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STRATEGIC PLANNING

Question 1
State with reasons which of the following statements is correct / incorrect:
(a) The first step of strategy formulation in strategic management model is to undertake

internal analysis. (May, 2007)
(b) Acquisition is a strategy. (Nov., 2007)
(c) A company's strategy has always to be proactive in nature. (Nov., 2008)

(2 Marks each)

Answer
(a) Incorrect: Identifying an organisation's existing vision, mission, objectives, and

strategies is the starting point for any strategic management process because an
organisation’s existing situation and condition may preclude certain strategies and may
even dictate a particular course of action. Determining vision and mission provides long-
term direction, delineate what kind of enterprise the company is trying to become and
infuse the organisation with a sense of purposeful action.

(b) Correct: An acquisition is a strategy through which one firm buys a controlling or
complete interest in another firm. Acquisition of an existing concern is an instant means
of achieving growth through expansion and/or diversification. Ideally, acquisition strategy
should be used when the acquiring firm is able to enhance its economic value through
ownership and the use of the assets that are acquired.

(c) Incorrect: A company’s strategy is a blend of proactive actions and reactive actions by
the management. Reactive actions are required to address unanticipated developments
and environmental conditions. Thus, not every strategic move is the result of proactive
and deliberate management actions. At times, some kind of strategic reaction or
adjustments are required.

Question 2
Briefly answer the following question in 2-3 sentences :
What is meant by Concentric diversification? (2 Marks) (Nov., 2007)
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Answer
Concentric diversification: Concentric diversification amounts to related diversification. In
this form of diversification, the new business is linked to the existing businesses through
existing systems such as process, 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. However, concentric diversification differs from vertically integrated diversification
in the nature of the linkage the new product has with the existing ones.

While in vertically integrated diversification, the new product falls within the firm's current
process-product chain, in concentric diversification, there is a departure from this vertical
linkage. 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. In concentric diversification there are
benefits of synergy with the current operations.
Question 3
Under what conditions would you recommend the use of Turnaround strategy in an
organization? What could be a suitable work plan for this? (5 + 5 = 10 Marks) (May, 2008)

Answer
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 those 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
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:  The first step is to assess the current
problems and get to the root causes and the extent of damage the problem has caused. Once
the problems are identified, the resources should be focused toward those areas essential to
efficiently work on correcting and repairing any immediate issues.
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Stage Two – Analyze the situation and develop a strategic plan:  Before you make any major
changes; determine the chances of the business’s survival. Identify appropriate strategies and
develop a preliminary action plan. For this one should look for the viable core businesses,
adequate bridge financing and available organizational resources. Analyze the strengths and
weaknesses in the areas of competitive position. Once major problems and opportunities are
identified, develop a strategic plan with specific goals and detailed functional actions.
Stage Three – Implementing an emergency action plan:  If the organization is in a critical
stage, an appropriate action plan must be developed to stop the bleeding and enable the
organization to survive. The plan typically includes human resource, financial, marketing and
operations actions to restructure debts, improve working capital, reduce costs, improve
budgeting practices, prune product lines and accelerate high potential products. A positive
operating cash flow must be established as quickly as possible and enough funds to
implement the turnaround strategies must be raised.
Stage Four – Restructuring the business:  The financial state of the organization’s core
business is particularly important. If the core business is irreparably damaged, then the
outlook for the entire organization may be bleak.  Prepare cash forecasts, analyze assets and
debts, review profits and analyze other key financial functions to position the organization for
rapid improvement.
During the turnaround, the “product mix” may be changed, requiring the organization to do
some repositioning. Core products neglected over time may require immediate attention to
remain competitive. Some facilities might be closed; the organization may even withdraw from
certain markets to make organization leaner or target its products toward a different niche.
The ‘people mix” is another important ingredient in the organization’s competitive
effectiveness. Reward and compensation systems that encourage dedication and creativity
encourage employees to think profits and return on investments.
Stage Five – Returning to normal:  In the final stage of turnaround strategy process, the
organization should begin to show signs of profitability, return on investments and enhancing
economic value-added. Emphasis is placed on a number of strategic efforts such as carefully
adding new products and improving customer service, creating alliances with other
organizations, increasing the market share, etc.
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NOTE


