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Instructions to Candidates 
1. Time allowed is three (3) hours (with an additional reading time of 15 minutes). 
2. Answer all questions in Part I and three (3) questions from Part II. 
3. The answers should be given in the English Language. 

 

Subject Subject Code 
Business Strategy and Policy  (BSP / SL 2) 

 

PART I 
 
Answer all questions 
 
Question No. 01 (40 Marks) 
 
Read the following case on Marks and Spencer and answer the questions given at the end.   
 
Marks & Spencer (M&S) is a British retailing institution. Founded in 1884 by Michael Marks, a Polish 
Jew who had migrated to Britain, the company has been a national chain since the early 1990s. By 1926 
the company had a branch in every major town in the country and had become Britain’s largest retailer, a 
position it still holds. Primarily a supplier of clothing and foodstuffs, M&S is one of the world’s most 
profitable retailers. In 1992 M&S’s   280 British stores had sales of $7.5 billion. M&S accounted for 15 
percent of all retail clothing sales in Britain and 4.6% of all food sales. According to the Guinness Book of 
Records,   in 1991 the company’s flagship store at Marble Arch in London had a turnover of $3,700 per 
square foot – more than any other department store in the world.  
 
The secret of the company’s success lies in the way it follows some key strategic principles, many of 
which were already well established by the 1920s. M&S provides a selective range of clothing and food 
items aimed at rapid turnover.  The firm sells all its products under its own St. Michael label. M&S offers 
high quality products at moderate rather than low prices.  This combination of high quality and reasonable 
price encourage customers to associate M&S with value for money and the firm’s ability to deliver this 
combination consistently over the years has built up enormous customer goodwill in Britain. So strong is 
M&S’s reputation among British consumers that the company does no advertising in that market – a 
major source of cost saving.  
 
To achieve the combination of moderate prices and high quality, M&S works very closely with its 
suppliers, many of whom have been selling a major portion of their output to M&S for generations. The 
focus on quality is reinforced by M&S’s practice of having its technical people work closely with 
suppliers on product design. Suppliers are more than willing to respond to the firm’s demands, for they 
know that M&S is loyal to its suppliers and as it grows so do they. The sales volume generated by M&S’s 
strategy of providing only a selective range of clothing and food enables M&S’s suppliers to realize 
substantial economies of scale from large production runs. These cost savings are then passed on to M&S 
in the form of lower prices. In turn, M&S passes on part of the savings to the consumer.  
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Crucial to M&S’s effectiveness is a clear focus on the customer. The tone of this is set by top 
management. Each senior manager makes a habit of wearing M&S clothes and eating M&S food. Thus 
managers develop an understanding of what is that customers want and like about M&S products; by 
staying close to the customer they can improve the quality and design of the products they offer. The 
customer focus is reinforced at the store level by store managers who monitor sales volume and quickly 
identify lines that are selling and those that are not. Then store managers can transmit this information to 
suppliers, which have the capacity to quickly modify their production, increasing the output of lines that 
are selling well and reducing the output of lines that are not moving.           
 
Another central feature of M&S is its pioneering approach to human relations. Long before it became 
fashionable to do so, M&S had developed a commitment to the wellbeing of its employees. M&S has 
always viewed itself as a family business with a broad responsibility for the welfare of its employees.  
M&S offers its employees medical and pension plans that provide benefits that are well above the 
industry average.  The company pays its employees at a rate that is well above the industry average and it 
makes a practice of promoting employees from within, rather than hiring from outside. Furthermore, there 
are a series of in-store amenities for employees, including subsidized cafeterias, medical services, 
recreation rooms and hairdressing salons. The reward for M&S is the trust and loyalty of its employees, 
and ultimately, high employee productivity.   
 
Also vital is the company’s commitment to simplify its operating structure and strategic control systems. 
M&S has a very flat hierarchy; there is little in the way of intervening management layers between store 
managers and top management.  The firm utilizes just two profit margins, one for foodstuff and one for 
clothing. This practice reduces bureaucracy and frees its store managers from worrying about pricing 
issues. Instead they are encouraged to focus on maximizing sales volume. A store’s performance is 
assessed by its sales volume. Control is achieved partly through formal budgetary procedures and partly 
through an informal probing process, in which top management drops in unannounced at stores and 
quizzes managers about the store. In a typical year, just about every store in Britain will receive at least 
one unannounced visit from top management. This keeps store managers on their toes and constantly alert 
to the need to provide the kind of value-for money products that customers have come to associate with 
M&S.        

 
You are required to: 
 
(a) Discuss the key source of Marks and Spencer’s competitive advantage. Support your answer with a 

suitable theoretical framework.                (10 Marks)                            

(b) Marks and Spencer has managed to maintain its competitive advantage in British retailing for over 
seventy years. Discuss   possible reasons for rival firms to find it difficult to dislodge Marks and 
Spencer from its competitive position?               (15 Marks) 

(c) Evaluate effectiveness of strategy implementation at Marks and Spencer using McKinsey's 
framework.                    (10 Marks)                           
     

(d) Evaluate the type of culture that has evolved over the years at Marks and Spencer which has 
contributed towards its success?                (05 Marks) 

(Total 40 Marks) 
End of Part I 

 
 

 
 



Institute of Certified Management Accountants of Sri Lanka 
Strategic Level – Business Strategy & Policy (BSP / SL 2) – Pilot Paper 
 

3

Part II   
 
Answer any three (3) questions 
 
Question No. 02 (20 Marks) 
 
(a) Given below is the mission statement of Polaroid’s. You are required to ‘critique’ and suggest 

refinements, if necessary.                                                                     
 

    Perfecting and marketing instant photography to satisfy the needs of more affluent US and 
West European families for affection, friendship, fond memories and humour – Polaroid's. 

                                                          (05 Marks) 
  

(b) Illustrate the difference between corporate level and business level strategy for a plantation 
company which owns a number of plantations specializing in tea and rubber. The plantations 
operate as autonomous units for operational purposes. State the key issues of concern at each level 
and discuss how they can be resolved.             (10 Marks) 

                                                                                          
   
(c)  Modern organizations tend to move away from hierarchic to more flexible organization structures.   

 

Discuss the implications of such a trend on the role of the management accountant in organizations?     
(05 Marks) 

(Total 20 Marks)                           

              
 
 
Question No. 03 (20 Marks) 
 
A prospective entrepreneur Bastian wishes to invest in the ice-cream industry in Sri Lanka. Being a keen 
student of Business Strategy he feels that a formal analysis pertaining to the industry competitiveness is 
required to be conducted prior to making any investment. You have been appointed to advise Bastian on 
the viability of his intention. 
 
You are required to: 
 
(a) Outline (do not apply) the steps of a formal industry and competitive analysis.       (02 Marks)    

                                          
(b) Present Porter's five forces model in the form of a clearly labelled diagram.        (02 Marks) 
 
(c) Apply Porter's model to the ice cream industry in Sri Lanka.         (10 Marks)                           

     
(d) Based on your analysis (c) advice Bastian.            (06 Marks) 

(Total 20 Marks) 
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Question No. 04 (20 Marks) 
 
Read the following case on Swan Optical Corp and answer the questions given at the end. 
 
Swan Optical Corp. was started in the 1960s by Alan Glassman. The company manufactures and 
distributes eyewear. Though not a corporate giant, Swan Optical is a multinational company, with 
production facilities on three continents and customers around the globe.  
 
Swan began its move toward becoming a multinational in the 1980s. At that time the strong dollar made 
US based manufacturing very expensive. Low-priced imports were taking an ever larger share of the US 
eyewear market. Swan realized that it could not survive unless it also began to import. Initially, the 
company purchased eyewear from independent overseas manufacturers, primarily in Hong Kong. 
However, Swan was not satisfied with the quality and delivery of those products and as the volume of 
imports increased, Glassman decided to set up its own foreign manufacturing operation. Consequently, in 
conjunction with a Chinese partner, Swan opened a manufacturing facility in Hong Kong, in which it took 
a majority shareholding.  
 
The choice of Hong Kong as a location for manufacturing eyewear was influenced by the combination of 
low labour costs, a skilled workforce, and tax breaks given by the Hong Kong government. By 1996, 
however, the increasing industrialization of Hong Kong and a growing labour shortage had pushed up 
wage rates to such an extent that Hong Kong could no longer be considered a low-cost location. In 
response, Glassman and his Chinese partner opened a manufacturing plant in mainland China to take 
advantage of   the lower wage rates. The factory manufactures parts for eyewear the frames. The parts are 
shipped to the Hong Kong the factory for final assembly and then distributed to markets in both North 
and South America.    The Hong Kong factory now employs 80 people, and the China plant between 300 
and 400.  
 
Around the same time Swan began to look at opportunities to invest in foreign eyewear companies that 
enjoyed a reputation for fashionable design and high-quality products. Lacking in-house design capability 
to support such a line, Swan turned to foreign manufacturers that had such capability. It invested in 
factories   in France and Italy, taking a minority shareholding in each case. These factories supply 
eyewear for Swan’s Status Eye division, which markets high-priced design eyewear.  
 
You are required to: 
 
(a) Discuss Swan Optical Corp’s internationalization policy.          (04 Marks)    

                                          
(b) Discuss alternative strategies that Swan Optical Corp’s could have tried out in its 

internationalization process.             (08 Marks) 
 
(c) Evaluate prudence or otherwise of Swan Optical Corp’s internationalization policy and vice versa 

alternative strategies.                    (08 Marks)     
                                                                                        (Total 20 Marks) 

 
 
 
 
 
 
 
 



Institute of Certified Management Accountants of Sri Lanka 
Strategic Level – Business Strategy & Policy (BSP / SL 2) – Pilot Paper 
 

5

Question No. 05 (20 Marks) 
 
Read the following case on Uthum Division of Suwa-Setha and answer the questions given at the end.   
 
Suwa-Setha Inc. is a diversified producer of personal consumer products and pharmaceuticals. The 
Uthum Division of Suwa-Setha developed, manufactured and sold ethical drugs for human use. It is one 
of five or six comparable companies competing in these markets and while it does not dominate the 
industry, the company is considered well-managed and is respected for the high quality products. Uthum 
does not compete by supplying a full range of products. It specializes in several niches attempts to 
leverage its product line by continually searching for new application for existing compounds. 
  
Uthum sells its products through several key distributors who supply local markets, such as retail stores, 
hospitals and health service organizations. Uthum depends on its excellent relations with the distributors 
who promote Uthum’s products to end users and also receives feedback from the end users about new 
products desired by their customers.  
 
Uthum has historically provided many highly profitable products to the marketplace. However recent 
inroads by generic manufacturers have been eroding distributors’ sales and profit margins.  Uthum has 
been successful in the past because of its track record of generating a steady stream of attractive, popular 
products. The approval process for new products has lengthened and fewer big winners have emerged 
from Uthum’s R & D laboratories.  
 
Research and Development  
The development of ethical drugs is a lengthy, costly, and unpredictable process.  
 
Approved and patented drugs could generate enormous revenues for Uthum and its distributors. Uthum’s 
profitability during the 1980s was sustained by one key drug that has been discovered in the late 1960s. 
No blockbuster drug has emerged during the 1990s and the existing pipeline of compounds going through 
development, evaluation and test was not as healthy as Uthum’s   management desired. Management is 
placing pressure on scientists in the R & D lab to increase the yield of promising new products and to 
reduce the time and costs of the product development cycle.  
 
A less expensive approach to increase the financial yield form R & D investments is to identify new 
applications for existing compounds that have already been approved for use. Several valuable 
suggestions for possible new applications from existing products have come from Uthum salesmen in the 
field. The salesmen are  now being trained not only to sell existing products for approved applications, 
but also to listen to end users who frequently have novel and interesting ideas about how Uthum’s 
products could be used for new applications.  
 
Manufacturing  
Uthum’s manufacturing processes is considered among the best in the industry. Management takes pride 
in the ability of the manufacturing operation to quickly and efficiently ramp up to produce drugs once 
they have cleared governmental regulatory processes. Uthum’s manufacturing capabilities also have to 
produce the small batches of new products that were required during testing and evaluation stages.  
 
Performance Measurement  
Suwa-setha allows its several divisions to operate in a decentralized fashion. Suwa-Setha set challenging 
financial targets for divisions to meet. The targets are usually expressed as Return on Capital Employed 
(ROCE). As a diversified company, Suwa-Setha wants to deploy the returns from the most profitable 
divisions to those divisions that hold out the highest promise for profitable growth.  
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The Balanced Scorecard Project 
Athula Silva, Financial Controller of Suwa-Setha, has been searching for improved methods for 
evaluating the performance of the various divisions. Division managers complain about the continual 
pressure to meet short-term financial objectives in business that requires extensive investments in risky 
projects to yield long-term returns. The idea of a Balanced Scorecard (BSC) appeals to him as a 
constructive way to balance short-run financial objectives with the long term performance of the 
company.  He develops a short business strategy statement for Uthum (see Exhibit 1) which he feels is 
required in order to develop a BSC.  
 
Exhibit 1:   Uthum  Pharmaceutical Division – Business Strategy 
1. Manage Uthum portfolio of investments; Minimize cost to executing existing business base; 

Maximize return/yield on all development spending; Invest in discovery of new compounds. 
2. Satisfy customer needs. 
3. Drive responsibility to the lowest level; Minimize centralized staff overhead. 
4. People development:  Industry training; Unique mix of technical and commercial skills. 
 
Assume that you are hired to develop a BSC for Uthum Division of Suwa-setha.    
 
You are required to: 
 
(a) Discuss the critical problems faced by Uthum Division of Suwa-Setha which the traditional 

management control system, currently in operation, is not able to solve.        (10 Marks)    
                                          

(b) Advice Athula Silva on the steps involved in implementing a BSC in Uthum Division of Suwa-
Setha.                (10 Marks) 

                                                                                        (Total 20 Marks) 
End of Part II 

End of Question Paper 
 

 
 

   
 
 
 


