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Section 1 

From: Senior Manager 

To: Geo Pataros, CFO 

Subject: Re: Risk register & strategy development 

 

Dear Mr. Pataros,  

In response to your request, please find below a discussion in the contents of the risk register with respect to radical demand shock, as well as an 

explanation of some of the main approaches to strategy formulation, and which is likely to be most appropriate to Runnabout in the current environment. 

 

A) RISK REGISTER 

 

A risk register is a document which outlines the potential threats to the ongoing operation of Runnabout, and what mitigation measures are in place to 

minimise the likely occurrence of these threats. The purpose of the risk register is to allow our company to identify, record and attempt to mitigate any 

potential risks to the organisation. It also allows us to assign ownership of that risk to individuals within Runnabout in order to develop and track mitigation 

strategies. 

 

The whole point of the risk register is to ensure that risks are kept under observation and are managed appropriately. We need to be realistic about both 

the risk and the severity in order to do so. If we include all the remote risks in the risk register, then we will waste resources on observing and managing 

risks that are unlikely to occur. Every risk that is listed must, by definition, have a chance of occurring, otherwise it should not be on the register.  

 

The recent pandemic of novavirus falls into the category of extreme events and the radical demand shock we are now experiencing is preceded by the 

existence of specific physical and social conditions that are generally almost impossible to predict. An event like this caused severe alternations in the 

normal functioning of our company and it is therefore understandable that shareholders are wondering if we could have prepared for this better. Although 

very few people could have seen such an event coming, our shareholders believe that the management team should have been asking ‘could have we done 

things more effectively’ or ‘could we do it differently’.   
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However, when we look at the process of how different risks are added to the risk register, we see that there are various reasons why adding a pandemic 

scenario is highly unrealistic: 

• Risk identification: There are many techniques that can be used to develop a listing of risks, such as brainstorming, SWOT analysis, assumptions 

analysis or consultation with subject matter experts. However, as already mentioned, the pandemic is an extreme event that was very hard to 

anticipate since the whole world was unprepared for this.  

• Risk analysis: It includes assigning each risk in the register a probability and impact score. Both the statistical chance that the event of a pandemic 

will occur as well as its consequences, are hard to estimate because this is a one-off event that happens once in few years with different impact and 

consequences each time.  

• Risk response plans: Same as with risk analysis, it is complicated to determine the best approach to addressing this risk. It is not possible to avoid 

and very hard to mitigate an event like this. We are only left with passive risk acceptance, whereby the consequences are dealt with after the risk 

occurs. 

 

Even experts are not able to accurately estimate the likelihood and consequences of disasters such as the novavirus outbreak. Although there are many, it is 

also hard to evaluate the interdependencies in the system (e.g. infrastructure damage affecting the supply chain) and how are they creating losses for 

Runnabout and other companies. Although hazards where individuals have little knowledge and experience are usually perceived as very risky, our 

management is primarily focused on the risks that are specific to our industry and require constant awareness and monitoring, such as safety and 

regulation risks. 

 

I agree that our risk register should be updated to include more generic macroeconomic risks such as a radical demand shock, especially after we have been 

severely affected by recent events. If we add recession associated risks to the register and assess their probability and impact, we will stay alert to potential 

economic shocks and try to build up some contingency plans on time. 

 

 

B) STRATEGY DEVELOPMENT 

 

The process of strategy formulation consists of generating the strategic alternatives and their analysis and evaluation range from simple common-sense 

approaches to highly sophisticated model building. Since the recent pandemic had a major influence on the global economy, Runnabout is now forced to 

revisit its strategy and make at least provisional modifications in order to survive this economic turmoil. There are several approaches to reformulating 

strategy that could be appropriate for us: 
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• The rational model is a logical, step-by-step approach. It requires Runnabout to analyse its existing circumstances, generate possible strategies 

after the pandemic, select the best ones and then implement them. However, it is difficult to apply a step-by-step approach in times of major 

uncertainties in the economy, demand decline and the disruption of regular business activities. This model is too slow in a changing environment 

and many of our objectives adopted before the pandemic are now outdated.  

 

• Logical incrementalism suggests that strategy tends to be a small-scale extension of past policy, rather than radical change. It is also not suitable in 

times of extreme events, because it leads to a strategy that is basically a small-scale extension of past policy. However, what worked well for us in 

the past might not be generating benefits in the future when the whole economy has to adapt to changed consumer preferences, lower disposable 

income and overall recession. If we adopt this approach, it might ultimately lead to Runnabout not being able to meet the needs of its customers 

and fail to make the major changes that are now needed. 

 

• Freewheeling opportunism suggests that organisations should avoid formal planning and instead simply take advantage of opportunities as they 

arise. This approach could also be problematic for us because it could cause a failure to identify risks, and when looking ahead, updated risk 

assessment is what we most need in order to decide the optimum course of action. If Runnabout doesn’t create an overall plan for the future, it will 

be very hard for us to compete in the radically changed environment.  

 

• The emergent approach is applied when the strategy evolves in response to unexpected events. This approach is much more suitable for 

Runnabout at this moment, since the developments that are occurring in times of the pandemic are not a result of logical and formal processes. 

What we need right now is an approach to strategy formulation that is evolving, continuous and incremental. An emergent approach will certainly 

help us to rethink our position in the short term. In the long term, this approach requires a culture of innovation, which Runnabout will be required 

to develop in order to stay competitive in the world after the novavirus. With people staying at home, a decrease in traffic and the use of transport, 

the mobility industry is challenged to come up with innovative solutions even during the pandemic crisis. Runnabout could, for example, offer 

hoverboard rental to entrepreneurs who want to serve customers at home or are forced to close due to the crisis. We could develop a strategy of 

offering these companies the use of hoverboards at a reduced rate in order to stimulate demand. In any case, we will have to employ certain 

changes in our strategic direction in order to best adapt to the current situation and the emergent approach is most suitable to use under these 

circumstances.  
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Section 2 

From: Senior Manager 

To: Geo Pataros, CFO 

Subject: Re: Merger & board structure 

 

Dear Mr. Pataros,  

Please see below my thoughts on a possible merger with Dokbyke and its potential to add value from the perspective of Runnabout’s shareholders. The 

second part of my report deals with the most appropriate means of structuring the board of the merged entity and the selection of board members. 

 

A) SHAREHOLDER PERCEPTIONS OF POTENTIAL MERGER 

 

The expectations of the effects of a merger of Runnabout with Dokbyke will affect the value of the Runnabout’s shares and the willingness of the 

shareholders to hold their shares. There is a danger with any potential merger that overly optimistic expectations concerning savings or other synergies will 

not materialise. Ms. Yee’s excitement is understandable as the merger offers the opportunity to create a bigger company that is better able to navigate its 

way out of the pandemic crisis. It is a little puzzling however, that Ms. Yee views such a proposed merger as the best way to cope with these tumultuous 

times. This view may concern the shareholders. Certainly, any public comment by the board should avoid this topic in order to prevent the markets 

perceiving this proposal as empire building by the directors. It is true that, by merging our two companies, we would not have to compete with a major rival 

for what little demand remains, but it is still questionable whether we will be able to achieve the desired cost efficiencies in a combined entity. 

 

There would be certain degree of diversification for the shareholders with this merger, as it is an opportunity for the merged company to offer the electric 

bicycle-sharing scheme beside the hoverboard-sharing services. However, from an economic point of view, any volatility in the revenues from the 

micromobility services experienced by Runnabout are likely to be matched by similar movements in Dokbyke. Therefore, there would be no diversification 

in this sense. Both companies offer more or less the same service to customers and demand for traffic services decreased sharply during the pandemic 

crisis.  

 

Runnabout’s shareholders would gain access to the members of Dokbyke’s management team and that could be an attractive proposition if they could 

enhance Runnabout’s performance. It would be useful to consider some key financial ratios in weighing up the value of a potential merger to the 

shareholders. Obtaining the latest financial statements of Dokbyke would be the first step in calculating performance indicators such as profit margins, 
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ROCE, cash conversion cycle and gearing. Comparison of these ratios with the ones calculated for Runnabout is the next step for shareholders when 

evaluating the potential benefits of the proposed deal. Little synergies could be achieved if Dokbyke is struggling with the same issues, like Runnabout-

declining revenues, profitability and loss of customers, and we are yet to forecast the performance of the combined entity after the crisis. It is probable that 

a whole new set of financial ratios and KPIs would have to be calculated and evaluated against target returns. 

 

Combining the interest of maximising shareholder wealth with the driving forces on the micromobility industry after the pandemic can, of course, be hard 

where more or less all companies across the globe are trying to survive the crisis. A firm might have to take measures that are not in line with shareholder 

wealth maximisation. One could still claim that the reaction of any corporate change on the stock market is the true effect and is in line with what the 

shareholders expect and think of the new situation. Therefore, by measuring the effect of a merger on stock returns it should be possible to incorporate all 

other effects, whether it comes from an attempt to increase market share, an attempt to gain valuable R&D, increase its services portfolio or that the firm 

simply wants to lower its costs. All adjustments to the present situation will affect the market value of the firm, which in turn will be affecting the stock that 

the public is holding, and also affect shareholder wealth. 

 

Depending on the scale of the merger, the introduction of additional shareholders and the new board members would dilute the dominance of Ms. Yee to 

some extent. It is debatable whether that is a good thing for Runnabout’s present shareholders, but any concerns that they have could be a factor in making 

a final decision about this proposal. 

 

In addition, since any company’s main objective is to maximise the shareholders’ wealth, it might be appropriate to increase the value per share of 

Runnabout by using negotiation or defence strategies. One of the strategies that can be applied for creating further value for shareholders, is the white 

knight strategy, which allows the target (Runnabout) to find another company that might also be interested in acquiring the company but offering a higher 

price per share of Runnabout. This will give Runnabout some time and an alternative valuation, which potentially strengthens the negotiating position of 

the target over the acquirer by having several potential investors entering into a price war to purchase the shares of Runnabout. 

 

In general, in order to maximise the shareholders’ wealth from the merger, the company should plan and execute the merger transaction in an organised 

manner and with the right price, even in such difficult times. Several valuation strategies should be applied in order to identify the appropriate range of the 

price per share of Runnabout which, in the case of acceptance, will maximise the shareholders’ value. 

 

A) NEW BOARD STRUCTURE 

 

Corporate governance is an important topic nowadays, especially for as competitive an industry as ours. Previous studies show that properly established 

corporate governance is one of the key aspects of a company's profitability and yields more favourable terms from credit holders and shareholders while 
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investing in the firm. In other words, it increases the accountability of the enterprise to the society and markets, both domestically and internationally. 

Therefore, a careful analysis is needed to structure the corporate governance of the newly established entity, by taking the pros of both Runnabout’s and 

Dokbyke’s previous corporate policies and omitting the relative cons of previous rules. 

 There are important things to consider when structuring a new board: 

 

• Appropriate organisational structure 

We still have to obtain information on what type of organisational structure Dokbyke has in place. It is probable that there will be a duplication of 

some functions and that some redundancies would have to be made. It is surprising that they want to retain all board members, especially since 

they are a considerably smaller entity.   

 

• Number of board positions 

One way to avoid this is to ensure that the new board is larger so that there is enough room to accommodate candidates from both Runnabout and 

Dokbyke. The more board positions there are the less pronounced the competition will be and so the inevitable conflict will be minimised. Retaining 

experienced board members will also ensure that expertise remains within the company so that the benefits and opportunities from the merger 

can be maximised. 

 

• Nomination and compensation committee 

The chairmen of both Runnabout and Dokbyke should meet in order to establish a joint nomination committee. The new merged entity’s board 

should include a mixture of directors from both of the former companies in order to avoid the impression of a takeover. Selection should clearly be 

on merit rather than former employment. If necessary, the nomination committee should consider making an outside appointment in the event 

that neither board has a suitable contender for a particular role on the new board. 

 

Additionally, the compensation committee is also an important topic to discuss in your agenda, since the compensation of the board, as well as of 

the management team, should be structured appropriately, so that it will motivate them to make decisions for the long-term prosperity of the firm, 

and thus, should align their interests with the interests of the shareholders. One example of such a compensation structure is a shared, consistent 

compensation criteria for the entire board and management team, making their salaries, both short-term and long-term, performance-based. This 

should result in management and the board focusing on longer-term value creation. 

 

• Setting transparent selection criteria 

The nomination committee should invite the current complement of directors to indicate whether they are willing to be considered for the new 

board. Those who are should be given the opportunity to make a presentation on the direction that they would like the new entity to take. These 
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presentations should be evaluated both on their commercial merits and on their consistency with the direction that the new entity is likely to take. 

The nomination committee should then discuss the overall composition of the board and make an announcement concerning the successful 

candidates. If individual directors are identified on a piecemeal basis then there may be more scope for internal politics to apply, with those who 

know that they have a place on the board working to appoint their preferred colleagues. 
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Section 3 

From: Senior Manager 

To: Mei Yee, CEO  

Subject: Re: Various issues 

 

Dear Ms. Yee,  

Below I address the various issues from your previous email. 

 

A) DIVIDEND SCHEME 

 

The board is now suggesting the introduction of a conditional, profit-based bonus scheme for all directors that is based on future profits. The scheme 

requires a year on year increase in profit before any bonus is triggered. 

 

However, it is possible that the proposed bonus scheme could have a positive impact on any future shareholder dividends. As the scheme will only be 

activated if a year-on-year increase in profit after tax is achieved, it is effectively self-financing. If profit after tax does not increase, no bonus will be paid. 

 

Although demand is showing signs of recovery, we are all aware that Runnbyke will not be able to return to profitability for some time. After the pandemic 

crisis, companies are trying to encourage innovation and motivate its workers, so they get back on the old tracks as soon as possible. Achieving even 

modest profitability levels after such a sharp demand decline would be an excellent performance result and could lead to higher dividend distributions 

overall. 

 

Shareholders would benefit by receiving up to 90% of any increase in profit performance (depending on distribution policies) and would be unlikely to be 

worried about the 10% given to the directors that led to this improvement being achieved in the first place. 
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B) DIVIDEND ANNOUNCEMENT 

 

The dividend payment will signal confidence in the company’s ability to afford the dividend after the pandemic crisis. If the directors pay a larger divided 

than Runnbyke can afford then they could lose their jobs and may be banned from holding directorships with other companies. The fact that they are 

prepared to make such a commitment ought to reassure the shareholders that the Board is reasonably confident in its evaluation of future cash flows. 

 

The first priority is to ensure that the shareholders realise that the conditional bonus is, as per board’s belief, the suitable way to incentivise directors to 

bring the company to profitability after the demand shock and the period of hibernation. We could also discuss the length of the conditional bonus scheme 

and limit it to certain period of time only, until the company is fully recovered from the crisis. It is important to stress this, certainly by referring to it in the 

chairman’s statement in the annual report and by briefing analysts. 

 

The payment will have to be announced well in advance in case any shareholders are inconvenienced for tax purposes. A larger than expected dividend 

could be unpopular with shareholders who are taken into a higher tax band, so advance notice will enable shareholders to rearrange their portfolios. 

 

The source of the funds will have to be addressed. There is little point in attempting to boost confidence if Runnbyke’s Board is paying out cash that the 

shareholders feel the company cannot afford. Ideally, the dividend can be presented as an opportunity to return excess cash to the shareholders. 

 

The Board should indicate the extent of any exceptional costs associated with the need to compensate the production companies. If Runnbyke is expected 

to be liable for these costs, then the shareholders may be concerned that an extravagant dividend is likely to strain cash flows. 

 

C) BUSINESS AREAS FOR DIVESTMENT 

 

There is no single decision criterion that would enable us to reach a final decision about which offering to divest. The most immediate factor would be the 

potential earnings from each type of service, as well as any proceeds that could be received from the sale of divested assets. For example, if it is likely that 

the docked pedal bikes could be sold for far more than any of the other lines of services. Selling a more valuable pool of assets would generate more cash 

that could be applied to future expansion on areas that are potentially more lucrative. 

 

The shareholders’ perceptions of any disposal will have to be managed, otherwise Runnbyke’s Board will lose credibility. Ideally, any disposal would have to 

yield more than the retention of the particular service offering, although that might be difficult to demonstrate because of the synergies between various 

aspects of the business. It could be argued that some users choose Runnbyke because of the variety of transport devices it offers. In the absence of such a 
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justification, the shareholders may be concerned that Runnbyke’s Board is effectively admitting that it cannot maximise the commercial potential of the 

various lines of business. 

 

It could be argued that Runnbyke should dispose of businesses to which it can add little value, for example, if the docked pedal bikes are a mature business 

and it is unlikely to deliver any further growth. Divesting the company of any service offering would be a risky move, but it could be argued that Runnbyke 

should focus on innovation and the development of new services and that mature lines of business could be sold in order to finance the potentially more 

lucrative areas where growth is a possibility. It may be possible for such arrangements to be structured as joint ventures, whereby Runnbyke would retain 

an ownership interest and a degree of control, while the venture partner provides most of the expertise. Such partial disposals could have the effect of 

revitalising Runnbyke’s service offerings at a minimal risk to Runnbyke and without diverting senior management’s attention from more important matters. 

 

In the same vein, Runnbyke may struggle to generate significant profit from either docked e-bikes or docked hoverboards because both services face 

significant competition in fairly crowded markets. It could be that either business could be sold to a direct competitor who could then combine Runnbyke’s 

customer base with their own and who might be willing to pay a fair price. Runnbyke could justify such a disposal on the basis that it would remove a 

potential distraction from the company’s portfolio of business interests. 

 

Runnbyke should consider the intangible losses associated with disposals, such as the loss of valuable workers who could otherwise have been available for 

other projects within the company. The converse of this could be that selling the line of business may also equip a potential competitor with expertise that 

could be of value in any future competition with Runnbyke. 

 

Finally, Runnbyke should consider the implications for other stakeholders. For example, it may be unsettling to Runnbyke’s other employees if the company 

is disposing of its service offerings. That will be particularly true if the buyer is keen to acquire intellectual property and is unlikely to retain the employees 

whose contracts have been acquired. Staff morale may decline if there is a threat of redundancy. 
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