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Section 1 

From: Senior Manager 

To: Geo Pataros, CFO 

Subject: Re: CSR & share price movements 

 

Dear Mr. Pataros,  

In response to your request, please find the evaluation of the proposal made by HR Director Pat Olly from the CSR perspective, as well as a discussion on how 

this move could impact on our share price.  

 

A) CORPORATE SOCIAL RESPONSIBILITY 

 

There is no specific definition of social responsibility, but a good basis for its definition is that most entities create positive impacts and negative effects. Social 

responsibility involves making the most of the positive while keeping the negative within reasonable limits. Although there are people who believe that a 

company’s sole goal should be maximizing profits, no matter the impact, there are benefits for the company when CSR is implemented: 

• Cost savings and income generation 

• Customer Loyalty 

• Employee engagement and loyalty 

 

Since the whole country and economy are undergoing a crisis caused by the novavirus pandemic, one of our directors believes that Runnabout could offer its 

hoverboards to Geeland police free of charge and, in that way, assist in the national crisis. Surprisingly, not all board members were in favour of this idea. 

 

Many people would say that, as society struggles with the profound implications of novavirus, corporations have a responsibility to step up and  support the 

government in taking action, and, CSR professionals should be on the front line, helping urgently with funding and solutions in kind. Even as a profit-oriented 

organisation, we should recognise that Runnabout now has new or different responsibilities, in addition to existing ones, in the face of this pandemic.   

 

Corporate Social Responsibility (CSR) is now a familiar metric of how well a brand interacts with stakeholders and communities, both locally and globally. 

Supporting the common social good has become just as important a goal as delivering shareholder value and profitability for organisations for all sizes, even 
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up to enterprise level, across every business vertical imaginable. One of the core components of CSR is about putting a human face on business entities by 

communicating empathy, understanding and support, both moral and financial, for those who need it most. In this respect, putting our hoverboards at the 

disposal of local police, free of charge, is a very good strategy in facing short-term challenges and opportunities that can be addressed using the values of 

CSR.  

 

However, this is not an easy situation because both Pat Olly and Alan Peters have valid arguments supporting their opinions. In times like these, it is very hard 

to decide whether to give Runnabout to the wider community or to our own shareholders and staff. I am sure Pat does not have in mind just the company’s 

reputation but is also taking responsibility and offering an individual contribution in times of crisis. I believe many companies will put their resources at their 

government’s disposal in order to help their country provide a more effective response to the pandemic. Runnabout, as a provider of micromobility services, 

is in a position to provide a valuable contribution by supporting local police in this difficult time. Not only our customers, but also the general public, are 

expecting something like this from us. Failing to offer support in this moment of crisis can definitely associate our brand with very negative perceptions and 

threaten our future business. 

 

On the other hand, it is completely understandable that someone in the position of Mr. Peters will explore possibilities that could enable our company to 

minimise the impact which the crisis will have on internal stakeholders. Not only do we currently earn no income, but we could also suffer additional financial 

losses in cases where some of our hoverboards suffer damage or battery overheating.  That is why I highly recommend taking into consideration what Mr. 

Peters has to say on the subject, since he is also able to assess all the impacts which the economic turmoil will have on all the stakeholders involved. 

 

Businesses will be remembered for their response during the pandemic, and beyond being on the right side of history, I believe our company has the 

opportunity and responsibility to be a moral compass. If there was ever a time for companies to do right, that time is now. 

 

 

B) SHARE PRICE MOVEMENTS 

 

It has become increasingly common for listed companies to invest in CSR (Corporate Social Responsibility) in order to gain a competitive advantage. However, 

there are conflicting views as to how a company's corporate, social responsibility affects its short-term stock value. In this particular case, there are different 

opinions amongst our board members regarding the effect which offering hoverboards to Geeland police might have on our share price movements. While 

Pat Olly believes that this decision is a clear signal of financial security, where we can only benefit from positive reputational effects, Alan Peters is certain 

that it is a reckless move, and that it will push our share price down even further. 
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There are conflicting views as to how a company's corporate social responsibility affects its short-term stock value. The most prominent advocates of CSR 

state that, companies have obligations to a broad group of stakeholders and, resources should be used in a manner that goes beyond maximising the benefit 

of stockholders. Companies must act in a manner that is consistent with society's expectations in order to be successful. On the other hand, people like Mr. 

Peters argue that, from an investor's perspective, the key to success is maximising market capitalisation and return. In addition, Runnabout's activities within 

CSR will incur additional expenses, leading to a negative share price reaction.   

 

Share prices should reflect the fundamental expected value of the stock. This relates to the concept of the signalling theory. The signalling theory originates 

from the presence of asymmetric information where, “one group of participants has super Runnabouts or more timely information than other groups”. 

Signalling theory implies that the less-informed parties, e.g. shareholders use signals from well-informed parties when making decisions. As a result, the 

market will react to various events, based on the market’s assumptions concerning the message such information conveys. Thereby, one may presume that 

the release of CSR information acts as a signal to investors and will have an immediate impact on stock prices. The effect of the publication of a CSR rating 

will depend on the signal that the released information gives to potential investors. Since we can assume that investors will see our philanthropic activities in 

the times of the pandemic as positive information, the market should react positively. 

According to the neo-classical theory, expenditures in CSR activities will put Runnabout at a competitive disadvantage due to the added expenses incurred, 

and thus there is a negative correlation between the investments in CSR and market performance. An investment within CSR expropriates shareholder wealth 

to the benefit of other parties and should lead to a decrease in share prices. 

According to the theory of Efficient Market Hypothesis, investors are both rational and fully informed. As a result, any news concerning an announcement 

relating to an event that affects one or more factors determining the core value of the stock will result in an instantaneous re-evaluation of the expected 

value of that stock. The Efficient Market Hypothesis states that investors continuously stay up to date on all company information regarding rational 

expectations of a company’s future cash flows and its riskiness and take this into account when determining the value of the company. A security’s market 

price always fully reflects the rational and true value of the company. The market in Geeland is assumed to be semi-strong efficient, suggesting that when 

our company publicly engages in a socially responsible manner, current and potential investors will take those actions and consequences into consideration 

when deciding whether or not to buy or sell Runnabout’s shares. When unexpected value-relevant information concerning our CSR activities is released on 

the market, the price of our shares should immediately and unbiasedly be modified to reflect this information. A public recognition of super Runnabout’s 

social performance signals that Runnabout is committed to the welfare of the whole community in times of the pandemic, enhancing the overall image and 

reputation of the company. Such long-term positive expectations make our company more desirable to shareholders and potential investors. In turn, this 

should, theoretically, be reflected in a share price increase.   
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Section 2 

From: Senior Manager 

To: Geo Pataros, CFO 

Subject: Re: Runnabout issues 

 

Dear Mr. Pataros,  

Following our conversation today, I have put together a report that responds to each of the three concerns you voiced earlier on. 

 

A) INTERNAL AUDIT 

 

The primary role of the Internal Audit department is to conduct compliance tests on behalf of the Board. Runnabout’s directors can identify the matters that 

ought to be included in our contract with Minnerring (or any company that replaces Minnerring as our preferred supplier). The contract should, for example, 

specify that Minnerring should ensure that hoverboards are manufactured under safe and humane working conditions. In times of the novavirus pandemic, 

these measures are far stricter and include staff using personal protective equipment (PPE) and keeping an appropriate distance from each other. The contract 

should specify the procedures that Minnerring agrees to undertake in order to discharge these contractual terms. The classic role of the Internal Audit 

department would be to test compliance with these designated procedures. 

 

Runnabout’s Board could make it a condition of continuing with these manufacturing arrangements that Minnerring’s activities be open to investigation by 

Runnabout’s Internal Audit department. The Board could then ask the Head of Internal Audit to identify key aspects of the contract and to observe their 

implementation, with a full report of the result to be delivered to the Board. Any failures could be taken up with Minnerring and could, perhaps, lead to the 

termination of the contract. The report itself would, hopefully, demonstrate that Minnerring has acted in good faith in its dealings with manufacturers even 

if a further abuse claim should surface. 

 

The starting point would be to check that Minnerring has agreements in place with specific subcontractors and that these specified Runnabout’s expectations 

in the manner established by Runnabout’s Board. For example, Minnerring should be permitted to subcontract the final manufacturing, but Minnerring should 

remain responsible for the standard of care and working conditions for the production staff. Minnerring should be required to investigate these factories by 

conducting unannounced inspections on a regular basis. Runnabout’s Internal Audit department should then confirm that these inspections have occurred 
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by reviewing the reports prepared by Minnerring’s staff and discussing their findings with the staff who conducted these reports. The purpose of this is to 

confirm that the inspections actually took place and so the internal auditor would be asking open-ended questions to establish the credibility of the 

information being provided. For example, asking about the use of personal protective equipment and monitoring the health and safety procedures will all 

enable Runnabout’s internal auditor to establish whether Minnerring’s staff have credible stories. 

 

Runnabout’s Internal Audit department can also conduct a small number of factory visits themselves, ideally while the hoverboards are being manufactured. 

 

 

B) MOTIVATION AND RETENTION OF SENIOR MANAGERS 

 

Corporate layoffs are a common feature in a volatile global economy that fluctuates at the slightest indication of political or economic instability. The situation 

with the novavirus pandemic has caused a rapid decline of staff morale. After we permanently laid off several of our junior staff and asked a number of the 

more senior members of staff to take “temporary leave”, it is no surprise that senior managers are now feeling disillusioned and demoralised by our decisions.  

 

In the whole crisis caused by pandemic, we cannot afford to forget about the employees who survived the layoff. The usual presumption is that the remaining 

employees are relieved that they have 'survived' the layoff. However, the remaining workers also need attention. Failure to deal with their concerns could 

erode the motivation of the remaining human capital. To prevent such problems, we should employ certain procedures that will help boost the morale of the 

surviving employees and enhance their productivity: 

 

• Increase transparency 

Downsizing can upset information exchange and social networks in Runnabout. To minimize anxiety and insecurity, we should enhance transparency 

in our dealings with senior managers. We should promote greater interaction between them and their subordinates, encourage active listening, 

obtain the contribution of employees in decision-making and establish open-door policies. We should notify them, face to face, about the layoffs as 

soon as possible and assure them that we do not intend to carry out anymore downsizing. We should also encourage the remaining employees to 

articulate their sentiments and ask them to express their concerns or questions. Many managers will feel overwhelmed with the additional 

responsibilities and some will be demoralised and fearful of losing their jobs too after seeing their colleagues becoming jobless. The best performers 

may even start trying to find new jobs due to feelings of job insecurity. We could calm such anxieties by increasing transparency. Communication is 

vital in ensuring the remaining employees trust our assurances. 

 

Layoffs normally give rise to insecurities about the competence of our human capital. The remaining employees will begin to question whether they 

will be next in line to suffer a layoff or whether they are of true value to the company. Immediately after we have downsized our labour force, we 
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should reassure our managers of their importance in the business. If possible, we could try out cross-training, whereby we could send a manager to 

another section of the company for one day. The manager and his team will take this as an acknowledgment and endorsement of the employee's 

varied skills that they could utilise elsewhere. The employees will feel valued and they will be happy to maximise their potential. 

 

• Redistribution of work and responsibilities 

Downsizing normally leaves us with smaller human capital to perform the same amount of work. We should now allow some managers to pick up the 

newly increased workload and others to maintain the status quo. We should revamp job descriptions in order to ensure a fair distribution of the extra 

responsibilities left by the laid-off employees. We should give clear directions on who will pick up specific jobs and communicate new performance 

expectations so that we eliminate any confusion. 

 

• Setting new goals 

We need to put forward clear, feasible short-term goals. This involves giving our vision of the direction we want Runnabout to take, after the pandemic 

is over and, our plan for achieving these objectives. We should set goals whose results can come out early, such as within a month rather than a year. 

If the outcome is positive, it will motivate senior managers to aim for more. At this time of crisis, we should demonstrate strong leadership. Our 

mangers will be able to relax with the feeling that no more layoffs are imminent if we have a clear plan. Our remaining employees will be willing to 

give buy-ins when we are persuasive and passionate in expressing our vision. 

 

• Building trust and dialogue 

During the transition, the board members must be extra visible to our remaining senior staff. Detached managers and closed doors can lead to distrust 

and the fear of another impending layoff. We should counteract these erosive emotions by increasing visibility and interaction with subordinates at 

all levels. Eventually, the trust that will emerge will transform into loyalty. A loyal workforce is likely to be more productive and committed than one 

that is constantly suspicious and afraid of another layoff. 

 

 

C) DIVIDEND DECISION 

 

The novavirus crisis is having a profound impact on economic growth and the cash position of companies. Many businesses in the most affected sectors, such 

as tourism and hospitality, aviation and retail may have to cut or suspend dividend payments entirely in order to preserve their cash resources and the viability 

of their businesses. In Runnabout, which is also severely affected by the pandemic, the suggestion is to defer the dividend payment to next year, with a 

conditional bonus built in.  
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Dividend policy is one of the most important information expected by shareholders. Signalling hypothesis asserts that dividend policy is a tool for managers 

to convey signals about the prospects of the company to shareholders. During past years, the dividend we paid out regularly from earnings to shareholders, 

sent a clear, powerful message about our future prospects and performance. Runnabout's willingness and ability to pay steady dividends over time – and its 

power to increase them – provided good clues about our fundamentals. 

 

Although a dividend reduction is generally viewed as a signal to sell, the decision is not as clear-cut as if the dividend were to be eliminated altogether, which 

would be an unmistakable sell signal. Every corporate executive and board member is aware of the adverse market reaction that is inevitably triggered by 

news of a dividend cut. Therefore, the idea to offer a conditional bonus is a very good signal of managements’ expectations regarding future growth.  If 

shareholders are given a clear sign of reinstated dividend payments in subsequent years as a company’s performance improves in line with the upturn in the 

global markets, the confidence in management will stay assured. Disclosure and transparency are two factors to help improve the long-term survival of 

Runnabout as well as the efficient allocation of resources in the economy.  
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Section 3 

From: Senior Manager 

To: Mei Yee, CEO 

Subject: Re: Acquisition & Report findings 

 

Dear Ms. Yee, 

Please see the attached briefing notes discussing the strategic benefits and the risks of acquiring Minnerring, as well as a recommendation of a suitable 

approach to the valuation of the 75% stake in Minnerring. 

 

 

A) ACQUISITION 

 

Strategic benefits 

 

Aligned with Runnabout’s business plans 

After the recent pandemic, the main focus of our management is to secure the long-term viability of the company. The proposal to acquire our main supplier 

of hoverboards would not only secure our supply chain, but our name would be associated with excellence in engineering. We expect that demand for the 

recreational use of hoverboards will recover in the near future and we want to secure a strong presence in the market when the economy is fully recovered. 

An acquisition can help Runnabout to increase the market share of our company quickly. Even though competition can be challenging, growth through 

acquisition can be helpful in gaining a competitive edge in the marketplace. 

 

Control over the manufacturing process 

Gaining control over the production of hoverboards means we will have better cost control and an opportunity to adapt the whole production process to the 

needs of our business. Since Minnerring sells its hoverboards to a wide range of customers around the world, we would also be able to secure an additional 

revenue stream and improve overall performance.  
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Opportunity for international expansion 

Minnerring is based in Deeland and this acquisition would be the first step in overseas expansion for Runnabout. Acquisition would enable us is to enter into 

the new market instantaneously with a brand that is already recognised, with a good reputation and an existing customer base. It would help us to overcome 

market entry barriers that were previously challenging. 

 

Financial benefits 

I also believe that acquiring Minnerring at this moment, when we acquire a controlling share at a knockdown rate, would generate the highest returns for 

our company. We would need less funds to complete the acquisition and it would be easier to gain full control over the company that is struggling for survival.  

 

New competencies and resources 

The acquisition of our main supplier would enable Runnabout to gain competencies and resources which it does not hold currently. We would secure an 

improvement in the long-term financial position of the company because we would have become fully vertically integrated. We would also get an access to 

industry experts, such as the engineering team of Minnerring and our human capital base would expand. This acquisition would help put together a new team 

of experts with fresh perspectives and ideas and who are passionate about helping Runnabout reach its goals. 

  

Strategic risks 

 

Conflicting objectives 

With every business acquisition strategy, there will always be challenges with integration, such as labour issues that need to be resolved, spending habits, 

management style and workplace culture. Runnabout and Minnerring may have distinct objectives since they have been operating individually before. For 

instance, Runnabout may want to expand into new markets, but Minnerring may be looking to cut costs. This can bring resistance within the acquisition that 

can undermine the efforts being made. 

 

Culture clashes 

Minnerring is based in Deeland and we have zero experience of doing business internationally. In businesses that are relationship-driven, retaining managers 

and their client networks is crucial to the success of the company. Minerring might have its own distinct culture that has been developing since its inception. 

Acquiring a company that has a culture that conflicts with ours can be problematic. Employees and managers from both companies, as well as their activities, 

may not integrate as well as anticipated. Employees may also dislike the move, which may breed antagonism and anxiety.  
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Difficulties to obtain synergies 

Synergies may be difficult to obtain because key staff may leave Minnerring. The loss of senior directors at Minnerring may also hurt the company and make 

synergies harder to achieve. In case Minnerring currently has a proper corporate governance structure with a good balance of skills and experiences, disrupting 

this may mean the company loses key commercial and leadership skills that have served the company well in the past. 

 

Branding mistakes 

Most acquiring firms take great pride in their own brand names and generally will change an acquired name to their own. Brand reputations take years to 

build, and it may be in Runnabout’s best interests to keep our acquisition’s brand name intact. 

 

Financial risks 

The biggest risk in expanding or making acquisitions is incurring too much debt, either from the seller or other sources of financing. As we grow our business, 

we need to restrict borrowing within acceptable limits, especially because we already have a significant amount of debt. 

 

 

B) VALUATION OF THE CONTROLLING STAKE 

 

There are many ways to value a proposed target company for acquisition, but it is not an exact science and depends on the negotiating skills of both 

companies, and how keen Runnabout is to acquire Minnerring in order to help it achieve its strategic desire to gain control over the supply of hoverboards. 

In principle, Runnabout should not pay more than the NPV of the forecasted future cash flows. However, it is difficult to accurately forecast what those cash 

flows could be and what synergies could be achieved. 

 

Should the acquisition price be based on the figures provided by Minnerrings’ MD, which could be overstated, or should they be based on past real figures 

from published (and audited) accounts? As Minnerring is a large company we should check if their shares are listed on Deeland’s stock exchange. If yes, there 

is also a ‘market’ value to be used as a guideline for negotiations. 

 

The data provided states, that the company has been severely impacted by the recent pandemic, and that there has been a decline in revenues and 

profitability over the last few months. They also suffered from reputational damage caused by the exposure of unethical practices of its suppliers. All these 

facts have an effect on valuation.  
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Value based on Minnerring Managing Director’s forecast NPV 

We could ask the current Managing Director of Minnerring to provide his forecast of the future cash flows for the next five years and calculate the NPV it 

generates. However, this forecast may be overstated and not achievable without further investment in equipment and infrastructure. Therefore, this forecast 

suggests that the top value that Runnabout should pay would be the NPV valuation. However, if Runnabout will need to invest additional funds in the target 

company, a lower figure should be negotiated. 

 

Value based on data from Minnerring’s latest published accounts 

The latest set of financial statements will probably reflect the actual decline in revenues and profits and is a more realistic figure for the valuation of the 

company. 

 

Value of non-current assets 

The value of the non-current assets is, in most cases, not relevant for the valuation of the company. This value represents only the original value of the assets, 

less cumulative depreciation reserves, and is low as perhaps Minnerrings’ management has not invested in new equipment and infrastructure and the assets 

may be almost fully depreciated. However, what Runnabout is interested in is buying the company as a going concern and not just buying the assets to dispose 

of. Runnabout needs to pay for the ‘goodwill’ and know-how of their engineers. 

 

Therefore, this valuation is not relevant except that this is the bottom figure that could be paid, as this represents the value that Minnerrings’ management 

could sell the assets of the company for, if the company were to close. 

 

 

C) ETHICAL ARGUMENTS 

 

The CIMA Code of Ethics provides us with a useful starting point. 

 

Failing to report puts us in breach of the concept of integrity, which requires Runnabout to be straightforward and honest in its dealings. It will be very hard 

to hide the fact that those who use hoverboards in group activities are more likely to inhale viral aerosols from the hoverboard users who pass them or ride 

ahead of them. These cases might be detected when investigating how each person got infected.  The small number of cases may not reflect the severity of 

the problem because not everyone who tested positive for novavirus would have informed their doctors about all their recreational activities and some of 

the doctors who were notified may not have reported the cases to the public. However, with such a wide spread of the virus, great attention is put on 

exploring all possible ways of contamination and it is highly unlikely that the findings of the study will stay unrevealed.  
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We also appear to be in breach of the concept of objectivity, which requires us to set aside conflict of interest in the application of professional judgement. 

We have been notified of a specific concern of a so-called “slipstream” effect of those who use hoverboards in groups and we cannot simply disregard those 

reports because it may inconvenience Runnabout.  The potential implications of the use of hoverboards on the immune system should be fully disclosed, 

even if Runnabout’s board wishes to argue that the risks are tolerable. We should take anything related to this pandemic very seriously, as any unethical 

behavior in this situation might be disastrous for our reputation. 

 

This also appears to be a breach of professional behaviour, which requires compliance with laws and regulation. There is a protocol for dealing with the risk 

of getting infected by novavirus and it appears that Runnabout is potentially in breach of that regulation. Apart from the direct risk of getting infected, this 

behaviour could undermine confidence in our company when the pandemic is over. Any person who got infected by relying on our promotion of the 

hoverboard as a healthy alternative, and who wasn’t informed of all of the associated risks, could later attract negative publicity or even take legal action 

against our company.  
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