term prosperity of the

organisation.
• Strategic issues are future oriented.
•  Strategic issues usually have major multifunctional or multi-business consequences.
• Strategic issues necessitate consideration of factors in the organisation’s external environment.

Q-32 Explain the principal aspects of strategy-execution process.
Ans. In most situations, strategy-execution process includes the following principal aspects:

• Developing budgets that steer ample resources into those activities critical to strategic success.
• Staffing the organisation with the needed skills and expertise, consciously building and

strengthening strategy-supportive competencies and competitive capabilities, and organizing
the work effort.

• Ensuring that policies and operating procedures facilitate rather than impede effective execution.
• Using the best-known practices to perform core business activities and pushing for continuous

improvement.
• Installing information and operating systems that enable company personnel to better carry out

their strategic roles day in and day out.
•  Motivating people to pursue the target objectives energetically.
• Creating a company culture and work climate conducive to successful strategy implementation

and execution.
• Exerting the internal leadership needed to drive implementation forward and keep improving

strategy execution. When the organisation encounters stumbling blocks or weaknesses,
management has to see that they are addressed and rectified quickly.
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Good strategy execution involves creating strong “fits” between strategy and organisational capabilities,
between strategy and the reward structure, between strategy and internal operating systems, and
between strategy and the organisation’s work climate and culture.

Q-33 Explain briefly the key areas in which the strategic planner should concentrate his mind to achieve
desired results.

Ans.  A strategic manager defines the strategic intent of the organisation and take it on the path of achieving
the organisational objectives. There can be a number of areas that a strategic manager should
concentrate on to achieve desired results. They commonly establish long-term objectives in seven
areas as follows:
• Profitability. • Productivity.
• Competitive Position. • Employee Development.
• Employee Relations. • Technological Leadership.
• Public Responsibility.

Q-34 What are ‘objectives’? What characteristics it must possess to be meaningful?
Ans.  Objectives are organizations performance targets – the results and outcomes it wants to achieve. They

function as yardstick for tracking an organization’s performance and progress.
Objectives with strategic focus relate to outcomes that strengthen an organization’s overall business
position and competitive vitality. Objectives, to be meaningful to serve the intended role, must possess
the following characteristics:
• Objectives should define the organization’s relationship with its environment.
• Objectives should be facilitative towards achievement of mission and purpose.
• Objectives should provide the basis for strategic decision-making.
• Objectives should provide standards for performance appraisal.
• Objectives should be understandable.
• Objectives should be concrete and specific.
• Objectives should be related to a time frame.
• Objectives should be measurable and controllable.
• Objectives should be challenging.
• Different objectives should correlate with each other.
• Objectives should be set within constraints.

Q-35 Differentiation between Strategic Planning and Operational Planning.
Ans.

Strategic planning Operational planning
Strategic planning shapes the organisation Operational planning deals with current
and its resources. deployment of resources.
Strategic planning assesses the impact Operational planning develops tacticsrather than
of environmental variables. strategy.
Strategic planning takes a holistic view Operational planning projects current operations
of the organisation. into the future.
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Strategic planning develops overall Operational planning makesmodifications to the
objectives and strategies. business functionsbut not fundamental changes.
Strategic planning is concerned withthe Operational planning is concerned withthe short-
long-term success of theorganisation. term success of theorganisation.
Strategic planning is a seniormanagement Operational planning is the responsibility of
responsibility. functional managers.

Q-36 What are ‘objectives’? What characteristics it must possess to be meaningful?
Ans.  Objectives are organizations performance targets – the results and outcomes it wants to achieve. They

function as yardstick for tracking an organization’s performance andprogress.
Objectives with strategic focus relate to outcomes that strengthen an organization’s overall business
position and competitive vitality. Objectives, to be meaningful to serve the intended role, must possess
the following characteristics:
• Objectives should define the organization’s relationship with its environment.
• Objectives should be facilitative towards achievement of mission and purpose.
• Objectives should provide the basis for strategic decision-making.
• Objectives should provide standards for performance appraisal.
• Objectives should be understandable.
• Objectives should be concrete and specific.
• Objectives should be related to a time frame.
• Objectives should be measurable and controllable.
• Objectives should be challenging.
• Different objectives should correlate with each other.
• Objectives should be set within constraints.

Q-37 Explain : Vision & Mission
Ans. A Mission statement tells you the fundamental purpose of the organisation. It concentrates on the

present. It defines the customer and the critical processes. It informs you of the desired level of
performance. On the other hand, a vision statement outlines what the organisation wants to be. It
concentrates on the future. It is a source of inspiration. It provides clear decision -making criteria.
A mission statement can resemble a vision statement in a few companies, but that can be a grave
mistake. It can confuse people. Following are the major differences between vision and mission:
1. The vision states the future direction while the mission states the ongoing activities of the

organisation.
2. The vision statement can galvanize the people to achieve defined objectives, even if they are

stretch objectives, provided the vision is specific, measurable, achievable, relevant and time
bound. A mission statement provides a path to realize the vision in line with its values. These
statements have a direct bearing on the bottom line and success of the organisation.

3. A vision statement defines the purpose or broader goal for being in existence or in the business
and can remain the same for decades if crafted well while a mission statement is more specific in
terms of both the future state and the time frame. Mission describes what will be achieved if the
organisation is successful.
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Q-38 What are the important aspects of the process of implementation of strategy?

Ans. Implementation and execution are an operations-oriented activity aimed at shaping the performance
of core business activities in a strategy-supportive manner. To convert strategic plans into actions and
results, a manager must be able to direct organizatio nal change, motivate people, build and strengthen
company’s competencies and competitive capabilities, create a strategy-supportive work culture, and
meet or beat performance targets. Good strategy execution involves creating strong “fits” between
strategy and organizational capabilities, structure, climate & culture.

In most situations, strategy-execution process includes the following principal aspects:

1. Developing budgets that steer ample resources into those activities critical to strategic success.

2. Staffing the organization with the needed skills and expertise,  consciously building and
strengthening strategy-supportive competencies and competitive capabilities and organizing the
work effort.

3. Ensuring that policies and operating procedures facilitate rather than impede effective execution.

4. Using the best-known practices to perform core business activities and pushing for continuous
improvement.

5. Installing information and operating systems that enable company personnel to better carry out
their strategic roles day in and day out.

6. Motivating people to pursue the target objectives energetically.

7. Creating a company culture and work climate conducive to successful strategy implementation
and execution.

Exerting the internal leadership needed to drive implementation forward and keep improving strategy
execution. When the organization encounters stumbling blocks or weaknesses, management has to
see that they are addressed and rectified quickly.

Q-39 Explain briefly the. key areas in which the strategic planner should concentrate his mind to achieve
desired results.

Ans. A strategic manager defines the strategic intent of the organisation and take it on the path of achieving
the organisational objectives. There can be a number of areas that a strategic manager should
concentrate on to achieve desired results. They commonly establish long-term objectives in seven
areas as follows.

• Profitability.

• Productivity.

• Competitive Position.

• Employee Development.

• Employee Relations.

• Technological Leadership.

• Public Responsibility.
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MULTIPLE CHOICE QUESTIONS

1. Which one is not the element of strategic intent?
(a) Business model (b) V ision
(c) Business definition (d) Business standard

2. What is the first step in the comprehensive strategic-management model?
(a) Developing vision and mission statements
(b) Performing external audits
(c) Measuring and evaluating performance
(d) Establishing long-term objectives

3. Which of these basic questions should a vision statement answer ?
(a) What is our business? (b) Who are our competitors ?
(c) Where we are to go ? (d) Why do we exit ?

4. Objectives should be:
(i) Concrete and specific.
(ii) Related to time frame.
(iii) Standards for performance appraisal.

Which of the above statements are true:
(a) (i) & (ii). (b) (ii) & (iii).
(c) (i) & (iii). (d) (i), (ii) and (iii)

5. Statement that is typically focused on present business scope and broadly describesan organizations
present capabilities, customer focus, activities, and businessmakeup is:
(a) V ision (b) Mission (c) Strategy (d) Goals

6. The strategic management process is:
(a) a solution that guarantees prevention of organizational failure.
(b) concerned with a resources, capabilities, and competencies, but not the conditions in its external

environment.
(c) not to be used in the not-for-profit organisations.
(d) full set of commitments, decisions, and actions related to the firm.

7. Mission:
(a) is an internally-focused definition of the organization’s societal goals.
(b) is a statement of a firms unique purpose and scope of operations.
(c) does not relate to the industry in which the firm intends to compete.
(d) is developed by a firm before the firm develops its strategic intent.

8. Meba Ltd. had a huge capacity of 40,000 Kilo Liters production of Kerosene Oil, and they were able to
achieve 90% of it almost always, while the teams were also aware that they can achieve 100% capacity
with very less efforts, but always kept margins. Further, the business team was planning to setup two
more plants of 20,000 Kilo Liter capacity each in the next five years. This was a welcomed move from
state governments as well. From the above, which of the following aspects of objectives is missing by
production team?
(a) They should be clear and quantifiable. (b) They should be concise.
(c) They should be challenging.
(d) They should provide standard for comparative appraisal.
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9. The philosophical base of strategic management falls within the concept of-
(a) Strategic Intent (b) Portfolio Analysis
(c) Globalization (d) Vision Statement

Case Scenario - 1

Aero Mind Bridge Technologies Ltd (AMBTL) is a software development company work as a solution provider
to airlines industry. The company was established more than a decade ago by Mr. Pranshu Gupta having
experience of working in United States of America (USA). His entrepreneurial desires brought him back to
India to promote Aero Mind Bridge Technologies Ltd (AMBTL). The company started its operations with a
meagre capital of ‘ 10 lakhs with limited workforce. Currently, it enjoys a valuation of more than ‘ 50 crores.
Almost everybody acknowledged the competency of AMBTL in developing customised software for the
airlines industry.
The high growth of the company was mainly on account of the heavy inflows of the funds in the airlines
industry from various big business houses that have diversified into airlines industry. Currently, these
business houses were in the manufacturing of FMCG, textiles, packaging etc. and having good expertise and
uniqueness in these industries.
However, AMBTL saw stagnation in last three years. The order position was shrinking day by day. The margins
were also reducing. Last year was particularly bad for the AMBTL and its annual sales reduced by 20 % for the
first time since its inception.
Most of the business houses that had entered in the airlines industry had less knowledge and experience in
the industry. However, their desire to diversify and seeing new opportunity in the airlines industry prompted
them to invest heavily into the industry.
However, things did not turn out to be as expected. The tough competition between several players,
reduction in the fare by railways and high prices of aviation fuel created problems for the industry. The
sector was not able to generate reasonable profits thus resulting difficulty in maintaining operations. They
were in need for hard to come by capital. Lately, the airlines industry is witnessing some consolidation with
companies planning for mergers or even contemplating closures.
The general global recession also resulted in the reduction of travel expenditure of corporates resulting in
decrease in the order position of AMBTL.
Based on the above Case Scenario, answer the Multiple Choice Questions which are as follows:
1. Members of Infinite Care, an NGO, have met and determined that they need to formulate a philosophical

basis for their activities. Thereby they have come up with a statement:-
“Provide children till age 12, living in homeless or low-income situations, with the essential items they
need to thrive – at home, at school and at play”
Identify the area of strategic intent, which the members have stated?
(a) V ision (b) Business Definition

(c) Goal and Objective (d) Mission



-214- Chapter-3 : Strategic Management Process

Downloaded From www.castudynotes.com

Join Us on Telegram http://t.me/canotes_ipcc

http://www.castudynotes.com
http://t.me/canotes_ipcc


CHAPTER-4
CORPORATE LEVEL STRATEGIES

Q-1 Differentiate between divestment and liquidation strategy.
Ans. Divestment Strategy Liquidation Strategy

Divestment strategy involves the sale or It involves closing down a firm and
liquidation of a portion of business, or a selling its  assets.
major division, profit center or SBU.
Divestment is usually a part of rehabilitation Liquidation becomes only option in case or
restructuring plan and is adopted when of severe and critical conditions where
a turnaround has been attempted but has either turnaround and divestment are
proved to be unsuccessful. Option of a turn not seen as solution or have been
around may even be ignored if it is obvious attempted but failed.
that divestmentis the only answer.
Efforts of organization helps in retaining Liquidation as a form of refrenchment
personnel ,at least to 0some extent. strategy is considered as the most extreme

and unattractive.
Survival of organization helps in retaining There is loss of employment with sligma
personnel, at least to some extent. of failure.

Q-2 Write a short note on need for turn around strategy.
Ans. Turnaround is needed when an enterprise’s performance deteriorates to a point that it needs a radical

change of direction in strategy, and possibly in structure and culture as well. It is a highly targeted
effort to return an organization to profitability and increase positive cash flows to a sufficient level. It
is used when both threats and weaknesses adversely affect the health of an organization so much that
its basic survival is difficult.
The overall goal of turnaround strategy is to return an underperforming or distressed company to
normalcy in terms of acceptable levels of profitability, solvency, liquidity and cash flow. To achieve its
objectives, turnaround strategy must reverse causes of distress, resolve the financial crisis,achieve a
rapid improvement in financial performance, regain stakeholder support, and overcome internal
constraints and unfavourable industry characteristics.

Q-3 Leatherite  Ltd., was started  as a leather  company to  manufacture footwear. Currently, they are in the
manufacturing of footwears  for males and females. The top management desires to expand the business
in the leather manufacturing goods. To expand they  decided to purchase more machines to manufacture
leather bags for males and females.
Identify and explain the strategy opted by the top management of Lea therite  Ltd.
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Ans. Leatherite Ltd. is currently  manufacturing footwears  for males and females and its top management
has decided to expand its business by  manufacturing leather bags for males and females. Both the
products  are  similar in  nature  within  the  same industry.  T he strategic  diversification  that  the  top
management  of  Leatherite  Ltd.  has  opted  is  concentric  in  nature.  T hey  were  in  business  of
manufacturing leather  footwears  and now they  will manufacture leather bags as well. T hey will be
able to  use existing  infrastructure  and distribution  channel.  Concentric diversification  amounts to
related diversification.
In concentric diversification,  the new business is linked to the existing businesses through process,
technology  or  marketing.  T he  new  product  is  a  spin-off  from  the  existing  facilities  and products/
processes.  T his means that in concentric diversification  too, there are benefits  of synerg y with the
current operations.

Q-4 A company manufactures computers that are of low in production cost, competitive price, and quality
to their competitor’s product. Profits and market share are declining day by day. Shree, a senior executive
realizes that drastic strategies have to be created for the survival of a company.
After SWOT analysis by assessing the strengths and weaknesses, they come up with the conclusion that
they cannot compete in the computers with the competitors. The management directs Shree to act
quick and develop a suitable strategic plan.
Discuss the strategy which can be opted by Shree.

Ans. Shree can opt for turnaround strategy which is a highly-targeted effort to return the company to
profitability and increase positive cash flows to a sufficient level. Organizations those have faced a
significant crisis that has negatively affected operations require turnaround strategy. Once turnaround
is successful the organization may turn to focus on growth.
Conditions for turnaround strategies
When firms are losing their grips over market, profits due to several internal and external factors, and
if they have to survive under the competitive environment they have to identify danger signals as
early as possible and undertake rectification steps immediately. These conditions may be, inter alia
cash flow problems, lower profit margins, high employee turnover and decline in market share, capacity
underutilization, low morale of employees, recessionary conditions, mismanagement, raw material
supply problems and so on.
Action plan for turnaround strategy
· Stage One – Assessment of current problems
· Stage Two – Analyze the situation and develop a strategic plan
· Stage Three – Implementing an emergency action plan
· Stage Four – Restructuring the business
· Stage Five – Returning to normal

Q-5 What do you understand by co-generic merger?
Ans. In co-generic merger two or more merging organizations are associated in some way or the other

related  to  the  production  processes,  business  markets,  or  basic  required  technologies.  Such
merger include the extension of the product line or acquiring components that are  required in the
daily operations.

Q-6 Arena  Ltd.    manufactures  computers  that  are  of  low  in  production  cost,  competitive  price,  and
quality to their competitor’s product. Profits and market share are declining day by day. Shreekanth, a
senior executive realizes that drastic strategies have to be created for the survival of a company. After
SWOT  analysis  by  assessing  the  strengths  and  weaknesses,  they  come  up  with  the conclusion  that
they  cannot  compete  in  the  computer s  with  the  competitors.  The  management directs Shreekanth
to act quick and develop a suitable strategic plan.
Discuss the strategy which can be opted by Shreekanth.
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Ans. A tool to study the market positions of rival companies by grouping them into like positions is strategic
group mapping. Grouping competitors is useful when there are many competitors such that it is not
practical to examine each one in-depth. In the given scenario there are thirteen competitors. A strategic
group consists of those rival firms which have similar competitive approaches and positions in the
market.
The procedure for constructing a strategic group map and deciding which firms belong in which strategic
group is as follows:
• Identify the competitive characteristics that differentiate firms in the industry typical variables

that are price/quality range (high, medium, low); geographic coverage (local, regional, national,
global); degree of vertical integration (none, partial, full); product-line breadth (wide, narrow);
use of distribution channels (one, some, all); and degree of service offered (no-frills, limited,
full).

• Plot the firms on a two-variable map using pairs of these differentiating characteristics.
• Assign firms that fall in about the same strategy space to the same strategic group.
• Draw circles around each strategic group making the circles proportional to the size of the group’s

respective share of total industry sales revenues.
Q-7 Which of the following statements are ‘correct’ and which are ‘incorrect’? Give reasons, in brief, for

your answer:
Divesting a major product line or market is termed as retrenchment strategy.

Ans. Correct: An organization can redefine its business by divesting a major product line or market. The
divesting can be termed as retrenchment strategy. The enterprise may withdraw from marginal markets,
withdraw some brands or sizes of products. It may also withdraw some of slow moving products. In an
extreme manner, it may seek retirement either from the production or the marketing activity.

Q-8 Why a Turn around Strategy is required for a business?
Ans. Turnaround is needed when an enterprise's performance deteriorates to a point that it needs a radical

change of direction in strategy, and possibly in structure and culture as well. It is a highly-targeted
effort to return an organization to profitability and increase positive cash flows to a sufficient level. It
is used when both threats and weaknesses adversely affect the health of an organization so much that
its basic survival is difficult.
The overall goal of turnaround strategy is to transorm an underperforming or distressed company
to normalcy in terms of acceptable levels of profitability, solvency, liquidity and cash flow. To
achieve its objectives, turnaround strategy must reverse causes of distress, resolve the financial
crisis, achieve a rapid improvement in financial performance, regain stakeholder support, and
overcome internal constraints and unfavourable industry characteristics.

Q-9 Pizza Galleria was India’s first pizza delivery chain enjoying monopoly for several years. However, after
entry of Modino and Uncle Jack it is struggling to compete. Both Modino and Uncle Jack have opened
several eateries and priced the product aggressively. In last four years the chain has suffered significant
losses. The chain wishes to know whether they should go for turnaround strategy. List out components
of action plan for turnaround strategy.

Ans. Pizza Chain may choose to have turnaround strategy if there are:
• Persistent negative cash flow from business.
• Uncompetitive products or services.
• Declining market share.
• Deterioration in physical facilities.
• Over-staffing, high turnover of employees, and low morale.
• Mismanagement.
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For turnaround strategies to be successful, it is imperative to focus on the short and longterm financing
needs as well as on strategic issues. The chain may attempt to leverage the potential Indian market by
engaging a new logistics partner. It may bring innovation in food items, as well as quality and
improvements in the overall dine-in and delivery experience.
During the turnaround, the “product mix” may be changed, requiring the organization to do some
repositioning  A workable action plan for turnaround would involve:
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.
Stage Two – Analyze the situation and develop a strategic plan: Before making any major changes;
determine the chances of the business’s survival. Identify appropriate strategies and develop a
preliminary action plan.
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.
A positive operating cash flow must be established as quickly aspossible 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. If the core business is irreparably damaged, then the outlook for the entire
organization may be bleak. Efforts to be made to position the organization for rapid improvement.
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.

Q-10 What is stability strategy? What are the reasons to pursue stability strategy?
Ans. One of the important goals of a business enterprise is stability - to safeguard its existing interests and

strengths, to pursue well established and tested objectives, to continue in the  chosen business path,
to maintain operational efficiency on a sustained basis, to consolidate the commanding position already
reached, and to optimise returns on the resources committed in the business. A stability strategy is
pursued by a firm when:
• It continues to serve in the same or similar markets and deals in same or similar products and

services.
• The strategic decisions focus on incremental improvement of functional performance. Major

reasons for stability strategy are as follows:
• as they are.
• The environment faced is relatively stable.
• Expansion may be perceived as being threatening.
• Consolidation is sought through stabilizing after a period of rapid expansion.

Q-11 With the global economic recession Soft Cloth Ltd. incurred significant losses in all its previous five
financial years. Currently, they are into manufacturing of cloth made of cotton, silk, polyster, rayon,
lycra and blends. Competition is also intense on account of cheap imports. The company is facing cash
crunch and has not been able to pay the salaries to its employees in the current month.
Suggest a grand strategy that can be opted by Soft Cloth Ltd.

Ans. Soft Cloth Ltd. is facing internal as well as external challenges. The external environment is in economic
recession and the organization is facing cash crunch. The company needs to work on retrenchment /
turnaround strategy. The strategy is suitable in case of issues such as:
• Persistent negative cash flow.
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• Uncompetitive products or services
• Declining market share
• Deterioration in physical facilities
• Overstaffing, high turnover of employees, and low morale
• Mismanagement
The company may consider to substantially reduce the scope of its activity. This is done through an
attempt to find out the problem areas and diagnose the causes of the problems. Next, steps are taken
to solve the problems.
These steps result in different kinds of retrenchment strategies. If the organization chooses to focus
on ways and means to reverse the process of decline, it adopts at turnaround strategy. If it cuts off the
loss-making units, divisions, or SBUs, curtails its product line, or reduces the functions performed, it
adopts a divestment strategy. If none of these actions work, then it may choose to abandon the activities
totally, resulting in a liquidation strategy.

Q-12 What are the advantages of a strategic alliance?
Ans. A strategic alliance is a relationship between two or more businesses that enables each to achieve

certain strategic objectives which neither would be able to achieve on its own. The strategic partners
maintain their status as independent and separate entities, share the benefits and control over the
partnership, and continue to make contributions to the alliance until it is terminated. The advantages
of strategic alliance can be broadly categorised as follows:
(a) Organizational: Strategic alliance helps to learn necessary skills and obtain certain capabilities

from strategic partners. Strategic partners may also help to enhance productive capacity, provide
a distribution system, or extend supply chain.

(b) Economic: There can be reduction in costs and risks by distributing them across the members of
the alliance. Greater economies of scale can be obtained in an alliance, as production volume can
increase, causing the cost per unit to decline.

(c) Strategic: Rivals can join together to cooperate instead of compete. Strategic alliances may also
be useful to create a competitive advantage by the pooling of resources and skills. This may also
help with future business opportunities and the development of new products and technologies.
Strategic alliances may also be used to get access to new technologies or to pursue joint research
and development.

(d) Political: Sometimes strategic alliances are formed with a local foreign business to gain entry into
a foreign market either because of local prejudices or legal barriers to entry.

Q-13 Explain the meaning of the combination strategies.
Ans. Combination strategies refer to a mix of different strategies like stability; expansion, diversification or

retrenchment to suit particular situations that an enterprise is facing. For instance, a strategy of
diversification/acquisition may call for retrenchment in some obsolete product lines.

Q-14 Distinguish between Forward integration and backward integration.
Ans. Forward and backward integration form part of vertically integrated diversification. In vertically

integrated diversification, firms opt to engage in businesses that are vertically related to the existing
business of the firm. The firm remains vertically within the same process. While diversifying, firms opt
to engage in businesses that are linked forward or backward in the chain and enters specific product/
process steps with the intention of making them into new businesses for the firm.
Backward integration is a step towards creation of effective supply by entering business of input
providers. Strategy employed to expand profits and gain greater control over production of a product
whereby a company will purchase or build a business that will increase its own supply capability or
lower its cost of production. On the other hand, forward integration is moving forward in the value
chain and entering business lines that use existing products. Forward integration will also take place
where organisations enter into businesses of distribution channels.
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Q-15 Vastralok Ltd., was started as a textile company to manufacture cloth. Currently, they are in the
manufacturing of silk cloth. The top management desires to expand the business in the cloth
manufacturing. To expand they decided to purchase more machines to manufacture cotton cloth.
Identify and explain the strategy opted by the top management of Vastralok Ltd.

Ans. Vastralok Ltd. is currently manufacturing silk cloth and its top management has decided to expand its
business by manufacturing cotton cloth. Both the products are similar in nature within the same inductry.
The strategic diversification that the top management of Vastralok Ltd. has opted is concentric in
nature. They were in business of manufacturing silk and now they will manufacture cotton as well.
They wil be able to use existing infrastructure and distribution channel. Concentric diversification
amounts to related diversification.
In concentric diversification, the new business is linked to the existing businesses through process,
technology or marketing. The new product is a spin-off from the existing facilities and products/
processes. This means that in concentric diversification too, there are benefits of synergy with the
current operations.

Q-16 What is Divestment strategy? When is it adopted?
Ans. Divestment strategy involves the sale or liquidation of a portion of business, or a major division, profit

centre or SBU. For a multiple product company, divestment could be a part of rehabilitating or
restructuring plan called turnaround.
• A divestment strategy may be adopted due to various reasons:
• When a turnaround has been attempted but has proved to be unsuccessful.
• A business that had been acquired proves to be a mismatch and cannot be integrated within the

company.
• Persistent negative cash flows from a particular business create financial problems for the whole

company.
• Severity of competition and the inability of a firm to cope with it.
• Technological upgradation is required if the business is to survive but where it is not possible for

the firm to invest in it.
• A better alternative may be available for investment.

Q-17 Distinguish between  Mergers and acquisitions.
Ans. Merger and acquisition in simple words are defined as a process of combining two or more organizations

together.
Some organizations prefer to grow through mergers. Merger is considered to be a process when two or
more companies come together to expand their business operations. In such a case the deal gets
finalized on friendly terms and both the organizations share profits in the newly created entity. In a
merger two organizations combine to increase their strength and financial gains along with breaking
the trade barriers.
When one organization takes over the other organization and controls all its business operations, it is
known as acquisitions. In this process of acquisition, one financially strong organization overpowers
the weaker one. Acquisitions often happen during recession in economy or during declining profit
margins. In this process, one that is financially stronger and bigger establishes it power. The combined
operations then run under the name of the powerful entity. A deal in case of an acquisition is often
done in an unfriendly manner, it is more or less a forced association.

Q-18 Swift Insurance is a company engaged in the business of providing medical insurance maintaining a
market share of 25 to 30 per cent in last five years. Recently, the company decided to enter into the
business of auto insurance by having foreign collaboration. Identify the strategy being followed by the
Swift Insurance with its advantages.
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Ans. Overall Swift Insurance is following growth or expansion strategy as it is redefining the business and
enlarging its scope. The step will also substantially increase investment in the business.
The new business is related and at the same time caters to a different segment and accordingly can be
termed as related diversification. The new business falls within the scope of general insurance and
horizontally related to the existing business.
In the process of expansion, the company will be able to exploit:
• Its brand name.
• The marketing skills available.
• The existing sales and distribution infrastructure.
• Research and development.
• Economies of scale

Q-19 Strategic alliances are formed if they provide an advantage to all the parties in the alliance. Do you
agree? Explain in brief the advantages of a strategic alliance.

Ans. Strategic alliances are formed if they provide an advantage to all the parties in the alliance. These
advantages can be broadly categorised as follows:
(i) Organizational: Strategic alliances may be formed to learn necessary skills and obtain certain

capabilities from the strategic partner. Strategic partners may also help to enhance productive
capacity, provide a distribution system, or extend supply chain. A strategic partner may provide a
good or service that complements each other, thereby creating a synergy. If one partner is relatively
new or untried in a certain industry, having a strategic partner who is well-known and respected
will help add legitimacy and creditability to the venture.

(ii) Economic: Alliances can reduce costs and risks by distributing them across the members of the
alliance. Partners can obtain greater economies of scale in an alliance, as production volume
increase, causing the cost per unit to decline. Finally, partners can take advantage of co-
specialization, where specializations are bundled together, creating additional value.

(iii) Strategic: Organizations may join to cooperate instead of compete. Alliances may also create
vertical integration where partners are part of supply chain. Strategic alliances may also be useful
to create a competitive advantage by the pooling of resources and skills. This may also help with
future business opportunities and the development of new products and technologies. Strategic
alliances may also be used to get access to new technologies or to pursue joint research and
development.

(iv) Political: Sometimes there is need to form a strategic alliance with a local foreign business to gain
entry into a foreign market either because of local prejudices or legal barriers to entry. Forming
strategic alliances with politically-influential partners may also help improve overall influence
and position.

Q-20 Gautam and Siddhartha two brothers are the owners of a cloth manufacturing unit located in Faridabad.
They are doing well and have substantial surplus funds available within the business. They have different
approaches regarding corporate strategies to be followed to be more competitive and profitable in
future.
Gautam is interested in acquiring another industrial unit located in Faridabad manufacturing stationery
items such as permanent markers, notebooks, pencils and pencil sharpeners, envelopes and other
office supplies. On the other hand, Siddhartha desires to start another unit to produce readymade
garments.
Discuss the nature of corporate strategies being suggested by two brothers and risks involved in it.
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Ans. Gautam wishes to diversify in a business that is not related to their existing line of product and can be
termed as conglomerate diversification. He is interested in acquiring another industrial unit located in
Faridabad manufacturing stationery items such as permanent markers, notebooks, pencils and pencil
sharpeners, envelopes and other office supplies, which is not related to their existing product. In
conglomerate diversification, the new businesses/ products are disjointed from the existing
businesses/products in every way; it is a unrelated diversification. In process/ technology/ function,
there is no connection between the new products and the existing ones. Conglomerate diversification
has no common thread at all with the firm’s present position.
On the other hand, Siddhartha seeks to move forward in the chain of existing product by adopting
vertically integrated diversification/ forward integration. The cloth being manufactured by the existing
processes can be used as raw material of garments manufacturing business. In such diversification,
firms opt to engage in businesses that are related to the existing business of the firm. The firm remains
vertically within the same process and moves forward or backward in the chain. It enters specific
product/process steps with the intention of making them into new businesses for the firm. The
characteristic feature of vertically integrated diversification is that here, the firm does not jump outside
the vertically linked product-process chain.
Both types of diversifications have their own risks. In conglomerate diversification, there are no linkages
with customer group, customer marketing functions and technology used, which is a risk. In the case of
vertical integrated diversification, there is a risk of lack of continued focus on the original business.

Q-21 List the advantages of Strategic Alliances.
Ans. Advantages of strategic alliance are:

(i) Organisational: learn skills and obtain capabilities from strategic partners.
(ii) Economic: Sharing of costs and risks by members of alliance.
(iii) Strategic: Rivals can join together to cooperate rather than compete.
(iv) Political: Alliance with partners with political influence improve overall power position of the

organisation.
Q-22 What do you mean by “Economies of Scale”?
Ans. Economies of scale refer to the decline in the per unit cost of production as volume grows. A large firm

that enjoys economies of scale can produce high volume of goods at lower costs. This tends to discourage
new entrants.

Q-23 Describe the term ‘Co-generic merger’.
Ans. In co-generic merger two or more merging organizations are associated in some way or the other

related to the production processes, business markets, or basic required technologies. Such merger
includes the extension of the product line or acquiring components that are required in the daily
operations. It offers great opportunities to business to diversify around a common set of resources and
strategic requirements.

Q-24 XYZ Ltd. is a multi-product company, suffering from continuous losses since last few years and has
accumulated heavy losses which have eroded its net worth.
What strategic option is available to the management of this sick company? Advise withreasons.

Ans. XYZ Ltd. is a sick company with accumulated losses that have eroded its net worth. The multi-product
company may analyse its various products to take decisions on the viability of each. The company may
consider retrenchment strategy. Retrenchment becomes necessary for coping with hostile and adverse
situations in the environment and when any other strategy is likely to be suicidal.
Retrenchment strategy is adopted because of continuous losses and unviability and stability can be
ensured by reallocation of resources from unprofitable to profitable businesses.
Retrenchment strategy is followed when an organization substantially reduces the scope of its activity.
This is done through an attempt to find out the problem areas and diagnose the causes of the problems.
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Next, steps are taken to solve the problems. These steps result in different kinds of retrenchment
strategies as follows:
Turnaround strategy: If the organization chooses to transform itself into a leaner structure and focuses
on ways and means to reverse the process of decline, it adopts a turnaround strategy. It may try to
reduce costs, eliminate unprofitable outputs, generate revenue, improve coordination, better control,
and so on.
Divestment Strategy: Divestment strategy involves the sale or liquidation of a portion of business, or a
major division, profit centre or SBU. Divestment is usually a part of rehabilitation or restructuring plan
and is adopted when a turnaround has been attempted but has proved to be unsuccessful.
Liquidation Strategy: In the retrenchment strategy, the most extreme and unattractive is liquidation
strategy. It involves closing down a firm and selling its assets. It is considered as the last resort because
it leads to serious consequences such as loss of employment for workers and other employees,
termination of opportunities where a firm could pursue any future activities, and the stigma of failure.
The management of multiproduct sick company manufacturing various items need to understand pros
and cons of each strategic option. The decision will depend upon the specific circumstances of each
product and management goals of the company.

Q-25 Distinguish between the following: Mergers and acquisitions.
Ans. Merger and acquisition in simple words are defined as a process of combining two or more organizations

together.
Some organizations prefer to grow through mergers. Merger is considered to be a process when two or
more companies come together to expand their business operations. In such a case the deal gets
finalized on friendly terms and both the organizations share profits in the newly created entity. In a
merger two organizations combine to increase their strength and financial gains along with breaking
the trade barriers.
When one organization takes over the other organization and controls all its business operations, it is
known as acquisitions. In this process of acquisition, one financially strong organization overpowers
the weaker one. Acquisitions often happen during recession in economy or during declining profit
margins. In this process, one that is financially stronger and bigger establishes it power. The combined
operations then run under the name of the powerful entity. A deal in case of an acquisition is often
done in an unfriendly manner, it is more or less a forced association.

Q-26 Write short note on expansion through acquisitions and mergers.
Ans. Acquisitions and mergers are basically combination strategies. Some organizations prefer to grow

through mergers. Merger is considered to be a process when two or more companies come together to
expand their business operations. In such a case the deal gets finalized on friendly terms and both the
organizations share profits in the newly created entity. In a merger , two organizations combine to
increase their strength and financial gains along with breaking the trade barriers.
When one organization takes over the other organization and controls all its business operations, it is
known as acquisition. In this process of acquisition, one financially strong organization overpowers the
weaker one. Acquisitions often happen during recession in economy or during declining profit margins.
In this process, one that is financially stronger and bigger establishes it s power. The combined operations
then run under the name of the powerful entity. A deal in case  of an acquisition is often done in an
unfriendly manner, it is more or less a forced association where the powerful organization either
consumes the operation or a company in loss is forced to sell its entity.
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Q-27 General public is discerning from buying air conditioning units based on  the  Health  Ministry guidelines
regarding emergence of a contagious viral pandemic. Consequently, Nebula Pvt. Ltd, a manufacturer of
evaporation coils used in air conditioning units  has  faced significant loss in working capital due to
sharp fall in demand. The company conducted financial assessment and developed a workable action
plan  based on  short  and long term financial needs. But for immediate needs, an emergency plan has
been implemented. It includes selling scrap, asset liquidation and overheads cost reduction. Further,
to avoid any such untoward event in future, they plan to diversify into newer business areas along with
its core business. Identify and explain the strategy  opted  by  M/s. Nebula Pvt. Ltd.?

Ans. M/s. Nebula Pvt Ltd has opted Turnaround Strategy as the company while facing serious working capital
crunch persistently conducted an assessment of current problem and developed a workable action
plan based on short and long term financial needs and strategic issues. A workable action plan for
turnaround would involve:
Stage One – Assessment of current problems: In the first step, assess the current problems and get to
the root causes and the extent of damage.
Stage Two – Analyze the situation and develop a strategic plan: Identify major problems and
opportunities, 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.
Stage Four – Restructuring the business: If the core business is irreparably damaged, then the outlook
for the entire organization may be bleak. Efforts to be made to position the organization for rapid
improvement.
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.

Q-28 What is Divestment strategy? When is, it adopted?
Ans.  Divestment strategy involves the sale or liquidation of a portion of business, or a major division, profit

centre or SBU. For a multiple product company, divestment could be a part of rehabilitating or
restructuring plan called turnaround.
• A divestment strategy may be adopted due to various reasons:
• When a turnaround has been attempted but has proved to be unsuccessful.
• A business that had been acquired proves to be a mismatch and cannot be integrated within the

company.
• Persistent negative cash flows from a particular business create financial problems for the whole

company.
• Severity of competition and the inability of a firm to cope with it.
• Technological upgradation is required if the business is to survive but where it is not possible for

the firm to invest in it.
• A better alternative may be available for investment.

Q-29 What are the advantages of a strategic alliance?
Ans. A strategic alliance is a relationship between two or more businesses that enables each to achieve

certain strategic objectives which neither would be able to achieve on its own. The strategic partners
maintain their status as independent and separate entities, share the benefits and control over the
partnership, and continue to make contributions to the alliance until it is terminated. The advantages
of strategic alliance can be broadly categorized as follows:
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(a) Organizational: Strategic alliance helps to learn necessary skills and obtain certain capabilities
from strategic partners. Strategic partners may also help to enhance productive capacity, provide
a distribution system, or extend supply chain.

(b) Economic: There can be reduction in costs and risks by distributing them across the members of
the alliance. Greater economies of scale can be obtained in an alliance, as production volume can
increase, causing the cost per unit to decline.

(c) Strategic: Rivals can join together to cooperate instead of compete. Strategic alliances may also
be useful to create a competitive advantage by the pooling of resources and skills. This may also
help with future business opportunities and the development of new products and technologies.
Strategic alliances may also be used to get access to new technologies or to pursue joint research
and development.

(d) Political: Sometimes strategic alliances are formed with a local foreign business to gain entry into
a foreign market either because of local prejudices or legal barriers to entry.

Q-30 Distinguish between the following: Divestment and liquidation strategy.
Ans. Divestment Strategy Liquidation Strategy

Divestment strategy involves the sale It involves closing down a firm and selling its
or liquidation of a portion of business, assets.
or a major division, profit center or SBU.
Divestment is usually a part of rehabilitation or Liquidation becomes only option in case of
restructuring plan and is adopted when a severe and critical conditions where either
turnaround has been attempted but has proved to turnaround or divestment are not seen as
be unsuccessful. Option of a turnaround may even solution or have been attempted  but failed.
be ignored if it is obvious that divestment is
the only answer.
Efforts are made for the survival of organization. Liquidation as a form of retrenchment strategy

is considered as the most extreme and
unattractive.

Survival of organization helps in retaining personnel, There is loss of employment with stigma of
at least to some extent. failure.

Q-31 The CEO of a textile mill is convinced that his loss making company can be turned around. Suggest an
action plan for a turnaround to the CEO.

Ans. A workable action plan for turnaround of the textile mill would involve:
• Stage One - Assessment of current problems: In the first step, assess the current problems and get

to the root causes and the extent of damage.
• Stage Two - Analyze the situation and develop a strategic plan: Identify major problems and

opportunities, develop a strategic plan with specific goals and detailed functional actions after
analyzing strengths and weaknesses in the areas of competitive position.

• 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.

Navkar Digital Institute | Paper 7B : Compiler | Most Imp collection of Chapterwise Que. & Ans. -225-

Downloaded From www.castudynotes.com

Join Us on Telegram http://t.me/canotes_ipcc

http://www.castudynotes.com
http://t.me/canotes_ipcc


• Stage Four - Restructuring the business: If the core business is irreparably damaged, then the
outlook for the entire organization may be bleak. Efforts to be made to position the organization
for rapid improvement.

• 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.

Q-32 X Pvt. Ltd. had recently ventured into the business of co-working spaces when the global pandemic
struck. This has resulted in the business line becoming unprofitable and unviable, and a failure of the
existing strategy. However, the other businesses of X Pvt. Ltd. are relatively less affected by the
pandemic as compared to the recent co-working spaces. Suggest a strategy for X Pvt. Ltd. with reasons
to justify your answer.

Ans. It is advisable that divestment strategy should be adopted by X Pvt. Ltd.
In the given situation where the business of co-working spaces became unprofitable and unviable due
to Global pandemic, the best option for the company is to divest the loss making business.
Retrenchment may be done either internally or externally. Turnaround strategy is adopted in case of
internal retrenchment where emphasis is laid on improving internal efficiency of the organization,
while divestment strategy is adopted when a business turns unprofitable and unviable due to some
external factors. In view of the above, the company should go for divestment strategy.
Further, divestment helps address issues like:
1. Persistent cash flows from loss making segment could affect other profit-making segments, which

is the case in the given scenario.
2. Inability to cope from the losses, which again is uncertain due to pandemic.
3. Better investment opportunity, which could be the case if X Pvt. Ltd. can invest the money it

generates from divestment.
Q-33 Leatherier Ltd. was started as a leather company to manufacture footwear. Currently, they are in the

manufacturing of footwear’s for males and females. The top management desires to expand the business
in the leather manufacturing goods. To expand they decided to purchase more machines to manufacture
leather bags for males and females.
Identify and explain the strategy opted by the top management of Leatherier Ltd.

Ans. Leatherite Ltd. is currently manufacturing footwears for males and females and its top management
has decided to expand its business by manufacturing leather bags for males and females. Both the
products are similar in nature within the same industry. The strategic diversification that the top
management of Leatherite Ltd. has opted is concentric in nature. They were in business of manufacturing
leather footwears and now they will manufacture leather bags as well. They will be able to use existing
infrastructure and distribution channel. Concentric diversification amounts to related diversification.
In concentric diversification, the new business is linked to the existing businesses through process,
technology or marketing. The new product is a spin-off from the existing facilities and products/
processes. This means that in concentric diversification too, there are benefits of synergy with the
current operations.

Q-34 Explain the term Merger and Acquisition as a growth strategy. Differentiate between both of them.
State the situations in which such strategies are considered by any organization.

Ans. Acquisition or merger with an existing concern is an instant means of achieving expansion. It is an
attractive and tempting proposition in the sense that it circumvents the time, risks and skills involved
in screening internal growth opportunities, seizing them and building up the necessary resource base
required to materialise growth.
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Apart from the urge to grow, acquisitions and mergers are resorted to for purposes of achieving a
measure of  synergy between the parent and the acquired enterprises. Synergy may result from such
bases as physical facilities, technical and managerial skills, distribution channels, general administration,
research and development and so on.
Many organizations in order to achieve quick growth, expand or diversify with the use of mergers and
acquisitions strategies. Merger and acquisition in simple words are defined as a process of combining
two or more organizations together. There is a thin line of difference between the two terms but the
impact of combination is completely different in both the cases.
Merger is considered to be a process when two or more organizations join together to expand their
business operations. In such a case the deal gets finalized on friendly terms. Owners of pre-merged
entities have right over the profits of new entity. In a merger two organizations combine to increase
their strength and financial gains.
While, when one organization takes over the other organization and controls all its business operations,
it is known as acquisition. In the process of acquisition, one financially strong organization overpowers
the weaker one. Acquisitions often happen during economic recession or during declining profit margins.
In this process, one that is financially stronger and bigger establishes it power. The combined operations
then run under the name of the powerful entity. A deal in case of an acquisition is often done in an
unfriendly manner, it is more or less a forced association.

Q-35 Mini theatre Ltd. was a startup venture of three young IIM graduates. They developed an application to
watch web-based content like web series, TV Shows, theatre shows, etc. after purchasing their exclusive
rights. They were successful in getting many consumers enrolled with them. After a certain span of
time, the company realized that some regional content like ‘bangla movies’, ‘Gujarati shows’ etc. were
having high cost and less viewership. The leadership team of Mini theatre Ltd. decided to sell the rights
and curtail any further content development in these areas.
Identify and explain the corporate strategy adopted by the leadership team of Mini theatre Ltd.

Ans.  The leadership team of Mini theatre Ltd. decided to cuts off the loss-making units, reduces the functions
performed that some of regional content like ‘bangla movies’, ‘Gujarati shows’ etc. were having high
cost and less viewership, it adopts a divestment strategy. The leadership team of Mini theatre Ltd.
decided to sell the rights and curtail any further content development in these areas.
Divestment strategy involves the sale or liquidation of a portion of business, or a major division, profit
centre or SBU. Divestment is usually a part of rehabilitation or restructuring plan and is adopted when
a turnaround has been attempted but has proved to be unsuccessful. The option of a turnaround may
even be ignored if it is obvious that divestment is the only answer.

Q-36 Justify the statement “Stability strategy is opposite of Expansion strategy”.
Ans. Stability Strategies, as name suggests, are intended to safeguard the existing interests and strengths

of business. It involves organisations to pursue established and tested objectives, continue on the
chosen path, maintain operational efficiency and so on. Astability strategy is pursued when a firm
continues to serve in the same or similar markets and deals in same products and services. In stability
strategy, few functional changes are made in the products or markets, however, it is not a ‘do nothing’
strategy. This strategy is typical for mature business organizations. Some small organizations also
frequently use stability as a strategic focus to maintain comfortable market or profit position.
On the other hand, expansion strategy is aggressive strategy as it involves redefining the business by
adding the scope of business substantially, increasing efforts of the current business. In this sense, it
becomes opposite to stability strategy. Expansion is a promising and popular strategy that tends to be
equated with dynamism, vigor, promise and success. Expansion also includes diversifying, acquiring
and merging businesses.
This strategy may take the enterprise along relatively unknown and risky paths, full of promises and
pitfalls.
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Q-37 Racers Ltd. manufactures bicycles. Until recently it has adopted a differentiation strategy, offering high
quality bicycles which Racers Ltd. sells at a high profit margin.
In recent years, Racers Ltd. has entered a period of decline due to the market becoming  flooded with
cheaper, high quality bicycles from abroad, where labour costs are lower.
Racers Ltd. has therefore decided to adjust its strategy and adopt a focus approach, targeting its bicycles
towards professional athletes. This will allow Racers Ltd. to continue earning high margins, though the
size of its potential market will likely fall.
Identify and explain the need of adopting this strategy by Racers Ltd. to manage decline?[RTP-May’22]

Ans.  Racers Ltd. has adopted Turnaround strategy. This involves Racers Ltd. repositioning itself in the market
in an attempt to once again gain competitive advantage.
Turnaround is needed when an enterprise’s performance deteriorates to a point that it needs a radical
change of direction in strategy, and possibly in structure and culture as well. It is a highly targeted
effort to return an organization to profitability and increase positive cash flows to a sufficient level. It
is used when both threats and weaknesses adversely affect the health of an organization so much that
its basic survival is difficult.
The overall goal of turnaround strategy is to return an underperforming or distressed company to
normalcy in terms of acceptable levels of profitability, solvency, liquidity and cash flow. To achieve its
objectives, turnaround strategy must reverse causes of distress, resolve the financial crisis, achieve a
rapid improvement in financial performance, regain stakeholder support, and overcome internal
constraints and unfavourable industry characteristics.

Q-38 Diversification endeavours can be categorized into four broad classifications. State the basis for this
classification and name the four categories. How is concentric diversification different from vertically
diversification? Explain.

Ans. Diversification strategy involves expansion into new businesses that are outside the current business
and markets of an organisation. Based on the nature and extent of their relationship to existing
businesses, diversification can be classified into four broad categories:
(i) Vertically integrated diversification
(ii) Horizontally integrated diversification
(iii) Concentric diversification
 (iv) Conglomerate diversification
Concentric diversification takes place when the products are related. The new product is a spin-off
from the existing facilities and products/processes. This means that in concentric diversification too,
there are benefits of synergy with the current operations.
However, concentric diversification differs from vertically integrated diversification in the nature of
the linkage the new product has with the existing ones.
In vertically integrated diversification, firms opt to engage in businesses that are related to the existing
business of the firm. The firm remains vertically within the same process.
Sequence moves forward or backward in the chain and enters specific product/process steps with the
intention of making them into new businesses for the firm. The new product falls within the firm’s
current process-product chain. In concentric diversification, there is a departure from this vertical
linkage, a new related product is added to the existing business. The new product is only connected in
a loop-like manner at one or more points in the firm’s existing process/technology/product chain.
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Q-39 X Pvt. Ltd. had recently ventured into the business of co-working spaces when the global pandemic
struck. This has resulted in the business line becoming unprofitable and unviable, and a failure of the
existing strategy. However, the other businesses of X Pvt. Ltd. are relatively less affected by the
pandemic as compared to the recent co-working spaces. Suggest a strategy for X Pvt. Ltd. with reasons
to justify your answer.

Ans. It is advisable that divestment strategy should be adopted by X Pvt. Ltd.
In the given situation where the business of co-working spaces became unprofitable and unviable due
to Global pandemic, the best option for the company is to divest the loss-making business.
Retrenchment may be done either internally or externally. Turnaround strategy is adopted in case of
internal retrenchment where emphasis is laid on improving internal efficiency of the organization,
hile divestment strategy is adopted when a business turns unprofitable and unviable due to some
external factors. In view of the above, the company should go for divestment strategy.
Further, divestment helps address issues like:
1. Persistent cash flows from loss making segment could affect other profit-making segments, which

is the case in the given scenario.
2. Inability to cope from the losses, which again is uncertain due to pandemic.
3. Better investment opportunity, which could be the case if X Pvt. Ltd. can invest the money it

generates from divestment.
Q-40 “There are certain conditions or indicators which point out that a turnaround is needed if the company

has to survive”. Discuss.
Ans. Rising competition, business cycles and economic volatility have created a climate where no business

can take viability for granted. Turnaround strategy is a highly targeted effort to return an organization
to profitability and increase positive cash flows to a sufficient level. Organizations that have faced a
significant crisis that has negatively affected operations requires turnaround strategy. Turnaround
strategy is used when both threats and weaknesses adversely affect the health of an organization so
much that its basic survival is a question. When organization is facing both internal and external
pressures making things difficult then it has to find something which is entirely new, innovative and
different. Being organization’s first objective is to survive and then grow in the market; turnaround
strategy is used when organization’s survival is under threat. Once turnaround is successful the
organization may turn to focus on growth.
Conditions for turnaround strategies: When firms are losing their grips over market, profits due to
several internal and external factors, and if they have to survive under the competitive environment,
they have to identify danger signals as early as possible and undertake rectification steps immediately.
These are certain conditions or indicators which point out that a turnaround is needed if the company
has to survive. These danger signals are:
• Uncompetitive products or services.
• Declining market share.
• Deterioration in physical facilities.
• Over-staffing, high turnover of employees, and low morale.
• Mismanagement.

Q-41 GWA, a leading Japan based automobile company decides to make India a hub for thecompany’s 250 cc
motorcycle to be manufactured in collaboration with the TPR Group, a leading Indian motorcycle
manufacturer. The production is to be exported to the company’s home market as well as to other
African countries.
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What is this growth strategy called? Point out the most important advantages both the companies
expect from such strategy/collaboration.

Ans. GWA of Japan and TRP group of India opted for strategic alliance as their growth strategy. A strategic
alliance is a relationship between two or more businesses that enables each to achieve certain strategic
objectives which neither would be able to achieve on its own. Strategic alliances are often formed in
the global marketplace between businesses that are based in different regions of the world.
Advantages of Strategic Alliance Strategic alliance usually is only formed if they provide an advantage
to all the parties in the alliance. These advantages can be broadly categorised as follows:
1. Organizational: Strategic alliance helps to learn necessary skills and obtain certain capabilities

from strategic partners. Strategic partners may also help to enhance productive capacity, provide
a distribution system, or extend supply chain. Having a strategic partner who is well-known and
respected also helps add legitimacy and creditability to a new venture.

2. Economic: There can be reduction in costs and risks by distributing them across the members of
the alliance. Greater economies of scale can be obtained in an alliance, as production volume can
increase, causing the cost per unit to decline. Finally, partners can take advantage of co-
specialization, creating additional value, such as when a leading computer manufacturer bundles
its desktop with a leading monitor manufacturer’s monitor.

 3. Strategic: Rivals can join together to cooperate instead of competing with each other. Vertical
integration can be created where partners are part of supply chain. Strategic alliances may also be
useful to create a competitive advantage by the pooling of resources and skills. This may also help
with future business opportunities and the development of new products and technologies.
Strategic alliances may also be used to get access to new technologies or to pursue joint research
and development.

4. Political: Sometimes strategic alliances are formed with a local foreign business to gain entry into
a foreign market either because of local prejudices or legal barriers to entry. Forming strategic
alliances with politically influential partners may also help improve your own influence and
position.

Q-42 There has been fierce demand for both Gecko and FlyBee for the last 3 years. Gecko makes mass
consumption pens while FlyBee is a notebook and diary brand - both being complementary goods of
each other. But to grow further, FlyBee decided to take up competition with Gecko in pens segment and
thereby launched, FlyPens. Identify and explain the growth strategy opted by FlyBee?

[MTP-March’22](5 Marks)
Ans. FlyBee is a notebook and diary brand. But to grow further, FlyBee decided to take up competition with

Gecko in pens segment and thereby launched, FlyPens. FlyBee that is hitherto not into producing pens
starts producing them and other similar products is following concentric diversification which is basically
related diversification.
In this form of diversification, the new business is linked to the existing businesses through existing
systems such as processes, technology or marketing. The new product is a spin-off from the existing
facilities and products/processes. There are benefits of synergy with the current operations. The most
common reasons for pursuing a concentric diversification are that opportunities in existing line of
business are available.
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MULTIPLE CHOICE QUESTIONS

1. If suppliers are unreliable or too costly, which of these strategies may be appropriate?
(a) Horizontal integration (b) Backward integration
(c) Market penetration (d) Forward integration

2. Which strategy is implemented after the failure of turnaround strategy?
(a) Expansion strategy (b) Diversification strategy
(c) Divestment strategy (d) Growth strategy

3. Vertical  integration  may be beneficial when
(a) Lower transaction  costs and improved  coordination are vital  and achievable  through vertica l

integration.
(b) Flexibility  is reduced, providing  a more stationary  position  in the competitive  environme nt.
(c) Various  segregated  specializations  will be combined.
(d) The minimum efficient scales of two  corporations are different.

4. Stability  strategy  is a ____________ strategy.
(a) SBU level (b) Corporate  level
(c) Business  level (d) Functional level

5. Conglomerate diversification  is another name for which of the following?
(a) Related diversification (b) Unrelated diversification
(c) Portfolio  diversification (d) Acquisition  diversification

6. Which of the following can be used in retrenchment strategy?
(a) Reducing assets. (b) Operational improvement.
(c) Cutting cost. (d) All of the above.

7. Conglomerate diversification can also be explained as:
(a) Merger (b) Combination strategy
(c) Related diversification (d) Unrelated diversification

8. Arrange divestment, liquidation, stability and turnaround strategies in order of preference for adoption
by a typical organisation.
(a) Turnaround, stability, liquidation and divestment.
(b) Divestment, liquidation, stability and turnaround.
(c) Stability, turnaround, liquidation and divestment.
(d) Stability, turnaround, divestment and liquidation.

9. Acquisition of another organisation that was using your product in their manufacturing is:
(a) Horizontal integrated diversification
(b) Forward integrated diversification
(c) Backward integrated diversification
(d) conglomerate diversification

10. Which of the following is not a type of diversification strategy?
(a) Vertical diversification. (b) Concentric diversification.
(c) Conglomerate diversification. (d) Co-generic diversification.

Navkar Digital Institute | Paper 7B : Compiler | Most Imp collection of Chapterwise Que. & Ans. -231-

Downloaded From www.castudynotes.com

Join Us on Telegram http://t.me/canotes_ipcc

http://www.castudynotes.com
http://t.me/canotes_ipcc


11. Stability strategy is a ____________ strategy.
(a) Functional level. (b) Business level.
(c) Corporate level. (d) implementation.

12. An organization acquires its supplier is an example of:
(a) Horizontal integrated diversification. (b) Forward integrated diversification.
(c) Backward integrated diversification. (d) Conglomerate diversification.

13. A rubber manufacturer starts making shoe soles and gum can be termed as?
(a) Conglomerate Diversification (b) Concentric Diversification
(c) Horizontal Integration (d) Vertical Integration

14. Baba Pvt Ltd has seventeen factories, nine of which they recently gave to other producers on lease.
This has increased their cash inflows to a great extent, and they are enjoying this surplus by investing
the same in financial assets. Such a strategy can be termed as which of the following?
(a) Divest (b) Harvest
(c) Hold (d) Build

15. Mix fix was having a tough time with its operations and wanting to restructure itself from scratch. For
this, they consult a veteran in business strategy, Mrs. Sunita K, who post analysis of their business said,
“Your dead business is worth more than alive”. What did Mrs. Sunita hint at?
(a) Restructuring Business (b) Liquidation
(c) Business Process Re-engineering (d) Divestment

Case Scenario - 1
Aero Mind Bridge Technologies Ltd (AMBTL) is a software development company work as a solution provider
to airlines industry. The company was established more than a decade ago by Mr. Pranshu Gupta having
experience of working in United States of America (USA). His entrepreneurial desires brought him back to
India to promote Aero Mind Bridge Technologies Ltd (AMBTL). The company started its operations with a
meagre capital of ` 10 lakhs with limited workforce. Currently, it enjoys a valuation of more than ` 50 crores.
Almost everybody acknowledged the competency of AMBTL in developing customised software for the
airlines industry.
The high growth of the company was mainly on account of the heavy inflows of the funds in the airlines
industry from various big business houses that have diversified into airlines industry. Currently, these
business houses were in the manufacturing of FMCG, textiles, packaging etc. and having good expertise and
uniqueness in these industries.
However, AMBTL saw stagnation in last three years. The order position was shrinking day by day. The margins
were also reducing. Last year was particularly bad for the AMBTL and its annual sales reduced by 20 % for the
first time since its inception.
Most of the business houses that had entered in the airlines industry had less knowledge and experience in
the industry. However, their desire to diversify and seeing new opportunity in the airlines industry prompted
them to invest heavily into the industry.
However, things did not turn out to be as expected. The tough competition between several players,
reduction in the fare by railways and high prices of aviation fuel created problems for the industry. The
sector was not able to generate reasonable profits thus resulting difficulty in maintaining operations. They
were in need for hard to come by capital. Lately, the airlines industry is witnessing some consolidation with
companies planning for mergers or even contemplating closures.
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The general global recession also resulted in the reduction of travel expenditure of corporates resulting in
decrease in the order position of AMBTL.
Based on the above Case Scenario, answer the Multiple Choice Questions which are as follows:
1. Identify the nature of diversification by the business houses entering into airlines industry.

(a) Concentric diversification
(b) Conglomerate diversification
(c) Vertically integrated diversification
(d) Horizontal integrated diversification

2. AMBTL can be identified as a Star as per BCG’s Growth Matrix, basis the rapid growth it has shown to
maintain market and fuel the growth potential. For last three years, AMBTL turn into, as per the BCG
matrix, when its growth slows down?
(a) Dog (b) Question Mark
(c) Will remain a star (d) Cash Cow

3. Dee Limited is an international clothing retailer. The company is making the following decisions:
i. Should another range of shops be established?
ii. Should the company float more share capital?
iii. How will the premises be fitted out for the new range of shops?
Which of the above decisions will be taken by corporate level managers?
(a) Only (i) (b) Only (ii)
(c) (i) & (ii) (d) (ii) & (iii)

4. When two organisations combine to increase their strength and financial gains along with reducing
competition is called—————.
(a) Hostile takeover (b) Liquidation
(c) Merger (d) Acquisition

Case Scenario - 2

Connect Private Limited, a Mumbai based company is launching a smartphone, under the  brand name of
Poppy. The company recognizes plethora of options that customers have  from Chinese  manufacturers
flooding the smartphone landscape. With recent COVID 19  pandemic hurting the global sentiment towards
Chinese products, the company plans to  play on the patriotic card and advertise Poppy as the “Desi”
smartphone of India.
Strategic Arm of the company undertook an industry analysis and reported, that, budget  phone segment
was overtaken by the Chinese brands completely; however, the low segment of smartphones was still open
for exploration. Thus, the company planned to enter the market with tw o models, Poppy A and Poppy B,
priced at ` 4,499 and ` 5,499.
The company is also aware that their product can easily be imitated at same costing as  well as pricing, and
thus the very essence of their product can be lost. A team of  marketing professionals was hired to tackle this
issue. The solution they suggested was to take the first mover advantage by spending huge sums in advertising
and promotion.
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Based on sound consciousness of the competition from huge money backed international  players, the
compan y decided to manufacture smartphone covers and accessories with  the same “Desi” tag, along with
Poppys martphones. This shall help them mitigate the risk of being completely thrown out of business.
Consequently, they invested a fairly good amount in manufa cturing of these accessories.
The investors made it an objective for the team to reach an annual sales volume of  15,000 handsets and
70,000 pieces of accessories. The accessories sales surpassed the  expectations by a fairly good margin.
However, Poppy A and Poppy B did not receive the much anticipated response and the leadership decided
to reduce the scope and focus  purely on accessories business going forward.
With a new focus on accessories production, the “Desi” tag will still play an important part in the success.
However, they need to ensure creation of strong barriers to entry for domestic players, and for that, they
have plans to increase the production to enormous levels. This shall reduce their unit cost, thus, eliminating
the new entrants due to extremely competitive pricing.
Based on the above case scenario, answer the multiple choice questions which are as follows:
1. Following the sales numbers reported at the end of year, the leadership  took  a serious strategic stand

point to move forward and shift to a new core business which was more profitable. Under which of the
following category of business strategy can this decision be categorized?
(a) Retrenchment strategy (b) Strategic alliance
(c) Diversification strategy (d) Market development

2. In the second phase of shifting the business focus to peripheral accessories production, Connect Private
Limited has planned setting up entries to barrier for its potential competitors. Which of the following
barrier have they  planned  to  implement?
(a) Capital requirement (b) Product differentiation
(c) Access to distribution channels (d) Economies of scale

3. Velvet Limited is a full-service airline. The company is making the following decisions:
(i) Should a ‘no-frills’, ‘low-fare’ subsidiary be set-up?
(ii) If it is set-up, how should the cabin staff be recruited?
Which of the above decisions will be taken by corporate level managers?
(a) Only (i) (b) Only (ii)
(c) Both (i) & (ii) (d) Neither (i) nor (ii)

4. Training company operates a network of accounting training centres throughout  Europe, the US and
Australia. The business intends to enter developing markets in order to drive growth and has now
decided to enter India which is 7,500 kilometres from  the Training Co.’s UK headquarters. The Board
has suggested that it will require externally focused management information to move into India.
Which of  the  following  is  an  external factor(s) that the Board should consider while implementing its
strategy?
(a) Key local rivals and their strengths and weaknesses
(b) Courses are suitable for this market
(c) Timing of the courses (Public holidays, religious festivals, etc to be avoided)
(d) All of the above
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CHAPTER-5
BUSINESS LEVEL STRATEGIES

Q-1 Infant  care is a successful store chain that  caters products for  expectant mothers and new moms. They
offer  everything  from nursing  classes to  strollers,  toys,  infant  clothes,  diapers  and baby  furniture.
Due to a one-stop shop for  infants,  they  are charging a premium for  its products.
Identify and explain  how the strategy adopted  by infant care.

Ans. Infant  care is opting for  differentiation  strategy.  A  one-stop  shop is a benefit for  this  type  of
customers, seeking  convenience  in  a  time.  Infant  care  is  catering  the  products  only  related  to
infants  that  is perceived by the customers as unique. Because of differentiation,  the Infant  care is
charging a premium for its  product.

Q-2 Explain Porter’s five forces model as to how businesses can deal with the competition.
Ans. To gain a deep understanding of a company’s industry and competitive environment, managers do not

need to  gather all the information they  can find and waste a lot of time digesting it.  Rather,  the task
is  much more  focused.  A powerful and widely  used  tool  for  systematically  diagnosing  the
significant competitive pressures  in a market and assessing  the strength  and importance  of each is
the Porter’s five-forces  model of  competition. This model holds that  the  state  of  competition in an
industry is a composite of competitive pressures operating in five  areas of the  overall  market:
• Competitive pressures associated  with the market manoeuvring and jockeying for buyer patronage

that goes on among rival  sellers in the industry.
• Competitive pressures associated with the threat of new entrants into the market.
• Competitive pressures coming from the attempts  of  companies in  other industries to win buyers

over to  their own substitute  products.
• Competitive pressures stemming from  supplier bargaining power and supplier-seller

collaboration.
• Competitive pressures stemming from buyer  bargaining power and seller-buyer  Collaboration.

Q-3 Gennex  is  a  company  that  designs,  manufactures  and  sells  computer  hardware  and  software.
Gennex is well known for its innovative products  that has helped the company to have advantage over
its competitors. It also spends on research and development and concerned  with innovative softwares.
Often the unique features of their product helps them to gain competitive advantage. Gennex using
the strategy is consistently gaining its position in the industry over its competitors.  Identify and
explain the strategy which Gennex has opted to gain the competitive advantage.

Ans. According  to  Porter,  strategies  allow  organizations  to  gain  competitive  advantage  from  three
different  bases:  cost  leadership,  differentiation,  and  focus.  Porter  called  these  base  generic
strategies.
Gennex  has  opted  differentiation  strategy.  Its  products  are  designed  and  produced  to  give  the
customer value and quality. They are unique and serve specific customer needs that are not met by
other  companies  in  the  industry.  Highly  differentiated  and  unique  hardware  and  software enables
Gennex  to  charge  premium  prices  for  its  products  hence  making  higher  profits  and maintain its
competitive position in the market.
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Differentiation  strategy is aimed at broad mass market and involves the creation of a product or
service  that  is  perceived  by  the  customers  as  unique.  The  uniqueness  can  be  associated  with
product design, brand image, features, technology, dealer network or customer service.

Q-4 Which of the following statements are ‘correct’ and which are ‘incorrect’? Give reasons, in brief, for
your answer:
Economies of scale discourages new entrants.

Ans. Correct: Economies of scale refer to the decline in the per-unit cost of production (or other activity) as
volume grows. A large firm that enjoys economies of scale can produce high volumes of goods at
successively lower costs. This tends to discourage new entrants.

Q-5 Distinguish between cost leadership and differentiation strategies.
Ans. 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 product s and
services  considered  unique  industry  wide  and  directed  at  consumers  who  are  relatively  price
insensitive.
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.  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. A  successful
differentiation strategy  allows a firm  to charge a higher  price  for its product and  to gain customer
loyalty.

Q-6 Write short note on Advantages of cost leadership strategy.
Ans. Advantages of Cost leadership strategy

Earlier we have discussed Porter’s Five Forces Model in detail. A cost leadership strategy may help to
remain profitable even with: rivalry, new entrants, suppliers’ power, substitute products, and buyers’
power.
1. Rivalry – Competitors are likely to avoid a price war, since the low cost firm will continue to earn

profits after competitors compete away their profits.
2. Buyers – Powerful buyers/customers would not be able to exploit the cost leader firm and will

continue to buy its product.
3. Suppliers – Cost leaders are able to absorb greater price increases before it must raise price to

customers.
4. Entrants – Low cost leaders create barriers to market entry through its continuous focus on

efficiency and reducing costs.
5. Substitutes – Low cost leaders are more likely to lower costs to induce customers to stay with

their product, invest to develop substitutes, purchase patents.
Q-7 A century-old footwear company “Mota Shoes” had an image of being the footwear choice for formal

occasions. In an attempt to reinvent its brand, it tied up with a foreign footwear giant “Buffrine” to
manufacture and sell its Hideseek brand in the country. Putting its best foot forward, it launched extra
soft, casual and relaxed footwear for young. Aiming at a brand and image makeover the “Mota Shoes”
decided to price the Hide Seek products at premium. What kind of Michael Porter business level
strategy is being used by “Mota Shoe company”? State its advantages.

Ans. Mota shoes is trying to use differentiation. This strategy is aimed at broad mass market and involves
the creation of a product or service that is perceived by the customers as unique. The uniqueness can
be associated with product design, brand image, features, technology, dealer network or customer
service. Because of differentiation, the business can charge a premium for its product.
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A differentiation strategy has definite advantages as it may help to remain profitable even with rivalry,
new entrants, suppliers’ power, substitute products, and buyers’ power.
i. Rivalry: Brand loyalty acts as a safeguard against competitors. It means thatcustomers will be less

sensitive to price increases, as long as the firm can satisfy theneeds of its customers.
ii. Buyers: They do not negotiate for price as they get special features and also theyhave fewer

options in the market.
iii. Suppliers: Because differentiators charge a premium price, they can afford to absorbhigher costs

of supplies and customers are willing to pay extra too.
iv. New entrants: Innovative features are expensive to copy. So, new entrants generally avoid these

features because it is tough for them to provide the same product with special features at a
comparable price.

v. Substitutes: Substitute products can’t replace differentiated products which have high brand
value and enjoy customer loyalty.

Q-8 Buyers can exert considerable pressure on business. Do you agree? Discuss.
Ans. Buyers of an industry’s products or services can exert considerable pressure on existing firms to secure

lower prices or better services. This is evident in situations where buyers enjoy superior position than
the seller of product. This leverage is particularly evident when:
(i) Buyers have full knowledge of the sources of products and their substitutes
(ii) They spend a lot of money on the industry’s products, i.e., they are big buyers.
(iii) The industry’s product is not perceived as critical to the buyer’s needs and buyers are more

concentrated than firms supplying the product. They can easily switch to the substitutes available.
Q-9 Rahul Sharma is Managing Director of a company which is manufacturing trucks. He is worried about

the entry of new businesses. What kind of barriers will help Rahul against such a threat?
Ans. A firm’s profitability tends to be higher when other firms are blocked from entering the industry. New

entrants can reduce industry profitability because they add new production capacity leading to increase
supply of the product even at a lower price and can substantially erode existing firm’s market share
position. Barriers to entry represent economic forces that slow down or impede entry by other firms.
Common barriers to entry include:
(i) Capital Requirements: When a large amount of capital is required to enter an industry, firms

lacking funds are effectively barred from the industry, thus enhancing the profitability of existing
firms in the industry.

(ii) Economies of Scale: Many industries are characterized by economic activities driven by economies
of scale. Economies of scale refer to the decline in the per-unit cost of production (or other
activity) as volume grows.

(iii) Product Differentiation: Product differentiation refers to the physical or perceptual differences,
or enhancements, that make a product special or unique in the eyes of customers.

(iv) Switching Costs: To succeed in an industry, new entrant must be able to persuade existing
customers of other companies to switch to its products. When such switching costs are high,
buyers are often reluctant to change.

(v) Brand Identity: The brand identity of products or services offered by existing firms can serve as
another entry barrier. Brand identity is particularly important for infrequently purchased products
that carry a high unit cost to the buyer.

(vi) Access to Distribution Channels: The unavailability of distribution channels for new entrants
poses another significant entry barrier. Despite the growing power of the internet, many firms
may continue to rely on their control of physical distribution channels to sustain a barrier to entry
to rivals.
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(vii) Possibility of Aggressive Retaliation: Sometimes the mere threat of aggressive retaliation by
incumbents can deter entry by other firms into an existing industry.

Q-10 What do you understand by cost leadership? How is it achieved?
Ans. Cost leadership is a low cost competitive strategy that aims at broad mass market. It requires vigorous

pursuit of cost reduction in the areas of procurement, production, storage and distribution of product
or service and also economies in overhead costs. Because of its lower costs, the cost leader is able to
charge a lower price for its products than its competitors and still make satisfactory profits. A primary
reason for pursuing forward, backward, and horizontal integration strategies is to gain cost leadership
benefits.
A successful cost leadership strategy usually permeates the entire firm, as evidenced by high efficiency,
low overhead, limited perks, intolerance of waste, intensive screening of budget requests, wide spans
of control, rewards linked to cost containment, and broad employee participation in cost control efforts.
Some risks of pursuing cost leadership are that competitors may imitate the strategy.
To achieve cost leadership, following are the actions that could be taken:
(a) Forecast the demand of a product or service promptly.
(b) Optimum utilization of the resources to get cost advantages.
(c) Achieving economies of scale leads to lower per unit cost of product/service.
(d) Standardisation of products for mass production to yield lower cost per unit.
(e) Invest in cost saving technologies and try using advance technology for smart working.
(f) Resistance to differentiation till it becomes essential.

Q-11 Explain the meaning of cost leadership strategy.
Ans. A number of cost elements affect the relative attractiveness of generic strategies. A successful cost

leadership strategy usually permeates the entire firm, as evidenced by high efficiency, low overhead
cost, and waste reduction. The low cost leadership should be such that no competitors are able to
imitate so that it can result in sustainable competitive advantage to the cost leader firm.

Q-12 Distinguish between Cost leadership and differentiation strategies.
Ans. 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.
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.
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. A successful differentiation
strategy allows a firm to charge a higher price for its product and to gain customer loyalty.

Q-13 Gennex is a company that designs, manufactures and sells computer hardware and software. Gennex
is well known for its innovative products that has helped the company to have advantage over its
competitors. It also spends on research and development and concerned with innovative softwares.
Often the unique features of their product, that are not available with their competitors helps them to
gain competitive advantage. Gennex using the strategy is consistently gaining its position in the industry
over its competitors.
Identify and explain the Porter’s generic strategy which Gennex has opted to gain the competitive
advantage.

Ans. According to Porter, strategies allow organizations to gain competitive advantage from three different
bases: cost leadership, differentiation, and focus. Porter called these base generic strategies.
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Gennex has opted differentiation strategy. Its products are designed and produced to give the customer
value and quality. They are unique and serve specific customer needs that are not met by other
companies in the industry. Highly differentiated and unique hardware and software enables Gennex
to charge premium prices for its products hence making higher profits and maintain its competitive
position in the market.
Differentiation strategy is aimed at broad mass market and involves the creation of a product or service
that is perceived by the customers as unique. The uniqueness can be associated with product design,
brand image, features, technology, dealer network or customer service.

Q-14 Explain Porter’s five forces model as to how businesses can deal with the competition.
Ans. To gain a deep understanding of a company’s industry and competitive environment, managers do not

need to gather all the information they can find and waste a lot of time digesting it. Rather, the task is
much more focused. A powerful and widely used tool for systematically diagnosing the significant
competitive pressures in a market and assessing the strength and importance of each is the Porter’s
five-forces model of competition. This model holds that the state of competition in an industry is a
composite of competitive pressures operating in five areas of the overall market:
• Competitive pressures associated with the market manoeuvring and jockeying for buyer patronage

that goes on among rival sellers in the industry.
• Competitive pressures associated with the threat of new entrants into the market.
• Competitive pressures coming from the attempts of companies in other industries to win buyers

over to their own substitute products.
• Competitive pressures stemming from supplier bargaining power and supplier-seller collaboration.
• Competitive pressures stemming from buyer bargaining power and seller-buyer Collaboration.

Q-15 Explain Best-cost provider strategy.
Ans. Best-cost provider strategy involves providing customers more value for the money by emphasizing

low cost and better quality difference. It can be done:
(a) through offering products at lower price than what is being offered by rivals for products with

comparable quality and features or
(b) charging similar price as by the rivals for products with much higher quality and better features.

Q-16 Write short note on Advantages of Cost leadership strategy
Ans. A cost leadership strategy may help to remain profitable in the presence of rivalry, new entrants,

suppliers’ power, substitute products, and buyers’ power.
(i) Rivalry – Competitors are likely to avoid a price war, since the low cost firm will continue to earn

profits after competitors compete away their profits.
(ii) Buyers – Powerful buyers/customers would not be able to exploit the cost leader firm and will

continue to buy its product.
(iii) Suppliers – Cost leaders are able to absorb greater price increases before it must raise price to

customers.
(iv) Entrants – Low cost leaders create barriers to market entry through its continuous focus on efficiency

and reducing costs.
(v) Substitutes – Low cost leaders are more likely to lower costs to induce customers to stay with

their product, invest to develop substitutes, purchase patents.
Q-17 Airlines industry in India is highly competitive with several players. Businesses face severe competition

and aggressively market themselves with each other. Luxury Jet is a private Delhi based company with
a fleet size of 9 small aircrafts with seating capacity ranging between 6 seats to 9 seats. There aircrafts
are chartered by big business houses and high net worth individuals for their personalised use. With
customised tourism packages their aircrafts are also often hired by foreigners. Identify and explain the
Michael Porter’s Generic Strategy followed by Luxury Jet.
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Ans. The Airlines industry faces stiff competition. However, Luxury Jet has attempted to create a niche
market by adopting focused differentiation strategy. A focused differentiation strategy requires offering
unique features that fulfil the demands of a narrow market.
Luxury Jet compete in the market based on uniqueness and target a narrow market which provides
business houses, high net worth individuals to maintain strict schedules. The option of charter flights
provided several advantages including, flexibility, privacy, luxury and many a times cost saving. Apart
from conveniences, the facility will provide time flexibility. Travelling by private jet is the most
comfortable, safe and secure way of flying your company’s senior business personnel.
Chartered services in airlines can have both business and private use. Personalized tourism packages
can be provided to those who can afford it.

Q-18 What are the common barriers that are faced by new entrants when an existing firm earns higher
profits?

Ans. A firm’s profitability tends to be higher when other firms are blocked from entering the industry. New
entrants can reduce industry profitability because they add new production capacity leading to increase
supply of the product even at a lower price and can substantially erode existing firm’s market share.
Barriers to entry represent economic forces (or ‘hurdles’) that slow down or impede entry by other
firms. Common barriers to entry include:
(i) Capital requirements: When a large amount of capital is required to enter an industry, firms

lacking funds are effectively barred from the industry, thus enhancing the profitability of existing
firms in the industry.

(ii) Economies of scale: Many industries are characterized by economic activities driven by economies
of scale. Economies of scale refer to the decline in the per-unit cost of production (or other
activity) as volume grows. A large firm that enjoys economies of scale can produce high volumes
of goods at successively lower costs. This tends to discourage new entrants.

(iii) Product differentiation: Production differentiation refers to the physical or perceptual differences,
or enhancements, that make a product special or unique in the eyes of customers. Firms in the
personal care products and cosmetics industries actively engage in product differentiation to
enhance their products’ features. Differentiation works to reinforce entry barriers because the
cost of creating genuine product differences may be too high for the new entrants.

(iv) Switching costs: To succeed in an industry, new entrant must be able to persuade existing
customers of other companies to switch to its products. To make a switch, buyers may need to test
a new firm’s product, negotiate new purchase contracts, and train personnel to use the equipment,
or modify facilities for product use. Buyers often incur substantial financial (and psychological)
costs in switching between firms. When such switching costs are high, buyers are often reluctant
to change.

(v) Brand identity: The brand identity of products or services offered by existing firms can serve as
another entry barrier. Brand identity is particularly important for infrequently purchased products
that carry a high unit cost to the buyer. New entrants often encounter significant difficulties in
building up the brand identity, because to do so they must commit substantial resources over a
long period.

(vi) Access to distribution channels: The unavailability of distribution channels for new entrants poses
another significant entry barrier. Despite the growing power of the internet, many firms may
continue to rely on their control of physical distribution channels to sustain a barrier to entry to
rivals. Often, existing firms have significant influence over the distribution channels and can
retard or impede their use by new firms.

(vii) Possibility of aggressive retaliation: Sometimes the mere threat of aggressive retaliation by
incumbents can deter entry by other firms into an existing industry. For example, introduction of
products by a new firm may lead existing firms to reduce their product prices and increase their
advertising budgets.
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Q-19 What do you mean by differentiation strategy? How is it achieved?
Ans. Differentiation strategy is aimed at broad mass market and involves the creation of a product or service

that is perceived by the customers as unique. The uniqueness can be associated with product design,
brand image, features, technology, dealer network or customer service. Because of differentiation,
the business can charge a premium for its product.
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. To achieve differentiation, following measures can be adopted by
an organization:
1. Offer utility for the customers and match the products with their tastes and preferences.
2. Elevate the performance of the product.
3. Offer the promise of high quality product/service for buyer satisfaction.
4. Rapid product innovation.
5. Taking steps for enhancing image and its brand value.
6. Fixing product prices based on the unique features of the product and buying capacity of the

customer.
Q-20 Sohan and Ramesh are two friends who are partners in their business of making biscuits. Sohan believe

in making profits through selling more volume of products. Hence, he believes in charging lesser price
to the customers. Ramesh, however of the opinion that higher price should be charged to create an
image of exclusivity and for this, he proposes that the product to undergo some change.
Analyse the nature of generic strategy used by Sohan and Ramesh.

Ans. Considering the generic strategies of Porter there are three different bases: cost leadership,
differentiation and focus.
Sohan and Ramesh are contemplating pricing for their product. Sohan is trying to have a low price and
high volume are thereby trying for cost leadership. Cost leadership emphasizes producing standardised
products at a very low per unit cost for consumers who are price sensitive.
Ramesh desires to create perceived value for the product and charge higher prices. He is trying to
adopt differentiation. Differentiation is aimed at producing products and services considered unique
industry wide and directed at consumers who are relatively price insensitive.

Q-21 Explain the meaning of Directional Strategy.
Ans. Directional strategies, also called grand strategies, provide basic directions for strategic actions towards

achieving strategic goals. Such strategies are formulated at the corporate level so are also known as
corporate strategies. The corporate strategies a firm can adopt have been classified into four broad
categories: stability, expansion, retrenchment, and combination.

Q-22  Explain briefly the competitive forces in any industry as identified by Michael Porter.
Ans. Five forces model of Michael Porter is a popular tool for systematically diagnosing the significant

competitive pressures in the market and assessing their strength and importance. The model holds
that the state of competition in an industry is a composite of competitive pressures operating in five
forces as follows:
1. Threat of new entrants: New entrants place a limit on prices and affect the profitability of existing

players. The new capacity and product range the new entrants bring increases competitive
pressure. bigger the new entrant, the more severe the competitive effect.

2. Bargaining power of customers: The bargaining power of the buyers influences not only the
prices that the producer can charge but also influence costs and investments of the producer. This
force will become heavier depending on the possibilities of the buyers forming groups or cartels,
particularly in case of industrial products.
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3. Bargaining power of suppliers: Often suppliers can exercise considerable bargaining power. If the
suppliers are also limited in number they stand a still better chance to exhibit their bargaining
power. The bargaining power of suppliers determines the cost of raw materials and other inputs
of the industry and, therefore, can affect industry attractiveness and profitability.

4. Rivalry among current players: The rivalry among existing players is quite obvious. This is what is
normally understood as competition. The impact is evident more at functional level in the prices
being charged, advertising, and pressures on costs, product and so on.

5. Threats from substitutes: Substitute products are a latent source of competition in an industry.
Substitute products offering a price advantage and/or performance improvement to the consumer
can have significant impact.
The five forces together determine industry attractiveness/profitability. This is so because these
forces influence the causes that underlie industry attractiveness/ profitability.

Q-23 How would you argue that Research and Development Personnel are important for effective strategy
implementation?

Ans.  Research and Development (R&D) personnel can play an integral part in strategy implementation.
These individuals are generally be charged with developing new products and improving old products
in a way that will allow effective strategy implementation. R&D employees and managers perform
tasks that include transferring complex technology, adjusting processes to local raw materials, adapting
processes to local markets, and altering products to particular tastes and specifications.
Strategies such as product development, market penetration, and concentric diversification require
that new products be successfully developed and that old products be significantly improved. But the
level of management support for R&D is often constrained by resource availability.

Q-24 Distinguish between Cost Leadership and Differentiation Strategies.
Ans.  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 priceinsensitive.
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.
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. A successful differentiation
strategy allows a firm to charge a higher price for its product and to gain customer loyalty.

Q-25 Airlines industry in India is highly competitive with several players.  Businesses  face  severe competition
and aggressively market themselves with each other. Luxury Jet is a private Delhi based company with
a fleet size of 9 small aircrafts with seating capacity ranging between 6 seats to 9 seats. There aircrafts
are chartered by big business houses and high net worth individuals for their personalised use. With
customised tourism packages their aircrafts are also often hired by foreigners. Identify and  explain
the  Michael Porter’s Generic Strategy followed by Luxury Jet.

Ans.  The Airlines industry faces stiff competition. However, Luxury Jet has attempted to create a niche
market by adopting focused differentiation strategy. A focused differentiation strategy requires offering
unique features that fulfil the demands of a narrow market.
Luxury Jet compete in the market based on uniqueness and target a narrow market which provides
business houses, high net worth individuals to maintain strict schedules. The option of charter flights
provided several advantages including, flexibility, privacy, luxury and many a times cost saving. Apart
from conveniences, the facility will provide time flexibility. Travelling by private jet is the most
comfortable, safe and secure way of flying your company’s senior business personnel.
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Chartered services in airlines can have both business and private use. Personalized tourism packages
can be provided to those who can afford it.

Q-26 Distinguish between Cost Leadership and Differentiation Strategies.
Ans.  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.
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.
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. A successful differentiation
strategy allows a firm to charge a higher price for its product and to gain customer loyalty.

Q-27 BHAVNAV is a business which makes and sells laptop computers in France. In recent years it has been
struggling to compete with its rivals and has seen a significant fall in its market share. BHAVNAV’s
managers identify that majority of its products launched by BHAVNAV’s rivals were high specification,
with good quality materials and many innovative design features. Products with inferior quality, such
as those sold by BHAVNAV have not sold well in France. This information led BHAVNAV’s management
team to decide to select a new business strategy based on Porter’s Generic Strategic Model. Identify
and suggest the best business strategy BHAVNAV’s management has to opt for?

Ans.  According to Porter, the three different business strategies are: cost leadership, differentiation, and
focus. Porter called these base generic strategies.
The information about competitor activities indicates that the market is uninterested in low-cost
items, so a cost leadership approach is unlikely to be successful for BHAVNAV. It is suggested to adopt
a differentiation strategy and find some way of enabling its laptops to stand out from its rivals.
Differentiation strategy is aimed at broad mass market and involves the creation of a product or service
that is perceived by the customers as unique. The uniqueness can be associated with product design,
brand image, features, technology, dealer network or customer service.

Q-28 Spacetek Pvt. Ltd. is an IT company. Although there is cut throat competition in the IT sector, Spacetek
deals with distinctive niche clients and is generating high efficiencies for serving such niche market.
Other rival firms are not attempting to specialize in the same target market. Identify the strategy
adopted by Spacetek Pvt. Ltd. and also explain the advantages and disadvantages of that strategy.

Ans. Spacetek Pvt. Ltd. company has adopted Focus strategy which is one of the Michael Porter’s Generic
strategies. Focus strategies are most effective when consumers have distinctive preferences or
requirements and when rival firms are not attempting to specialize in the same target segment. An
organization using a focus strategy may concentrate on a particular group of customers, geographic
markets, or on particular product-line segments in order to serve a well-defined but narrow market
better than competitors who serve a broader market.
Advantages of Focus Strategy
1. Premium prices can be charged by the organizations for their focused product/services.
2. Due to the tremendous expertise about the goods and services that organizations following focus

strategy offer, rivals and new entrants may find it difficult to compete.
Disadvantages of Focus Strategy
1. The firms lacking in distinctive competencies may not be able to pursue focus strategy.
2. Due to the limited demand of product/services, costs are high which can cause problems.
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3. In the long run, the niche could disappear or be taken over by larger competitors by acquiring the
same distinctive competencies.

Q-29 Explain the three major R & D approaches to implement strategic decisions.
Ans. There are at least three major R&D approaches for implementing strategies.

i. Be the leader: The first strategy is to be the first firm to market new technological products. This
is a glamorous and exciting strategy but also a dangerous one. Firms such as 3M and General
Electric have been successful with this approach, but many other pioneering firms have fallen,
with rival firms seizing the initiative.

ii. Be an innovative imitator: A second R&D approach is to be an innovative imitator of successful
products, thus minimizing the risks and costs of startup. This approach entails allowing a pioneer
firm to develop the first version of the new product and to demonstrate that a market exists.
Then, laggard firms develop a similar product. This strategy requires excellent R&D personnel and
an excellent marketing department.

iii. Be a low-cost producer: A third R&D strategy is to be a low-cost producer by mass-producing
products similar to but less expensive than products recently introduced. As a new product
accepted by customers, price becomes increasingly important in the buying decision. Also, mass
marketing replaces personal selling as the dominant selling strategy. This R&D strategy requires
substantial investment in plant and equipment, but fewer expenditures in R&D than the two
approaches described earlier.

Q-30 There are many companies in the market offering COVID vaccine. Analyse the product in terms of
threat of new entrants.

Ans. There are three companies offering a vaccine for COVID-19 in India and A fourth Company is awaiting
approval from authorities.
This product involves huge capital requirements and hence not every existing pharma company is
likely to get into the competition. However, once approved for use, the entire world is the target
market. This would lead to economies of scale helping the company to recover the investments made.
The product differentiation is in terms of the low after effect of the vaccine and the effectiveness of
the vaccine in controlling COVID-19. Brand identity is becoming very important with people preferring
international brands compared to a home - grown company. Factors like switching cost, access to
distribution channels and possibility of aggressive retaliation do not apply at present because
governments across the world are controlling these factors and the vaccine has not entered the phase
of free competition.

Q-31 Spacetek Pvt. Ltd. is an IT company. Although there is cut throat competition in the IT sector, Spacetek
deals with distinctive niche clients and is generating high efficiencies for serving such niche market.
Other rival firms are not attempting to specialize in the same target market. Identify the strategy
adopted by Spacetek Pvt. Ltd. and also explain the advantages and disadvantages of that strategy.

Ans. Spacetek Pvt. Ltd. company has adopted Focus strategy which is one of the Michael Porter’s Generic
strategies. Focus strategies are most effective when consumers have distinctive preferences or
requirements and when rival firms are not attempting to specialize in the same target segment. An
organization using a focus strategy may concentrate on a particular group of customers, geographic
markets, or on particular product-line segments in order to serve a well-defined but narrow market
better than competitors who serve a broader market.
Advantages of Focus Strategy
1. Premium prices can be charged by the organizations for their focused product/services.
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2. Due to the tremendous expertise about the goods and services that organizations following focus
strategy offer, rivals and new entrants may find it difficult to compete.

Disadvantages of Focus Strategy
1. The firms lacking in distinctive competencies may not be able to pursue focus strategy.
2. Due to the limited demand of product/services, costs are high which can cause problems.
3. In the long run, the niche could disappear or be taken over by larger competitors by acquiring the

same distinctive competencies.
Q-32 Elucidate: Expanded Marketing Mix
Ans. Expanded Marketing Mix:

Typically, all organizations use a combination of 4 Ps in some form or the other that is product, price,
place, and promotion. However, the above elements of marketing mix are not exhaustive. There are a
few more elements that may form part of an organizational marketing mix strategy as follows:
1. People: all human actors who play a part in delivery of the market offering and thus influence the

buyer’s perception, namely the firm’s personnel and the customer.
2. Physical evidence: the environment in which the market offering is delivered and where the firm

and customer interact.
3. Process: the actual procedures, mechanisms and flow of activities by which the product/ service

is delivered.
Q-33 ABC Ltd. is a beverage manufacturing company. It chiefly manufactures soft drinks. The products are

priced on the lower side which has made the company a leader in the business. Currently it is holding
35 percent market share. The R & D of company developed a formula for manufacturing sugar free
beverages. On successful trial and approval by the competent authorities, company was granted to
manufacture sugar free beverages. This company is the pioneer to launch sugar free beverages which
are sold at a relatively higher price. This new product has been accepted widely by a class of customers.
These products have proved profitable for the company. Identify the strategy employed by the company
ABC Ltd. and mention what measures could be adopted by the company to achieve the employed
strategy.

Ans. According to Porter, strategies allow organizations to gain competitive advantage from three different
bases: cost leadership, differentiation, and focus. Porter called these base generic strategies.
ABC Ltd. has opted Differentiation Strategy. The company has invested huge amount in R & D and
developed a formula for manufacturing sugar free beverages to give the customer value and quality.
They are pioneer and serve specific customer needs that are not met by other companies in the industry.
The new product has been accepted by a class of customers. Differentiated and unique sugar free
beverages enable ABC Ltd. to charge relatively higher for its products hence making higher profits and
maintain its competitive position in the market.
Sugar free beverage of ABC Ltd. is being accepted widely by a class of customers. Differentiation
strategy is aimed at broad mass market and involves the creation of a product or service that is perceived
by the customers as unique. The uniqueness can be associated with product design, brand image,
features, technology, and dealer network or customer service.
Achieving Differentiation Strategy
To achieve differentiation, following strategies are generally adopted by an organization:
1. Offer utility to the customers and match products with their tastes and preferences.
2. Elevate/Improve performance of the product.
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3. Offer the high-quality product/service for buyer satisfaction.
4. Rapid product innovation to keep up with dynamic environment.
5. Taking steps for enhancing brand image and brand value.
6. Fixing product prices based on the unique features of product and buying capacity of the customer.

Q-34 Briefly describe the meaning of divestment and liquidation strategy and establish difference between
the two.

Ans. Divestment strategy involves the sale or liquidation of a portion of business, or a major division, profit
centre or SBU. Divestment is usually a part of rehabilitation or restructuring plan and is adopted when
a turnaround has been attempted but has proved to be unsuccessful.
Liquidation strategy is a retrenchment strategy considered the most extreme and unattractive strategy,
which involves closing down a firm and selling its assets.
Difference between Divestment strategy and Liquidation strategy:
Basis of Difference Divestment Strategy Liquidation Strategy
Meaning Divestment strategy Liquidation strategy involves

involves sale or liquidation  closing down a firm and selling its
of a portion of business. business.

Policy option Divestment is usually a part of Liquidation becomes only option in case
rehabilitation or restructuring of severe and critical conditions where
plan and is adopted  when a either turnaround or divestment are not
turnaround has been attempted seen as solution or have been attempted
but has proved to be  but failed.
unsuccessful. Option of a
turnaround may even be
ignored if it is obvious that
divestment is the only answer.

Purpose Efforts are made for survival of Liquidation as a form of retrenchment
the organization. strategy is unattractive and considered

as the last resort.
 Consequences Survival of organization helps in There is loss of employment and

retaining personnel, at least to opportunities with stigma of failure.
some extent.

Q-35 Easy Access is a marketing services company providing consultancy to a range of business clients. Easy
Access and its rivals have managed to persuade the Government to require all marketing services
companies to complete a time-consuming and bureaucratic registration process and to comply with an
industry code of conduct. Do you think that by doing this Easy Access and its rivals has an advantage in
some way to fight off competitors? Explain.

Ans. Yes, Easy Access and its rivals get advantage by this move. The new bureaucratic process is making it
more complicated for organizations to start up and enter in Easy Access market, increasing barriers to
entry and thereby reducing the threat of new entrants. New entrants can reduce an industry’s
profitability, because they add new production capacity, leading to increase in supply of the product,
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sometimes even at a lower price and can substantially erode existing firm’s market share position.
However, New entrants are always a powerful source of competition. The new capacity and product
range they bring in throws up a new competitive pressure. The bigger the new entrant, the more
severe the competitive effect. New entrants also place a limit on prices and affect the profitability of
existing players, which is known as Price War.

Q-36 Explain in brief the various basis of differentiation strategy.
Ans. There are several basis of differentiation, major being: Product, Pricing and Organization.

Product: Innovative products that meet customer needs can be an area where a company has an
advantage over competitors. However, the pursuit of a new product offering can be costly – research
and development, as well as production and marketing costs can all add to the cost of production and
distribution. The payoff, however, can be great as customer’s flock to be among the first to have the
new product.
Pricing: It fluctuates based on its supply and demand and may also be influenced by the customer’s
ideal value for a product. Companies that differentiate based on product price can either determine to
offer the lowest price or can attempt to establish superiority through higher prices.
Organisation: Organisational differentiation is yet another form of differentiation. Maximizing the
power of a brand or using the specific advantages that an organization possesses can be instrumental
to a company’s success. Location advantage, name recognition and customer loyalty can all provide
additional ways for a company differentiate itself from the competition.

Q-37 Competitive pressures operate as a composite in five areas of the overall market. Elaborate.
Ans. Competition makes organizations work harder, however, it is neither a coincidence nor bad luck. All

organizations have competition and its benefit are enjoyed by the markets.
The customers are able to get better products at lower costs. They get better value for their money
because of competition. A powerful and widely used tool for systematically diagnosing the significant
competitive pressures in a market and assessing the strength and importance of each is the Porter’s
five-forces model of competition. This model holds that the state of competition in an industry is a
composite of competitive pressures operating in five areas of the overall market as follows:
(i) Rivalry among current players: Competitive pressures associated with the marketmanoeuvring

and jockeying for buyer patronage that goes on among rival sellers inthe industry.
(ii) Threat of new entrants: Competitive pressures associated with the threat of new  entrants into

the market.
(iii) Threats from substitutes: Competitive pressures coming from the attempts of companies in other

industries to win buyers over to their own substitute products.
(iv) Bargaining power of suppliers: Competitive pressures stemming from supplier bargaining power

and supplier-seller collaboration.
(v) Bargaining power of customers: Competitive pressures stemming from buyerbargaining power

and seller-buyer collaboration.
Q-38 Write a short note on the concept of cost leadership strategy and how to achieve it?
Ans. Cost leadership strategy requires vigorous pursuit of cost reduction in the areas of procurement,

production, storage and distribution of product or service and als oeconomies in overhead costs.
Accordingly, the cost leader is able to charge a lower price for its products than its competitors and still
make satisfactory profits. The low cost leadership should be such that no competitors are able to
imitate so that it can result in sustainable competitive advantage to the cost leader firm.
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To achieve cost leadership, following are the actions that could be taken:
1. Forecast the demand of a product or service promptly.
2. Optimum utilization of the resources to get cost advantages.
3. Achieving economies of scale leads to lower per unit cost of product/service.
4. Standardisation of products for mass production to yield lower cost per unit.
5. Invest in cost saving technologies and try using advance technology for smart working.
6. Resistance to differentiation till it becomes essential.

Q-39 A business consultancy firm specializes in environment management consultancy. It advises client
companies on how to set up environmental management accounting systems. For measuring recording
and analyzing environmental costs. A large part of its business involves performing environmental
audits to check whether companies have achieved an international assurance standard in environmental
management; this is something that rival consultancy firms do not do. The firm also carries out other
management consultancy projects for client, but these make up only a small proportion of its total
annual fee income.
 Identify the strategy categories by Michael Porter which best describes the strategy of this firm.

Ans. By concentrating mainly on the ‘market’ for consultancy services in environmental management, the
firm is pursuing a focus strategy. By offering audit services, which rival firms do not, this indicates a
differentiation strategy within this chosen market niche.
Hence, the firm is following Focus differentiation strategy. A focused differentiation strategy requires
offering unique features that fulfil the demands of a narrow market. Similar to focused low-cost strategy,
narrow markets are defined in different ways in different settings. Some firms using a focused
differentiation strategy concentrate their efforts on a particular sales channel, such as selling over the
internet only. Others target particular demographic groups. Firms that compete based on uniqueness
and target a narrow market are following a focused differentiations strategy.

Q-40  What are the five competitive forces in an industry as identified by Michael Porter?
Ans.  Five forces model of Michael Porter is a popular tool for systematically diagnosing the significant

competitive pressures in the market and assessing their strength and importance. The model holds
that the state of competition in an industry is a composite of competitive pressures operating in five
forces as follows:
1. Threat of new entrants: New entrants place a limit on prices and affect the profitability of existing

players. The new capacity and product range the new entrants bring increases competitive
pressure.

2. Bargaining power of customers: The bargaining power of the buyers influences not only the
prices that the producer can charge but also influence costs and investments of the producer. This
force will become heavier depending on the possibilities of the buyers forming groups or cartels,
particularly in case of industrial products.

3. Bargaining power of suppliers: Often suppliers can exercise considerable bargaining power. The
bargaining power of suppliers determines the cost of raw  materials and other inputs of the
industry and, therefore, can affect industry attractiveness and profitability.

4. Rivalry among current players: The impact is evident more at functional level in the prices being
charged, advertising, and pressures on costs, product and so on.

5. Threats from substitutes: Substitute products are a latent source of competition in an industry.
Substitute products offering a price advantage and/or performance improvement to the consumer
can have significant impact.
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Q-41 Distinguish between Cost Leadership and Differentiation Strategies.
Ans.  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.
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.
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 .
A successful differentiation strategy allows a firm to charge a higher price for its product and to gain
customer loyalty.

Q-42 Inspite of high commodity inflation, shortage of components and the threat of third wave of COVID-19
pandemic in India, manufacturers of packaged goods, home appliances and consumer electronics are
expecting the business to grow by 12 to 25 percent in the coming months. After one-and-a-half years of
disruption, manufacturers are now confident about managing their inventories better, keeping their
supply channels well-stocked and preparing themselves to minimalize the impact of any COVID related
restrictions even as they gear up for the festive season, which usually accounts for 25 to 35 percent of
their yearly sales.
The home appliances sector could be an example. After a dismal April-June quarter in the year 221;
producers of air conditioners, refrigerators and washing machines are expecting their business to grow
by 15-20 percent in the months to come. All the companies operating in the sector have geared up to
grab the opportunities available in the market.
A leading company in the home appliances domain, XXP India, is planning to launch various innovative
product designs and offer loyalty programmes to lure consumers.
With reference to Michael Porter’s generic strategies, identify which strategy XXP India has planner
for? Explain how this strategy will be advantageous to the company to remain profitable?

Ans. According to Michael Porter, strategies allow organizations to gain competitive advantage from three
different bases: cost leadership, differentiation, and focus. Porter called these base generic strategies.
XXP India Ltd. has planned for Differentiation Strategy. The company is planning to launch various
innovative product designs and offer loyalty programmes to lure customers.
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, because consumers may become strongly
attached to the differentiated features.
Advantages of Differentiation Strategy
A differentiation strategy may help an organisation to remain profitable even with rivalry, new entrants,
suppliers’ power, substitute products, and buyers’ power.
1. Rivalry - Brand loyalty acts as a safeguard against competitors. It means that customers will be less

sensitive to price increases, as long as the firm can satisfy the needs of its customers.
2. Buyers – They do not negotiate for price as they get special features, and they have fewer options

in the market.
3. Suppliers – Because differentiators charge a premium price, they can afford to absorb higher costs

of supplies as the customers are willing to pay extra too.
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4. Entrants – Innovative features are an expensive offer. So, new entrants generally avoid these
features because it is tough for them to provide the same product with special features at a
comparable price.

5. Substitutes – Substitute products can’t replace differentiated products which have high brand
value and enjoy customer loyalty.

Q-43 What are the factors which determine the nature of rivalry in an industry?
Ans. The intensity of rivalry in an industry is a significant determinant of an industry’s attractiveness and

profitability. The intensity of rivalry can influence the costs of suppliers, distribution, and of attracting
customers and thus, can directly affect the profitability. “The more intensive the rivalry, the less
attractive is the industry”. Rivalry among competitors tends to be cutthroat and an industry’s profitability
is low when;
(i) An industry has no clear leader. Therefore, continuous war for leadership.
(ii) Competitors in the industry are numerous.
(iii) Competitors operate with high fixed costs. Thus, aiming for better Return on Investment with

more fierce tactics.
(iv) Competitors face high exit barriers, and therefore, continue to fight for market share.
(v) Competitors have little opportunity to differentiate their offerings.
(vi) The industry faces slow or diminished growth.

Q-44 A private Moneyload Ltd. Bank that targets high worth individuals. They offer a premium service with
many additional and personal services not normally available through other banks. They charge a
ignificant annual fee for these services. The company makes full use of information technology
hroughout its operations in order to minimize costs. Identify and explain the generic strategy adopted
by Moneyload Ltd. Bank?

Ans. According to Porter, strategies allow organizations to gain competitive advantage from three different
bases: cost leadership, differentiation, and focus. Porter called these base generic strategies.
Moneyland Ltd. Bank targets a narrow segment of the market, offering unique and desirable products.
The bank will want to keep its costs under control, but it will not reduce costs at the expenses of
reducing the quality levels of the customer service it offers. By maintaining high quality levels, it will
still be able to charge a premium for its services. Thus, the strategy adopted by Moneyland Ltd. Bank is
Focused Differentiation.
A focused differentiation strategy requires offering unique features that fulfil the demands of a narrow
market. Some firms using a focused differentiation strategy concentrate their efforts on a particular
sales channel, such as selling over the internet only. Others target particular demographic groups.
Firms that compete based on uniqueness and target a narrow market are following a focused
differentiations strategy.

Q-45 Publicity & Sales Promotion.
Ans.  Publicity and Sales promotion are adopted by organizations when they are undertaking promotion in

the overall marketing mix.
Publicity is a non-personal form of promotion similar to advertising. However, no payments are made
to the media as in case of advertising. Organizations skillfully seek to promote themselves and their
product without payment. Publicity is communication of a product, brand or business by placing
information about it in the media without paying for the time or media space directly.
Thus, it is way of reaching customers with negligible cost. Basic tools for publicity are press releases,
press conferences, reports, stories, and internet releases. These releases must be of interest to the
public.
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Sales promotion is an omnibus term that includes all activities that are undertaken to promote the
business but are not specifically included under personal selling, advertising or publicity. Activities
like discounts, contests, money refunds, installments, kiosks, exhibitions and fairs constitute sales
promotion. All these are meant to give a boost to the sales. Sales promotion done periodically may
help in getting a larger market share to an organization.

MULTIPLE CHOICE QUESTIONS

1. In Michael Porter’s generic strategy _____________ emphasizes producing standardized productsat a
very low per unit-cost for consumers who are price sensitive.
(a) Cheap leadership (b) Inferior product leadership
(c) Cost leadership (d) Cost benefit

2. Best-cost provider strategy involves providing customers more value for the money by emphasizing:
(a) Low cost and low quality difference (b) Low cost and better quality difference
(c) High cost and low quality difference (d) High cost and better quality difference

3. Individual  investors  are reliant on upon the organisation's  managers to
(a) Maximize short-term  returns  in the form of dividends.
(b) Add  value  to  their investments  in a way  that  the  stockholders  could not  accomplish on their

own.
(c) Achieve  risk  reduction at a lower cost than  stockholders c ould obtain on their own.
(d) Diversify  the stockholder's  investments  in order to reduce risk.

4. A  firm successfully implementing a differentiation  strategy  would expect:
(a) Customers to be sensitive  to price increases.
(b) To charge premium prices.
(c) Customers to perceive  the product as standard.
(d) To automatically ha ve high  le vels of power o ver suppliers.

5. Michael Porter Generic strategies to gain competitive advantage include all except:
(a) Cost leadership (b) Differentiation
(c) Focus (d) Revenue generation

6. Best-cost provider strategy is related to providing customers more value for money by:
(a) Highlighting low cost and low quality difference.
(b) Emphasizing low cost and better quality difference.
(c) Producing high cost and low quality difference.
(d) Managing high cost and low quality difference.

7. Porter’ cost leadership is a ____________ strategy
(a) Functional level (b) Business level
(c) Corporate level (d) Implementation
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8. According to C.K. Prahalad and Gary Hamel, major core competencies are identified in three areas -
________, ____________, and application to other markets.
(a) Competitor differentiation, customer value.
(b) Competitor differentiation, focus.
(c) Cost leadership, differentiation.
(d) Profits, growth.

9. What will happen in case many new businesses enter a market?
(a) Barriers to entry will rise. (b) Competitive rivalry will intensify.
(c) Capacity of industry will fall. (d) Industry will become more lucrative.

10. D Mart sells fast moving consumer goods at wholesale prices to retail customers, is a strategy of?
(a) Market Penetration (b) Cost Differentiation
(c) Cost Leadership (d) Market Development

Case Scenario - 1

Aero Mind Bridge Technologies Ltd (AMBTL) is a software development company work as a solution provider
to airlines industry. The company was established more than a decade ago by Mr. Pranshu Gupta having
experience of working in United States of America (USA). His entrepreneurial desires brought him back to
India to promote Aero Mind Bridge Technologies Ltd (AMBTL). The company started its operations with a
meagre capital of ‘ 10 lakhs with limited workforce. Currently, it enjoys a valuation of more than ‘ 50 crores.
Almost everybody acknowledged the competency of AMBTL in developing customised software for the
airlines industry.
The high growth of the company was mainly on account of the heavy inflows of the funds in the airlines
industry from various big business houses that have diversified into airlines industry. Currently, these
business houses were in the manufacturing of FMCG, textiles, packaging etc. and having good expertise and
uniqueness in these industries.
However, AMBTL saw stagnation in last three years. The order position was shrinking day by day. The margins
were also reducing. Last year was particularly bad for the AMBTL and its annual sales reduced by 20 % for the
first time since its inception.
Most of the business houses that had entered in the airlines industry had less knowledge and experience in
the industry. However, their desire to diversify and seeing new opportunity in the airlines industry prompted
them to invest heavily into the industry.
However, things did not turn out to be as expected. The tough competition between several players,
reduction in the fare by railways and high prices of aviation fuel created problems for the industry. The
sector was not able to generate reasonable profits thus resulting difficulty in maintaining operations. They
were in need for hard to come by capital. Lately, the airlines industry is witnessing some consolidation with
companies planning for mergers or even contemplating closures.
The general global recession also resulted in the reduction of travel expenditure of corporates resulting in
decrease in the order position of AMBTL.
Based on the above Case Scenario, answer the Multiple Choice Questions which are as follows:
1. According to Michael Porter’s model, identify the competitive pressures faced by airlines industry as

per the given scenario.
1. Competitive pressure among rival sellers
2. Competitive pressure from suppliers
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3. Competitive pressure from substitute products
4. Competitive pressure from buyers
5. Competitive pressure from new entrants
Select the correct combination in the above scenario:
(a) 1, 2 & 3 (b) 1, 3 & 4
(c) 2, 3 & 5 (d) 1, 4 & 5

2. Low cost, differentiation and focus are:
(a) SBU level strategies (b) Corporate level strategies
(c) Business level strategies (d) Functional level strategies

Case Scenario - 2

Connect Private Limited, a Mumbai based company is launching a smartphone, under the  brand name of
Poppy. The company recognizes plethora of options that customers have  from Chinese  manufacturers
flooding the smartphone landscape. With recent COVID 19  pandemic hurting the global sentiment towards
Chinese products, the company plans to  play on the patriotic card and advertise Poppy as the “Desi”
smartphone of India.
Strategic Arm of the company undertook an industry analysis and reported, that, budget  phone segment
was overtaken by the Chinese brands completely; however, the low segment of smartphones was still open
for exploration. Thus, the company planned to enter the market with tw o models, Poppy A and Poppy B,
priced at ` 4,499 and ` 5,499.
The company is also aware that their product can easily be imitated at same costing as  well as pricing, and
thus the very essence of their product can be lost. A team of  marketing professionals was hired to tackle this
issue. The solution they suggested was to take the first mover advantage by spending huge sums in advertising
and promotion.
Based on sound consciousness of the competition from huge money backed international  players, the
compan y decided to manufacture smartphone covers and accessories with  the same “Desi” tag, along with
Poppys martphones. This shall help them mitigate the risk of being completely thrown out of business.
Consequently, they invested a fairly good amount in manufa cturing of these accessories.
The investors made it an objective for the team to reach an annual sales volume of  15,000 handsets and
70,000 pieces of accessories. The accessories sales surpassed the  expectations by a fairly good margin.
However, Poppy A and Poppy B did not receive the much anticipated response and the leadership decided
to reduce the scope and focus  purely on accessories business going forward.
With a new focus on accessories production, the “Desi” tag will still play an important part in the success.
However, they need to ensure creation of strong barriers to entry for domestic players, and for that, they
have plans to increase the production to enormous levels. This shall reduce their unit cost, thus, eliminating
the new entrants due to extremely competitive pricing.
Based on the above case scenario, answer the multiple choice questions which are as follows:
1. The Niche strategy is the best way to enter a:

(a) New market (b) Growing market
(c) Matured market (d) None of the above
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CHAPTER-6
FUNCTIONAL LEVEL STRATEGY

Q-1 State the factors of human resource that influence on employee’s competence.
Ans. Human resource management has been accepted as a strategic partner in the formulation of

organization’s strategies and in the implementation of such strategies through human resource planning,
employment, training, appraisal and reward systems. The following points should be kept in mind as
they can have a strong influence on employee competence:
i. Recruitment and selection: The workforce will be more competent if a firm can successfullyidentify,

attract, and select highly competent applicants.
ii. Training: The workforce will be more competent if employees are well trained to perform theirjobs

properly.
iii. Appraisal of performance: The performance appraisal is to identify any performancedeficiencies

experienced by employees due to lack of competence. Such deficiencies, onceidentified, can
often be solved through counselling, coaching or training.

IV. Compensation: A firm can usually increase the competency of its workforce by offering pay,
benefits and rewards that are not only attractive than those of their competitors but also
recognizes merit.

Q-2 Distinguish be tween Logistic Management and Supply Chain Management.
Ans. Supply  chain management is an extension  of logistic management. However,  there are differences

between  the  two.  Logistical  activities  typically  include  management  of  inbound  and  outbound
goods,  transportation,  warehousing,  handling  of  material,  fulfillment  of  orders,  invento ry
management and supply/demand planning. Although  these activities  also form part of supply chain
management, the  latter  is much broader.  Logistic management can be  termed as  one of  its  part that
is  related  to  planning,  implementing, and  c ontrolling  the  movement  and  storage  of  goods,services
and related  information between the point of origin and the point of  consumption.
Supply  chain  management  is  an  integrating  function  of  all  the  major  business  activities  and
business processes within and across organisations.   Supply Chain Management is a systems  view of
the  linkages  in the  chain consisting  of  different  channel partners  –  suppliers,  intermediaries, third-
party  service  providers  and  customers.  Different  elements  in  the  chain work  togeth er  in  a
collaborative  and coordinated  manner. Often  it  is  used as  a  tool  of  business  transformation  and
involves  delivering  the right  product at the right  time to the  right place and at the right  price.

Q-3 Rohit Bhargava is the Managing Director of Smooth and Simple Pvt Ltd. The company established in
2011, with 35 employees grew very fast to become an organisation with 335 employees in the year
2016. With the increase in size Rohit started facing difficulty in managing things. Many a times he finds
that personnel at the functional level are not in sync with the strategies of the top. He felt that strategies
need to be segregated into viable plans an d policies that are compatible with each other and
communicated down the line.
 Why does Rohit need to segregate the strategies into functional plans? Discuss.

Ans. Rohit Bhargava needs to break higher level strategies into functional strategies for implementation.
These  functional  strategies,  in  form  of  Marketing,  Finance,  Human  Resource,  Production, Research
and  Development  help  in  achieving  the  organisational  obje ctive.  The  reasons  why functional
strategies are needed can be enumerated as follows:
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• Functional strategies lay down clearly what is to be done at the functional level. They provide a
sense of direction to the functional staff.

• They  are  aimed  at  facilitating  the  implementation  of  corporate  strategies  and  the  business
strategies formulation at the business level.

• They act as basis for controlling activities in the different functional areas of business.
• They  help  in  bringing  harmony  and  coordination  as  they  are  formulated  to  achieve  major

strategies.
Similar situations occurring in different functional areas are handled in a consistent manner by
the functional managers.

Q-4 Which of the following statements are ‘correct’ and which are ‘incorrect’? Give reasons, in brief, for
your answer:
Human resource management aids in strategic management.

Ans. Correct:  The  human  resource  management  helps  the  organization  to  effectively  deal  with  the
external environmental challenges. The function has been accepted as a partner in the formulation of
organization’s strategies and in the implementation of such strategies through human resource planning,
employment, training, appraisal and rewarding of personnel .

Q-5 “Evaluating  the  worth  of  a  business  is  central  to  strategy  implementation.”  In  the  light  of  this
statement, explain the methods that can be used for determining the worth of a business.

Ans. It is true that evaluating the worth of a business is central to strategy implementation. There are
circumstances  where  it  is  important  to  evaluate  the  actual  worth  of  the  business.  These
circumstances can be wide and varied. At a higher level they may include acquisition, merges or
diversification.  They  may  also  include  other  situations  such  as  fixing  of  share  price  in  an  issue.
Acquisition, merger, retrenchment may require establishing th e financial worth or cash value of a
business to successfully implement such strategies.
Various methods for determining a business’s worth can be grouped into three main approaches.
(i) Net worth or stockholders’ equity: Net worth is the total assets minus total outside  liabilities of

an organisation.
(ii) Future  benefits  to  owners  through  net  profits:  These  benefits  are  considered  to  be  much

greater than the amount of profits. A conservative rule of thumb is to establish a business’s worth
as five times the firm’s current annual profit. A five-year average profit level could also be used.

(iii) Market-determined business worth: This, in turn, involves three methods. First, the firm’s worth
may be based on the selling price of a similar company. The second approach is called the price-
earnings ratio method whereby the market price of the firm’s equity shares is divided by the
annual earnings per share and multiplied by the firm’s average net income for the preceding
years. The third approach can be called the outstanding shares method whereby one has to
simply multiply the number of shares outstanding by the market price per share and add a
premium.

Q-6 Explain the prominent areas where the Human Resource Manager can play a strategic role.
Ans. Prominent areas where the Human Resource Manager can play strategic role are as follows:

1. Providing purposeful direction: The human resource manager leads people and the organization
towards the desired direction involving people. He can ensure harmony between organisational
objectives and individual objectives.

2. Creating competitive atmosphere: In the present business environment, maintaining competitive
position or gains is an important objective of any business. Having a highly committed and
competent workforce is very important for getting a competitively advantageous position.

-256- Chapter-6 : Functional Level Strategies

Downloaded From www.castudynotes.com

Join Us on Telegram http://t.me/canotes_ipcc

http://www.castudynotes.com
http://t.me/canotes_ipcc


3. Facilitation of change: The human resource manager will be more concerned about furthering the
organization not just maintaining it. He can devote more time to promote acceptance of change
rather than maintaining the status quo.

4. Managing workforce diversity: In a modern organization, management of diverse workforce is a
great challenge. Workforce diversity can be observed in terms of male and female, young and old,
educated and uneducated, unskilled and professional employee and so on. Motivation,
maintaining morale and commitment are some of the key tasks that a HR manager can perform.

5. Empowerment of human resources: Empowerment involves giving more power to those who, at
present, have little control on what they do and little ability to influence the decisions being
made around them.

6. Building core competency: The human resource manager has an important role to play in
developing core competency of the firm. A core competence is a unique strength of an organization
which may not be shared by others. Organization of business around core competence implies
leveraging the limited resources of a firm.

7. Development of works ethics and culture: A vibrant work culture will have to bedeveloped in the
organizations to create an atmosphere of trust among people and  to encourage creative ideas by
the people.

Q-7 Which of the following statements are ‘correct’ and which are ‘incorrect’? Give reasons, in brief, for
your answer: Marketers alone can deliver superior value to customers.

Ans. Incorrect: A marketer alone cannot deliver superior value to the customers. It needs to work in
coordination with other departments to accomplish this. It is important to be part of organization chain
and marketer needs to work in coordination with other departments in the search for competitive
advantages. Organisations need to look at the value chain network along with its own chain of activities
and the chain of suppliers, distributors and ultimately customers.

Q-8 Distinguish between Logistic Management and Supply Chain Management.
Ans. Supply chain management is an extension of logistic management. However, there are differences

between the two. Logistical activities typically include management of inbound and outbound goods,
transportation, warehousing, handling of material, fulfillment of orders, inventory management and
supply/demand planning. Although these activities also form part of supply chain management, the
latter is much broader. Logistic management can be termed as one of its part that is related to planning,
implementing, and controlling the movement and storage of goods, services and related information
between the point of origin and the point of consumption.
Supply chain management is an integrating function of all the major business activities and business
processes within and across organisations. Supply Chain Management is a systems view of the linkages
in the chain consisting of different channel partners-suppliers, intermediaries, third-party service
providers and customers. Different elements in the chain work together in a collaborative and
coordinated manner. Often it is used as a tool of business transformation and involves delivering the
right product at the right time to the right place and at the right price.

Q-9 A web company initially started as an online marketplace for books. From “biggest E - Bookstore,” its
owners wants to expand into an e commerce platform selling electronic goods. Implementation of this
needs additional funds.
What are the different sources of raising funds and their impact on the financial strategy which you as
a financial manager will consider?

Ans. Successful strategy implementation often requires additional capital. Besides net profit from operations
and the sale of assets, two basic sources of capital for an organization are debt and equity. Being a
financial manager to determine an appropriate mix of debt and equity in a firm’s capital structure can
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be vital to successful strategy implementation. Fixed debt obligations generally must be met, regardless
of circumstances. This does not mean that stock issuances are always better than debt for raising
capital. If ordinary stock is issued to finance strategy implementation; ownership and control of the
enterprise are diluted. This can be a serious concern in today’s business environment of hostile
takeovers, mergers, and acquisitions.
The major factors regarding which strategies have to be made by a financial manager are: capital
structure; procurement of capital and working capital borrowings; reserves and surplus as sources of
funds; and relationship with lenders, banks and financial institutions.
Strategies related to the sources of funds are important since they determine how financial resources
will be made available for the implementation of strategies. Organizations have  a range of alternatives
regarding the sources of funds. While one company may rely on external borrowings, another may
follow a policy of internal financing.

Q-10 ABC Ltd is a company that has grown eleven times its size in last five years. With the increase in size the
company is facing difficulty in managing things. Many a times functional level is not in sync with the
corporate level. What will you like to advise to the company and why?

Ans. The higher-level corporate strategies need to be segregated into viable plans and policies that are
compatible with each other and communicated down the line. The higher-level strategies need to be
broken into functional strategies for implementation. These functional strategies, in form of marketing,
finance, human resource, production, research and development help in achieving the organisational
objective. The reasons why functional strategies are needed can be enumerated as follows:
• Functional strategies lay down clearly what is to be done at the functional level. They provide a

sense of direction to the functional staff.
• They are aimed at facilitating the implementation of corporate strategies and the business

strategies formulation at the business level.
• They act as basis for controlling activities in the different functional areas of business.
• They help in bringing harmony and coordination as they are formulated to achieve major strategies.
• Similar situations occurring in different functional areas are handled in a consistent manner by

the functional managers.
Q-11 Define logistics strategy.
Ans. 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 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 effective.

Q-12 Rohit Bhargava is the Managing Director of Smooth and Simple Pvt Ltd. The company established in
2011, with 35 employees grew very fast to become an organisation with 335 employees in the year
2016. With the increase in size Rohit started facing difficulty in managing things. Many a times he finds
that personnel at the functional level are not in sync with the strategies of the top. He felt that strategies
need to be segregated into viable plans and policies that are compatible with each other and
communicated down the line.
Why does Rohit need to segregate the strategies into functional plans? Discuss.

Ans. Rohit Bhargava needs to break higher level strategies into functional strategies for implementation.
These functional strategies, in form of Marketing, Finance, Human Resource, Production, Research and
Development help in achieving the organisational objective. The reasons why functional strategies
are needed can be enumerated as follows:
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• Functional strategies lay down clearly what is to be done at the functional level. They provide a
sense of direction to the functional staff.

• They are aimed at facilitating the implementation of corporate strategies and the business
strategies formulation at the business level.

• They act as basis for controlling activities in the different functional areas of business.
• They help in bringing harmony and coordination as they are formulated to achieve major strategies.
• Similar situations occurring in different functional areas are handled in a consistent manner by

the functional managers.
Q-13 What are the objectives that must be kept in mind while designing a pricing strategy of a new product?
Ans. For a new product pricing strategies for entering a market needs to be designed. In pricing a really new

product at least three objectives must be kept in mind.
i. Making the product acceptable to the customers.
ii. Producing a reasonable margin over cost.
iii. Achieving a market that helps in developing market share.
For a new product an organization may either choose to skim or penetrate the market. In skimming
prices are set at a very high level. The product is directed to those buyers who are relatively price
insensitive but sensitive to the novelty of the new product. For example call rates of mobile telephony
were set very high initially. Even the incoming calls were charged. Since the initial off take of the
product is low, high price, in a way, helps in rationing of supply in favour of those who can afford it.
In penetration pricing firm keeps a temptingly low price for a new product which itself is selling point.
A very large number of the potential customers may be able to afford and willing to try the product.

Q-14 Define logistics strategy.
Ans. 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 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 effective.

Q-15 Write short note on Production system.
Ans. Production System is concerned with the capacity, location, layout, product or service design, work

systems, degree of automation, extent of vertical integration, and such factors. Strategies related to
production system are significant as they deal with vital issues affecting the capability of the organisation
to achieve its objectives. Strategy implementation would have to take into account the production
system factors as they involve decisions which are long-term in nature and influence not only the
operations capability of an organisation but also its ability to implement strategies and achieve
objectives.

Q-16 Ronit Roy has started a new business of manufacturing washing powder. Make a plan for him to promote
his product.

Ans. Promotion stands for activities that communicate the merits of the product and persuade target
consumers to buy it. Strategies are needed to combine individual methods such as advertising, personal
selling, and sales promotion into a coordinated campaign. Modern marketing is highly promotional
oriented.
Ronit needs to cover four major direct promotional methods or tools – personal selling, advertising,
publicity and sales promotion. They are briefly explained as follows:
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(i) Personal selling: Personal Selling involves face-to-face interaction of sales force with the
prospective customers and provides a high degree of personal attention to them. In personal
selling, oral communication is made with potential buyers of a product with the intention of
making a sale.
Ronit may engage a sales team to reach potential customers, explain the benefits of the product
and make a sale.While personal selling is highly effective it suffers from very high costs as sales
personnel are expensive. Considering the product is a new launch in a competitive environment
having a sales team would be essential.

(ii) Advertising: Advertising is a non-personal, highly flexible and dynamic promotional method.
Ronit needs to advertise washing powder through hoardings, display boards  particularly near the
point of sale. He may also consider having advertisements through handouts, newspapers,
magazines and internet. Television and radio are costly alternatives that may be considered
according to his budget.

(iii) Publicity: Publicity is also a non-personal form of promotion similar to advertising. He may organize
a launch party where journalists are invited. It is way of reaching customers with negligible cost.
Basic tools for publicity are press releases, press conferences, reports, stories, and internet
releases. These releases must be of interest to the public.

(iv) Sales promotion: Sales promotion is an omnibus term that includes all activities that are
undertaken to promote the business but are not specifically included under personal selling,
advertising or publicity. Ronit may offer free trial packs to generate interest in the product.
Activities like discounts, contests, money refunds, instalments, kiosks, exhibitions and fairs
constitute sales promotion. All these are meant to give a boost to the sales. Sales promotion done
periodically may help in getting a larger market share.

Q-17 Define Augmented Marketing. Give two examples.
Ans. Augmented Marketing is provision of additional customer services and benefits built around the core

and actual products that relate to introduction of hi-tech services like movies on demand, online
computer repair services, etc. Such innovative offerings provide a set of benefits that promise to
elevate customer service to unprecedented levels.

Q-18 Explain the marketing mix in the context of modern ma rketing.
Ans. Marketing mix is a set of controllable marketing variables that the firm blends to produce the response

that it wants in the target market. Marketing mix consists of everything that the firm can do to influence
the demand for its product. The original framework of marketing mix comprises of product, price,
place and promotion.
Modern marketing is highly promotional oriented and include personal selling, advertising, publicity
and sales promotion.
Personal selling – involves face to face interaction of sales persons with the prospective customers and
provides a high degree of personal attention. It involves working with one customer at a time and
hence not cost effective. The intention of oral communication is sale.
Advertising – is a non-personal, flexible and dynamic promotion method. The media for advertising
are several and choice of an appropriate one is important for effectiveness of message. Sale of the
product and the amount of expenditure cannot be directly measured.
Publicity – is also non-personal but no payments are made to the media. Publicity is communication of
a product, brand or business by placing information about it in the media without paying for the time
or media space directly. It could be through press releases, press conferences, reports, etc.
Sales promotion – includes all activities that are undertaken to promote the business but are not
specifically included under personal selling, advertising or publicity. Activities like discounts, contests,
money refunds, exhibitions etc. are included.
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Q-19 Implementing supply chain management in a business organization has several steps. Discuss.
Ans. Successful implementing supply management systems requires a change from managing individual

functions to integrating activities into key supply chain processes. It involves collaborative work between
buyers and suppliers, joint product development, common systems and shared information. A key
requirement for successfully implementing supply chain will be network of information sharing and
management. Implementing and successfully running supply chain management system will involve:
(i) Product development: Customers and suppliers must work together in the product development

process. Right from the start the partners will have knowledge of all.Involving all partners will
help in shortening the life cycles.

(ii) Procurement: Procurement requires careful resource planning, quality issues, identifying sources,
negotiation, order placement, inbound transportation and storage.
Organizations have to coordinate with suppliers in scheduling without interruptions.

(iii) Manufacturing: Flexible manufacturing processes must be in place to respond to market changes.
They should be adaptive to accommodate customization and changes in the taste and preferences.

(iv) Physical distribution: Delivery of final products to customers is the last position in a marketing
channel. Availability of the products at the right place at right time is important for each channel
participant.

(v) Outsourcing: Outsourcing is not limited to the procurement of materials and components, but
also include outsourcing of services so that the company is able to focus on those activities where
it has competency.

(vi) Customer services: Organizations, through interfaces with the company’s production and
distribution operations, develop customer relationships so as to satisfy them.

(vii) Performance measurement: Supplier capabilities and customer relationships can be correlated
with a firm performance. Performance is measured in different parameters such as costs, customer
service, productivity and quality.

Q-20 Define the term ‘Marketing’. Distinguish between social marketing and service marketing.
Ans. In general, marketing is an activity performed by business organizations. In the present day for business,

it is considered to be the activities related to identifying the needs of customers and taking such
actions to satisfy them in return of some consideration. The term marketing constitutes different
processes, functions, exchanges and activities that create perceived value by satisfying needs of
individuals.
Social marketing and service marketing are marketing strategies primarily with different orientations.
Social Marketing refers to the design, implementation, and control of programs seeking to increase
the acceptability of a social ideas, cause, or practice among a target group. For instance, the publicity
campaign for prohibition of smoking or encouraging girl child, etc.
On the other hand, service marketing is applying the concepts, tools, and techniques, of marketing to
services. Service is any activity or benefit that one party can offer to another that is essentially intangible
and non-perishing. These may be from business to consumer and from business to business.

Q-21 Distinguish between the following: Logistic management and supply chain management.
Ans. Supply chain management is an extension of logistic management. However, there are differences

between the two. Logistical activities typically include management of inbound and outbound goods,
transportation, warehousing, handling of material, fulfillment of orders, inventory management and
supply/demand planning. Although these activities also form part of supply chain management, the
latter is much broader. Logistic management can be termed as one of its part that is related to planning,
implementing, and controlling the movement and storage of goods, services and related information
between the point of origin and the point of consumption.
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Supply chain management is an integrating function of all the major business activities and business
processes within and across organisations. Supply Chain Management is a systems view of the linkages
in the chain consisting of different channel partners – suppliers, intermediaries, third-party service
providers and customers. Different elements in the chain work together in a collaborative and
coordinated manner. Often it is used as a tool of business transformation and involves delivering the
right product at the right time to the right place and at the right price.

Q-22 Mr. Vicky Verma, a Gwalior based entrepreneur, has entered into an exclusive-retail deal with an
Italian company selling ‘Fantasy-3D’, a Hologram LED Fan, which is being used    for advertising at public
places. Mr. Verma procured a total  of  500 units of  the product  and paid upfront as per the seller’s
policy. This resulted in blocking of his working capital significantly and the shipment is expected in a
month. Meanwhile his continued efforts of establishing relations with the marketing heads of
corporates resulted in a series of meetings, where he demonstrated his specialist product knowledge
by changing the hologram images to  personalise basis specifications of  the customer. The management
of a big automative company was impressed with the quality and adaptability of  the product, and
awarded a contract of 125 units to be displayed in the auto-maker’s showrooms. Identify and explain
the product promotion strategy adopted by Mr. Verma.

Ans. Mr. Vicky Verma established personal contacts with potential buyers of the product and persuaded the
marketing department over several physical meetings, and was finally able to make sales. The personal
relation establishment and physical demonstration, indicates that Mr. Verma used the Personal Selling
method of Promotion. Modern marketing is highly promotional oriented and include personal selling,
advertising, publicity and sales promotion. Personal selling involves face to face interaction of sales
persons with the prospective customers and provides a high degree of personal attention. It involves
working with one customer at a time and hence not cost effective. The intention of oral communication
is sale.

Q-23 How would you argue that Research and Development Personnel are important for effective strategy
implementation?

Ans.  Research and Development (R&D) personnel can play an integral part in strategy implementation.
These individuals are generally charged with developing new products and improving old products in
a way that will allow effective strategy implementation. R&D employees and managers perform tasks
that include transferring complex technology, adjusting processes to local raw materials, adapting
processes to local markets, and altering products to particular tastes and specifications.
Strategies such as product development, market penetration, and concentric diversification require
that new products be successfully developed and that old products be significantly improved. But the
level of management support for R&D is often constrained by resource availability.

Q-24 State the factors of human resource that have influence on employee’s competence.
Ans. Human resource management has been accepted as a strategic partner in the formulation of

organization’s strategies and in the implementation of such strategies through human resource planning,
employment, training, appraisal and reward systems. The following points should be kept in mind as
they can have a strong influence on employee competence:
i. Recruitment and selection: The workforce will be more competent if a firm can successfully

identify, attract, and select highly competent applicants.
ii. Training: The workforce will be more competent if employees are well trained to perform their

jobs properly.
iii. Appraisal of performance: The performance appraisal is to identify any performance deficiencies

experienced by employees due to lack of competence. Such deficiencies, once identified, can
often be solved through counselling, coaching or training.
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iv. Compensation: A firm can usually increase the competency of its workforce by offering pay,
benefits and rewards that are not only attractive than those of their competitors but also
recognizes merit.

Q-25 Logistic management and Supply chain management.
Ans. Supply chain management is an extension of logistic management. However, there are differences

between the two. Logistical activities typically include management of inbound and outbound goods,
transportation, warehousing, and handling of material, fulfillment of orders, inventory management
and supply/demand planning. Although these activities also form part of supply chain management,
the latter is much broader. Logistic management can be termed as one of its parts that is related to
planning, implementing, and controlling the movement and storage of goods, services and related
information between the point of origin and the point of consumption.
Supply chain management is an integrating function of all the major business activities and business
processes within and across organizations. Supply Chain Management is a systems view of the linkages
in the chain consisting of different channel partners - suppliers, intermediaries, third-party service
providers and customers. Different elements in the chain work together in a collaborative and
coordinated manner. Often it is used as a tool of business transformation and involves delivering the
right product at the right time to the right place and at the right price.

Q-26 What are the objectives that must be kept in mind while designing a pricing strategy of a new product?
Ans. For a new product pricing strategies for entering a market needs to be designed. In pricing a really new

product at least three objectives must be kept in mind.
i. Making the product acceptable to the customers.
ii. Producing a reasonable margin over cost.
iii. Achieving a market that helps in developing market share.
For a new product an organization may either choose to skim or penetrate the market. In skimming
prices are set at a very high level. The product is directed to those buyers who are relatively price
insensitive but sensitive to the novelty of the new product. For example call rates of mobile telephony
were set very high initially. Even the incoming calls were charged. Since the initial off take of the
product is low, high price, in a way, helps in rationing of supply in favor of those who can afford it.
In penetration pricing firm keeps a temptingly low price for a new product which itself is selling point.
A very large number of the potential customers may be able to afford and willing to try the product.

Q-27 Maadhyam, a hearing aid manufacturer recently introduced an AI based management tool in its
organization which are having the qualities and capabilities of managing teams across functions. This
technological tool in addition to saving organizational costs by replacing many tasks of the middle
management has also served as a link between top and bottom levels in the organization and assists in
quick decision making. The skewed middle level managers now perform cross-functional duties. What
could be their new organizational structure post implementation of AI based management tool? How
can this structure benefit the organization?

Ans. In the recent years information technology and communications have significantly altered the
functioning of organizations. The role played by middle management is diminishing as the tasks
performed by them are increasingly being replaced by the technological tools. Hourglass organization
structure consists of three layers in an organization structure with constricted middle layer. The structure
has a short and narrow middle management level.
Information technology links the top and bottom levels in the organization taking away many tasks
that are performed by the middle level managers. A shrunken middle layer coordinates diverse lower
level activities.
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Hourglass Organization Structure
Hourglass structure has obvious benefit of reduced costs. It also helps in enhancing responsiveness by
simplifying decision making. Decision making authority is shifted close to the source of information so
that it is faster. However, with the reduced size of middle management, the promotion opportunities
for the lower levels diminish significantly.

Q-28 What are the issues to- be resolved by a business enterprise to have an effective logistic strategy?
Ans. Management of logistics is a process which integrates the flow of supplies into, through and out of an

organisation to achieve a level of service which ensures that the right materials are available at the
right place, at the right time, of the right quality and at the right cost.
For a business enterprise, effective logistic strategy will involve raising and finding solutions to the
following questions:
• which sources of raw materials and components are available?
• How many manufacturing locations are there?
• What products are being made at each manufacturing location?
• What modes of transportation should be used for various products?
• What is the nature of distribution facilities?
• What is the nature of materials handling equipment possessed? Is it ideal?
• What is the method for deploying inventory in the logistics network?
• Should the business firm own the transport vehicles or hire?

Q-29 Moonlight Private Limited deals in multi-products and multi-businesses. It has its own set of
competitors. It seems impractical for the company to provide separate strategic planning treatment to
each one of its product or businesses. As a strategic manager, suggest the type of structure best suitable
for Moonlight Private Limited and state its benefits.

Ans. It is advisable for Moonlight Private Limited to follow the strategic business unit (SBU) structure.
Moonlight Private Limited has a multi-product and multi-business structure where, each of these
businesses has its own set of competitors. In the given case, Strategic Business Unit (SBU) structure
would best suit the interests of the company.
SBU is a part of a large business organization that is treated separately for strategic management
purposes. It is separate part of large business serving product markets with readily identifiable
competitors. It is created by adding another level of management in a divisional structure after the
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divisions have been grouped under a divisional top management authority based on the common
strategic interests.
Very large organizations, particularly those running into several products, or operating at distant
geographical locations that are extremely diverse in terms of environmental factors, can be better
managed by creating strategic business units, just as is the case for Moonlight Private Limited. SBU
structure becomes imperative in an organization with increase in number, size and diversity.
Benefits of SBUs:
1. Establishing coordination between divisions having common strategic interest.
2. Facilitate strategic management and control.
3. Determine accountability at the level of distinct business units.
4. Allow strategic planning to be done at the most relevant level within the total enterprise.
5. Make the task of strategic review by top executives more objective and more effective.

Q-30 Discuss the guidelines for selection of Research & Development expertise by an organization.
Ans. A critical question is whether a firm should develop research and development expertise internally or

outside to external agencies. The answer to this critical question mainly depends on rate of technology
progress and rate of market growth. The following guidelines can be used to help make this decision:
• If the rate of technical progress is slow, the rate of market growth is moderate, and there are

significant barriers to possible new entrants, then in-house R&D is the preferred solution. The
reason is that R&D, if successful, will result in a temporary product or process monopoly that the
company can exploit.

• If technology is changing rapidly and the market is growing slowly, then a major effort in R&D may
be very risky, because it may lead to the development of an ultimately obsolete technology or
one for which there is no market.

• If technology is changing slowly but the market is growing quickly, there generally is not enough
time for in-house development. The prescribed approach is to obtain R&D expertise on an exclusive
or non-exclusive basis from an outside firm.

• If both technical progress and market growth are fast, R&D expertise should be obtained through
acquisition of a well-established firm in the industry.

Q-31 State the factors of human resource that have a strong influence on employee competence.
Ans. Human resource management has been accepted as a strategic partner in the formulation of

organization’s strategies and in the implementation of such strategies through human resource planning,
employment, training, appraisal and reward systems. The following points should be kept in mind as
they can have a strong influence on employee competence:
1. Recruitment and selection: The workforce will be more competent if a firm can successfully

identify, attract, and select highly competent applicants.
2. Training: The workforce will be more competent if employees are well trained to perform their

jobs properly.
3. Appraisal of performance: The performance appraisal is to identify any performance deficiencies

experienced by employees due to lack of competence. Such deficiencies, once identified, can
often be solved through counseling, coaching or training.

4. Compensation: A firm can usually increase the competency of its workforce by offering pay,
benefits and rewards that are not only attractive than those of their competitors but also
recognizes merit.
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Q-32 Draw ‘Divisional Structure’ with the help of a diagram. Also, give advantages and disadvantages of this
structure in brief.

Ans. Divisional structure is that organizational structure which is based on extensive delegation of authority
and built on division basis. The divisional structure can be organized in one of the four ways: by
geographic area, by product or service, by customer, or by process. With a divisional structure, functional
activities are performed both centrally and in each division separately.

Figure: Divisional Structure
Advantages of divisional structure
• Accountability is clear: Divisional managers can be held responsible for sales and profit levels.

Because a divisional structure is based on extensive delegation of authority, managers and
employees can easily see the results of their good or bad performances and thus their morale is
high.

• Other advantages: It creates career development opportunities for managers, allows local control
of local situations, leads to a competitive climate within an organization, and allows new
businesses and products to be added easily.

Disadvantages of divisional structure
• Higher cost: Owing to following reasons: (i). requires qualified functional specialist at different

divisions and needed centrally (at headquarters); (ii). It requires an elaborate, headquarters -
driven control system.

• Conflicts between divisional managers: Certain regions, products, or customers may sometimes
receive special treatment, and it may be difficult to maintain consistent, company-wide practices.

Q-33 State the factors of human resource that influence employee’s co impotence.
Ans. Human resource management has been accepted as a strategic partner in the formulation of

organization’s strategies and in the implementation of such strategies through human resource planning,
employment, training, appraisal and reward systems. The following points should be kept in mind as
they can have a strong influence on employee competence:
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i. Recruitment and selection: The workforce will be more competent if a firm can successfully
identify, attract, and select highly competent applicants.

ii. Training: The workforce will be more competent if employees are well trained to perform their
jobs properly.

iii. Appraisal of performance: The performance appraisal is to identify any performance deficiencies
experienced by employees due to lack of competence.

Such deficiencies, once identified, can often be solved through counselling, coaching or training.

iv. Compensation: A firm can usually increase the competency of its workforce by offering pay,
benefits and rewards that are not only attractive than those of their competitors but also
recognizes merit.

Q-34 Write short note on Publicity and Sales Promotion.

Ans. Publicity and Sales promotion are adopted by organizations when they are undertaking promotion in
the overall marketing mix.

Publicity is a non-personal form of promotion similar to advertising. However, no payments are made
to the media as in case of advertising. Organizations skillfully seek to promote themselves and their
product without payment. Publicity is communication of a product, brand or business by placing
information about it in the media without paying for the time or media space directly.

Thus, it is way of reaching customers with negligible cost. Basic tools for publicity are press releases,
press conferences, reports, stories, and internet releases. These releases must be of interest to the
public.

Sales promotion is an omnibus term that includes all activities that are undertaken to promote the
business but are not specifically included under personal selling, advertising or publicity. Activities
like discounts, contests, money refunds, installments, kiosks, exhibitions and fairs constitute sales
promotion. All these are meant to give a boost to the sales. Sales promotion done periodically may
help in getting a larger market share to an organization.

Q-35 ABC Ltd is a company that has grown eleven times its size in last five years. With the increase in size,
the company is facing difficulty in managing things. Many a times functional level is not in sync with the
corporate level. What will you like to advise to the company and why?

Ans. The higher-level corporate strategies need to be segregated into viable plans and policies that are
compatible with each other and communicated down the line. The higher-level strategies need to be
broken into functional strategies for implementation. These functional strategies, in form of marketing,
finance, human resource, production, research and development help in achieving the organisational
objective. The reasons why functional strategies are needed can be enumerated as follows:

• Functional strategies lay down clearly what is to be done at the functional level.

They provide a sense of direction to the functional staff.

• They are aimed at facilitating the implementation of corporate strategies and the business
strategies formulation at the business level.

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

• They help in bringing harmony and coordination as they are formulated to achieve major strategies.

• Similar situations occurring in different functional areas are handled in a consistent manner by
the functional managers.
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Q-36 Write short note on Publicity and Sales Promotion.

Ans. Publicity and Sales promotion are adopted by organizations when they are undertaking promotion in
the overall marketing mix.
Publicity is a non-personal form of promotion similar to advertising. However, no payments are made
to the media as in case of advertising. Organizations skillfully seek to promote themselves and their
product without payment. Publicity is communication of a product, brand or business by placing
information about it in the media without paying for the time or media space directly.
Thus, it is way of reaching customers with negligible cost. Basic tools for publicity are press releases,
press conferences, reports, stories, and internet releases. These releases must be of interest to the
public.
Sales promotion is an omnibus term that includes all activities that are undertaken to promote the
business but are not specifically included under personal selling, advertising or publicity. Activities
like discounts, contests, money refunds, installments, kiosks, exhibitions and fairs constitute sales
promotion. All these are meant to give a boost to the sales. Sales promotion done periodically may
help in getting a larger market share to an organization.

Q-37  You are the Human Resource Manager of a Company. What are the prominent areas where you can play
strategic role?

Ans.  Prominent areas where the Human Resource Manager can play strategic role are as follows:
1. Providing purposeful direction: The human resource manager leads people and the organization

towards the desired direction involving people. He can ensure harmony between organisational
objectives and individual objectives.

2. Creating competitive atmosphere: In the present business environment, maintaining competitive
position or gains is an important objective of any business. Having a highly committed and
competent workforce is very important for getting a competitively advantageous position.

3. Facilitation of change: The human resource manager will be more concerned about furthering the
organization not just maintaining it. He can devote more time to promote acceptance of change
rather than maintaining the status quo.

4. Managing diversity of workforce: In a modern organization, management of diverse workforce is
a great challenge. Workforce diversity can be observed in terms of male and female, young and
old, educated and uneducated, unskilled and professional employee and so on. Motivation,
maintaining morale and commitment are some of the key tasks that a HR manager can perform.

5. Empowerment of human resources: Empowerment involves giving more power to those who, at
present, have little control on what they do and little ability to influence the decisions being
made around them.

6. Building core competency: The human resource manager has an important role to play in
developing core competency of the firm. A core competence is a unique strength of an organization
which may not be shared by others. Organization of business around core competence implies
leveraging the limited resources of a firm.

7. Development of works ethics and culture: A vibrant work culture will have to be developed in the
organizations to create an atmosphere of trust among people and to encourage creative ideas by
the people.

Q-38  You are a manager of a firm, and you have to raise funds for a business project. From which sources can
you raise the funds for your company?
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Ans. Strategies related to the source of fund are important since they determine how financial resources
will be available for the implementation of the financial strategies. Companies may rely on internal
and external sources of financing for their short term and long term  requirement of their funds. The
funds may be raised from national and international money and capital markets.
Following are some important sources for raising funds:
i. Net profit from the operations: Using retained earnings to reinvest in the business, either in new

projects or to scale up existing operations.
ii. Sale of assets: The purpose of an asset sale is generally to increase cash flow, reduce bad debt risk

and liquidation of assets.
iii. Debt: Debt is an amount of money borrowed by one party from another. It is used by many

corporations as a method of making large purchases that they could not afford under normal
circumstances. It could be applied to boost organizations return on investment. During low earning
periods, too much debt in the capital structure of an organization can endanger stockholders’
return and jeopardize company survival. Debt can be in the form of debentures, bonds, loans
from financial institutions and deposits from public/fixed deposits.

iv. Issuance of share capital to the public: Equity can be of two type – ordinary Shares and preference
shares.

Q-39 A Chennai based fast moving consumer goods (FMCG) major CDE Ltd. recently announced restructuring
its business. The company indicated that the business would be split into mainly four different streams-
FMCG, E-commerce, Retail, and Research & Development. The company management has decided that
these four units will operate as separate businesses. The top corporate officer shall delegate
responsibility for day-to-day operations and business unit strategy to the concerned managers.
Identify the organization structure that CDE Ltd. has planned to implement. Discuss any four attributes
and the benefits the firm may derive by using this organization structure.

Ans. CDE Ltd. has planned to implement Strategic Business Unit (SBU) structure. Very large organisations,
particularly those running into several products, or operating at distant geographical locations that are
extremely diverse in terms of environmental factors, can be better managed by creating strategic
business units. SBU structure becomes imperative in an organisation with increase in number, size and
diversity.
The attributes of an SBU and the benefits a firm may derive by using the SBU Structure are as follows:
• A scientific method of grouping the businesses of a multi – business corporation which helps the

firm in strategic planning.
• An improvement over the territorial grouping of businesses and strategic planning based on

territorial units.
• Strategic planning for SBU is distinct from rest of businesses. Products/ businesses within an SBU

receive same strategic planning treatment and priorities.
• Each SBU will have its own distinct set of competitors and its own distinct strategy.
• The CEO of SBU will be responsible for strategic planning for SBU and its profit performance.
• Products/businesses that are related from the stand point of function are assembled together as

a distinct SBU.
• Unrelated products/ businesses in any group are separated into separate SBUs.
• Grouping the businesses on SBU lines helps in strategic planning by removing the vagueness and

confusion.
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• Each SBU is a separate business and will be distinct from one another on the basis of mission,
objectives etc.

Q-40 “Business organizations face countless marketing challenges that affect the success orfailure of strategy
implementation”. In light of this statement, discuss some marketing decisions that require special
attention.

Ans. A business organization faces countless marketing challenges that affect the success or failure of
strategy implementation. Some examples of marketing decisions that may require special attention
are as follows:
1. The amount and the extent of advertising to be done. Whether to use heavy or light advertising.

What should be the amount of advertising in print media, television or internet?
2. Decisions regarding distribution network to be used. Whether to use exclusive dealerships or

multiple channels of distribution.
3. Whether to be a price leader or a price follower?
4. Whether to offer a complete or limited warranty?
5. Whether to limit or enhance the share of business done with a single or a few customers?
6. Whether to reward sales people based on straight salary, straight commission, or on a combination

of salary and commission?
Q-41 Write a short note on Expanded Marketing Mix.
Ans.  Expanded Marketing Mix:

Typically, all organizations use a combination of 4 Ps in some form or the other that is product, price,
place, and promotion. However, the above elements of marketing mix are not exhaustive. There are a
few more elements that may form part of an organizational marketing mix strategy as follows:
1. People: all human actors who play a part in delivery of the market offering and thus influence the

buyer’s perception, namely the firm’s personnel and the customer.
2. Physical evidence: the environment in which the market offering is delivered and where the firm

and customer interact.
3. Process: the actual procedures, mechanisms and flow of activities by which the product/ service

is delivered.

MULTIPLE CHOICE QUESTIONS

1. A campaign advocating the message of ‘save water’ is:
(a) Services Marketing (b) Holistic marketing
(c) Social Marketing (d) Direct Marketing

2. For a new product, an organization may choose:
(a) Skimming pricing strategy (b) Penetration pricing strategy
(c) Both (a) and (b) (d) None of these

3. Financial objectives  involve  all of  the following  except:
(a) Growth in revenues (b) Larger market share
(c) Higher dividends (d) Greater return  on investment
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4. Decisions with regards to marketing mix are related to:
(a) Growth Strategy (b) Business level strategy
(c) Functional strategy (d) Corporate decisions

5. The purpose of logistics management is
(a) Provide customer satisfaction
(b) Create automation
(c) Procure better quality raw material
(d) Manage inward and outward movement of goods

6. Supply chain refers to the linkages between:
(a) Suppliers (b) Logistics (c) Customers (d) All

7. Which of the following is not true for SBUs
(a) It is relevant for multi-product, multi-business enterprises.

(b) It provides for more control at enterprise level with centralised strategic planning.

(c) A SBU has its own set of competitors.

(d) SBUs can be created for units at distant geographical locations.

8. Marketing Strategy is the following type of strategy:

(a) Business Strategy. (b) Functional Strategy.

(c) Growth Strategy. (d) Product Strategy.

Aero Mind Bridge Technologies Ltd (AMBTL) is a software development company work as a solution provider
to airlines industry. The company was established more than a decade ago by Mr. Pranshu Gupta having
experience of working in United States of America (USA). His entrepreneurial desires brought him back to
India to promote Aero Mind Bridge Technologies Ltd (AMBTL). The company started its operations with a
meagre capital of ‘ 10 lakhs with limited workforce. Currently, it enjoys a valuation of more than ‘ 50 crores.
Almost everybody acknowledged the competency of AMBTL in developing customised software for the
airlines industry.
The high growth of the company was mainly on account of the heavy inflows of the funds in the airlines
industry from various big business houses that have diversified into airlines industry. Currently, these
business houses were in the manufacturing of FMCG, textiles, packaging etc. and having good expertise and
uniqueness in these industries.
However, AMBTL saw stagnation in last three years. The order position was shrinking day by day. The margins
were also reducing. Last year was particularly bad for the AMBTL and its annual sales reduced by 20 % for the
first time since its inception.
Most of the business houses that had entered in the airlines industry had less knowledge and experience in
the industry. However, their desire to diversify and seeing new opportunity in the airlines industry prompted
them to invest heavily into the industry.
However, things did not turn out to be as expected. The tough competition between several players,
reduction in the fare by railways and high prices of aviation fuel created problems for the industry. The
sector was not able to generate reasonable profits thus resulting difficulty in maintaining operations. They
were in need for hard to come by capital. Lately, the airlines industry is witnessing some consolidation with
companies planning for mergers or even contemplating closures.
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The general global recession also resulted in the reduction of travel expenditure of corporates resulting in
decrease in the order position of AMBTL.
Based on the above Case Scenario, answer the Multiple Choice Questions which are as follows:
1. Sport Spirit (SS) is a medium sized sports retailer. It currently operates three shops in the city at centre

locations. The management of Sport Spirit (SS) has a very careful recruitment policy; any applicant
must have a ‘passion for sport’. Which one of the following functional strategies would best describe
by SS?
(a) Human Resource Strategy (b) Financial Strategy
(c) Operation Strategy (d) Marketing Strategy
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CHAPTER-7
ORGANIZATION AND STRATEGIC LEADERSHIP

Q-1 How can a corporate culture be both strength and weakness of an organisation?
Ans. The most important phenomenon which often distinguishes one organisation with another is its

corporate culture. Corporate culture refers to a company’s values, beliefs, business principles,
traditions, and ways of operating and internal work environment. Every corporation has a culture that
exerts powerful influences on the behaviour of managers.
(i) As a strength: Culture can facilitate communication, decision making and control and instil

cooperation and commitment. An organization’s culture could be strong and cohesive when it
conducts its business according to clear and explicit set of principles and values, which the
management devotes considerable time to communicating to employees and which values are
shared widely across the organisation.

 (ii) As a weakness: Culture, as a weakness can obstruct the smooth implementation of strategy by
creating resistance to change. An organization’s culture could be characterised as weak when
many sub-cultures exists, few values and behavioural norms are shared and traditions are rare. In
such organizations, employees do not have a sense of commitment, loyalty and sense of identity.

Q-2 How can a corporate culture be  both strength and weakness of an organisation?
Ans. The most  important  phenomenon which often  distinguishes  one  organisation  with  another  is  its

corporate culture. Corporate culture refers to a company’s values, beliefs, business principles,
traditions,  and ways  of  operating  and internal  work environment.  Every  corporation  has a culture
that  exerts  powerful influences on the behaviour  of managers.
(i) As a strength:  Culture can facilitate  communication, decision making and  control and instil

cooperation and commitment. An organization’s culture could be strong and cohesive when it
conducts its  business according to  clear and explicit set  of  principles and  values,  which the
management devotes  considerable time to  communicating to employees  and which value s are
shared widely across the organisation.

(ii) As a weakness: Culture,  as a weakness can obstruct the smooth implementation of strate g y by
creating resistance to change. An organization’s culture could be characterised as weak when
many sub-cultures exists,  few values  and behavioural  norms are shared and tradition s are rare.
In such organizations,  em ployees do not have  a sense of commitment, loyalty  and sense of
identity.

Q-3 Always  Fit  is  a  company  that  operates  in  pharmacy  store  chain s.  Its  stores  are  specialized  in
providing prescribed medicines, health and wellness products etc . in the country. The store chain is
having surplus space which can be utilized for other purposes. Azad, a senior executive of the research
and  development  wing  in  the  company  conceives  an  idea  to  manufacture  and  sell  the cosmetic
products for utilizing the surplus space available in the pharmacy stores. Identify and explain the role
of Azad in company.
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Ans. Azad plays role as an intrapreneur who operates within the boundaries of an organisation. He is an
employee of Always Fit, who is vested with authority of initiating creativity and innovation in the
company’s products, services and projects, redesigning the processes, workflows and systems.  Azad
believes in change and do not fear failure.  He  discovers a new idea which can  benefit the whole
organization  by  utilizing  the  surplus  space  in  the  stores.  The  job  of  Azad  is  extremely challenging.
He gets recognition and reward for the success achieved.

Q-4 Mathew & Sons Ltd. is a diversified business entity having business operations across the globe.
Presently, Mr. Mathew is the CEO of Mathew & Sons Ltd. He is going to retire in next 4 months, so he has
decided to change the company’s leadership and hand over the pedals to his elder son Marshal. Marshal
is a highly educated with an engineering degree from USA. However, being very young he is not clear
about his role and responsibilities.

In your view, what are the responsibilities of Marshal as CEO of Mathew & Sons Ltd.

Ans. Marshal, to be an effective strategic leader of Mathew & Sons Ltd. must be able to deal with the diverse
and cognitively complex competitive situations that are characteristic of today’s competitive landscape.
He has several responsibilities, including the following:

• Making strategic decisions.

• Formulating policies and action plans to implement strategic decision.

• Ensuring effective communication in the organisation.

• Managing human capital (perhaps the most critical of the strategic leader’s skills).

• Managing change in the organisation.

• Creating and sustaining strong corporate culture.

• Sustaining high performance over time.

Q-5 Define Entrepreneur. What are the characteristics of an entrepreneur?

Ans. An entrepreneur is an individual who conceives the idea of starting a new venture, takes all types of
risks, not only to put the product or service into reality but also to make it an extremely demanding
one. An entrepreneur is one who:

• Initiates and innovates a new concept.

• Recognises and utilises opportunity.

• Arranges and coordinates resources such as man, material, machine and capital.

• Faces risks and uncertainties.

• Establishes a startup company.

• Adds value to the product or service.

• Takes decisions to make the product or service a profitable one.

• Is responsible for the profits or losses of the company.

Q-6 Distinguish between Entrepreneurs and Intrapreneurs.

Ans. The terms Entrepreneur and the Intrapreneur might seem the same words to hear, but both the
terms have much differences including their spelling and characteristics. The differences between
these two terms have been shortly gleaned below:-
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Entrepreneur Intrapreneur
Dependency An entrepreneur is independent An intraprenuer is dependent on the

in his operations.  entrepreneur, i.e. the owner.
Raising of Funds An entrepreneur himself Funds are not raised by the Intrapreneur.

raises funds required for the
enterprise.

Risk Entrepreneur bears the risk An intraprenuer does not fully bear the risk
involved in the business.  involved in the enterprise.

Operation An entrepreneur operates On the contrary, an intraprenuer operates
from out side.  from within the organization itself.

Orientation An entrepreneur begins his An intrapreneur sets up his enterprise after
business with a newly set working someone else’s organization.
up enterprise.

Experience As an entrepreneur establishes An intrapreneur establishes his business
new business, so he does not  after gathering experiences through
possess any experience working in the other organizations
over the business.

According to the above table, anyone can differentiate between the entrepreneur and intrapreneur as
both the terms are heterogeneous.

Q-7 Jupiter Electronics Ltd. is known for its ability to come out with path-breaking products.
Though the work environment at Jupiters is relaxed and casual, yet, there is a very strong commitment
to deadlines. The employees believe in “work hard play hard” ethic. The organisation has moved away
from formal and hierarchical set up to a more results-driven approach. Employees are committed to
strategies and work towards achieving them. They guard innovations, maintain confidentiality and
secrecy in their working. They are closely related to values, practices, and norms of organisations
What aspects of an organization that are being discussed? Explain.

Ans. The scenario being referred to is culture in Jupiter Electronics. Strong culture promotes good strategy
execution when there’s fit and impels execution when there’s negligible fit. A culture grounded in
values, practices, and behavioral norms that match what is needed for good strategy execution helps
energize people throughout the organization to do their jobs in a strategy-supportive manner. 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. This is very
conducive to successful execution of a strategy of delivering superior customer service.
A strong strategy-supportive culture 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 organizational vision, do their jobs
competently and with enthusiasm, and collaborate with others.

Q-8 What is an Hourglass structure? How is it beneficial for an organization?
Ans. In the recent years information technology and communications have significantly altered the

functioning of organizations. The role played by middle management is diminishing as the tasks
performed by them are increasingly being replaced by the technological tools. Hourglass organization
structure consists of three layers in an organisation structure with constricted middle layer. The structure
has a short and narrow middle management level.
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Information technology links the top and bottom levels in the organization taking away many tasks
that are performed by the middle level managers. A shrunken middle layer coordinates diverse lower
level activities.

Hourglass structure has obvious benefit of reduced costs. It also helps in enhancing responsiveness by
simplifying decision making. Decision making authority is shifted close to the source of information so
that it is faster. However, with the reduced size of middle management, the promotion opportunities
for the lower levels diminish significantly.

Q-9 Ramesh, is owner of a popular brand of Breads. Yashpal, his son after completing Chartered Accountancy
started assisting his father in running of business. The approaches followed by father and son in
management were very different. While Ramesh preferred to use authority and having a formal system
of defining goals and motivation with explicit rewards and punishments, Yashpal believed in involving
employees and generating enthusiasm to inspire people to deliver in the organization.
Discuss the difference in leadership style of father and son.

Ans. Ramesh is a follower of transactional leadership style that focuses on designing systems and controlling
the organization’s activities. Such a leader believes in using authority of its office to exchange rewards,
such as pay and status. They prefer a more formalized approach to motivation, setting clear goals with
explicit rewards or penalties for achievement or non-achievement. Transactional leaders try to build
on the existing culture and enhance current practices. The style is better suited in persuading people
to work efficiently and run operations smoothly.
On the other hand, Yashpal is follower of transformational leadership style. The style uses charisma
and enthusiasm to inspire people to exert them for the good of the organization. Transformational
leaders offer excitement, vision, intellectual stimulation and personal satisfaction. They inspire
involvement in a mission, giving followers a ‘dream’ or ‘vision’ of a higher calling so as to elicit more
dramatic changes in organizational performance. Such a leadership motivates followers to do more
than originally affected to do by stretching their abilities and increasing their self-confidence, and also
promote innovation throughout the organization.

Q-10 Discuss the concept of Multi Divisional Structure
Ans. Multidivisional  (M-form)  structure  is  composed  of  operating  divisions  where  each  division

represents a separate business to which the top corporate officer delegates responsibility for day -
today  operations  and  business  unit  strategy  to  division  managers.  By  such  delegation,  the
corporate  office  is  responsible  for  formulating  and  implementing  overall  corporate  strategy  and
manages divisions through strategic and financial controls.
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Multidivisional or M-form structure was developed in the 1920s, in response to coor dination- and
control-related  problems  in  large  firms.  Functional  departments  often  had  difficulty  dealing  with
distinct  product  lines  and  markets,  especially  in  coordinating  conflicting  priorities  among  the
products.
Costs  were  not  allocated  to  individual  products,  so  it  was  not  possible  to  assess  an  individual
product’s profit contribution. Loss of control meant that optimal allocation of firm resources between
products was difficult (if not impossible). Top managers became over -involved in solving short-run
problems  (such  as  coordination,  communications,  conflict  resolution)  and  neglected  long -term
strategic issues. Multidivisional structure calls for:
• Creating separate divisions, each representing a distinct business
• Each division would house its functional hierarchy;
• Division managers would be given responsibility for managing day-to-day operations;
• A small corporate office that would determine the long-term strategic direction of the firm and

exercise overall financial control over the semi-autonomous divisions.
Q-11 Write short note on Importance of corporate culture.
Ans. A culture where creativity, embracing change, and challenging the status quo are pervasive 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.

Q-12 KaAthens Ltd., a diversified business entity having business operations across the globe. The company
leadership has just changed as Mr. D. Bandopadhyay handed over the pedals to his son Aditya
Bandopadhyay, due to his poor health. Aditya is a highly educated with an engineering degree from IIT,
Delhi. However, being very young he is not clear about his role and responsibilities,
In your view, what are the responsibilities of Aditya Bandopadhyay as CEO of the company.

Ans. Aditya Bandopadhyay, an effective strategic leader of KaAthens Ltd. must be able to deal with the
diverse and cognitively complex competitive situations that are characteristic of today’s competitive
landscape.
A Strategic leader has several responsibilities, including the following:
• Making strategic decisions.
• Formulating policies and action plans to implement strategic decision.
• Ensuring effective communication in the organisation.
• Managing human capital (perhaps the most critical of the strategic leader’s skills).
• Managing change in the organisation.
• Creating and sustaining strong corporate culture.
• Sustaining high performance over time.
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Q-13 Davis and Lawrence have proposed three distinct phases to develop matrix structure. Explain.
Ans. For development of matrix structure; Davis and Lawrence have proposed three distinct phases:

• Cross-functional task forces: Temporary cross-functional task forces are initially used when a new
product line is being introduced. A project manager is in charge as the key horizontal link.

• Product/brand management: If the cross-functional task forces become more permanent, the
project manager becomes a product or brand manager and a second phase begins. In this
arrangement, function is still the primary organizational structure, but product or brand managers
act as the integrators of semi-permanent products or brands.

• Mature matrix: The third and final phase of matrix development involves a true dualauthority
structure. Both the functional and product structures are permanent. All employees are connected
to both a vertical functional superior and a horizontal product manager.

Q-14 Explain the concept of Network structure.
Ans. Network structure is a newer and somewhat more radical organizational design. The network structure

could be termed as ‘non-structure’ as it virtually eliminates in-house business functions and outsource
many of them. A corporation organized in this manner is a virtual organization because it is composed
of a series of project groups or collaborations linked by constantly changing non-hierarchical, cobweb-
like networks.

Q-15 Distinguish between Transformational and transactional leadership.
Ans. Transformational leadership style use charisma and enthusiasm to inspire people to exert them for the

good of the organization. Transformational leadership style may be appropriate in turbulent
environments, in industries at the very start or end of their life-cycles, in poorly performing organizations
when there is a need to inspire a company to embrace major changes. Transformational leaders offer
excitement, vision, intellectual stimulation and personal satisfaction. Such a leadership motivates
followers to do more than originally affected to do by stretching their abilities and increasing their
self-confidence, and also promote innovation throughout the organization.
On the other hand, transactional leadership style focus more on designing systems and controlling the
organization’s activities and are more likely to be associated with improving the current situation.
Transactional leaders try to build on the existing culture and enhance current practices. Transactional
leadership style uses the authority of its office to exchange rewards, such as pay and status. They
prefer a more formalized approach to motivation, setting clear goals with explicit rewards or penalties
for achievement or non-achievement. Transactional leadership style is more suitable in settled
environment, in growing or mature industries, and in organizations that are performing well.

Q-16 Suresh Sinha has been recently appointed as the head of a strategic business unit of a large multiproduct
company. Advise Mr Sinha about the leadership role to be played by him in execution of strategy.

Ans. Leading change has to start with diagnosing the situation and then deciding which of several ways to
handle it. Managers have five leadership roles to play in pushing for good strategy execution:
(i) Staying on top of what is happening, closely monitoring progress, solving out issues, and learning

what obstacles lie in the path of good execution.
(ii) Promoting a culture of esprit de corps that mobilizes and energizes organizational members to

execute strategy in a competent fashion and perform at a high level.
(iii) Keeping the organization responsive to changing conditions, alert for new opportunities, bubbling

with innovative ideas, and ahead of rivals in developing competitively valuable competencies
and capabilities.

(iv) Exercising ethical leadership and insisting that the company conduct its affairs like a model
corporate citizen.

(v) Pushing corrective actions to improve strategy execution and overall strategic performance.
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Q-17  Discuss the leadership roles played by the managers in pushing for good strategy execution.
Ans. A manager as a strategic leader has many different leadership roles to play: visionary, chief entrepreneur

and strategist, chief administrator, culture builder, resource acquirer and allocator, capabilities builder,
process integrator, crisis solver, spokesperson, negotiator, motivator, arbitrator, policy maker an so on.
Managers have five leadership roles to play in pushing for good strategy execution:
1. Staying on top of what is happening, closely monitoring progress, working through issues and

obstacles.
2. Promoting a culture that mobilizes and energizes organizational members to execute strategy

and perform at a high level.
3. Keeping the organization responsive to changing conditions, alert for new opportunities and

remain ahead of rivals in developing competitively valuable competencies and capabilities.
4. Ethical leadership and insisting that the organization conduct its affairs like a model corporate

citizen.
5. Pushing corrective actions to improve strategy execution and overall strategic performance.

Q-18 Manoj started his telecom business in 2010. Over next five years, he gradually hired fifty people for
various activities such as to keep his accounts, administration, sell his products in the market, create
more customers, provide after sales service, coordinate with vendors.
Draw the organization structure Manoj should implement in his organization and name it.

Ans. Manoj has started a telecom business. Accounts, Administration, Marketing (customer creation, after
sales service, vendor coordination) are the functional areas that are desired in the organisational
structure. Further there is inherent need to have a department for the management of telecom services/
operations.
Thus, the functional structure in the telecom business of Manoj can be as follows:

Q-19 Describe corporate culture. Elaborate the statement “Culture is a strength that can also be a weakness”.
Ans. Corporate culture refers to a company’s values, beliefs, business principles, traditions, way of operating

and internal work environment. Every corporation has a culture that exerts powerful influences on the
behaviour of managers.
Culture as a strength – Culture can facilitate communication, decision making and control and create
cooperation and commitment. An organisation’s culture could be strong and  cohesive when it conducts
its business according to clear and explicit set of principles and values. The management devotes
considerable time in communicating values & principles to employees and sharing them widely across
the organisation.
Culture as a weakness – can obstruct the smooth implementation of strategy by creating resistance to
change. An organisation’s culture can be characterised as weak when many sub cultures exist, few
values and behavioural norms are shared and traditions are rare. In such organisations, employees do
not have a sense of commitment, loyalty and a sense of identity.

Q-20 Ram and Shyam are two brothers engaged in the business of spices. Both have different approaches to
management. Ram prefers the conventional and formal approach in which authority is used for explicit
rewards and punishment. While, on the other hand, Shyam believes in democratic participative
management approach, involving employees to give their best.
Analyse the leadership style followed by Ram and Shyam.

Ans. Ram is a follower of transactional leadership style that focuses on designing systems and controlling
the organization’s activities. Such a leader believes in using authority of its office to exchange rewards,
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such as pay and status. They prefer a more formalized approach to motivation, setting clear goals with
explicit rewards or penalties for achievement or non-achievement. Transactional leaders try to build
on the existing culture and enhance current practices. The style is better suited in persuading people
to work efficiently and run operations smoothly.
On the other hand, Shyam is a follower of transformational leadership style. The style uses charisma
and enthusiasm to inspire people to exert them for the good of the organization. Transformational
leaders offer excitement, vision, intellectual stimulation and personal satisfaction. They inspire
involvement in a mission, giving followers a ‘dream’ or ‘vision’ of a higher calling so as to elicit more
dramatic changes in organizational performance. Such a leadership motivates followers to do more
than originally affected to do by stretching their abilities and increasing their self-confidence, and also
promote innovation throughout the organization.

Q-21 What is corporate culture? How is it both strength and weakness of an organisation?
Ans. Corporate culture distinguishes one organisation from another. It refers to a company’s values, beliefs,

business principles, traditions, and ways of operating and internal work environment. Every corporation
has a culture that exerts powerful influences on the behaviour of managers. Culture affects not only
the way managers behave within an organization but also the decisions they make about the
organization’s relationships with its environment and its strategy.
A culture grounded in values, practices, and behavioural norms that match what is needed for good
strategy execution helps energize people throughout the company to do their jobs in a strategy-
supportive manner, adding significantly to the power and effectiveness of strategy execution  Culture
is both a strength and a weakness as follows:
Culture as a strength: As a strength, culture can facilitate communication, decision-making & control
and create cooperation & commitment. An organization’s culture could be strong and cohesive when it
conducts its business according to a clear and explicit set of principles and values, which the management
devotes considerable time to communicating to employees and which values are shared widely across
the organization.
Culture as a weakness: As a weakness, culture may obstruct the smooth implementation of strategy by
creating resistance to change. An organization’s culture could be characterized as weak when many
subcultures exist, few values and behavioral norms are shared and traditions are rare. In such
organizations, employees do not have a sense of commitment and loyalty with the organisation.

Q-22 Delta is an organization specializing in Information Technology enables  Services (ITeS) and
Communications business. Previous year the organization  had  successfully  integrated an Artificial
Intelligence (AI) tool named ‘Zeus’ into the existing ERP system.
The AI tool using Deep Learning technique provided a digital leap  transformation  in  various business
processes and operations. It has significantly diminished the role played by specialist managers of the
middle management. This technological tool in addition to saving organisational costs by replacing
many tasks of the middle management, has also served as a link between top and bottom levels in the
organization and assists in faster decision making. The skewed middle level managers now  perform
cross-functional  duties. Which type of organisational structure is the company transitioning into?

Ans. The company Delta is transitioning into the Hourglass organization structure because it has used
technological tools to transform various business processes and operations and has significantly
diminished the role played by specialist managers of the middle  management. The technological tool
in addition to savings organisational costs by replacing many tasks of the middle management has also
served as a link between top and bottom levels in the organization and assists in faster decision
making. The skewed middle level managers now perform cross-functional duties. All these factors
indicate towards Hourglass  organization structure.
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Q-23 How can you differentiate between transformational and transactional leaders?
Ans.  Difference between transformational and transactional leadership:

1. Transformational leadership style uses charisma and enthusiasm to inspire people to exert them
for the good of organization. Transactional leadership style uses the authority of its office to
exchange rewards such as pay, status symbols etc.

2. Transformational leadership style may be appropriate in turbulent environment, in industries at
the very start or end of their cycles, poorly performing organisations, when there is a need to
inspire a company to embrace major changes.
Transactional leadership style can be appropriate in static environment, in growing or mature
industries and in organisations that are performing well.

3. Transformational leaders inspire employees by offering excitement, vision, intellectual
stimulation and personal satisfaction. Transactional leaders prefer a more formalized approach to
motivation, setting clear goals with explicit rewards or penalties for achievement and non-
achievement. Transactional leaders focus mainly to build on existing culture and enhance current
practices.

Q-24 Shri Alok Kumar is having his own medium size factory in Aligarh manufacturing hardware consisting
handles, hinges, tower bolts and so on. He has a staff of more than 220 in his organization. One of the
leading brand of Hardware seller in India is rebranding and selling the material from his factory. Shri
Alok Kumar, believes in close supervision and takes all major and minor decisions in the organization.
Do you think Shri Alok should take all decisions himself? What should be nature of decisions that
should be taken by him?

Ans.  Decision making is a managerial process of selecting the best course of action out of several alternative
courses for the purpose of accomplishment of the organizational goals. Decisions may be operational,
i.e., which relate to general day-to-day operations. They may also be strategic in nature.
As owner manager at the top level in the company, Shri Alok Kumar should concentrate on strategic
decisions. These are higher level decisions having organisation wide implications. The major dimensions
of strategic decisions are as follows:
• Strategic decisions require top-management involvement as they involve thinking in totality of

the organization.

Navkar Digital Institute | Paper 7B : Compiler | Most Imp collection of Chapterwise Que. & Ans. -281-

Downloaded From www.castudynotes.com

Join Us on Telegram http://t.me/canotes_ipcc

http://www.castudynotes.com
http://t.me/canotes_ipcc


• Strategic decisions involve significant commitment of organisational resources.
•  Strategic decisions necessitate consideration of factors in the firm’s external environment.
• Strategic decisions are likely to have a significant impact on the long-term prosperity of the firm.
• Strategic decisions are future oriented.
• Strategic decisions usually have major multifunctional or multi-business consequences.

Q-25 ABC Pvt Ltd is dealing in multiproduct like electronics and FMCG and are having outlets in different
cities and markets across India. Due to scale of operation, it is having technical difficulty in dealing with
distinct product line and Markets especially in coordination and control related problems. Which of
following technique which was introduced in 1920 can be used to resolve the problem?

Ans. Multi divisional structure is composed of operating divisions where each division represents a separate
business to which the top corporate officer delegates responsibility for day-to-day operations and
business unit strategy to division managers. Multi divisional structure was developed in the 1920, in
response to coordination and control related problems in large firms where functional departments
often had difficultydealing with distinct product lines and Markets.

Q-26 Distinguish between the following:
Transformational leadership and Transactional leadership.

Ans. Following are the differences between transformational and transactional leadership:
1. Transformational leadership style uses charisma and enthusiasm to inspire people to exert them

for the good of organization. Transactional leadership style uses the authority of its office to
exchange rewards such as pay, status symbols etc.

2. Transformational leadership style may be appropriate in turbulent environment, in industries at
the very start or end of their cycles, poorly performing organizations, when there is a need to
inspire a company to embrace major changes. Transactional leadership style can be appropriate in
static environment, in growing or mature industries and in organizations that are performing
well.

3. Transformational leaders inspire employees by offering excitement, vision, intellectual
stimulation and personal satisfaction. Transactional leaders prefer a more formalized approach to
motivation, setting clear goals with explicit rewards or penalties for achievement and non-
achievement. Transactional leaders focus mainly to build on existing culture and enhance current
practices.

Q-27 “Entrepreneur is an individual who conceives the idea of starting a new venture.” In light of this
statement discuss who is an entrepreneur.

Ans. Entrepreneurship is an attitude of mind to seek opportunities, take calculated risk and drive benefits
by starting and running a venture. It comprises of numerous activities involved in conception, creation
and running an enterprise. An entrepreneur is an individual who conceives the idea of starting a new
venture, takes all type of risks, not only to put the product or service into reality but also to make it an
extremely demanding one.
An entrepreneur is one who:
• Initiates and innovates a new concept.
• Recognises and utilises opportunity.
• Arranges and coordinates resources such as man, material, machine and capital.
• Faces risks and uncertainties.
• Establishes a startup company.
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• Adds value to the product or service.
• Takes decisions to make the product or service a profitable one.
• Is responsible for the profits or losses of the company.

Q-28 Explain : Matrix Structure
Ans. In matrix structure, functional and product forms are combined simultaneously at the same level of

the organization. Employees have two superiors, a product / project manager and a functional manager.
The “home” department - that is, engineering, manufacturing, or marketing - is usually functional and
is reasonably permanent. People from these functional units are often assigned temporarily to one or
more product units or projects.
The product units / projects are usually temporary and act like divisions in that they are differentiated
on a product-market basis. The matrix structure may be very appropriate when organizations conclude
that neither functional nor divisional forms, even when combined with horizontal linking mechanisms
like strategic business units, are right for the implementation of their strategies. Matrix structure was
developed to combine the stability of the functional structure with flexibility of the product form. It is
very useful when the external environment (especially its technological and market aspects) is very
complex and changeable.
A matrix structure is most complex of all designs because it depends upon both vertical and horizontal
flows of authority and communication. It may result in higher overhead costs due to more management
positions.
The matrix structure is often found in an organization when the following three conditions exist:
1. Ideas need to be cross-fertilized across projects or products;
2. Resources are scarce; and
3. Abilities to process information and to make decisions need to be improved.

Q-29 Bunch Pvt Ltd is dealing in multiproduct like electronics and FMCG and are having outlets in different
cities and markets across India. Due to scale of operation, it is having technical difficulty in dealing with
distinct product line and markets especially in coordination and control related problems. Identify and
suggest an ideal organizational structure for Bunch Pvt Ltd in resolving the problem?

Ans. To deal with the problems facing by the Bunch Pvt Ltd., we suggest Multi divisional structure for the
organisation. Multidivisional (M-form) structure is composed of operating divisions where each division
represents a separate business to which the top corporate officer delegates responsibility for day-to-
day operations and business unit strategy to division managers. By such delegation, the corporate
office is responsible for formulating and implementing overall corporate strategy and manages divisions
through strategic and financial controls.
Multidivisional or M-form structure was developed in the 1920s, in response to coordination- and
control-related problems in large firms. Functional departments often had difficulty dealing with distinct
product lines and markets, especially in coordinating conflicting priorities among the products. Costs
were not allocated to individual products, so it was not possible to assess an individual product’s profit
contribution. Loss of control meant that optimal allocation of firm resources between products was
difficult (if not impossible). Top managers became over-involved in solving short-run problems (such
as coordination, communications, conflict resolution) and neglected long-term strategic issues.
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Q-30 How can you differentiate between transformational and transactional leaders?
Ans. Difference between transformational and transactional leadership

1. Transformational leadership style uses charisma and enthusiasm to inspire people to exert them
for the good of organization. Transactional leadership style uses the authority of its office to
exchange rewards such as pay, status symbols etc.

2. Transformational leadership style may be appropriate in turbulent environment, in industries at
the very start or end of their cycles, poorly performing organisations, when there is a need to
inspire a company to embrace major changes. Transactional leadership style can be appropriate in
static environment, in growing or mature industries and in organisations that are performing
well.

3. Transformational leaders inspire employees by offering excitement, vision, intellectual
stimulation and personal satisfaction. Transactional leaders prefer a more formalized approach to
motivation, setting clear goals with explicit rewards or penalties for achievement and non-
achievement. Transactional leaders focus mainly to build on existing culture and enhance current
practices.

Q-31 Suraj Prakash and Chander Prakash are two brothers engaged in the business of spices. Both have
different approaches to management. Suraj Prakash prefers the conventional and formal approach in
which authority is used for explicit rewards and punishment. While, on the other hand, Chander Prakash
believes in democratic participative management approach, involving employees to give their best.
Analyse the leadership style followed by Suraj Prakash and Chander Prakash.

Ans. Suraj Prakesh is a follower of transactional leadership style that focuses on designing systems and
controlling the organization’s activities. Such a leader believes in using authority of its office to exchange
rewards, such as pay and status. They prefer a more formalized approach to motivation, setting clear
goals with explicit rewards or penalties for achievement or non-achievement. Transactional leaders
try to build on the existing culture and enhance current practices. The style is better suited in persuading
people to work efficiently and run operations smoothly.
On the other hand, Chander Prakash is a follower of transformational leadership style. The style uses
charisma and enthusiasm to inspire people to exert them for the good of the organization.
Transformational leaders offer excitement, vision, intellec tual stimulation and personal satisfaction.
They inspire involvement in a mission, giving followers a ‘dream’ or ‘vision’ of a higher calling so as to
elicit more dramatic changes in organizational performance. Such a leadership motivates followers to
do more than originally affected to do by stretching their abilities and increasing their self-confidence,
and also promote innovation throughout the organization.

Q-32 How can management communicate that it is committed to creating a new culture assuming that the
old culture was problematic and not aligned with the company strategy?

Ans. Corporate culture refers to company’s values, beliefs, business principles, traditions, ways of operating
and internal work environment. Changing problem cultures is very difficult because of deeply held
values and habits. It takes concerted management action over a period of time to replace an unhealthy
culture with a healthy culture or to roo t out certain unwanted cultural obstacles and instil ones that are
more strategy-supportive.
• The first step is to diagnose which facets of the present culture are strategy supportive and which

are not.
• Then, managers have to talk openly and forthrightly to all concerned about those aspects of the

culture that have to be changed.
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• The talk has to be followed swiftly by visible, aggressive actions to modify the culture-actions
that everyone will understand are intended to establish a new culture more in tune with the
strategy.

Management through communication has to create a shared vision to manage changes.
The menu of culture-changing actions includes revising policies and procedures, altering incentive
compensation, shifting budgetary allocations for substantial resources to new strategy projects,
recruiting and hiring new managers and employees, replacing key executives, communication on need
and benefit to employees and so on.

Q-33  How the ‘Strategic Business Unit (SBU), structure becomes imperative in an organization with increase
in number, size and diversity of divisions?

Ans. SBU is a part of a large business organization that is treated separately for strategic management
purposes. The concept of SBU is helpful in creating an SBU organizational structure. It is separate part
of large business serving product markets with readily identifiable competitors. 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.
Very large organisations, particularly those running into several products, or operating at distant
geographical locations that are extremely diverse in terms of environmental factors, can be better
managed by creating strategic business units. SBU structu re becomes imperative in an organisation
with increase in number, size and diversity. SBUs helps such organisations by:
• Establishing coordination between divisions having common strategic interest.
• Facilitate strategic management and control.
• Determine accountability at the level of distinct business units.
• Allow strategic planning to be done at the most relevant level within the total enterprise.
• Make the task of strategic review by top executives more objective and more effective.
• Help to allocate resources to areas with better opportunities.

Q-34 “A network structure is suited to unstable environment.” Elucidate this statement.
Ans. Network structure is a newer and somewhat more radical organizational design. The network structure

could be termed a “non-structure” as it virtually eliminates in-house business functions and outsource
many of them. An organization organized in this manner is often called a virtual organization because
it is composed of a series of project groups or collaborations linked by constantly changing non-
hierarchical, cobweb-like networks.
The network structure becomes most useful when the environment of a firm is unstable and is expected
to remain so. Under such conditions, there is usually a strong need for innovation and quick response.
Instead of having salaried employees, it may contract with people for a specific project or length of
time. Long-term contracts with suppliers and distributors replace services that the company could
provide for itself through vertical integration. The network structure provides organization with
increased flexibility and adaptability to cope with rapid technological change and shifting pattern of
international trade and competition.

Q-35 Ramesh is owner of a popular brand of Breads. Yashpal, his son after completing Chartered Accountancy
started assisting his father in running of business. The approaches followed by father and son in
management were very different. While Ramesh preferred to use authority and having a formal system
of defining goals and motivation with explicit rewards and punishments, Yashpal believed in involving
employees and generating enthusiasm to inspire people to deliver in the organization.
Discuss the difference in leadership style of father and son.
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Ans. Ramesh is a follower of transactional leadership style that focuses on designing systems and controlling
the organization’s activities. Such a leader believes in using authority of its office to exchange rewards,
such as pay and status. They prefer a more formalized approach to motivation, setting clear goals with
explicit rewards or penalties for achievement or non-achievement.
Transactional leaders try to build on the existing culture and enhance current practices. The style is
better suited in persuading people to work efficiently and run operations smoothly.
On the other hand, Yashpal is follower of transformational leadership style. The style uses charisma
and enthusiasm to inspire people to exert them for the good of the organization.
Transformational leaders offer excitement, vision, intellectual stimulation and personal satisfaction.
They inspire involvement in a mission, giving followers a ‘dream’ or ‘vision’ of a higher calling so as to
elicit more dramatic changes in organizational performance. Such a leadership motivates followers to
do more than originally affected to do by stretching their abilities and increasing their self-confidence,
and also promote innovation throughout the organization.

Q-36 What do you understand by functional structure?
Ans.  Functional structure is widely used because of its simplicity and low cost. A functional structure groups

tasks and activities by business function.
The functional structure consists of a chief executive officer or a managing director and limited corporate
staff with functional line managers in dominant functions such as production, accounting, marketing,
R&D, engineering, and human resources. Disadvantages of a functional structure are that it forces
accountability to the top, minimizes career development opportunities, etc.

MULTIPLE CHOICE QUESTIONS

1. __________leadership style may be appropriate in turbulent environment.
(a) Transactional (b) Transformational
(c) Autocratic (d) None of these

2. A person who searched for business opportunity and statrs a new enterprise to make use of that
opportunity is called
(a) Employee (b) Entrepreneur
(c) Intrapreneur (d) Investor

3. What  type  of organizational  structure do most small businesses follow?
(a) Divisional  structure (b) Functional structure
(c) Hour Glass structure (d) Matrix structure

4.  Acquision of a company producing readymade garments by a company manufacturing yarn is .
(a) Horizontal integration (b) Horizontal Diversification
(c) Forward integration (d) Backward integration

5. Who is a transformational leader?
(a) Someone who is involved in organizational change.
(b) A leader, who provides new ways of carrying out management.
(c) A leader who inspires the workers to new levels by offering them a vision of a better future.
(d) A leader who tries to transform their staff by giving them rewards for what they do.
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6. Which of the following situation will most likely suit a transformational leader?
(a) An organization that is in trouble.
(b) A growing organization.
(c) An organization in a stable environment.
(d) An organization at maturity stage of product life cycle.

7. When there is impact of strategy implementation on strategy formulation it can be referred as?
(a) Backward Linkages (b) Forward Linkages
(c) Vertical Linkages (d) Horizontal Linkages

Case Scenario - 1
Connect Private Limited, a Mumbai based company is launching a smartphone, under the  brand name of
Poppy. The company recognizes plethora of options that customers have  from Chinese  manufacturers
flooding the smartphone landscape. With recent COVID 19  pandemic hurting the global sentiment towards
Chinese products, the company plans to  play on the patriotic card and advertise Poppy as the “Desi”
smartphone of India.
Strategic Arm of the company undertook an industry analysis and reported, that, budget  phone segment
was overtaken by the Chinese brands completely; however, the low segment of smartphones was still open
for exploration. Thus, the company planned to enter the market with tw o models, Poppy A and Poppy B,
priced at ` 4,499 and ` 5,499.
The company is also aware that their product can easily be imitated at same costing as  well as pricing, and
thus the very essence of their product can be lost. A team of  marketing professionals was hired to tackle this
issue. The solution they suggested was to take the first mover advantage by spending huge sums in advertising
and promotion.
Based on sound consciousness of the competition from huge money backed international  players, the
compan y decided to manufacture smartphone covers and accessories with  the same “Desi” tag, along with
Poppys martphones. This shall help them mitigate the risk of being completely thrown out of business.
Consequently, they invested a fairly good amount in manufa cturing of these accessories.
The investors made it an objective for the team to reach an annual sales volume of  15,000 handsets and
70,000 pieces of accessories. The accessories sales surpassed the  expectations by a fairly good margin.
However, Poppy A and Poppy B did not receive the much anticipated response and the leadership decided
to reduce the scope and focus  purely on accessories business going forward.
With a new focus on accessories production, the “Desi” tag will still play an important part in the success.
However, they need to ensure creation of strong barriers to entry for domestic players, and for that, they
have plans to increase the production to enormous levels. This shall reduce their unit cost, thus, eliminating
the new entrants due to extremely competitive pricing.
Based on the above case scenario, answer the multiple choice questions which are as follows:
1. A persion who searched for business opportunity and starts a new enterprise to make use  of that

opportunity called
(a) Employee (b) Entrepreneur
(c) Intrapreneur (d) Investor
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CHAPTER-8
STRATEGIC IMPLEMENTATION AND CONTROL

Q-1 HQ is a service company? Two years back the company hired a reputed management consultant to
formulate its strategy. The consultant recommended an aggressive expansion plan. Now in an internal
review  meeting  the  company  finds  that  many  of  the  suggestions  are  not  even  fully considered.
 Which part of strategic management process is missing in HQ?

Ans. Strategy implementation is missing in HQ. It is concerned with the managerial exercise of putting a
chosen  strategy  into  action.  It  deals  with  the  managerial  exercise  of  supervising  the  ongoing
pursuit of strategy, making it work, improving the competence with which it is executed and showing
measurable progress in achieving the targeted results.
Strategic  implementation  is  concerned  with  translating  a  strategic  decision  into  action,  which
presupposes that the decision itself (i.e., the strategic choice) w as made with some thought being
given to feasibility and acceptability. The allocation of resources to new courses of action will need to
be undertaken, and there may be a need for adapting the organization’s structure to handle new
activities as well as training personnel and devising appropriate systems.
It is crucial to realize the difference between the formulation and implementation because they both
require very different skills. Also, a company will be successful only when the strategy formulation is
sound and implementation is excellent.

Q-2 What is strategy audit? Explain the criteria for strategy audit as given by Richard Rumelt.
Ans. A  strategy  audit  is  an  examination  and  evaluation  of  areas  affected  by  the  operation  of  a  strategic

management  process  within  an  organization.  The  audit  of  management  performance  with  regard
to external strategies helps an organization identify problem areas and correct the strategic approaches
that have not been effective so far. It is a process for taking an objective look at the existing strategies
of the organization. It involves assessing the direction of a business and comparing that to the course
required to succeed in a changing environment.”
Companies  review  their  business  plans  and  strategies  on  regular  basis  to  identify  weaknesses  and
shortcomings to enable a successful development plan. The strategy audit secures that all necessary
information  for  the  development  of  the  company  are  included  i n  the  business  plan  and  that  the
management supports it.

Q-3 Define strategic change. Explain  the various stages/phases of change process as propounded by Kurt
Lewin.

Ans. The changes in the environmental forces often require businesses to make modifications in their
existing  strategies  and  bring  out  new  strategies.  Strategic  change  is  a  complex  process  and  it
involves a corporate strategy focused on new markets, products, services and new ways of doing
business.
To  make  the  change  lasting,  Kurt  Lewin  proposed  three  phases  of  the  change  process  for moving
the organization from the present to the future. These stages are unfreezing, changing and refreezing.
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(i) Unfreezing  the situation:  The process of unfreezing  simply  makes  the  individuals or organizations
aware of the necessity for change and prepares them for such a change. Lewin proposes that the
changes should not come as a surprise to the members of the organization.  Sudden  and
unannounced  change  would  be  socially  destructive  and morale lowering. The management
must pave the way for the change by first “unfreezing the situation”, so that members would be
willing and ready to accept the change.

(ii) Changing to New situation: Once the unfreezing process has been completed and the members
of  the  organization  recognise  the  need  for  change  and  have  been  fully prepared  to  accept
such  change,  their  behaviour  patterns  need  to  be  redefined.  H.C. Kellman has proposed three
methods for reassigning new patterns of behaviour. These are compliance, identification and
internalisation.

(iii) Refreezing: Refreezing occurs when the new behaviour becomes a normal way of life. The  new
behaviour  must  replace  the  former  behaviour  completely  for  successful  and permanent
change to take place. In order for the new behaviour to become permanent, it must be continuously
reinforced so that this new acquired behaviour does not diminish or extinguish.

Q-4 Write a note on : “Richard Rumelt’s Criteria for Strategy Audit”.
Ans. Richard Rumelt’s Criteria for Strategy Audit

a. Consistency:  A  strategy  should  not  present  inconsistent  goals  and  policies   which  can  lead  to
organizational problems and conflicts. Three guidelines to identify are:
• Strategies  may  be  inconsistent  if  managerial  problems  tend  to  be  issue-based  rather

than people-based.
• If  success  for  one  organizational  department  means,  or  is  interpreted  to  mean,  failure

for another department, then strategies may be inconsistent.
• If policy problems and issues continue to be brought to the top for resolution, then strategies

may be inconsistent.
b. Consonance: Consonance refers to the need for strategists to examine  sets of trends, as well as

individual  trends,  in  auditing  strategies.  A  strategy  must  represent  an  adaptive  response  to
the external  environment  and  to  the  critical  changes  occurring  within  it.  One  difficulty  in
matching  a firm’s key internal and external factors in the formulation of strategy is that most
trends are  the result of interactions among other trends.

c. Feasibility:  A  strategy  must  neither  overtax  available  resources  nor  create  unsolvable  sub -
problems. The final broad test of strategy is its feasibility; that is, can the strategy be attempted
within the physical, human, and financial resources of the enterprise? In auditing a strategy, it is
important to examine whether an organization has demonstrated in the past that it possesses the
abilities, competencies, skills, and talents needed to carry out a given  strategy.

d. Advantage:  A  strategy  must  provide  for  the  creation  and/or  maintenance  of  a  competitive
advantage  in  a  selected  area  of  activity.  Competitive   advantages  normally  are  the  result  of
superiority in one of three areas:

(1)  resources, (2) skills, or (3) position.

Q-5 What is the rationale behind Business Process Reengineering (BPR)? What steps would you recommend
to implement BPR in an organization?

Ans. Business Process Reengineering (BPR) is an approach to unusual improvement in operating
effectiveness through the redesigning of critical business processes and supporting business systems.
It is revolutionary redesign of key business processes that involves examination of the basic process
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itself. It looks at the minute details of the process, such as why the work is done, who does it, where is
it done and when it is done. BPR refers to the analysis and redesign of workflows and processes both
within the organization and between the organization and the external entities like suppliers,
distributors, and service providers.
The orientation of redesigning efforts is basically radical. In other words, it is a total deconstruction
and rethinking of business process in its entirety, unconstrained by its existing structure and pattern.
Its objective is to obtain quantum jump in process performance in terms of time, cost, output, quality,
and responsiveness to customers. BPR is a revolutionary redesigning of key business processes. BPR
involves the following steps:
1. Determining objectives and framework: Objectives are the desired end results of the redesign

process which the management and organization attempts to achieve. This will provide the required
focus, direction, and motivation for the redesign process. It helps in building a comprehensive
foundation for the reengineering process.

2. Identify customers and determine their needs: The designers have to understand customers –
their profile, their steps in acquiring, using and disposing a product. The purpose is to redesign
business process that clearly provides added value to the customer.

3. Study the existing process: The existing processes will provide an important base for the
redesigners. The purpose is to gain an understanding of the ‘what’, and ‘why’ of the targeted
process. However, some companies go through the reengineering process with clean perspective
without laying emphasis on the past processes.

4. Formulate a redesign process plan: The information gained through the earlier steps is translated
into an ideal redesign process. Formulation of redesign plan is the real crux of the reengineering
efforts. Customer focused redesign concepts are identified and formulated. In this step alternative
processes are considered and the best is selected.

5. Implement the redesign: It is easier to formulate new process than to implement them.
Implementation of the redesigned process and application of other knowledge gained from the
previous steps is key to achieve dramatic improvements. It is the joint responsibility of the
designers and management to operationalise the new process.

Q-6 What is the rationale behind Business Process Reengineering (BPR)? What steps would you recommend
to implement BPR in an organization?

Ans. Business Process Reengineering (BPR) is an approach to unusual improvement in operating
effectiveness through the redesigning of critical business processes and supporting business systems.
It is revolutionary redesign of key business processes that involves examination of the basic process
itself. It looks at the minute details of the process, such as why the work is done, who does it, where is
it done and when it is done. BPR refers to the analysis and redesign of workflows and processes both
within the organization and between the organization and the external entities like suppliers,
distributors, and service providers.
The orientation of redesigning efforts is basically radical. In other words, it is a total deconstruction
and rethinking of business process in its entirety, unconstrained by its existing structure and pattern.
Its objective is to obtain quantum jump in process performance in terms of time, cost, output, quality,
and responsiveness to customers. BPR is a revolutionary redesigning of key business processes. BPR
involves the following steps:
1. Determining objectives and framework: Objectives are the desired end results of the redesign

process which the management and organization attempts to achieve. This will provide the required
focus, direction, and motivation for the redesign process. It helps in building a comprehensive
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foundation for the reengineering process.
2. Identify customers and determine their needs: The designers have to understand customers –

their profile, their steps in acquiring, using and disposing a product. The purpose is to redesign
business process that clearly provides added value to the customer.

3. Study the existing process: The existing processes will provide an important base for the
redesigners. The purpose is to gain an understanding of the ‘what’, and ‘why’ of the targeted
process. However, some companies go through the reengineering process with clean perspective
without laying emphasis on the past processes.

4. Formulate a redesign process plan: The information gained through the earlier steps is translated
into an ideal redesign process. Formulation of redesign plan is the real crux of the reengineering
efforts. Customer focused redesign concepts are identified and formulated. In this step alternative
processes are considered and the best is selected.

5. Implement the redesign: It is easier to formulate new process than to implement them.
Implementation of the redesigned process and application of other knowledge gained from the
previous steps is key to achieve dramatic improvements. It is the joint responsibility of the
designers and management to operationalise the new process.

Q-7 Slow Ltd. is a fifty year old organisation engaged in manufacturing of consumer products. Over a time,
its processes have lengthened making it very slow in decision making, production, product and service
delivery.
As a manager, you have been asked to suggest how the processes of Slow Ltd. can be improved?

Ans. Any organisation has a number of processes. Typically, a business process involves a number of steps
performed by different people in different departments. Slow Ltd. needs to identify and change the
processes improve the speed and quality. The tool that can be employed is Business Process
Reengineering. Steps are as follows:
i. Determining objectives: Objectives are the desired end results of the redesign process which the

management and organization attempts to realise.
ii. Identify customers and determine their needs: The process designers have to understand

customers - their profile, their steps in acquiring, using and disposing a product. The purpose is to
redesign business process that clearly provides value addition to the customer.

iii. Study the existing processes: The study of existing processes will provide an important base for
the process designers. However, some organisation go through the reengineering process with
clean perspective without laying emphasis on the past processes.

iv. Formulate a redesign process plan: Formulation of redesign plan is the real crux of the
reengineering efforts. Customer focussed redesign concepts are identified and formulated. In
this step alternative processes are considered and the best is selected.

v. Implement the redesigned process: Implementation of the redesigned process and application
of other knowledge gained from the previous steps is key to achieve dramatic improvements.

Q-8 What is implementation control? Discuss its basic forms.
Ans. Implementation Control: Managers implement strategy by converting major plans into concrete,

sequential actions that form incremental steps. Implementation control is directed towards assessing
the need for changes in the overall strategy in light of unfolding events and results associated with
incremental steps and actions.
Strategic implementation control is not a replacement to operational control. Strategic implementation
control, unlike operational controls continuously monitors the basic direction of the strategy. The two
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basic forms of implementation control are:
(i) Monitoring strategic thrusts: Monitoring strategic thrusts help managers to determine whether

the overall strategy is progressing as desired or whether there is need for readjustments.
(ii) Milestone Reviews. All key activities necessary to implement strategy are segregated in terms of

time, events or major resource allocation. It normally involves a complete reassessment of the
strategy. It also assesses the need to continue or refocus the direction of an organization.

Q-9 India’s luxurious domestic airline Indijet in an attempt to retain its leadership in aviation sector has
hired J S Dutta as its Chief Executive. Mr Dutta wishes to reorient company to make it a domestic
discount carrier. He desires to introduce no frills business model by offering extremely low fares and
improve margins by cutting down traditional amenities such as reclining seats and complimentary
meals. At the same time setting the stage for a new air revolution, he wishes to brand itself as on-time
airlines having proper systems in place and removing additional and wasteful activities and processes.
What steps will you advise to Mr Dutta?

Ans. Mr Dutta should adopt business process reengineering (BPR). It is an approach to unusual improvement
in operating effectiveness through the redesigning of critical business processes and supporting
business systems. It is revolutionary redesign of key business processes that involves examination of
the basic process itself. BPR refers to the analysis and redesign of workflows and processes both within
the organization and between the organization and the external entities like suppliers, distributors,
and service providers.
The orientation of redesigning efforts involves total deconstruction and rethinking of business process
BPR involves the following steps:
i. Determining objectives: Objectives are the desired end results of the redesign process. They will

provide the required focus, direction, and motivation for the redesign process and help in building
a comprehensive foundation for the reengineering process.

ii. Identify customers and determine their needs: The process designers have tounderstand
customers. The purpose is to redesign business process that clearlyprovides value addition to the
customer.

III. Study the existing processes: The study of existing processes will provide an important base for
the process designers. The purpose is to gain an understanding of the ‘what’, and ‘why’ of the
targeted process.

iv. Formulate a redesign process plan: Formulation of redesign plan is the real crux ofthe
reengineering efforts. Customer focussed redesign concepts are identified andformulated. In
this step alternative processes are considered and the best is selected.

V. Implement the redesigned process: It is easier to formulate new process than to implement
them. Implementation of the redesigned process and application of other knowledge gained
from the previous steps is key to achieve dramatic improvements.

Q-10 HQ is a service company? Two years back the company hired a reputed management consultant to
formulate its strategy. The consultant recommended an aggressive expansion plan. Now in an internal
review meeting the company finds that many of the suggestions are not even fully considered.
Which part of strategic management process is missing in HQ?

Ans. Strategy implementation is missing in HQ. Implementation is the managerial exercise of putting a
chosen strategy into action. It deals with the managerial exercise of supervising the ongoing pursuit of
strategy, making it work, improving the competence with which it is executed and showing measurable
progress in achieving the targeted results.
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Strategic implementation is concerned with translating a strategic decision into action, which
presupposes that the decision itself (i.e., the strategic choice) was made with some thought being
given to feasibility and acceptability. The allocation of resources to new courses of action will need to
be undertaken, and there may be a need for adapting the organization’s structure to handle new
activities as well as training personnel and devising appropriate systems.
It is crucial to realize the difference between the formulation and implementation because they both
require very different skills. Also, a company will be successful only when the strategy formulation is
sound and implementation is excellent.

Q-11 What is Benchmarking? Explain briefly the elements involved in Benchmarking process.
Ans. Benchmarking is an approach of setting goals and measuring productivity of firms based on best industry

practices or against the products, services and practices of its competitors or other acknowledged
leaders in the industry. It developed out of need to have information against which performance can
be measured. Benchmarking helps businesses in improving performance by learning from the best
practices and the processes by which they are achieved. Thus, benchmarking is a process of continuous
improvement in search for competitive advantage. Firms can use benchmarking practices to achieve
improvements in diverse range of managerial functions like product development, customer services,
human resources management, etc.
The various steps in Benchmarking Process are as under:
(i) Identifying the need for benchmarking: This step will define the objectives of the benchmarking

exercise. It will also involve selecting the type of benchmarking. Organizations identify realistic
opportunities for improvements.

(ii) Clearly understanding existing decisions processes: The step will involve compiling information
and data on performance.

(iii) Identify best processes: Within the selected framework best processes are identified. These may
be within the same organization or external to them.

(iv) Comparison of own process and performance with that of others: Benchmarking process also
involves comparison of performance of the organization with performance of other organization.
Any deviation between the two is analysed to make further improvements.

(v) Prepare a report and implement the steps necessary to close the performance gap: A report on
benchmarking initiatives containing recommendations is prepared. Such a report also contains
the action plans for implementation.

(vi) Evaluation: Business organizations evaluate the results of the benchmarking process in terms of
improvements vis-à-vis objectives and other criteria set for the purpose. It also periodically
evaluates and reset the benchmarks in the light of changes in the conditions that impact the
performance.

Q-12 Explain premise control.
Ans. A strategy is formed on the basis of certain assumptions or premises about the complex and turbulent

organizational environment. Premise control is a tool for systematic and continuous monitoring of the
environment to verify the validity and accuracy of the premises on which the strategy has been built.
It primarily involves monitoring two types of factors:
(i) Environmental factors such as economic (inflation, liquidity, interest rates), technology, social

and regulatory.
(ii) Industry factors such as competitors, suppliers, substitutes.
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Q-13 Swift Ltd and Quick Ltd are two companies that are in the business of light industrial machines. While
Swift is the market leader the sales of Quick has been falling. In the year 2017-18 the market share of
the two companies was forty per cent and five per cent respectively. During the last five years the
market share of quick reduced from third to sixth position. As an immediate corrective measure top
management of Quick decided to emulate the successful standards of Swift Ltd and set them as their
own yardsticks. With the help of standards they intended to compare, measure and judge their
performance.
What is the strategic tool Quick Ltd is adopting? How is it implemented?

Ans. The top management of Quick Ltd is doing benchmarking. The benchmarking helps an organization to
get ahead of competition. A benchmark may be defined as a standard or a point of reference against
which things may be compared and by which something can be measured and judged. In simple words,
benchmarking is an approach of setting goals and measuring productivity based on best industry
practices. In recent years, different commercial and non-commercial organizations are discovering the
value of benchmarking and are applying it to improve their processes and systems.
Benchmarking processes used by different organisations lack standardization. However, common
elements are as follows:
I. Identifying the need for benchmarking: This step will define the objectives of the benchmarking

exercise. It will also involve selecting the type of benchmarking. Organizations identify realistic
opportunities for improvements.

II. Clearly understanding existing business processes: This step will involve compiling information
and data on performance. This will include mapping processes.

III. Identify best processes: Within the selected framework, best processes are identified. These
may be within the same organization or external to it.

IV. Compare own processes and performance with that of others: While comparing gaps in performance
between the organization and better performers is identified. Further, gaps in performance are
analysed to seek explanations. Feasibility of making the improvements is also examined.

V. Prepare a report and Implement the steps necessary to close the performance gap: A report on
the Benchmarking initiatives containing recommendations is prepared. Such a report includes
the action plan(s) for implementation.

VI. Evaluation: A business organization must evaluate the results of the benchmarking process in
terms of improvements vis-à-vis objectives and other criteria set for the purpose. It should also
periodically evaluate and reset the benchmarks in the light of changes in the conditions that
impact its performance.

Q-14 Distinguish between Operational control and management control.
Ans. Differences between operational control and management control are as under:

(i) The thrust of operational control is on individual tasks or transactions as against total or more
aggregative management functions. When compared with operational, management control is
more inclusive and more aggregative, in the sense of embracing the integrated activities of a
complete department, division or even entire organisation, instead or mere narrowly
circumscribed activities of sub-units. For example, procuring specific items for inventory is a
matter of operational control, in contrast to inventory management as a whole.

(ii) Many of the control systems in organisations are operational and mechanistic in nature. A set of
standards, plans and instructions are formulated. On the other hand, the basic purpose of
management control is the achievement of enterprise goals – short range and long range – in an
effective and efficient manner.
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Q-15 What is Strategy Audit? Explain briefly the criteria for strategy audit given by Richard Rumelt’s.
Ans. A strategy audit is an examination and evaluation of areas affected by the operation of a strategic

management process within an organization.
Richard Rumelt’s Criteria for Strategy Audit
a. Consistency: A strategy should not present inconsistent goals and policies. Organizational conflict

and interdepartmental bickering are often symptoms of managerial disorder, but these problems
may also be a sign of strategic inconsistency. Three guidelines help determine if organizational
problems are due to inconsistencies in strategy:
• If managerial problems continue despite changes in personnel and if they tend to be issue-

based rather than people-based, then strategies may be inconsistent.
• If success for one organizational department means, or is interpreted to mean, failure for

another department, then strategies may be inconsistent.
• If policy problems and issues continue to be brought to the top for resolution, then strategies

may be inconsistent.
b. Consonance: Consonance refers to the need for strategists to examine sets of trends, as well as

individual trends, in auditing strategies. A strategy must represent an adaptive response to the
external environment and to the critical changes occurring within it. One difficulty in matching a
firm’s key internal and external factors in the formulation of strategy is that most trends are the
result of interactions among other trends. For example, the day-care school/centre came about
as a combined result of many trends that included a rise in the average level of education, need
for different education pedagogy, increase in income, inflation, and an increase in women in the
workforce. Although single economic or demographic trends might appear steady for many years,
there are waves of change going on at the interaction level.

c. Feasibility: A strategy must neither overtax available resources nor create unsolvable sub-
problems. The final broad test of strategy is its feasibility; that is, can the strategy be attempted
within the physical, human, and financial resources of the enterprise? The financial resources of
a business are the easiest to quantify and are normally the first limitation against which strategy
is audited. It is sometimes forgotten, however, that innovative approaches to financing are often
possible. Devices, such as captive subsidiaries, sale-leaseback arrangements, and tying plant
mortgages to long-term contracts, have all been used effectively to help win key positions in
suddenly expanding industries. A less quantifiable, but actually more rigid, limitation on strategic
choice is that imposed by individual and organizational capabilities. In auditing a strategy, it is
important to examine whether an organization has demonstrated in the past that it possesses the
abilities, competencies, skills, and talents needed to carry out a given strategy.

d. Advantage: A strategy must provide for the creation and/or maintenance of a competitive
advantage in a selected area of activity. Competitive advantages normally are the result of
superiority in one of three areas:
(1) resources, (2) skills, or (3) position.
The idea that the positioning of firm’s resources that enhance their combined effectiveness is
familiar to military theorists and chess players. Position can also play a crucial role in an
organization’s strategy. Once gained, a good position is defensiblemeaning that it is so costly to
capture that rivals are deterred from full-scale attacks. Positional advantage tends to be self-
sustaining as long as the key internal and environmental factors that underlie it remain stable.
This is why entrenched firms can be almost impossible to unseat, even if their skill levels are only
average. Although not all positional advantages are associated with size, it is true that larger

-296- Chapter-8 : Strategy Implementation and Control

Downloaded From www.castudynotes.com

Join Us on Telegram http://t.me/canotes_ipcc

http://www.castudynotes.com
http://t.me/canotes_ipcc


organizations tend to operate in markets and use procedures that turn their size into advantage,
while smaller firms seek product/market positions that exploit other types of advantage. The
principal characteristic of good position is that it permits the firm to obtain advantage from policies
that would not similarly benefit rivals without the same position. Therefore, in auditing strategy,
organizations should examine the nature of positional advantages associated with a given strategy.

Q-16 Define Refreezing in Kurt Lewin’s change process
Ans. Kurt Lewin proposed three phases of the change process – Unfreezing, changing and then refreezing.

Refreezing occurs when the new behaviour becomes a normal way of life. The new behaviour must
replace the former behaviour completely for successful and permanent change to take place. It may be
achieved through continuous reinforcement.

Q-17 What is Benchmarking? Explain briefly the elements involved in Benchmarking process.
Ans. Benchmarking is an approach of setting goals and measuring productivity of firms based on best industry

practices or against the products, services and practices of its competitors or other acknowledged
leaders in the industry. It developed out of need to have information against which performance can
be measured. Benchmarking helps businesses in improving performance by learning from the best
practices and the processes by which they are achieved. Thus, benchmarking is a process of continuous
improvement in search for competitive advantage. Firms can use benchmarking practices to achieve
improvements in diverse range of managerial functions like product development, customer services,
human resources management, etc.
The various steps in Benchmarking Process are as under:
(i) Identifying the need for benchmarking: This step will define the objectives of the benchmarking

exercise. It will also involve selecting the type of benchmarking. Organizations identify realistic
opportunities for improvements.

(ii) Clearly understanding existing decisions processes: The step will involve compiling information
and data on performance.

(iii) Identify best processes: Within the selected framework best processes are identified. These may
be within the same organization or external to them.

(iv) Comparison of own process and performance with that of others: Benchmarking process also
involves comparison of performance of the organization with performance of other organization.
Any deviation between the two is analysed to make further improvements.

(v) Prepare a report and implement the steps necessary to close the performance gap: A report on
benchmarking initiatives containing recommendations is prepared. Such a report also contains
the action plans for implementation.

(vi) Evaluation: Business organizations evaluate the results of the benchmarking process in terms of
improvements vis-à-vis objectives and other criteria set for the purpose. It also periodically
evaluates and reset the benchmarks in the light of changes in the conditions that impact the
performance.

Q-18 Distinguish between Strategy Formulation and Strategy Implementation.
Ans. Although inextricably linked, strategy implementation is fundamentally different from strategy

formulation in the following ways:
Strategy Formulation Strategy Implementation

• Strategy formulation focuses • Strategy implementation focuses onefficiency.
on effectiveness.
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• Strategy formulation is primarily • Strategy implementation is primarilyan
anintellectual process. operational process.

• Strategy formulation requires  • Strategy implementation requires
conceptual intuitive and analyticalskills. motivation and leadership skills.

• Strategy formulation requires • Strategy implementation requires
coordination among the executivesat coordination among the executives
the top level. at the middle and lower levels.

Q-19 Zumba Robots, an electronic robot manufacturing company is a leader in its business segment.Over a
period of time, it started losing its grip on the market as its overall position started to weaken.Discuss
the type of audit that you would like to suggest to analyse the situation of the company?

Ans. The audit of management performance with regard to its strategies helps ‘Zumba Robots’ identify
problem areas and correct the strategic approaches that have not been effective so far. A strategy audit
is a review of a company’s business plan and strategies to identify weaknesses and shortcomings and
enable a successful development of the company. An assessment of the external environment shows
where changes happen and where organization’s strategic management no longer match the demands
of the marketplace. Based on such analysis, Zumba Robots can improve business performance by
periodically conducting such an audit.

Q-20 Identify three aspects of impact of IT Systems on Business Process Reengineering and list three areas
where it provides business value.

Ans. Impact of IT Systems on Business Process Reengineering are identified as:
• Compression of time
• Overcoming restrictions of geography and/or distance
• Restructuring of relationships
IT initiatives, thus, provide business values in three distinct areas:
• Efficiency – by way of increased productivity
• Effectiveness – by way of better management
• Innovation – by way of improved products and services

Q-21 The Audit Committee of Theta Ltd on observing a sluggish growth has advised a radical internal digital
transformation. A strategy audit was proposed to identify problem areas and correct the strategic
approaches that have not been effective so far. The strategy auditor while measuring organisational
performance has identified gaps in flow between order booking by the sales department and the
dispatch of product by the delivery department, which amounts to success of one department means
failure for another. With reference to Richard Rumelt’s criteria for strategy audit, identify and explain
the correct evaluation criteria to be adopted.

Ans. Richard Rumelt’s criteria for strategy audit proposes four criteria namely, consistency, consonance,
feasibility and advantage. In the present scenario, the strategy auditor while measuring organisational
performance has identified a gap which amounts to success of one department means failure for
another. This can be clearly identified as a consistency criterion as the current organisational strategies
are inconsistent.
Three guidelines help determine if organizational problems are due to inconsistencies in strategy.
• If managerial problems continue despite changes in personnel and if they tend to be issue-based

rather than people-based, then strategies may be inconsistent.
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• If success for one organizational department means, or is interpreted to mean, failure for another
department, then strategies may be inconsistent.

• If policy problems and issues continue to be brought to the top for resolution, then strategies may
be inconsistent.

Q-22 Discuss three methods for reassigning new patterns of behavior as proposed by H.C. Kellman.
Ans. H.C. Kellman has proposed three methods for reassigning new patterns of behaviour.

These are compliance, identification and internalisation.
• Compliance: It is achieved by strictly enforcing the reward and punishment strategy for good or

bad behaviour. Fear of punishment, actual punishment or actual reward seems to change behaviour
for the better.

• Identification: Identification occurs when members are psychologically impressed upon to identify
themselves with some given role models whose behaviour they would like to adopt and try to
become like them.

• Internalization: Internalization involves some internal changing of the individual’s thought
processes in order to adjust to a new environment. They have given freedom to learn and adopt
new behaviour in order to succeed in the new set of circumstances.

Q-23 India’s luxurious domestic airline Indi jet in an attempt to retain its leadership in aviation sector has
hired JS Dutta as its Chief Executive. Mr. Dutta wishes to reorient company to make it a domestic
discount carrier. He desires to introduce no frills business model by offering extremely low fares and
meals. At the same time setting the stage for a new air revolution, he wishes to brand itself as on-time
airlines having proper systems in place and removing additional and wasteful activities and processes.
What steps will you advise to Mr. Dutta?

Ans. Mr. Dutta should adopt business process reengineering (BPR). It is an approach to unusual improvement
in operating effectiveness through the redesigning of critical business processes and supporting
business systems. It is revolutionary redesign of key business processes that involves examination of
the basic process itself. BPR refers to the analysis and redesign of workflows and processes both within
the organization and between the organization and the external entities like suppliers, distributors,
and service providers.
The orientation of redesigning efforts involves total deconstruction and rethinking of business process
BPR involves the following steps:
i. Determining objectives: Objectives are the desired end results of the redesign process. They will

provide the required focus, direction, and motivation for the redesign process and help in building
a comprehensive foundation for the reengineering process.

ii. Identify customers and determine their needs: The process designers have to understand
customers. The purpose is to redesign business process that clearly provides value addition to the
customer.

iii. Study the existing processes: The study of existing processes will provide an important base for
the process designers. The purpose is to gain an understanding of the ‘what’, and ‘why’ of the
targeted process.

iv. Formulate a redesign process plan: Formulation of redesign plan is the real crux of the
reengineering efforts. Customer focused redesign concepts are identified and formulated. In this
step alternative processes are considered, and the best is selected.

v. Implement the redesigned process: It is easier to formulate new process than to implement
them. Implementation of the redesigned process and application of other knowledge gained
from the previous steps is key to achieve dramatic improvements.
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Q-24 Strategy Formulation and Strategy Implementation.
Ans. Although inextricably linked, strategy implementation is fundamentally different from strategy

formulation in the following ways:
Strategy Formulation Strategy Implementation
• Strategy formulation focuses on • Strategy implementation focuses on

effectiveness. efficiency.
• Strategy formulation requires intellectual • Strategy formulation is primarily an

process. operational process.
• Strategy formulation requires conceptual • Strategy implementation requires

intuitive and analytical skills. motivation and leadership skills.
• Strategy formulation requires coordination • Strategy implementation requires

among the executives at coordination  among the executives at the
the top level. middle and lower  levels.

Q-25 Discuss various steps involved in Business Process Reengineering (BPR) while implementing in an
organization.

Ans. BPR is an approach to unusual improvement in operating effectiveness through the redesigning of
critical business processes and supporting business systems. BPR is a revolutionary redesigning of key
business processes.
BPR involves the following steps:
(i) Determining objectives and framework: Objectives are the desired end results of the redesign

process which the management and organization attempts to achieve. This will provide the required
focus, direction, and motivation for the redesign process.

(ii) Identify customers and determine their needs: The designers have to understand customers -
their profile, their steps in acquiring, using and disposing a product. The purpose is to redesign
business process that clearly provides added value to the customer.

(iii) Study the existing process: The existing processes will provide an important base for the
redesigners. The purpose is to gain an understanding of the ‘what’, and ‘why’ of the targeted
process. However, some companies go through the reengineering process with clean perspective
without laying emphasis on the past processes.

(iv) Formulate a redesign process plan: Formulation of redesign plan is the real crux of the
reengineering efforts. Customer focused redesign concepts are identified and formulated.
Alternative processes are considered, and the optimum is selected.

(v) Implement the redesign: It is easier to formulate new process than to implement them. It is the
joint responsibility of the designers and management to operationalise the new processes.

OR
Q-26 Write short note on Richard Rumelt’s criteria for strategy audit.
Ans. Richard Rumelt’s Criteria for Strategy Audit

(i) Consistency: A strategy should not present inconsistent goals and policies which can lead to
organizational problems and conflicts. Inconsistencies in strategy are indicated if
(a) The cause of organizational problems is issue based;
(b) Success for one department implies failure for another;
(c) The top management is expected to resolve policy problems and issues every time.
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(ii) Consonance: Consonance refers to the need for strategists to examine sets of trends, as well as
individual trends, in auditing strategies. The difficulty is that most trends are the result of
interactions among other trends. A strategy must represent an adaptive response to the external
environment and to the critical changes occurring within it.

(iii) Feasibility: A strategy must neither overtax available resources nor create unsolvable sub-
problems. The final broad test of strategy is its feasibility; that is, can the strategy be attempted
within the physical, human, and financial resources of the enterprise?

(iv) Advantage: A strategy must provide for the creation and/or maintenance of a competitive
advantage in a selected area of activity. The advantage may reflect superiority in any one or
combination of: resources, skills and position.

Q-27 Sanya Private Limited is an automobile company. For the past few years, it has been observed that the
progress of the company has become stagnant. When scrutinized, it was found that the planning
department was performing fairly well but the plans could not be implemented due to improper use of
resources, undesirable tendencies of workers and non-conformance to norms and standards. You are
hired as a Strategic Manager. Suggest the elements of process of control to overcome the problem.

Ans. Sanya Private Limited deteriorating performance due to poor implementation of plans that is improper
use of resources, undesirable tendencies of the workers, and non-conformance to norms and standards,
all point towards weak controls in the organization. Implementation of plans cannot assure results
unless strong and sufficient controls are put in place. The management of the company should focus
diligently on developing controls especially in the identified problem areas.
The process of control has the following elements:
(a) Objectives of the business system which could be operationalized into measurable and controllable

standards.
(b) A mechanism for monitoring and measuring the performance of the system.
(c) A mechanism (i) for comparing the actual results with reference to the standards (ii) for detecting

deviations from standards and (iii) for learning new insights on standards themselves.
(d) A mechanism for feeding back corrective and adaptive information and instructions to the system,

for effecting the desired changes to set right the system to keep it on course.
Above elements of control would ensure a proper check on improper use of resources, undesirable
tendencies of the workers, and non-conformance to norms and standards and ensure a result oriented
implementation of plans.

Q-28 What is strategic control? Kindly explain the statement that “premise control is a tool for systematic
and continuous monitoring of the environment”.

Ans. Strategic Control
Strategic control is the process of evaluating formulated and implemented strategy. It is directed
towards identifying changes in the internal and external environments of the organization and making
necessary adjustments accordingly.
Strategic Control focuses on the dual questions of whether: (1) the strategy is being implemented as
planned; and (2) the results produced by the strategy are those intended.
Yes, Premise control is a tool for systematic and continuous monitoring of the environment to verify
the validity and accuracy of the premises on which the strategy has been built. It primarily involves
monitoring two types of factors:
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(i) Environmental factors such as economic (inflation, liquidity, interest rates), technology, social
and legal-regulatory.

(ii) Industry factors such as competitors, suppliers, substitutes.
It is neither feasible nor desirable to control all types of premises in the same manner. Different
premises may require different amount of control. Thus, managers are required to select those
premises that are likely to change and would severely impact the functioning of the organization
and its strategy.

Q-29 Write a short note on requirement of strategy audit. What are the basic activities of strategic audit?
Ans. Need of Strategy Audit

A strategy audit is an examination and evaluation of areas affected by the operation of a strategic
management process within an organization.
A strategy audit is required under the following conditions:
• When the performance indicators reflect that a strategy is not working properly or is not producing

desired outcomes.
• When the goals and objectives of the strategy are not being accomplished.
• When a major change takes place in the external environment of the organization.
• When the top management plans:

(a)  To fine-tune the existing strategies and introduce new strategies; and
(b)  To ensure that a strategy that has worked in the past continues to be in-tune with subtle
internal and external changes that may have occurred since the formulation of strategies.

Adequate and timely feedback is the cornerstone of effective strategy audit. Strategy audit can be no
better than the information on which it is based.
Strategy Audit includes three basic activities:
1. Examining the underlying bases of a firm’s strateg y,
2. Comparing expected results with actual results, and
3. Taking corrective actions to ensure that performance conforms to plans.

Q-30 Connect Group was one of the leading makers of the mobile handsets till a few years ago and which
went at the bottom of the heap. Connect Group didn’t adapt to the current market trends which
eventually lead to its downfall. Which would have helped Connect Group to change, adapt and survive?
Explain the steps to initiate the change.

Ans. Connect Group has to do strategic change for its survival. The changes in the environmental forces
often require businesses to make modifications in their existing strategies and bring out new strategies.
Strategic change is a complex process that involves a corporate strategy focused on new markets,
products, services and new ways of doing business. Unless companies embrace change, they are likely
to be freeze and unless companies prepare to deal with sudden, unpredictable, discontinuous, and
radical change, they are likely to be extinct.
Three steps for initiating strategic change are:
(i) Recognize the need for change - The first step is to diagnose the which facets of the present

corporate culture are strategy supportive and which are not.
(ii) Create a shared vision to manage change - Objectives of both individuals and organization should

coincide. There should be no conflict between them. This is possible only if the management and
the organization members follow a shared vision.
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(iii) Institutionalize the change - This is an action stage which requires the implementation of the
changed strategy. Creating and sustaining a different attitude towards change is essential to
ensure that the firm does not slip back into old ways of doing things.

Q-31 What is implementation control? Discuss its basic forms.
Ans. Managers implement strategy by converting major plans into concrete, sequential actions that form

incremental steps. Implementation control is directed towards assessing the need for changes in the
overall strategy in light of unfolding events and results associated with incremental steps and actions.
Strategic implementation control is not a replacement to operational control. Strategic implementation
control, unlike operational controls continuously monitors the basic direction of the strategy. The two
basic forms of implementation control are:
(i) Monitoring strategic thrusts: Monitoring strategic thrusts help managers to determine whether

the overall strategy is progressing as desired or whether there is need for readjustments.
(ii) Milestone Reviews. All key activities necessary to implement strategy are segregated in terms of

time, events or major resource allocation. It normally involves a complete reassessment of the
strategy. It also assesses the need to continue or refocus the direction of an organization.

Q-32 Why is Strategic Control important for organizations? Discuss briefly 4 types of strategic control that
can be implemented to achieve the enterprise goals.

Ans.  Importance of strategic control: Strategic control is an important process that keeps organisation on its
desired path. It involves evaluating strategy as it is formulated and implemented. It is directed towards
identifying problems and changes in premises and making necessary adjustments. Strategic control
focuses on the dual questions of whether: (1) the strategy is being implemented as planned; and (2)
the results produced by the strategy are those intended.
There are four types of strategic control:
• Premise control: A strategy is formed on the basis of certain assumptions or premises about the

environment. Premise control is a tool for systematic and continuous monitoring of the
environment to verify the validity and accuracy of the premises on which the strategy has been
built.

• Strategic surveillance: Strategic surveillance is unfocussed. It involves general monitoring of
various sources of information to uncover unanticipated information having a bearing on the
organizational strategy.

• Special alert control: At times, unexpected events may force organizations to reconsider their
strategy. Sudden changes in government, natural calamities, unexpected merger/acquisition by
competitors, industrial disasters and other such events may trigger an immediate and intense
review of strategy.

• Implementation control: Managers implement strategy by converting major plans into concrete,
sequential actions that form incremental steps. Implementation control is directed towards
assessing the need for changes in the overall strategy in light of unfolding events and results.

Q-33 Do you agree with the statement that ‘Benchmarking is a process of continuous improvement in search
of competitive advantage’? Discuss.

Ans. Yes, benchmarking is a process of continuous improvement in search for competitive advantage. It
measures factors related to products, services and practices against those of its competitors or other
acknowledged leaders in their field.
Benchmarking is an approach of setting goals and measuring productivity based on best industry
practices. It developed out of need to have information against which performances can be measured.

Navkar Digital Institute | Paper 7B : Compiler | Most Imp collection of Chapterwise Que. & Ans. -303-

Downloaded From www.castudynotes.com

Join Us on Telegram http://t.me/canotes_ipcc

http://www.castudynotes.com
http://t.me/canotes_ipcc


It helps in improving performance by learning from best practices and the processes by which they are
achieved.
Benchmarking involves regularly comparing different aspects of performance with the best practices,
identifying gaps and finding out novel methods to not only reduce the gaps but to improve the situations
so that the gaps are positive for the organization. Better processes are not merely copied. Efforts are
made to learn, improve and evolve them to suit the organizational circumstances. Further, benchmarking
exercises are also repeated periodically so that the organization does not lag behind in the dynamic
environment.
Firms can use benchmarking process to achieve improvement in diverse range of management function
like maintenance operations, assessment of total manufacturing costs, product development, product
distribution, customer services, plant utilisation levels and human resource management.

Q-34 Glassware Ltd. is about to go through a significant restructuring. The strategic change involves moving
from a decentralized to a centralized structure. This will help Glassware avoid duplication of support
activities and lower its costs.
The management have held the first staff briefing in which they went to great lengths to explain that
the change was necessary to equip the company to face future competitive challenges. Identify and
explain the current stage of Glassware Ltd. from the Lewin’s three-stage model of change?

Ans. Glassware Ltd. is currently in the ‘unfreezing’ stage, where management is attempting to explain the
need for change in an attempt to maximize buy-in by employees and reduce the amount of resistance.
Unfreezing the situation: The process of unfreezing simply makes the individuals aware of the necessity
for change and prepares them for such a change. Lewin proposes that the changes should not come as
a surprise to the members of the organization. Sudden and unannounced change would be socially
destructive and morale lowering. The management must pave the way for the change by first
“unfreezing the situation”, so that members would be willing and ready to accept the change.
Unfreezing is the process of breaking down the old attitudes and behaviours, customs and traditions so
that they start with a clean slate. This can be achieved by making announcements, holding meetings
and promoting the new ideas throughout the organization.

Q-35   Explain the various categories in which generic business process of a firm requires redesigning.
Ans. The generic business processes of a firm that require redesign may be classified into three broad

categories as follows:
• Processes pertaining to development and delivery of product(s) and / or services

- These may include research, design, engineering, manufacturing, and logistics, besides purchasing
/ procurement and materials management.

• Process involving interface(s) with customers - These usually include marketing, advertising,
order fulfilment, and service.

• Process comprising management activities - These include strategy formulation, planning and
budgeting, performance measurement and reporting, human resource management, and building
infrastructure.

In the context of these generic business processes, BPR may be viewed as a means of solving business
problem through IT capabilities.

Q-36 Sanya Private Limited is an automobile company. For the past few years, it has been observed that the
progress of the company has become stagnant. When scrutinized, it was found that the planning
department was performing fairly well but the plans could not be implemented due to improper use of
resources, undesirable tendencies of workers and non-conformance to norms and standards. You are
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hired as a Strategic Manager. Suggest the elements of process of control to overcome the problem.
Ans. Sanya Private Limited deteriorating performance due to poor implementation of plans that is improper

use of resources, undesirable tendencies of the workers, and non-conformance to norms and standards,
all point towards weak controls in the organization. Implementation of plans cannot assure results
unless strong and sufficient controls are put in place. The management of the company should focus
diligently on developing controls especially in the identified problem areas. The process of control has
the following elements:
(a) Objectives of the business system which could be operationalized into measurable and controllable

standards.
(b) A mechanism for monitoring and measuring the performance of the system.
(c) A mechanism (i) for comparing the actual results with reference to the standards (ii) for detecting

deviations from standards and (iii) for learning new insights on standards themselves.
(d) A mechanism for feeding back corrective and adaptive information and instructions to the system,

for effecting the desired changes to set right the system to keep it on course.
Above elements of control would ensure a proper check on improper use of resources, undesirable
tendencies of the workers, and non-conformance to norms and standards and ensure a result oriented
implementation of plans.

Q-37 Explain the steps for initiating strategic change.
Ans. The changes in the environmental forces often require businesses to make modifications in their

existing strategies and bring out new strategies. Strategic change is a complex process that involves a
corporate strategy focused on new markets, products, services and new ways of doing business.
Three steps for initiating strategic change are:
(i) Recognise the need for change – The first step is to diagnose the which facets of the present

corporate culture are strategy supportive and which are not.
(ii) Create a shared vision to manage change – Objectives of both individuals and organisation should

coincide. There should be no conflict between them. This is possible only if the management and
the organisation members follow a shared vision.

(iii) Institutionalise the change – This is an action stage which requires the implementation of the
changed strategy. Creating and sustaining a different attitude towards change is essential to
ensure that the firm does not slip back into old ways of doing things.

Q-38 Distinguish between Strategic Planning and Operational Planning.
Ans.

Strategic planning Operational planning
Strategic planning shapes the organisation Operational planning deals with currentdeployment
and itsresources. of resources.
Strategic planning assesses the impact of Operational planning develops tactics ratherthan
environmental variables.  strategy.
Strategic planning takes a holistic view of the Operational planning projects currentoperations into
organisation. the future.
Strategic planning develops overall Operational planning makes modifications tothe
objectives andstrategies. business functions but not fundamentalchanges.
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Strategic planning is concerned with the Operational planning is concerned with theshort-term
long-termsuccess of the organisation. success of the organisation.
Strategic planning is a senior management Operational planning is the responsibility offunctional
responsibility.  managers.

MULTIPLE CHOICE QUESTIONS

1. The purpose of strategy evaluation is to:
(a) increase the budget annually
(b) alert management to problems or potential problems
(c)  make budget changes
(d) evaluate employees’ performance

2. During what stage of strategic management are a firm’s specific internal strengths and weaknesses
determined?
(a) Formulation (b) Implementation
(c) Evaluation (d) Feedback

3. In evaluating strategies, which one of Rumelt’s criteria for evaluating strategies, refers to the need for
strategists to examine sets of trends?
(a) Consistency (b) Consonance
(c) Feasibility (d) Advantage

4. An important activity in __________ is taking corrective action.
(a) Strategy evaluation (b) Strategy implementation
(c) Strategy formulation (d) Strategy leadership

5. Which of the following is not a phase in Kurt Lewin’s Model of Change?
(a) Changing (b) Deep freezing
(c) Refreezing (d) Unfreezing

6. The following are part of Richard Rumelt’s criteria for strategy audit, except:
(a) Adaptation (b) Consistency
(c) Consonance (d) Feasibility

7. Strategy evaluation is difficult on account of following trends, except:
(a) There is dramatic increase in the environment’s complexity.
(b) It is difficult to predict future.
(c) Firms have unlimited resources.
(d) Obsolescence is rapid.

8. Which of the following does not form part of Richard Rumelt’s criteria for strategy audit?
(a) Adaptation. (b) Consistency.
(c) Consonance. (d) Feasibility.

9. Which of the following is not a phase in Kurt Lewin’s Model of Change?
(a) Changing. (b) Deep freezing.
(c) Refreezing. (d) Unfreezing.
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10. Systematic and continuous monitoring of the business environment to verify the accuracy of
assumptions on which strategy is built is achieved by?
(a) Premise Control (b) Special Alert Control
(c) Implementation Control (d) Strategic Surveillance

Case Scenario - 1
Aero Mind Bridge Technologies Ltd (AMBTL) is a software development company work as a solution provider
to airlines industry. The company was established more than a decade ago by Mr. Pranshu Gupta having
experience of working in United States of America (USA). His entrepreneurial desires brought him back to
India to promote Aero Mind Bridge Technologies Ltd (AMBTL). The company started its operations with a
meagre capital of ‘ 10 lakhs with limited workforce. Currently, it enjoys a valuation of more than ‘ 50 crores.
Almost everybody acknowledged the competency of AMBTL in developing customised software for the
airlines industry.
The high growth of the company was mainly on account of the heavy inflows of the funds in the airlines
industry from various big business houses that have diversified into airlines industry. Currently, these
business houses were in the manufacturing of FMCG, textiles, packaging etc. and having good expertise and
uniqueness in these industries.
However, AMBTL saw stagnation in last three years. The order position was shrinking day by day. The margins
were also reducing. Last year was particularly bad for the AMBTL and its annual sales reduced by 20 % for the
first time since its inception.
Most of the business houses that had entered in the airlines industry had less knowledge and experience in
the industry. However, their desire to diversify and seeing new opportunity in the airlines industry prompted
them to invest heavily into the industry.
However, things did not turn out to be as expected. The tough competition between several players, reduction
in the fare by railways and high prices of aviation fuel created problems for the industry. The sector was not
able to generate reasonable profits thus resulting difficulty in maintaining operations. They were in need
for hard to come by capital. Lately, the airlines industry is witnessing some consolidation with companies
planning for mergers or even contemplating closures.
The general global recession also resulted in the reduction of travel expenditure of corporates resulting in
decrease in the order position of AMBTL.
Based on the above Case Scenario, answer the Multiple Choice Questions which are as follows:

1. Mr. Pranshu Gupta as a core strategist of AMBTL, authorised for bringing about strategic change in his
company, how he will initiate “unfreezing of the situation”?
(a) Promoting new ideas throughout the organization
(b) Promoting compliance throughout the organization
(c) Promoting change in process throughout the organization
(d) None of the above

2. Which of the following would be chosen by the core strategist to implement operational control?
(a) Premise Control (b) Special Alert Control
(c) Implementation Control (d) Budgetary Control
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Case Scenario - 2

Connect Private Limited, a Mumbai based company is launching a smartphone, under the brand name of
Poppy. The company recognizes plethora of options that customers have from Chinese manufacturers
flooding the smartphone landscape. With recent COVID 19 pandemic hurting the global sentiment towards
Chinese products, the company plans to play on the patriotic card and advertise Poppy as the “Desi”
smartphone of India.
Strategic Arm of the company undertook an industry analysis and reported, that, budget phone segment
was overtaken by the Chinese brands completely; however, the low segment of smartphones was still open
for exploration. Thus, the company planned to enter the market with tw o models, Poppy A and Poppy B,
priced at ` 4,499 and ` 5,499.
The company is also aware that their product can easily be imitated at same costing as well as pricing, and
thus the very essence of their product can be lost. A team of marketing professionals was hired to tackle this
issue. The solution they suggested was to take the first mover advantage by spending huge sums in advertising
and promotion.
Based on sound consciousness of the competition from huge money backed international players, the
compan y decided to manufacture smartphone covers and accessories with the same “Desi” tag, along with
Poppys martphones. This shall help them mitigate the risk of being completely thrown out of business.
Consequently, they invested a fairly good amount in manufa cturing of these accessories.
The investors made it an objective for the team to reach an annual sales volume of 15,000 handsets and
70,000 pieces of accessories. The accessories sales surpassed the expectations by a fairly good margin.
However, Poppy A and Poppy B did not receive the much anticipated response and the leadership decided
to reduce the scope and focus purely on accessories business going forward.
With a new focus on accessories production, the “Desi” tag will still play an important part in the success.
However, they need to ensure creation of strong barriers to entry for domestic players, and for that, they
have plans to increase the production to enormous levels. This shall reduce their unit cost, thus, eliminating
the new entrants due to extremely competitive pricing.
Based on the above case scenario, answer the multiple choice questions which are as follows:
1. GetWellSoon Limited is a health provider and has only large edge of town hospitals. It is considering

setting-up additional small city centre clinics capable of treating less-serious day cases. Which of the
following will fall under “Strategy Implementation”?
(1) Acquiring and fitting out clinics
(2) Hiring and/or transferring staff
(3) Publicity, so that patients know where and when to go
(4) Liaison with general practitioners and the main hospitals
(a) Only (d) (b) (b) & (d)
(c) (a), (b) & (d) (d) (a), (b), (c) & (d)
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CASE  STUDY  - PAPER-7 SECTION-A: ENTERPRISE INFORMATION SYSTEMS

Case Scenario - 1
GK Sports Ltd. is one of the largest manufacturers of various sports equipment with its head office at Delhi.
The company sells its products in both offline as well as online mode through its website. Analyzing the
good response of customers in India, the company decides to sell its products across the countries-Australia,
New Zealand, Canada, US and Germany through online mode. The company offers various payment modes
to its customers for their ease like credit card, debit card and UPI. During expansion Mr. Ajay has been
recruited as an internal auditor to review the business process. The company uses proper automation for its
various business processes and also practicing the regular auditing. During assessment, he observes that
there exits technical difficulties in integrating the sales amounts received through various payment gateways
available on its website across the countries. In order to scrutinize the potential fraud involved, the
management of company hires ABC Ltd. to identify the gaps in various payment gateways. ABC Ltd. prepares
an inspection summary report mentioning the name of two personnel of the company who used to slice a
small amount of money from every computerized transaction made through the portal.
The management decides to book the fraudsters for dishonesty and fraud under the provisions of Information
Technology Act, 2000. Learning lesson from the untoward event, the management also finds it necessary to
adopt stringent security measures in its working environment.
Based on the case scenario, answer the Question No. (s) 1 to 5.
1. Which kind of business risk does the management of GK sports Ltd. experiences when two of its

employees were found involved in fraud of online transactions?
(a) Strategic risk (b) Financial risk
(c) Regulatory risk (d) Operational risk

2. In purview of above case scenario, identify the technique used by the fraudster employees.
(a) Data Diddling (b) Salami Technique
(c) Christmas Cards (d) Trap Doors

3. Identify the section of Information Technology Act, 2000 under which the fraudsters can be booked.
(a) Section 66D (b) Section 43
(c) Section 66 (d) Section 65

4. The management of GK Sports Ltd. wishes to implement some type of access control approach to
restrict system access to authorized users, wherein employees having access rights can only access the
information they need to do their jobs and prevent them from accessing information which doesn’t
pertain to them. What type of security measure is being adopted by GK Sports Ltd. in its information
System?
(a) General Controls (b) Role-based Access Controls
(c) Security Management Controls (d) Application Controls

5. GK Sports Ltd. decides to sell its products across some countries through online mode. Which of the
following commercial law governing e-commerce would it need to follow as a regulation for augmenting
exports from India?
(a) Companies Act, 2013
(b) Foreign Trade (Development and Regulation) Act, 1992
(c) Foreign Trade (Development and Regulation) Act, 1994
(d) The Competition Act, 2002
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Case Scenario - 2
HEALTHY MAASALA Ltd., a FMCG company is dealing in homemade and organic spices. Considering the
expansion of company, it planned to start online sales for its products through online merchants like Amazon,
Flipchart, and Big Basket. To start the new line of business, the company decided to get a detailed study
done for the proposed system; for which the company hired the services of JS Developers. The detailed
study performed by JS developers listed few critical issues that were required to be taken care to achieve
goals and success which the company intended to achieve. On the basis of its analysis of present system, JS
developers prepared a report and submitted it to management of HEALTHY MAASALA Ltd. In annual board
meeting, the management considered the report of JS developers on various issues and submitted its
response on the same. The issues raised by JS developers and action plan of HEALTHY MAASALA Ltd. are
listed below.

S. No. Critical Issues (as mentioned in report of Management Response of HEALTHY
JS developers)  MAASALA Ltd.

1 Company needs to streamline and upgrade its Management agrees to expand resources,
processes of order and supply for its new line of time, and guidance to start new line of
business. online business and also shows its concern

on authentication of customer. Management
decides to engage an auditor as a part of
development team to ensure that the
developed system would be as per the need
of new line of business.

2 The success of online business depends on the Management considers this point as an
timely supply of products to customer. Therefore, important factor and feels that same should
the company should work on Turn-Around-Time be taken care by streamlining and upgrading
(TAT). the processes as the standard of online

industry for TAT is changed to 24 hours.
3 The business managers need to be provided Management highlights this as an essential

Management Information System (MIS) reports on feature of being able to generate relevant
demand. MIS reports through proposed system.

Apart from the above issues, the company extracted the relevant data on market trend of homemade
and organic spices and purchase pattern of customer of these products. Also, the cybercrimes and their
counter provisions under IT Act, 2000 governing e-commerce transactions were to be considered while
developing the new system.

1. We know that the phases of Order to Cash (O2C) business process are as follows:
(i) Customer Order (ii) Order fulfilment
(iii) Collections (iv) Accounting
(v) Invoicing (vi) Delivery Note
Identify the correct sequence of O2C Process.
(a) (i),(ii),(vi),(v), (iii), (iv) (b) (i),(ii),(v),(vi), (iii), (iv)
(c) (ii),(iv),(v),(vi), (i), (iii) (d) (ii),(iii),(iv),(v), (i), (vi)

2. In the proposed system, the business managers shall have the facility to generate relevant MIS reports.
Identify the incorrect statement about Management Information System (MIS) reports?
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(a) Business managers rely on MIS reports to evaluate businesses’ daily activities and make decisions.
(b) The warehouse managers require MIS reports to gain information about product inventory and

shipping information.
(c) Finance and accounting managers would require MIS reports about sales revenue and business

expenses.
(d) Different MIS reports automatically suggest the best solution to its stakeholders.

3. The company does not have its own website and hence the management of HEALTHY MAASALA Ltd.
decides to sell its products through online intermediary merchants like Amazon and Big Basket etc.
Identify the business model of e-Commerce being used in this case.
(a) Business to Consumer e-Commerce (b) Business to Business e-Commerce
(c) Consumer to Business e-Commerce (d) Consumer to Consumer e-Commerce

4. In purview of above case scenario, the management of HEALTHY MAASALA Ltd. observed that the
company must comply with the related provisions of IT Act, 2000 that provide the legal recognition to
all the transactions that are made electronically. As per IT Act 2000; which of the following activity does
not fall under the purview of computer related offences?
(a) Violation of Privacy
(b) Stealing Computer resource and computer source document
(c) Theft of Identity
(d) Removal, transfer of property to prevent tax recovery

5. In purview of above case scenario, the decision of management to engage an auditor as a part of
system development team is to ensure that the developed system is as per the need of new line of
online business. This engagement of Auditor is classified as ___audit.
(a) Post Implementation (b) Internal
(c) Concurrent (d) General

Case Scenario - 3
Sure Success Trainers is one of the most popular training institutions nationwide. During their start in 2007,
they provided physical sessions in selected cities on career counselling, mock interviews, competitive
exams and group discussions to under-graduate and post-graduate students for preparation of their job
placements. However, due to high success placement rate of its students, they revamped their business
model and launched their mobile app in the year 2017. To meet out the expenses associated with new
requirement of using mobile technology, Sure Success Trainers had taken loan of ‘ 20 Lakh from BNC Bank.
Since then, the Sure Success mobile app is catering to the needs of many aspirants all over India by providing
them online classes through virtual mode. The app further provides various features like registering for new
course, notifications, preparatory material, audios, videos etc.
During registration into a particular course, the students need to make online payments of the course
through various modes - Net banking, Debit Card and Credit Card. After making payment, every student is
allotted a unique user id and password to access their course through mobile app. The mobile app allows the
registered students to login into the Sure Success Trainers App from their unique user ids and join the live
sessions they are enrolled in.
Since the launch of its mobile app, the Sure Success Trainers has been utilizing specialized tools for analyzing
the future trend and scope for online coaching and their current position in the coaching industry on the
regular basis. They have been performing well and has lately been awarded nation-wide second rank by
Core course Magazine. The Core course Magazine has awarded the rank based on the performance analysis
report of various training institutions on different parameters.
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Read the above case scenario and answer the following questions.
1. The Sure Success Trainers App provides the facility to request for the change in his/her course even

after registration in case a student wishes to. A registered student can generate the course change
request through the app which subsequently is restricted to be approved by any authorized admin
personnel of Sure Success Trainers. Such restriction refers to which feature of Business Process
Automation?
(a) Confidentiality (b) Integrity
(c) Availability (d) Timeliness

2. Core course Magazine analyzed the performance of various training institutions on different parameters
based on which nation-wide second ranking was awarded to Sure Success Trainers. Which among the
following technologies is utilized by Core course Magazine for collecting data of various institutions
from internal and external sources, analyzing the data and to create a report based on the evaluated
data?
(a) Data warehouse (b) Business Intelligence
(c) Machine Learning (d) Data Mining

3. Sure Success Trainers App has controls implemented at the operating system level such that each
registered student has access to only his/her registered course and its relevant content. Identify which
type of Operating system controls is being implemented here?
(a) Automatic terminal identification (b) User identification and Authentication
(c) Terminal time out (d) Access token

4. The mode of digital payment allowed in Sure Success Trainers App through which a student can register
in any course are Net banking, Debit Card and Credit Card. Which of the following statement does not
hold true for mode of payment?
(a) Through Debit Card of BNJ bank, Mr. Bhola successfully paid  ` 3,000 online for his desired course

through Sure Success Trainers App which led to the deduction of said amount from his bank
account immediately.

(b) If Ms. Rita has successfully paid ` 5,000 online for registration in a new course through Sure
Success Mobile App using her Credit Card, this implies that there should have been sufficient
balance in her bank account for the transaction to get completed.

(c) Using the Credit Card of KLU Bank, Ms. Dolly paid ` 4,800 for the desired course in Sure Success
Mobile App and the transaction got over with charge of some fixed amount as transaction fees by
the Credit Card issuer bank.

(d) If the payment for the course has been done by Mr. Ram using his Debit Card of DLF bank that
indicates that he must be having a bank account in the DLF bank.

5. Sure Success Trainers has approached BNC Bank for the loan of ` 20 Lakh. To do so, the BNC bank will
undergo the process of creating a master for the institution in its loan disbursement system. After
filling the loan application form, following steps are involved in the creation of masters in Loan
Disbursement System.
i. BNC bank seeks for KYC and other relevant documents from Sure Success Trainers.
ii. BNC Bank issues Sanction letter to Sure Success Trainers mentioning the terms of facilities and

loan amount.
iii. The credit team of BNC Bank verifies the documents of Sure Success Trainers in terms of its

financial and credit worthiness.
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iv. The Sure Success Trainers’ account gets created in the master of BNC Bank’s Loan Disbursement
System.

v. Disbursement team prepares Pre-Disbursement certificate containing the details of all the facilities
and limit of ` 20 Lac approved for Sure Success Trainer.

What would be the correct sequence of the process?
(a) i,iii,ii,v,iv (b) iii,ii,i,iv,v
(c) v,iv,i,ii,iii (d) i,ii,iii,iv,v

Case Scenario - 4
SciLabs, is an upcoming robotics company in India providing innovative solutions for different verticals. The
company has adopted the concept of Cloud Computing using the cloud type which is small, most secure,
controlled, maintained internally and used to perform critical activities of the company.
For every new project undertaken by them; the functional requirement documents are prepared, and the
initial design requirements are communicated to programmers via algorithms and flowcharts. All the customer
requirements are tracked, assembling materials are ordered and the details regarding entire cost incurred
for training, research and full-fledged development of the product are managed through the implemented
SAP ERP system.
Furthermore, different versions of all the documents and white papers related to the ongoing research are
stored in the Relational Database Management Systems (RDBMS) Teradata warehouse periodically to maintain
record of all the changes a said project undergoes during its entire life cycle. Such methodology enables
SciLabs to maintain and compare the data between different time periods based on the time stamps the
data is stored in the data warehouse.
SciLabs has also implemented stringent controls so that the high-level architectural diagrams of the new
project are kept with utmost confidentiality.
Based on the facts of the case scenario given above, choose the most appropriate answer to Q. Nos 1 to 5.
1. Flowcharts are used by SciLabs to communicate the requirements to the programmers. Which among

the following would be the initial step in developing flowcharts?
(a) Identifying the activities in each process step.
(b) Preparing an initial rough diagram.
(c) Identifying the business processes to be documented.
(d) Identifying the starting point of the process.

2. SciLabs uses a module of SAP ERP system that enables to create detailed scheduling, material
requirement planning, and refine production integration. Which of the following module of SAP ERP
support all these features?
(a) Material Management (b) Supply Chain
(c) Production Planning (d) Sales and Distribution

3. The documents and white papers related to the research carried on by the SciLabs analysts are loaded
in Teradata data warehouse so as to have comparisons of the different version files. Which feature of
a Teradata tool is referred here?
(a) Standardized (b) Time Variant
(c) Non-operational data (d) Consistency
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4. SciLabs initially has adopted the concept of Cloud Computing using the cloud which is small, most
secure, controlled and maintained internally. However, with the expansion in the SciLabs business,
the management decided to deploy another cloud named _____ for its non-critical activities and usage
of additional resources. Identify the deployed cloud.
(a) Private Cloud (b) Public Cloud
(c) Hybrid Cloud (d) Community Cloud

5. Though stringent controls are implemented by SciLabs, one of its development team member Mr. Atul
accesses the confidential architectural diagrams of the new project and download them on his personal
computer for wrongful reasons. Under which Section of the Information Technology Act, 2000; is Mr.
Atul punishable?
(a) Section 65 (b) Section 43
(c) Section 66 (d) Section 66D

Case Scenario - 5
The Printage Ltd. is the printing press that deals with printing of the notepad s and calendars and supplying
it to various vendors, schools, and offices. With an aim of expansion of their business and to enter into the
competitive market with variety of high-designed products, they purchased several state-of-art printing
equipment in the year 2019 costing approximately ‘ 5 lakhs. The distinguishing feature of these printing
equipment, if used optimally, enables the users to prepare any customized designs as per customers’ choice
on various daily use products like Mugs, T-shirts, and pillows etc. However, due to lack of proper training, the
employees in the factory of the company were not able to operate the equipment properly thereby causing
the delay in supply of the products against the orders placed by the customers. Few instances were registered
where customers returned the products due to defects in designing and misprinting and also due to delay in
the delivery of their ordered products.
The company being aware about enormous benefits of E-Commerce environment has its own online platform
where the customers can place their orders. To place the orders for their customized products, the new
customers are required to fill an online registration form that captures the payment related information like
Account details or Credit Card details etc. and upload the design and photograph of their choice at the time
of placing the order.
Though Printage Ltd. has made huge Capital investment in the new equipment, however there was a regular
fall in sales and market share due to unsatisfied customers. On Management’s request, an expert Mr. Amit
was assigned to assess the reasons for steady fall in sales, market share and furthermore to suggest the
improvements for overall business processes to increase the productivity and quality of the end-products.
He prepared a pictorial representation of operations and processing of these equipment to understand
their working.
After completion of his assignment, he suggested the following:
• To enhance the output and reduce the costs and generate a positive Return on Investment (RoI), he

suggested the management to begin regular periodic training sessions for its employees to operate
and handle the equipment efficiently and use them optimally.

• He recommended to have dedicated Inspection Officer(s) for regular review of products before packing
and delivery of products to customer, against the present process of clearing the products by the
Production In-charge itself for packing and delivery.
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Based on the above case scenario, answer the Question No(s) 1 to 5.
1. In purview of case scenario, the new customers are required to fill an online form that captures the

information of their credit cards for payment at the time of placing any order, whereas the details like
Credit Card get prefilled in the form of already registered customers. From which category of data of
Financial and Accounting systems, does the prefilled data for registered customers get fetched in the
online form?
(a) Master data (b) Non-Master data
(c) Accounting data (d) Customer’s data

2. Mr. Amit used flowchart for diagrammatic representation to describe various business processes and
operations. Identify the flowchart symbol used by him to represent the internal storage.

(a) (b)

(c) (d)

3. In purview of above case scenario, the customers may pay for his/her order using Credit Card. The
following are the controls applied by Credit Card Issuing Authority except one.
Choose the odd statement regarding Credit Cards.
(a) Batch processing of the reconciliations for the balances received from the credit card network

with the transactions updated in the credit card system or card network level.
(b) Interest on fund-based credit cards is automatically calculated in credit card system.
(c) Access rights to authorize credit limit should be restricted to authorized personnel.
(d) No transaction can happen if the aggregate limit of outstanding amount exceeds the assigned

credit limit.
4. The Printage Ltd. has its own online platform to promote and avail the benefits of eCommerce

transactions. However, many risks are also associated with online business.
Which of the following does not fall under the category of risk of online business?
(a) Denial of Service (b) Problem of piracy
(c) Repudiation of Contract (d) Elimination of time delays

5. In purview of above case scenario, a control is well implemented in the payment gatewayof Prinatge
Ltd. that checks for the authorized limit of the Credit Card of any customerwhen s/he places any online
order. Identify the control from the following that has beenexecuted in this case.
(a) Detective Control (b) Preventive Control
(c) Corrective Control (d) Environmental Control

Case Scenario - 6
BlackGoose LLP is a US based company that owns www.SecretNumber.com which is a password generating
website. It started its business operations and services in 2016 and has amassed various customers from
different fields for its cryptographic services since then. These customers were generally US-based
stakeholders involving large business ventures, banking channel partners, telecom service providers, Credit-
Card providers etc. To deal with the numerous challenges in terms of handling prolific data, the company
adopted Mongodb as its cross platform which is a document-oriented database program that provides extra
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security storage with strong encryption techniques to the company. The company became capable of storing
copies of essential documents like credit card details, contract of mortgages and other critical financial
information of its customers world-wide. All the business processes of BlackGoose LLP are automated and
integrated with each other using Enterprise Resource Planning (ERP) Systems that strengthen the market
standing of company by increasing the operational efficiency and saving cost. To diminish the impact of risks
associated with automated processing, the company executed various Information Technology General
Controls (ITGC) across different layers of its IT environment.
Over the period, the company could build trust amongst its stakeholders in different business areas and is
therefore planning to expand its business further. To overcome the technical challenges and voluminous
data of its prospective stakeholders, the company decided to place following measures in its working
enironment.
• To use an appropriate control mechanism wherein regular review of network security is performed to

detect and compete with jamming of its network traffic.
• To have information security policies, procedures, and practices well in place to cover major key areas

of securing its information at various levels.
Attempt Q. No.(s) 1 to 5 based on case scenario

1. BlackGoose LLP provides cryptographic services which encompass the process of transforming data
into meaningless text (ciphertext) and authentication to access the same. Identify the Application
Control being implemented by the company in this case.
(a) Input Control (b) Communication Control
(c) Boundary Control (d) Output Control

2. BlackGoose LLP executed various Information Technology General Controls (ITGC) across different
layers of its IT environment to diminish the impact of risks associated with automated processing.
Which of the following does not fall under category of ITGC?
(a) Incident Response and Management
(b) Value Added areas of Service Level Agreements
(c) Business Continuity
(d) Error and Exception Reporting

3. BlackGoose LLP is a US based company that owns www.SecretNumber.com which is a password
generating website. This is an example of __________ type of e-marketing.
(a) e-Shop (b) Buyer Aggregator
(c) Virtual Community (d) e-Procurement

4. BlackGoose LLP decided to have information security policies, procedures, and practices well in place
to cover all key areas of securing its information at various levels. Below mentioned are various examples
of information security.
(i) Implementation of firewalls
(ii) Role based access given to employees
(iii) User Event Logging
(iv) Disabling the USB ports
The sub-processes involved in aforementioned examples of Information Security are as under:
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I. Application Security
II. Physical Security
III. Network Security
IV. Database Security
Choose the correct set of Information Security example with its corresponding sub-process.
(a) (i) - (III),(ii) - (IV),(iii) - (I),(iv) - (II) (b) (i) - (II),(ii) - (III),(iii) - (I),(iv) - (IV)
(c) (i) - (IV),(ii) - (I),(iii) - (III),(iv) - (II) (d) (i) - (IV),(ii) - (III),(iii) - (II),(iv) - (I)

5. The implementation of ERP in BlackGoose LLP has benefitted it tremendously thereby leading to
capturing of huge clientele. Which of the following is not a factor providing the ERP benefits to the
company?
(a) Improved supplier performance (b) Information independence
(c) Better customer satisfaction (d) Reduction of Lead Time
Question No(s). 6 to 10 carries 1 Mark each.

6. Below are some definitions related to automated environment in an organization.
(i) Extent of loss an enterprise has to face when a risk materializes.
(ii) An action, device, procedure, technique, or other measure to reduce the weakness of a system.
(iii) Estimation of the probability that the threats will succeed in achieving an undesirable event.
(iv) Events that may result in significant deviation from a planned object resulting in negative

consequence.
The terms for above definitions are as follows:
(I) Likelihood
(II) Risk
(III) Exposure
(IV) Countermeasure
Choose the correct match of terms and its definition related to automated environment in an
organization:
(a) (i) – (II), (ii) – (IV), (iii) – (III), (iv) – (I) (b) (i) – (IV), (ii) – (II), (iii) – (II), (iv) – (I)
(c) (i) – (III), (ii) – (IV), (iii) – (I), (iv) – (II) (d) (i) – (I), (ii) – (II), (iii) – (III), (iv) – (IV)

7. Below mentioned activities are involved in different modules of Enterprise Resource Planning (ERP)
Systems.
(i) This module facilitates coordinating, monitoring, and optimizing all the processes in an

organization.
(ii) This module is responsible for procurement, manufacturing, and distribution activities associated

with one or more families of related products.
(iii) This module is responsible for hiring a person to evaluate one’s performance, managing promotions,

compensations and handling payroll.
(iv) This functional module handles the maintaining of equipment and enables efficient planning of

production and generation schedules.
The modules of ERP are mentioned below:
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(I) Human Resource Module
(II) Controlling Module
(III) Plant Maintenance Module
(IV) Supply Chain Module
Choose the correct set that shows the match of activities within respective module of ERP.
(a) (i) – (I), (ii) – (IV), (iii) – (III), (iv) – (II) (b) (i) – (III), (ii) – (IV), (iii) – (I), (iv) – (II)
(c) (i) – (IV), (ii) – (II), (iii) – (III), (iv) – (I) (d) (i) – (II), (ii) – (IV), (iii) – (I), (iv) – (III)

8. Refer below mentioned statements are related to memory of Computer System.
(i) It is made up of semiconductors.
(ii) It is directly accessed by the CPU.
(iii) Data is permanently stored in this memory.
(iv) It is made up of magnetic and optical material.
(v) It is volatile in nature.
Choose the correct set of true statements w.r.t. Primary Memory of the Computer System.
(a) (i), (ii), (v) (b) (i), (ii), (iv) (c) (iii), (iv), (v) (d) (i), (iii), (v)

9. Below mentioned are some critical facts about various digital modes of payment used in e-commerce
transactions.
(i) There should be sufficient balance in the account of the payee before s/he makes payment for

any transaction.
(ii) Known as *99# Banking.
(iii) An e-voucher which is delivered to beneficiaries in the form of a QR Code and SMS- string based

voucher.
(iv) This allows customer to make purchases within the limit of approved amount by bank and pay the

same at the end of billing cycle.
The digital modes of payments are listed below:
I. USSD Banking
II. Credit Card
III. e-Rupi
IV. Debit Card
Choose the set that shows the correct match of statements with its digital mode of payment.
(a) (i) - I, (ii) - II, (iii) - III, (iv) - IV (b) (i) - IV, (ii) - I, (iii) - III, (iv) - II
(c) (i) - III, (ii) - II, (iii) - I, (iv) - IV (d) (i) - IV, (ii) - III, (iii) - II, (iv) - I

10. Various activities involved in Money Laundering are as follows:
(i) Conversion of illegal proceeds into apparently legitimate business earnings through normal

financial or commercial operations.
(ii) Involves the positioning of proceeds derived from illegal activities.
(iii) Involves the separation of proceeds from illegal source and hide the proceeds.
The stages of Money Laundering are mentioned below:
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(I) Integration
(II) Layering
(III) Placement
Identify the statement that correctly matches the activities involved in appropriate phase of Money
Laundering and in sequential manner also.
(a) (i) - (I), (ii) - (II), (iii) - (III) (b) (ii) - (III), (iii) - (II), (i) - (I)
(c) (i) - (I), (iii) - (II), (ii) - (III) (d) (iii) - (II), (ii) – (I), (i) - (III)

Case Scenario - 7
KL Mart deals in grocery items, adults’ apparels, electronic items, stationery items and gym related equipment.
These items are sold in its two showrooms one each in Noida and East Delhi. To purchase items from any of
these two showrooms; the customers must have GST number against which free of cost membership card is
issued to them which the customers may use in any of the showroom. KL Mart has its warehouse located at
Greater Noida, quite distant from the location of its two showrooms. All the three locations - both showrooms
and warehouse maintain their separate computerized billing and inventory systems with both showrooms
not aware of inventory available at warehouse at any point in time. Therefore, the integration between the
inventory system of both showrooms and warehouse store is lacking.
As a regular practice, after every three days, both showrooms raise their inventory requirement to warehouse
and accordingly the warehouse based on the availability of the stock items, either accepts or rejects partially/
fully the requisition raised by any showroom. Once the order of any showroom is confirmed, the warehouse
is bound to deliver the products to that showroom latest by the next day of its order confirmation. The
management observes few incidents wherein the products were not supplied as per the requirement of
showroom because of their non-availability. The time to place the clearance for the order of various products
from the warehouse makes the showrooms to wait forcibly for their ordered products to be received.
To solve the problem of delay in products’ delivery and reduce the turnaround time, the management of KL
Mart proposes to procure new software with an objective to automate inventory, billing, and stock modules
to synchronize integration of inventory systems between the showrooms and warehouse. So, the
Management approaches a software provider/developer company named Gigs Software Ltd. to procure the
software to automate and integrate their inventory process of warehouse and showrooms. Mr. Anil from
Gigs Software Ltd.
leads its team to understand and realize the needs and requirements of KL Mart for which he interviews
various officials from management and employees of warehouse/showroom to know about their expectation
from proposed system.

1. Mr. Anil after understanding the needs and requirements of KL Mart compiles a report and decides to
provide an overview of what data would the proposed system be processing and storing, what
transformations shall be performed, what results would be produced and flow of data among external
entities. Identify the tool used by Mr. Anil in this case.
(a) Data Flow Diagram (b) Flowchart
(c) Decision Table (d) Decision Box

2. In purview of above case scenario, whenever there is delivery of ordered products by warehouse to
any of the showroom, the vouchers are required to be issued to record the physical movement of stock
from one location to another. What type of voucher is relevant in this case?
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(a) Receipt Note (b) Stock Journal
(c) Delivery Note (d) Physical Stock

3. While developing the proposed software for KL Mart, which of the following control from Data Resource
Management Control should be applied by developer of Mr. Anil’s team from Gigs Software Ltd. so that
only authorized users can change or delete the inventory database?
(a) Update Control (b) Concurrency Control
(c) Definition Control (d) Quality Control

4. Mr. Ramesh purchased various grocery and electronic items from KL Mart of ? 20,000/-. He used a digital
mode of payment wherein the payment was based through quick response code without using internet
banking. Identify the digital payment method used by Mr. Ramesh.
(a) Cryptocurrency (b) Smart Card
(c) e-Rupi (d) Credit Card

5. KL Mart maintains its bank account with Noida Branch of DEF bank for all types of transactions. Which
of the following server of DEF bank stores the login details of its customers and authenticates them at
the time of login?
(a) Internet Banking Application Server
(b) Internet Banking Channel Server
(c) Application Server
(d) Automated Teller Machine Channel Server

Question No(s). 6 to 10 carries 1 Mark each.
6. Consider the following flowchart.

Choose the correct value of S.
(a) 100 (b) 200 (c) 300 (d) 0
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7. Below mentioned activities are involved in overall Purchase Process of Material Management
(MM)Module in ERP Systems.
(i) Placing an order for Approved Quotation.
(ii) Release of payment to vendor.
(iii) Issue of material to production.
(iv) Receipt of material by stores.
(v) Purchase requisition from production department.
(vi) Evaluation of quotations.
(vii) Asking for quotation from approved vendors.
(viii) Evaluation of purchase request by Purchase department.
(ix) Recording of purchase invoice by Accounts.
Arrange them in sequence.
(a) (v) – (viii) – (vii) – (vi) – (i) - (iv) – (iii) – (ix) – (ii)
(b) (iii) – (iv) – (ii) – (vi) – (i) – (ix) – (viii) – (v) – (vii)
(c) (i) – (ii) – (iii) – (iv) – (ix) – (viii) – (vii) – (vi) – (v)
(d) (v) – (vii) – (ix) – (vi) – (iv) – (i) –(iii) – (ii) – (viii)

8. The Information Systems Auditing is defined as the process of attesting various objectives that are
mentioned below:
(i) Asset safeguarding
(ii) Data integrity
(iii) System effectiveness
(iv) System efficiency
The underpinned definition of these objectives is as under:
I. This involves protecting of various resources like hardware, software, data files etc. by using

internal controls from unauthorized access.
II. This involves whether a system reports information in a way that facilitates its users in decision -

making or not.
III. This involves use of various Information system resources minimally with their optimum utilization.
IV. This involves maintaining the accuracy, completeness, reliability, and transparency of the data.
Match the objectives with their definitions:
(a) (i) – I, (ii) – IV, (iii) - II, (iv) - III (b) (i) – I, (ii) – II, (iii) - III, (iv) - IV
(c) (i) – IV, (ii) – III, (iii) - II, (iv) - I (d) (i) – II, (ii) – III, (iii) - I, (iv) - IV

9. There are few examples of e-business model.
(i) A consumer selling his refrigerator on the website.
(ii) Consumer placing an estimate of amount s/he wants to spend on hiring the particular service.
(iii) Seller selling its products to an intermediate buyer who then sells its products to the final customer.
(iv) Online retailer selling its products and services to consumers through its website.
The business models are listed below:
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I. Business - to - Business (B2B)
II. Consumer - to - Consumer (C2C)
III. Business - to - Consumer (B2C)
IV. Consumer - to - Business (C2B)
Identify the statement that shows the correct match of the example with its corresponding e-business
model.
(a) (i) - I, (ii) - II, (iii) - III, (iv) - IV (b) (i) - II, (ii) - IV, (iii) - I, (iv) - III
(c) (i) - III, (ii) - II, (iii) - I, (iv) - IV (d) (i) - IV, (ii) - III, (iii) - II, (iv) - I

10. Following are the various risks that are associated with security of information in an automated
environment.
(i) Lack of management direction and commitment to protect information assets.
(ii) Potential loss of confidentiality, availability and integrity of data and system.
(iii) Non-establishment of user accountability.
(iv) Security breaches may go undetected.
Following are the controls for afore-mentioned risks to Information Security.
I. Establishment of security policies.
II. Vendor default passwords are approximately modified, eliminated, or disabled.
III All users to have unique user-id.
IV Logs are maintained and regularly reviewed.
Match the risks with their corresponding controls.
(a) (i) – I, (ii) – II, (iii) – III, (iv) - IV (b) (i) – IV, (ii) – II, (iii) – III, (iv) – I
(c) (i) – II, (ii) – III, (iii) – IV, (iv) – I (d) (i) – III, (ii) – I, (iii) – IV, (iv) - II
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CASE  STUDY  - PAPER-7 SECTION-B: STRATEGIC MANAGEMENT

Case Scenario - 1
Aloe Veda, a women run health company has been making innovative products based on Aloe Vera. Their
portfolio includes creams, edibles, and juices, face masks, and now even hand sanitizers. They have had a
simple focus; luring women customers of all ages who care about their personal health and hygiene at prices
that the common consumer can afford. The market is growing over the years and even men have shown
interest in their products.
However, running the company has not been easy, for big FMCG brands are readily offering similar products
with better reach. Mr. Mukesh Bakshi was on boarded to help the company scale up its customer reach and
he implemented old school distribution tactics. The distributors were offered better margins, foreign trips
and gifts and even profit sharing in some cases. This helped the company shelf Aloe Veda products at most
of the retailers. Online business was also ramped up diligently.
Mukesh has been instrumental in achieving targets, but the core team has been a group of close-knit partners
who have built the company on trust. And as the business grew, the partners took up individual
responsibilities in an autonomous fashion, where each one of them was responsible for their own segment’s
operations and process improvement, and collectively driven by positive and margins. The policy of “trust
all, ask no questions” could be seen at the leadership level.
The company has been aware of its industry and the players therein, with different set of strengths and
economic backgrounds, but it wanted to deep dive into some more metrics to get a holistic view of the
competition. For that, they reached out to KMGP LLP to project a strategic group mapping for them, based on
which they could plan ahead. KMGP LLP prepared the below chart;
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Business segment of Ale Veda has been booming industry wide, all they need to focus is on maintaining
their values and scaling before it’s too late. And of course, keeping an eye on the external business
environment shall be crucial too.

Based on the above Case Scenario, answer the Multiple-Choice Questions which are as follows:
1. Mukesh Bakshi, has been leading Aloe Veda from the front with a spear headed strategy on innovating

which of the following?
(a) Product (b) Price
(c) Place (d) Promotion

2. Aloe Veda has been taking up competition with big FMCG brands in which of the following segments?
(a) Cost Leadership of Supply Chain (b) Differentiation of Product
(c) Focused Cost Leadership of Product (d) Focused Differentiation of Product

3. Which important aspect of organizational structure configuration is missing in Aloe Veda?
(a) Configuration of Intended Roles (b) Configuration of Processes
(c) Configuration of Decision Making (d) Configuration of Governance Mechanism

4. as per strategic group mapping done by the marketing team, which of the following is the biggest
threat for Aloe Veda for its niche market?
(a) Eel (b) Ind Cos
(c) Strategic group mapping does not tell that clearl
(d) There are no threats to their niche market

5. Suppose Aloe Veda asks its customers to plant Aloe Vera plant in their houses to get additional discounts.
From Aloe Veda’s strategic intent of being environmentally inclined while retaining its customers,
much before rivals try to poach them, can be termed as?
(a) Planned Strategy (b) Reactive Strategy
(c) Adaptive Strategy (d) This is not a strategy, it is a marketing gimmick

Case Scenario - 2
Zuberia, a London based choreographer with a master’s degree in social entrepreneurship, wanted to
dosomething innovative and impactful with her international degree. Following which she took on her
dream to inculcate dance as a part of basic curriculum in primary education back in India. For this, she set up
a digital dance education company called Dance XT.
The business model was simple; approach active NGOs working on the field, conduct local competitions to
spread awareness, offer scholarships to talented kids to lure in support, and finally build a community of
interested individuals. This would act as a base for marketers to market their products amongst youth and
also divert some of their CSR funds to a good cause. Interestingly, there are numerous NGOs working for the
same cause, but the business monetization of Dance XT’s consumer data and easy approachability for
businesses has created an advantage over others.
A startup incubator was consulted to ensure free flow of funds in the initial few months until sponsors were
arranged. The best alternative to bank loans was crowd funding and that is what Dance XT opted for. Individuals
and corporates were encouraged to provide for basic expenses while volunteerism was encouraged for on
field support. The operations were smooth and foolproof.
The company expanded exponentially in major cities of Delhi, Mumbai and Kolkata, while making a surprising
foothold in Jaipur, Indore, Surat and Nashik. With over 500 volunteers and 100 team leaders, many more
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college students expressed interest in joining the field force. Sports brands, FMCG giants, political candidates,
and even government schools showed immense support to the company. It built a massive workforce
making numerous local teams with one single target of inculcating extracurricular in primary students
especially through dance.
The highlight of their success was when four of their students got selected in a dance reality show on
television. Following it, the business is booming with marketers eyeing youth while being true to the
underlying cause of the company.

Based on the above Case Scenario, answer the Multiple-Choice Questions which are as follows:
1. Similar businesses in dance tutoring operated on different business models because of?

(a) The external environment (b) Customer Geographies
(c) Choice of Strategy (d) Political Influence

2. The differentiating factor for Dance XT in comparison to its competitors has been which of the following?
(a) Research and Development Strategy - Innovative Dance Forms
(b) Vision Statement - Cultural Arts NGO aiming underprivileged talent
(c) Marketing Mix Strategy - Product, Potential Consumer Insights for final businesses
(d) Human Resource Strategy - Hiring quality dance trainers Pan-India

3. Incubator was approached for which of the following aspects of financial strategy?
(a) Budgeting (b) Management of Funds
(c) Evaluating worth of business (d) Acquisition of Capital

4. Dance XT can be categorized as which of the intensification strategies?
(a) Market Penetration (b) Market Development
(c) Product Development (d) Diversification of Services

5. Which of the following could be the biggest challenge from Chandler’s Strategy-Structure Relationship
for Dance XT?
(a) Too many levels of management
(b) Too much attention diverted to intercompany conflicts
(c) Too many objectives to achieve
(d) Too large a span of control

Case Scenario - 3
O-Farm, an organic farm products brand has been operating in India since 2014. It has had a decent history of
business with revenue of `50 crores in the previous year and a Compound Annual Growth Rate (CAGR) of
11% year on year.
While the company operated on “Kishan Kaylan” i.e., farmer friendly agenda since its inception, the rough
times ahead seem to call for changes. The recent amendments in Agriculture laws, though indirectly related
to organic farming, have posed immense threat to how the business operates. The leaders have been
proactive in shifting gears and budgeted funds for shifting focus to “Upbhokta Sewa”, i.e., customer
orientation.
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To create newer demands and position themselves against the local farming practice changes, they reached
out to West Asian and African Nations for their farm inputs, just like many other small traders from their
segment. Accordingly, they ordered dry fruits from Afghanistan, whole wheat from Nigeria, and citrus fruits
from Turkey. This has helped them get raw inputs at cheaper than usual rates and even better contractual
terms, thus, reducing input costs and thereby, passing on the surplus margins to customers.
Further, the marketing team roped in big cricket stars and many social media influencers to aware customers
about the brand’s customer orientation and product benefits. But, as the focus was on minimal spending,
the team smartly locked in affiliate marketing terms with the influencers and even celebrities, instead of
upfront promotion fee. This also helped in saving a lot of cost initially.
With the changing environment in the Indian subcontinent around agriculture production, the team is
confident with its strategic positioning. The sales have been just at the breakeven bars for now, and the
projected CAGR is 19% year on year, taking the sales volume to 10X in the next 4 years.
Farming has been a respected profitable business with big players as huge as oil companies. Nonetheless,
it is complex, as it involves a lot of stakeholders, especially as it still remains a labor intensive industry.
Based on the above Case Scenario, answer the Multiple Choice Questions.

(i) O-Farm’s new strategy implementation as a result of amendment of Agriculture laws by the government,
resonates with which of the following statements?
(a) Organizational operations are highly influenced by ripple effect of environmental changes.
(b) Organizational structure is highly influenced by ripple effect of environmental changes.
(c) Organizational operations are not affected by the ripple effect of environmental changes.
(d) Organizational structure can influence the environmental changes.

(ii) The shift of O-Farm from “Kishan Kaylan” to “Upbhokta Sewa” is a change in?
(a) Mission (b) Vision
(c) Promotion (d) Product

(iii) Which of the following was the first and major advantage for O-Farm that helped them achieve Cost
Leadership in the market?
(a) Economies of Scale was achieved very early on
(b) Prompt forecast of product’s demand
(c) Becoming customer oriented
(d) Well negotiated purchase contracts

(iv) O-Farm’s marketing strategy is an example of which of the following marketing strategies?
(a) Person Marketing (b) Augmented Marketing
(c) Enlightened Marketing (d) Synchrony Marketing

(v) The brand has achieved cost leadership through multiple strategies, but it would be a constant challenge
to sustain this leadership because of which of the following reasons?
(a) Competitors would imitate its modus operandi.
(b) Marketing cost will be huge as volumes increase given its choice of marketing strategy.
(c) Change in Agriculture Laws shall disrupt its supply chain time and gain.
(d) Sales volume will have to outperform its own targets and even that of competitors.
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2. Drishti Care is a not-for profit eye hospital and research Centre. Which one of the following statements
is likely to relate to Drishti Care’s vision, rather than its mission statement?
(a) Drishti Care places patient care before all else.
(b) Drishti Care will be the global leader in cutting edge eye surgery.
(c) Drishti Care offers the highest level of patient care throughout country.
(d) Drishti Care consultants strive to continually improve surgical techniques.

3. ABC is a marketing consultancy business. ABC’s most recent corporate analysis has identified that
three new businesses have recently entered its market and started aggressively targeting ABC’s key
client. As part of ABC’s corporate analysis, these three new businesses would be a
(a) Strength (b) Opportunity
(c) Weakness (d) Threat

4. Trekking Poles is a small company based in the Himalayan ranges in India. It is known in the region for
its hill walking sticks. Trekking Poles sell specialist walking equipment in their small shop at the foot of
the mountains. They do not have a website yet are able to sell their products at premium prices. Which
of the following one of Porter’s generic strategies best fits Trekking Poles?
(a) Cost leadership (b) Differentiation
(c) Focused cost leadership (d) Focused differentiation

5. A Ltd. has recently decided to install a new IT system to improve the efficiency of its payroll function.
A ltd. believes this will reduce the cost of running the payroll system by 20%. Which one of the following
levels of strategy is the above IT system most closely linked to?
(a) Corporate level (b) Functional level
(c) Business level (d) Strategic level

6. An organization during its strategy planning envisaged entire scenarios and created a strategy
framework. But in mean time after implementation, it realized that its framework is not effective in
certain unique scenarios. What is the reason for the same?
(a) Strategy is “partly proactive and partly reactive”
(b) Lack of analysis and proper planning.
(c) Strategy is highly reactive and highly proactive.
(d) Improper creation of strategic framework

Case Scenario - 4
Increasing investment in the share market, mutual funds, and equity/debt investment plans from the growing
salaried middle class gave birth to Scripzy, an Artificial Intelligence based market predictor and digital
brokerage company. The company is headquartered in Mumbai and has a team of 100+ IT professionals
working on building a safe and secure digital infrastructure.
The market is saturated. There is fierce competition and big brands have all jumped in with digital offerings
for their existing customers. Scripzy, on the other hand, is new and vulnerable but its organic reach to the
young earning set of customers is a winning streak. This was achieved by project Force.
Project Force was a secret market analysis conducted by internal teams to find sustainable competitive
advantages, focus on final product attributes most valued by customers and imitate the competitive
capabilities of competitors. It was a complete final product-customer approach which helped them win over
youngsters.
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Interestingly, the company being AI based has also automated its internal decision making with in-house AI
decision making bots. The top management explains their requirements to the AI bot and the bot makes
functional decisions that are to be executed by respective teams. It also engages with team leaders and
sends regular reports on fulfilments. This projected a very strong image for the company in the international
market and a Chinese investor offered them a huge undisclosed amount to buy-out the AI system. Scripzy
immediately accepted the offer and earned huge sums from the unexpected sale.
Repercussions followed and their core customers, the youth, boycotted their product. The team had to
approach the share market leaders to support and with a little influence from the share market leaders, they
were able to regain their “True Indian Company” status in the media. Nonetheless, damage had been done
and they saw their customer base shattered to an all time low.
Decisions which seem economically attractive are multi-faceted, and this is one lesson that Scripzy shall
remember for times to come. Business for now is low and weak, but a good strategy can change the landscape
for Scripzy’s future.

Based on the above Case Scenario, answer the Multiple Choice Questions.
(i) Which of the following statement by Ansoff is most appropriate for Scripzy’s strategy in the changing

environment?
(a) Preparedness of worst case scenarios
(b) Far fetched planning of leadership
(c) Money has the power to influence environment
(d) Blend of proactive and reactive actions

(ii) Project Force was crucial in determining Scripzy’s position in the market. However, which of the following
metrics was missed by the team while understanding KSFs?
(a)  Crucial product attributes
(b) Sustainable competitive advantage
(c) Resources for competitive success
(d) Competitive capabilities to be competitively successful

(iii) Scripzy’s huge investment in Artificial Intelligence has caused its organisational structure to be which
of the following structures?
(a) SBU Structure (b) Divisional Structure
(c) Hourglass Structure (d) Multidivisional Structure

(iv) In future, to fight out uncertainties like geo-political influences, which of the following can be used by
Scripzy?
(a) Strategic Audit (b) Scenario Analysis
(c) Benchmarking (d) ADL Matrix

(v) Not all customers can be satisfied, and Scripzy addressed the same by connecting with the right
customers. Arrange the following in the order that Scripzy followed while pursuing their customer
reach out.
(i) Market Positioning
(ii) Market Segmentation
(iii) Market Target
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(a) (i), (ii), (iii) (b) (ii), (iii), (i)
(c) (iii), (ii), (i) (d) (i), (iii), (ii)

2. Sanjivni Pharmaceuticals Limited manufacturers a cough syrup Zenus. It has modified Zenus syrup,
claiming that the Zenus cough syrup is sugar-free, and the consumer will not feel drowsiness after
consuming this cough syrup. Consumers found this product as unique. The sales of Zenus cough syrup
have increased as expected. The price of this sugar-free syrup is higher by 20% than the earlier syrup.
Identify the strategy adopted by Sanjivni Pharmaceuticals Limited.
(a) Focus strategy (b) Best cost provider strategy
(c) Differentiation strategy (d) Cost leadership strategy

3. Everyouth Beauty Products Limited, the makers of Feel-Fresh soaps have been suffering from low
sales volume from the last six months due to stiff competition. To regain its position, Everyouth Beauty
Products Limited launched various schemes such as ‘win a phone every hour’, scratch cards, buy 1 get
1 free and contest on social media. This resulted into increase in sales. Which type of promotional
activity did Everyouth Beauty Products Limited adopted?
(a) Sales promotion (b) Advertising
(c) Publicity (d) Personal selling

4. ABC Ltd. has identified that all three of its main products are at the maturity phase of the product life
cycle. Which of the following is ABC Ltd. likely to be experiencing due to this?
(a) High, but declining sales
(b) Growing numbers of competitors
(c) Product diversification and differentiation strategies
(d) Adoption of price skimming strategies

5. A tool by which management identifies and evaluates the various businesses that make up a company
is termed as:
(a) Value chain analysis (b) Portfolio analysis
(c) Competition analysis (d) Strategic analysis

6. If suppliers are unreliable or too costly, which of these strategies may be appropriate?
(a) Horizontal integration (b) Backward integration
(c) Market penetration (d) Forward integration

 Multiple Choice Questions
1. Since its inception in 1910, the family business of Indian ethnic wear firm Shanti Prasad & Sons, run by

Mr. Mukesh Gupta and his three sons has seen major transformation in supply chain, product
development and management. The inheritance over generations hasn’t been easy, as it was subject
to family brawls, but the company stood strong to its core principles.
Since 2011, major foreign brands have been eyeing the segment with world class designers opening up
their boutiques in plush areas around the country. JJM, a French design house, recently branded its
Indian wear with leading film personalities, to attract masses. This damaged existing supply chains,
attracted new age buyers and has been profitable from the very beginning.
The three sons reach out to you for management consultancy, to help them meet the competition, if
not beat it. You study the business inside out and come up with three options.
First, to exit Indian Market, and start exporting their designs to European markets. This would ensure
bigger revenue and forex gains, and also the distribution chains were well built there.
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Second, to become the major manufacturer of JMM and other big foreign brands. This would ensure
they stay relevant in the market as all the promotional spend would be taken care of by JMM and the
volumes they would rope in would actually mean growth for Shanti Prasad & Sons too.
Third, to sell their designs to the global brands with patent protection. This would ensure a perpetual
flow of revenue and a new market altogether, with global business exposure.
The family after considering your proposals, knowing the intricacies of business, and its environment,
decided to blend options two and three. The success or failure could only be gauged in three quarters,
when they sit down for an internal post implementation review.
Based on the above Case Scenario, answer the Multiple Choice Questions.

(i) What can be said about the attitude of the owners with regards to their strategymindset when they
reached out for consultancy?
(a) Expansion Oriented (b) Stability Oriented
(c) Retrenchment Oriented (d) Combination Oriented

(ii) If the owners went with option two, which of the following components of marketing strategy would
be irrelevant for them?
(a) Product and Promotion (b) Price and Product
(c) Promotion only (d) Place only

(iii) Option three if opted, would help in sustainability of which of the following, and would ensure so
because of what major characteristic of sustainability?
(a) Sustainability of Competitive Advantage by ensuring Transferability
(b) Sustainability of Value Creation by ensuring Appropriability
(c) Sustainability of Value Creation by restricting Imitability
(d) Sustainability of Competitive Advantage by ensuring Durability

(iv) For Shanti Prasad & Sons well as JJM, globalisation has been a key area of consideration. As times
change, and new players enter a market, the existing firms need to be careful about their survival.
Which of the following statements about Globalisation is false for JJM?
(a) It unifies the trade and such trade barriers become irrelevant
(b) It needs ability to compete in domestic market with foreign competitors
(c) It includes commitment to invest heavily in other countries
(d) It brings in foreign investment in the form of FDI

(v) For JMM, which of the following structures would be best suited, in case all major Indian family run
businesses start producing designs for them, while JMM simply takes care of distribution and marketing?
(a) Simple Structure (b) Network Structure
(c) Matrix Structure (d) Divisional Structure

2. Nom-Nom is a fast-food brand and has been facing a lot of competition from American brands and has
decided to NOT go very aggressive but to just preserve market share?
Which of the strategy Nom-Nom is following?
(a) Build (b) Hold (c) Harvest (d) Divest

3. A tea farm owners plan to open tea cafes in tourist spots and to sell their own premium tea to build a
brand. Which of the following can this be termed as?
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(a) Backward Integration (b) Forward Integration
(c) Diversification (d) Horizontal Integration

4. Airlines providing special lounge access to loyal customers is a type of which marketing?
(a) Augmented Marketing (b) Direct Marketing
(c) Relationship Marketing (d) Services Marketing

5. Maadhyam, a hearing aid manufacturer recently introduced an AI based management tool that has the
capabilities of managing teams across functions. What could be their new organisational structure post
this implementation?
(a) Divisional Structure (b) Matrix Structure
(c) Hourglass Structure (d) Network Structure

6. Halder & Sons have invested in latest technology in terms of latest printing machines from Germany
and Israel. But recent advent of internet has posed a big threat to their printing business as majority of
their clients have now turned to more environment friendly options. They are not able to sell off their
machines which are now redundant.
What condition are they facing right now?
(a) Improper market analysis (b) Exit Barriers
(c) Paralysis of Strategic Vision (d) Weak SWOT Analysis

Case Scenario - 5
In a recent board meeting, the Chairman of Inclusive Heal Pharma Ltd, (IHPL) a major pharmaceutical company
in India, proposed reassigning around 100 employees and lay off of another 275. The chairman proposed to
cut jobs throughout the country under a restructure of the pharmaceutical business. Some of the employees
who will be taken off from pharmaceutical business will be redeployed on a new project for entry into
wellness segment that is increasingly becoming lucrative. The company has been looking for growth
opportunities for a couple of years.
The proposal came after failed takeover of another company Rosy Cheek Health Ltd. (RCHL), a prominent
manufacturer of various nutritional supplements that include proteins, vitamins and minerals. IHPL tried
hard to acquire RCHL and raised its bid three times and finally offered Rs 450 crores in form of cash of Rs 250
crores and balance in shares. The offer was found to be unattractive by RCHL.
IHPL wanted to expand and have a separate product line to include health and wellness products in its
portfolio to create two distinct business groups. With the entry into new segment there will be need to
explain the business undertaken by IHPL in a new form as there will be difference with respect to the
customer needs and target markets. The Chairman said that the organisational changes underpin pursuit for
growth that remains top priority for the organisation.
The Chairman informed the board that the proposed new organisation will result in a reduction in middle
management roles by around fifteen per cent and reduction in junior management roles by ten per cent. It
is proposed to redesign workflows and processes both within IHPL and its interactions with suppliers,
hospitals and other associate organisations. Improvements in organisational reporting structures and use of
technology will make many middle level positions redundant and lead to reduction in the jobs. It will not
only reduce the salary costs but bring overall efficiencies. New enlarged team can be created later at the
time of launch of wellness products.
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Based on the above Case Scenario, answer the Multiple-Choice Questions which are as follows:
1. Managerial activity to redesign workflows and processes both within IHPL and its interactions with

suppliers, hospitals and other associate organisations is:
(a) Strategic Implementation (b) Growth and Improvement
(c) Organisational Change (d) Reengineering

2. Changes in the business undertaken by the IHPL with respect to the customer needs, target markets
shall directly amount to changes in:
(a) Organisational vision (b) Business mission
(c) Business definition (d) Organisational goals

3. A shift to wellness products is part of:
(a) Growth (b) Forward integration
(c) Backward integration (d) Horizontal diversification

4. Division of organisation into two distinct segments for pharma products and wellness products is a
form of:
(a) Simple structure (b) Functional structure
(c) Divisional structure (d) Matrix structure

5. By not raising the bid and creating a structure to produce wellness product, IHPL is shifting
from _________ strategy to _________ strategy.
(a) Merger, Retrenchment (b) Diversification, Growth
(c) Acquisition, Diversification (d) Acquisition, Intensification

6. BBL Bank had strategically decided to setup a separate office in Mumbai back in 2016, specifically
to invest in crypto currencies and in development of robust blockchain facilities. Which importance
of strategic management did BBL Bank made use of?
(a) Gives direction to the management of the company
(b) Helps to be proactive instead of being reactive
(c) Provides a framework for all major future decisions
(d) Supports development of new SBUs like in this case separate office for Blockchain

7. Dharam, an organic farming expert was consulting a group of farmers to build sustainable brand
of their corn produce. He suggested to follow the strategy of the biggest player in this business.
Which of the following can be used to identify such a player?
(a) BCG Matrix (b) ADL Matrix
(c) Dominant Force Analysis of the Industry (d) Strategic Group Mapping

8. Anshul joined a telecom company after his MBA and started working as market research analyst. His
job included analyzing industry factors like competitors, suppliers and substitutes. Which of the strategic
controls is he working on?
(a) Strategic Surveillance (b) Special Alert Control
(c) Premise Control (d) Benchmarking

9. When there is impact of strategy implementation on strategy formulation it can be referred as?
(a) Backward Linkages (b) Forward Linkages
(c) Vertical Linkages (d) Horizontal Linkages
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10. The philosophical base of strategic management falls within the concept of-
(a) Strategic Intent (b) Portfolio Analysis
(c) Globalisation (d) Vision Statement

11. A strategic business unit is a grouping of ________ businesses.
(a) unrelated (b) differentiated
(c) related (d) None of these.

Case Scenario - 6
Pantheon Yoga Center (PYC), situated in the dense forests of Chhattisgarh by Dr. Manohar Dasgupta, a less
known meditation center is visited by affluent Indians and foreign seekers, only by invitation. The uniqueness
of his methodologies remains in the fact that only a few people have been able to experience them yet.
Recently, CEO of a big investment bank approached Dr. Dasgupta to take special sessions for his management
team in Los Angeles, USA - and given Dr. Dasgupta’s popularity amongst business leaders, he wanted to
strengthen his network as well for business purposes by building relations with him. Though Dr. Dasgupta
was reluctant at first but understanding the need to publicize his practice and an offer by the CEO to get
access to more corporates through this route, he took the opportunity, and called his corporate suite of
sessions, the ‘Shanti Classes’.
There were certain risks though; first, his techniques could be shunned by the top management as being too
orthodox and old. Second, maybe they could be revealed to the outside world in a very disruptive manner,
thus taking away the core uniqueness of exclusivity, and lastly, how would he monetize his methodologies
if they expanded so quickly.
With above risks also came the need to build a strong team of like minded individuals who could support
and propagate the ideologies in a positive fashion. For this he relied on his daughter, Sukanya. She took
three months to build a team of fifty young-vibrant men and women from different backgrounds and trained
them with basics and a few specializations.
PYC opened its first branch in Los Angeles, USA, and then took the opportunity to open three more in India.
One each in Madhya Pradesh, Gujarat and Assam.
The center and its techniques have now been recognised globally, especially in Northern America, while
Europe is still to be explored business wise. One thing that Pantheon model reassures is that strategy has no
boundation with respect to product or service; it applies to each kind in its own way.
Based on the above Case Scenario, answer the Multiple-Choice Questions which are as follows:

1. Core competencies cannot be built on single know how, instead it has to be integration of many
resources. From the above case, what was the core competency of PYC and which of the following
competencies were missing from its bunch of competencies?
(a) Customer Satisfaction was the core competency and its competencies did not include meditation

expertise.
(b) Location of the Yoga Center was the core competency and its competencies did not include

technological know-how.
(c) Exclusivity was the core competency and its competencies did not include easy scalability.
(d) Dr. Dasgupta’s brand name was the core competency and its competencies did not include

exclusivity.
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2. Suppose you are a banker funding PYC’s new ventures. Please apprise the management about the third
risk mentioned above and which of the functional level strategies is it associated with for PYC?
(a) Associated with Delivering Value to Customer, Marketing Strategy
(b) Associated with Sources of Funds, Financial Strategy
(c) Associated with Free Publicity, Marketing Strategy
(d) Associated with Management of Funds, Financial Strategy (2 Marks)

3. The formation of “Shanti Classes’ by Dr. Dasgupta to popularise his business can be categorised as
which of the following growth strategies?
(a) Product Development (b) Diversification
(c) Market Penetration (d) Market Development

4. Which growth strategy was the CEO of the investment bank trying to achieve with Dr. Dasgupta’s
classes?
(a) Merger (b) Diversification
(c) Acquisition (d) Strategic Alliance

5. The biggest challenge that you think Sukanya would face while implementing Human Resource Strategy
for the newly trained 50 odd individuals would be?
(a) Building core competency with faith in employees
(b) Creating Competitive Advantage based on employee skills
(c) Managing Diversity of Workforce
(d) Providing Purposeful Direction

6. Greg was heading the Global Biscuits SBU for Jonky’s Ltd. and he got an email congratulating him for
being promoted as the head of entire business of Jonky’s in India. Which of the following statements
is true about Greg’s position?
(a) Greg was a business level manager but now he is a corporate level manager
(b) Greg was a functional level manager but now he is a corporate level manager
(c) Greg was a business level manager and now also he is a business level manager
(d) Greg was a corporate level manager and now also he is a corporate level manager

7. J&P, a western wear brand has contracted Pee Kaw marketing firm from Singapore, product design
team working as an outsource company from Mexico and Humans branding company taking care of its
people’s operations. What kind of structure is this?
(a) Hourglass Structure (b) Outsourcing
(c) Network Structure (d) Tree Branch Structure

8. Which is not the major dimension of strategic decision making?
(a) Top management involvement
(b) Commitment of organizational resources
(c) Future Oriented
(d) Impact on short term prosperity of firm

9. Functional level managers are concerned with_________
(a) Strategies that are responsible for the operations of specific business
(b) Strategies that span multiple businesses
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(c) Strategies that are specific to particular country
(d) Strategies that encourage a favourable attitude toward change

10. Best Cost provider strategies
(a) Seek to attract buyers on the basis of charging low price for low quality
(b) Aim at giving customers less value for more money
(c) Seek to attract buyers on the basis of charging high price for high quality
(d) Aim to giving customers low cost and better quality

11. The statement “where we want to go “denotes company
(a) Objective (b) Policy (c) Strategy (d) V ision
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