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Question No 1: What is meant by strategy and structure of a business? Discuss with examples.

Ans: Business Expansion:

Over a period of time, the success of a business is
measured by the amounts of revenues and ‘profits it generates
from the operations. As business progress, the customers are
added by the business to increase the profits: The new
customers of a business can be captured by moving to new .

markets or developmg new products The expansion of a

business also called the growth of busmess generally requires
market research on emerging trends amo_ng ‘consumers .and
designing suitable products to meet their demand.

The expansion of a business signals the success of the
strategles made by a business to satisfy its consumers. The
business growth is highly dependent on the effective management
skills of the managers working in the business organization: A
business expansion or growth can take many forms and shapes in
different organizations. Some businé_'éses prefer to introduce new .
products to get more customers and the related revenues while




some other businesses capture new markets or move-abrm

. . . tO Se
their existing products. The different business growth Strateg, 1l
1€3
are explamed through the following diagram:
‘ Exustlng / New
Products ' ‘  Products
Existing
Markets
l
Nlew' 4
Markets _;

The above dlagram presents four dlfferent types of growth -
strategies that busmess might adopt for increasing its revenues and
profits. These strategles have been explained by considering two
angles: Marekts and products

i. Market Penetration: | |

-The first strategy is called the market penetration strategy
which is applied when a business is planning to achieve growth by
participating in the existing market with the same existing
products. In this strategy, various techniques are employed by the
business to achieve the growth targets. These techniques include
offering discounts to the customers, extensive advertizing,
alliances with industry players etc. : |
ii. Product Development:

The second strategy is called the product development
strategy which is followed by a business when it wants to work n
the existing market by offering new products to the existing
consumers. This strategy is apphed in many ways 1n different
business organizations. These ways include establishing. research
-and development depart: 1« de velop new product, conductmg

market surveys, analyzing new custoiners, requirements €etc.
I._ Market Development: -
The third strategy is called the market developmem'

§ S
strategy which is applied in a situation when a busmeﬁ_ﬁ__f_. :




searching for getting additional revenues by selling the existing -
products. In new market, this strategy is suitable for a business
where research and development of new products is slow. The
generally used methods to"e'mploy this strategy are moving to
new areas for selling the products or engagmg in exports to
other countrigs etc.

DlverSIflcatlon

when a busmess wants to enter 1nto new markets with new
'prodt:tcts In this strategy, the market research is conductmg to
know the needs and wants of the new consumers. Generally, this
strategy is applied by using the skills of the market research
department to know the customers requ1rements and the products

are de31gned accordingly for the new customers
N o S



Question No 2: What are the specific factors which prevent a small business from obtaining funds

from a bank in Pakistan?

Ans: Process of Obtaining Bank Loans:

= The loan process refers to those set of activities which are
required to be performed by the lender to grant the loan. When a
business wants to obtain a loan from a bank or -any other financial
institution, it has to fulfill certain procedures to get the required
funds. These tasks are performed by the business to raise the
desired debt capital activities. These include the necessary steps to
be taken by the business to get the loan from a financial
institution. A set of these activities is given below to undérstand
the steps and documents required for a loan applicatioﬁ:_ ;

Step 1: Finance Requirements: . |
The first step to acquire loan by a business is to estimate the
fequirements-of funds for the business in the upcoming period. If
the existing funds are not sufficient to meet the operational needs
of a business then the option for obtaining a loan is considered
ge?era“)’ from a bank. The finance manager. in a business
“Stimates the requirements for cash in the coming months to avert
2Ny situation in which a business is unable to make payments to

S creditors and other bills. oo :
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' Step 2: Products Information: R e
The second step for obtaining a loan is to gather the. v
information from the market" for different options to Obtam
loan. This information includes the maximum amount of loan t}?
the business can obtain, the rate of'interest on the loan, repaym
period, conditions for obtaining the loan and the Sccumyem
guarantee required for obtammg the loan. A business should avo‘r
the maximum possible information from all the bariks Operatingaiﬂ

the area before selecting a bank for obtaining the loan
Step 3: Bank Selection: |
At third step, ‘after the- examination of all availapi,
information regarding. different banks, a business selects a bank
for getting the loan. The selection of a bank depends on the
analysis performed by the finance manager to obtain the loan, The
-selection of a bank is generally made by comparing the terms. and
conditions of. the loan with the other banks and the most
favourable bank is selected for applying the loan
Step 4: Documents Preparation: _
"~ In the next step, the required documents for the- loan
application are prepared by the finance manager. These
: docum_e-;ﬁts include the present financial position of the
-business, owners details, security details, estimated profit and
loss account and ' the loan repayment plan. Further, ‘any other
detail of the assets or liabilities can be requested by the bank to
verify the eligibility of the applicant. The documents for
making a loan application should be verified and submitted in 2
timely manner for processing to the bank.

Step 5:Loan Approval:

At last step, the loan application of a person is approved E)’
_considering the various factors:.repayment capacity Oftn
-business, amount of loan, rate of interest and other tern‘;JS 2

conditions. The loan appllcatlon of a person 1S approved tyerl
manager of a bank by evaluatmg it as per the defined ¢1!

cred
Once a loan application is approved, the anfloul‘lt Ofllj—//

in the account of the business which it can use for meeting the
functional neéds of the business.

qulred




Question No 3: What are the financial statements? Explain their types and functions.

Q3
Ans:

What are the financial statemen_ts'?- Fxplain their types and functions.
Financial Statcmenfsi— Financial statements are written records that convey the

: busmess activities and the ﬁnam:iaﬁ pcrﬁ‘strw of 4 COmPAN

are often audited by govemment agencies, Acoountan:
and for tax, fi nancmg, or mvestmg pu:rp@:scs menmﬂ statements

In general there are five types of financial sﬁaﬂrmems ﬂm prepare ﬂw am mmy m

monthl Y, quarterly, ,annual ly or the. pmmd mqmmd by mamnagement.
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2)

3)

4)

Income_Statement:- The income statement is one of the financial staternents of
an entity’ that rcports thréee main financial information of an entlty for a specific

period of time. Those information included revenues, expenses and proﬁt or loss

for the period of time.

This statement could be present m two different formats that allow by IFRS based

on an entity’s decnston s
In conclusion, if the users want to see how much the entity makes sales, how

much are the expenses incurred and how much is the proﬁt or loss during the
period, then meorne statement is the statement that the user should be looking for.

Balance Sheet:- Balance Sheet is sometimes called the statement of: financial position. It

shows the balance of ashse'ts, liabilities, and equity at the end of the period of time.

If the user of financial statements.wants to know the entity’s financial position,

‘then the balance sheet is the statement the user should looking for.

Statement of Change in Equity:- A statement of '_change inequity is one of the

financial statements that show the shareholder contrib'-ution ‘and movement in
equity. and equlty balance at the end of the accountmg penod .

Information that shows is- thcse statements 1nclude classrﬁcatton of share caprtal total
share capltal retain earning, dividend payment, “and other related state reserves.

Please noted that the statement of change of equrty is the result of the mcorne_.

. statement and balance sheet.
‘Basically, if the mcome staternent and balance sheet are correctly prepared the

statement of change in equity \ would be corrected t00.

Statement of Cash Flow:- The statement of cash ﬂow is one of the ﬁnancral
statéments that show thc movement of the entlty 5 cash durmg the penod This
statemerit help users understand how is the cash movement in the entity. -

There are three sections in this statement. T hey are cash flow from the operation,

cash flow from mvestmg-, art'd cas_h flow from financing actmtres..

Note to Financial StatementS'; Note to Finahcial Statements is the important
statement that most people forget about. | ' ' |
This is the mandatory requirement by IFRS that the enmy has to dtsc]ose all mformatlon

that matters to ﬁnancnal statements and help users to have a better understandmg

‘Note or somettmes call dlsclosure detail the financial information related to the specrﬁc

accounts. For example in the balance sheet, you will see the balance of fixed assets.



Question No 4: What is income tax? How it is paid in Pakistan by a manufacturing business.

Ans: - -
Federal Government Taxes in Paklstan

i. Income Tax: .

The income tax'is 1mposed n Pak1stan through the Income
Tax Ordinance 2001. The income tax is payable by the
'1nd1v1duals partnership firms and companies. The income tax is -
payable on the income generated by a person in a year. The rates
of income tax are described by the federal government in the
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annual.budget'or finance _bill. These rates are chargeq _on
taxable incomes of the persons for calculation of the income tt};e
X

liability. The revenues collected th_ljou-gh Income tax contrih
~approximately 40% to the tax revenues of the country. ute

I Personal Income Tax: -

All individuals,'unregi'sterEd firms, associations of persops
etc., are liable to tax; at the rates ranging from 2% to 259, o'r;f
different income levels. For the purpose of the charge of tax apgq
the computation of total income, all income is classified under the-

following heads:

a. Salariecs M - - |
c. Income from business or professions

d. Capital gains;and . :

e.. Income from other sources |

II. Income Tax on Companies:

" All companies incorporated in Pakistan are
payment of income tax: The income tax rate for companies in
Pakistan. is 32% on their taxable profits except banking companies
_'which are taxed at 34%. However, the effective rate is likely to-

differ on account of allowances and exemptions related: to industry,
location, exports ete:. The income tax on companies which is also
called the corporate income tax is calculated by looking at the net
profits reported in the annual profits and loss account by a
company. This net profit is further adjusted by following the rules
of taxation to arrive at the figure of income tax liability.

ii. Customs Duty: .

Goods imported and exported from Pakistan are liable to rates of
customs duties as prescribed in Customs Act. 1969. Customs duties 1
the form of import duties and export duties constitute about 10% of
_ the tot_;al tax receipts. The rate structure of customs duty

by a large number of socio economic factors. However,
scheme envisages higher-rates on luxury items as well as ©
essential goods. The import tariff has been given an industrial bias bi
kee_p-xp g the duties on industrial plants and machinery and 12°
material lower than those on consumer goods. - B,

- b. Income froi:n property

assessed for the




iii. Federal Excise Dut!_

The Federal Excise Duty (FED) 1s charged under Federal
Excise Act 2005 on a limited number of goods produced or
manufactured, and services provided or rendered in Pakistan. On
most of the items Federal Excise Duty is charged on the basis of
value or retail price. Some items are, however, chargeable to duty
- on the basis of weight or quantity. Classification of goods is done
in accordance with the Harmonized Commodity Description and
Coding system which is being used all over the world All exports
are exempted from Central Excise Duty. '

iv. Sales Tax:

Sales Tax is levied under Sales Tax Act 1990 at various stages of
economic activity at the general rate (GST) of 17 per sent on:
a.  All goods imported into Pakistan, payable by the importers;
b.  All supplies made in Pakistan by a registered person in the
course of furtherance of any business carried on by him;
c. There is an in built system of input tax adjustment and a
- . registered person can make adjustment of tax paid at earlier
~ stages against.
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Question No 5: Explain in detail the benefits and costs of acquisition and merger for a business.

Ans: Forms of Busmess Combmatlons

A busmess can be combined-in several ways depending upon
the nature of transaction and the financial resources uwolved. The
combination of business is initidted at the request of the
shareholders-of both businesses where their top leadership feels
that combining the opelatlons of both busmesses can blmcr
additional profits. A business can be‘ combmed in several ways
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fif—c—ling upon the requlrement‘s of the concerned entities. A
dqp‘;l:jes cription-of these methods is given below: Ay e
bric

i Acquisition: e S
“—The first form of bus_mess com.bn}atlon Is called the
acquisiﬁOH where a la.rge busme_ss organlzat.lon pur_cha§es or buys
the other business entity. In this form of b_usme_ss combination, the
"pusiness entity who wishes to acquire the other business
organization conducts a valuation of the target business
organization. This valuation of the business-organ_ization can be
done by estimating its market potential, costs of assets, revenues
potential from the products of the business? processes and
machinery installed and distribution networks etc, .

Once the valuation of the concerned entity is completed, the -
business or‘gan'i'_zati_on interested in buying the firm offers its
purchase price to the owners of the concerned business. If the
shareholders of the concerned business agree and the Government
grants approval for acquisition, then the large business entity pays:
the price and acquires the business. After the acquisition, the name
of the larger business firm who buys the other business entity
remains and the name of the bought firm disappears.

) , ..‘,_“: - : e e A

ii. Merger: =™ @ - | W

The second form of business combination is the merger
among two or more business firms. A merger is different from the
- acquisition discussed above in-the way that after merger, the name
of the company is changed and often the name of the two
Companies is written together. Before initiating a merger
ransaction, the interested firms conduct the analysis and
valuations of each other. This analysis usually focuses on the"
number of customers of each firm, revenues and profits, range of
- Products, idle capacity of each firm etc. After,analyzi__ng the ks
relevant points, the scheme of merge-r-is approved by the-
shareholders of the concerned business entities.




After approval from the shareholders and the govemment the
merger takes place and each firm ceases to exist as separate entity
and joint business entity is created. Generally, after merger
transaetlons a new entity is created with a name showing the
name of old two firms who have been merged with each other

Amalgamation / Consolidation:

The third form of business combination is the
~ amalgamation or COHSOlIdaUO]‘l of two or more business firms
resulting in creatlon of a new firm. In this method of business
combination, two or more bus_me_ss firms combine their
operations in a way that a new entity is created and the old
business firms cease to exist. The purpose of amalgamation of
two Or more busmess firms is to reduce the eompetltlon in the
market-and reduce costs by sharmg résources. |
The amalgamation or consolidation generally occurs in large
firms where two large entities combine their business operations.

‘The scheme of amalgamation is approved by the shareholders of
the concerned business entities and after getting the government
approval, the process of amalgamation is completed.




Ans:. : - -
Benefits of Busmess Combmatlons

i.' Sharmg of Resources

The merger or acqulsmon results in sharing of 1 resources by
the business. entities. The sharing of mach1nes, _plants, bu11d1ng,
software, mahpeWer etc enables both business entities to increase
their productwlty and enhances their revenues. This sharing of
resources ehmmates the needs for new installing new plants or

'constructmg new buﬂdmgs

_ILI. Ut|I|Z| g CaEaCItZ

The combination of business offers the opportunity to utilize
the idle capacity of the plants or machmely in the business entities
Wthh was not previously used due to the Jower demand and.




resources. This utilization of the idle capacity reduces the fixed
costs of the business and more output is produced by using the
existing resources.

jii. Reducing Costs:

‘The combination of businesses Teduces the operating and
adm1n1strat10n costs of each entlty as now a single busmess entity
1s formed as a result of merger or vaUISltlon The reductlon n

| costs dlrectly mcreases the proﬁts of the busmess and the ﬁnanc:lal
position of the busmess is strengthened

iv. SawrﬁTaxes

-When two ‘business entities merge or acqulre each other, the
- separate tax 11ab111ty of each busmess ceases to exist. The
‘combination of two businesses results in payment of single tax
hablllty that reduces the overall tax burden of both business
orgamizations. The savmgs n taxes bnngs addltlonal monetary
lresourc.es to the business. * '

V. Addlwew Customers

The first benefit of combmlng busmess act1v1t1es is the

addition of new customers which was not p0351ble previously due

to the 11m1ted resources of each orgamzatlon The additional

markets bring new customers resultmg in higher sales and proﬁts
_ for the busmesses
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