
 

 

 

MOCK EXAM 5 ANSWERS FOR RUNNABOUT 

CIMA MAY_AUG20 STRATEGIC CASE STUDY 

 

Visit www.vivatuition.com for high-quality objective tests, case study packs & free CIMA resources 

 

 

 

 

 

akulugy26 (akulugy26@gmail.com)



 

 www.vivatuition.com 1 
 

Section 1 

From: Senior Manager 

To: Geo Pataros, CFO 

Subject: Re: Forecasting & stakeholder management 

 

Dear Mr. Pataros,  

In response to your request, please find below a discussion on the best approaches to forecasting the effect on demand and profit of increasing the hire 

charge. In a separate paragraph I drafted a stakeholder analysis, explaining their relative power and interest and suggestions on how to manage our 

relationship with our competitors in order to avoid sub-optimal outcomes.  

 

A) FORECASTING 

 

In virtually every decision they make, executives today consider some kind of forecast. Sound predictions of demands and trends are no longer luxury items, 

but a necessity, if the management team of Runnabout is to cope with seasonality, sudden changes in demand levels, price-changing manoeuvres of the 

competition, strikes, and large swings of the economy. Forecasting can help us to deal with these challenges. The more we know about the general principles 

of forecasting, what it can and cannot do for us currently, and which techniques are suited to our needs of the moment – the better our chance of being in 

control of our future performance. If management wants a forecast of the effect that a certain price strategy under debate will have on demand and profit, 

then the technique must be sophisticated enough to take explicit account of the special actions and events the strategy entails. 

 

When we talk about the global demand for micromobility services, we can be sure that it is rapidly becoming one of the most viable options for people who 

need to cover short distances quickly. The rapidly surging road congestion is one of the prime factors which is causing the growing demand for micromobility 

across the world and with growing demand I believe that there is scope for Runnabout to increase the price for the initial hire charge. Techniques we could 

use to forecast the effect on demand and profit of increasing the hire charge include: 

 

• Qualitative techniques 

They use human judgment and rating schemes to turn qualitative information into quantitative estimates. The objective here is to bring together, in a logical, 

unbiased, and systematic way, all information and judgments which relate to the factors being estimated.  
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o Delphi method 

This is a forecasting method based on the results of questionnaires sent to a panel of experts. The responses to one questionnaire are used to produce 

the next questionnaire. Any set of information available to some experts and not others is thus passed on to the others, enabling all the experts to 

have access to all the information for forecasting. This technique eliminates the bandwagon effect of majority opinion. The Delphi method will help 

us to find out as much as we can about the thoughts and opinions of the people who have expertise in the micromobility industry. However, this 

might be a difficult task because not everyone will have a clear picture of how sensitive the different groups of customers are to the price increase.  

 

o Panel consensus  

We could organise a panel of experts to present their opinions openly in group meetings in order to arrive at a consensus forecast. This technique 

assumes that several experts can arrive at a better forecast than one person. The problem is that forecasts are often influenced by social factors and 

may not reflect a true consensus. Consequently, engaging experts might not get us a real prediction of the effects that a price increase will cause 

among our customers. 

 

o Using social media 

As social media websites develop, more and more people are sharing their thoughts on these types of websites. We can use our social media accounts 

like Facebook and Twitter to interact with our consumers, to announce upcoming price changes and get responses from them, in order to try to access 

their opinions. 

 

• Causal models 

When historical data is available and enough analysis has been performed to spell out explicitly the relationships between the factor to be forecast and other 

factors (such as related businesses, economic forces, and socioeconomic factors), the forecaster often constructs a causal model. A causal model is the most 

sophisticated kind of forecasting tool. It expresses mathematically the relevant causal relationships, and may include pipeline considerations (i.e., inventories) 

and market survey information. The causal model takes into account everything known about the micromobility market in Geeland and utilises predictions 

of related events such as competitive actions, regulatory changes and promotions.  

 

o Using data science 

A number of companies are now offering demand forecasting and optimisation software that could help us develop and refine the econometric model 

for our business that will consider not only statistical methods, but also qualitative information. If Runnabout hires a data science expert, they can 

develop a framework to ingest and manipulate pricing scenarios, predictive models and a means to interact with the data and models. In this way we 

may get a more accurate prediction of the effect of price increase on demand levels and profit. 
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B) STAKEHOLDER MANAGEMENT 

 

Stakeholder management is the process of maintaining good relationships with the people who have the most impact on our company. Communicating with 

each one in the right way can play a vital part in keeping them "on board." The Power Interest Grid is a simple tool that can help us categorise all stakeholders 

with increasing power and interest in our business, especially in the situation with new legislation. This tool helps us to focus on the key stakeholders who 

determine the trends in the micromobility industry.  

 

City councils 

City councils are elected local government authorities who are responsible for transport services in Geeland and they issue licenses for micromobility service 

operators. Since they also decide on safety regulations and all other important laws relevant to our business, they have both a high interest and a lot of power 

in the industry and we want to closely manage our relationship with each city council. 

 

Runnabout has decided to avoid aggressively lobbying the Geeland government, which means that we want to use our internal resources to maintain good 

cooperation with government officials. We could designate a representative who will regularly inform the local authorities of the impact of any potential 

changes in regulation to our business and assure them that we maintain strong compliance with all regulatory measures. We want to adopt a proactive 

approach and show commitment to the adherence of laws and regulations, so they value our input when deciding on new measures. Since the actions of our 

competitors and the engagement of the lobbying company could cause damage to our business, we want to make sure our voice is also heard by local 

authorities and the interests of the hoverboard service providers are not ignored when traffic regulations are drafted.  

 

Customers 

Customers will have a high interest because they enjoy the offer of different micromobility service providers but, individually, customers will have very little 

power over the local authorities’ decisions. We could only keep them informed on the terms and conditions of using hoverboards on the streets, as well as  

the introduction of any additional safety requirements.  

 

Competitors 

The level of interest of our competition is definitely high since they are doing everything they can to protect own interest and create the best possible market 

environment for their business. The level of power varies among companies and it is unlikely that one individual player can make a major change in the 

market. Dokbyke is a considerably smaller company than Runnabout in terms of market size and revenue. However, their power to influence local authorities 

might have increased with the engagement of the lobbying company.  

 

akulugy26 (akulugy26@gmail.com)



 

 www.vivatuition.com 4 
 

In an atmosphere of competition in the micromobility industry, actions taken to maintain or enhance the firms’ positions are conflicting, as the interests of 

the involved partners typically cannot be fulfilled simultaneously. For example, mandating designated hoverboard lanes in Geeland will pose a threat for 

Runnabout and at the same time probably cause more people to use bikes instead of hoverboards. The best way to avoid sub-optimal outcomes in the 

industry is to establish a relationship of co-operation with our competitors. Relationships based on cooperation indicate a shared interest to work together 

towards a mutual goal. Cooperative relationships are built on an informal or formal distribution of activities and resources among competitors embedded in 

the same business network. It is the most demanding of all potential relationships, but if we establish this type of relationship with competitors like Dokbyke, 

we can interact to get access to external resources or even adopt a mutual stand when dealing with demand crisis or changes in regulation. 

 

Another strategy is to develop a co-operative relationship with the competition. The co-operative relationship is the most demanding one as firms interact in 

accordance with two different logics of interaction: cooperation and competition. In the cooperative part of the relationship a firm will gain access to external 

resources, such as know-how, finances or other invaluable assets. In the competitive part the firms are forced to generate a competitive advantage by being 

more efficient, well organized or customer oriented. The mixed roles for the individuals in the different firms can be very stressful as, in some activities, they 

must cooperate while they compete in others; sometimes they have stipulated common goals while in other cases they try to destroy the other.  

 

Finally, even though for many competitors, business is a zero-sum game and we often compete for the same customers, revenue, and profits, there are times 

when it makes sense to partner with competitors, in certain activities, towards a mutual goal. For example, we can join a competitor to enter a new market, 

to create economies of scale or even start a complementary business. Essentially, all our competitors are a major source of knowledge and their actions can 

educate us to become even more competitive in the industry.  
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Section 2 

From: Senior Manager 

To: Mei Yee, CEO 

Subject: Re: Objectives & dividend reduction 

 

Dear Ms. Yee,  

Thank you for your email. Please see attached an explanation of the possible implications that this European venture could have on the achievement of our 

financial and nonfinancial objectives, as well as the implications of a cut in dividends in order to finance the overseas expansion. 

 

A) OBJECTIVES 

 

As the international expansion of a micromobility service is a complex endeavour, it is sensible to be concrete about the scope and objectives. What service 

offering should be expanded, in which geographies, and until when? It is particularly important to keep potential resource restrictions in mind. While we do 

not have sufficient information to form any final conclusions or recommendations at this early stage, we can consider the likelihood and direction of any 

impact. 

 

The principal financial objective is the maximisation of shareholder wealth. There is a danger that establishing a hoverboard offering across a number of 

European markets will create some uncertainty in the minds of shareholders and so market capitalisation might decline. Because we still don’t have any 

official demand forecast for the European market and this venture will create major marketing and operational efforts, this venture can be viewed as an 

indication that Runnabout is no longer committed to its local market. The market may be concerned that future revenues will decline and share prices will 

fall. 

 

That may prove to be a short-term phenomenon, though. If the European market expansion subsequently proves a source of revenue, then reported earnings 

will lead to a correction in the market capitalisation and shareholder wealth will recover. In the short term, it is fair to imagine that the markets will impute 

an increase in Runnabout’s total risk to this new venture. 
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From a purely financial point of view, entering a new market may affect our profitability. In the short term we should be able to make a good profit from 

international expansion. We will develop a hoverboard sharing scheme in major European cities, possibly adapting the mobile app slightly in order to cater 

to the preferences of European consumers. We will also have to invest time and effort in building up relationships with regulatory bodies in foreign countries 

so that we will be granted the necessary licenses and permits to run our activities smoothly. Our profit margin might even increase if we are able to charge 

higher prices for hoverboard rentals, especially in developed European countries. The European market has plenty of urban consumers who would value the 

solutions for shared mobility and would appreciate the freedom of being in the fresh air, travelling to their destinations while avoiding traffic jams. So the 

overall impact on profitability can easily be optimistic.  

 

Non-financial objectives are wider and consider the implications for other stakeholders. Micromobility players must tread carefully, since some cities today 

have been hesitant to adopt the service. Issues include customers who abandon old or damaged hoverboards on the street; safety concerns, which still play 

an important role; and the low entry barriers, which means that competitors could simply invest a bit more money to steal  Runnabout’s entire customer 

base. 

 

Another task is to build an expansion team that will ideally have already worked on the initial development of the micromobility service, although this is not 

a necessity. The most crucial factors for the team selection are twofold: on the one hand, the team needs to have the right mindset. The “right mindset” 

essentially refers to the mindset that the team leader thinks is required in order to expand the service to a new location. On the other hand, an interdisciplinary 

team setup should be ensured, which enables the team to effectively tackle any problem that arises during the expansion. 

 

The micromobility phenomenon has the potential to disrupt the existing traffic solutions in European countries. Whether the disruption it causes matches 

the hype generated so far will largely depend on how cities react to the service. While the industry is hoping that urban governments will view micromobility 

favourably, as an antidote to congestion and pollution, and a way to provide consumers with an enjoyable alternative to gridlock, cities could instead see it 

negatively. Consequently, in addition to building their businesses, Runnabout will likely have to take proactive roles in lobbying for and shaping the industry 

in key urban areas. This is particularly important in building relationships with regulatory authorities in order to ensure full compliance with laws and 

regulations. This would protect Runnabout’s reputation as a reliable and safe provider of last mile traffic solutions.  
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B) DIVIDEND REDUCTION 

 

Evaluation of the use of dividends to finance the proposal: 

 

Runnabout paid a dividend of G$7,095m to its shareholders in 2019. We still don’t have any official projections for the size of funds required to finance the 

expansion. However, since the sum paid to shareholder is a considerable amount of money, at least theoretically, we would be able to fund this project by 

cutting our dividends, should profits remain stable. Paying for the investment from dividends will mean that expenses will be saved in interest which would 

otherwise have to be paid on loans, thereby decreasing the cost of capital. 

 

The Modigliani Miller theory suggests that there is no difference between paying out dividends and reinvesting it and therefore, based on this theory, it 

should be feasible to use the dividends to finance the project. This theory is however not very practical as it does not consider the individual needs and 

preferences of the shareholders.  

 

The question therefore arises as to whether shareholders will be willing to accept this decrease. Runnabout currently distributes around 36% of its profits in 

dividends, while the share price experienced considerable growth in the first 3 months of 2020. Therefore, it leads me to believe that the shareholders are 

interested in purchasing our shares due to the high dividends we pay and any change in our dividend policy might upset them and lead to a share price 

decline. Should shareholders be dependent on the dividends and prefer a "bird in hand"(cash rather than investment appreciation), it will lead to 

dissatisfaction amongst shareholders due to the clientele effect.  

 

We should also look at the dividend payout ratio of our main competitors. If the decrease in dividend payments brings this ratio in line with other companies 

like Dokbyke, then the industry standard should be accepted by shareholders as it is line with what their return in dividends will be if they invest in similar 

companies. 

 

What is also important is the signaling effect of a cut in the dividends sent to the market. Cuts in dividends sometimes indicate a company is facing financial 

difficulties. Keeping the payout ratio at the same level might, however, indicate that we have no alternative investment opportunities. If we do proceed to 

finance the proposal through dividends, we will need to communicate to the market that we did so because we have a major investment opportunity that 

would increase shareholder wealth. This should then lead to a positive signalling effect.  

 

It is further unclear whether it would be practical to fund the investment through dividends due to the timing of the funding needs for the project when 

compared to if we already have that level of profits available to reinvest. It is assumed that by this time the 2019 dividend has already been paid and therefore 
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it can't be reinvested. They will not be able to use the 2019 dividend anyway as it has already been declared. Therefore, Runnabout will have to wait for 

enough profits to invest before it can make the investment, which might take too long. 

 

The implications of the cut in dividends might cause dissatisfaction amongst our shareholders due to our past payout ratio that they have become used to. 

This is why we should reconsider the use of debt and equity to finance the international expansion. 

 

Recommendation on how Runnabout could finance the investment in European expansion 

 

A suitable approach to finance the international expansion is for Runnabout to: 

o secure additional debt funding, as its gearing ratio has still not reached unacceptable levels 

o or to use cash generated from operations. 

 

My recommendation is that this investment could also (at least partly) be financed with cash generated from operations. Rio is a cash generating business (as 

all customers pay by bank cards or credit card, which is paid to Runnabout within days) and at least some of the initial expenses could be paid from available 

cash reserves. When we secure our presence in two or three major European cities, we will have a solid background against which to apply for the loan in 

some of the local or international banks in order to secure funds for further expansion. 
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Section 3 

From: Senior Manager 

To: Geo Pataros, CFO  

Subject: Re: Various issues 

 

Dear Mr. Pataros,  

Below I address all the questions from your email sent this morning.  

 

A) HEAD OFFICE RELOCATION  

 

Relocating of our head office from Geeland to Europe can be a time-consuming task, associated with numerous risks: 

 

• Runnabout may find it difficult to evaluate the culture before it takes up residence in the new host country. It may be difficult to appreciate how 

institutions such as the courts and the tax authorities actually operate without being subject to their authority. While Runnabout may be willing to relocate 

in response to any such disappointment, it will be costly to do so and it may be difficult to retain the company’s credibility in the face of a further relocation 

within a few years of the first. 

 

• Most of Runnabout’s activities will now have to be negotiated in Europe and be subject to that European country’s legal system. We could be faced with 

additional tax burdens or regulatory requirements that would impede the flow of our business. That could be a major distraction and source of uncertainty 

while Runnabout negotiates its licenses and permits with local authorities. 

 

• Runnabout’s move could unsettle the financial markets if the new location has implications for financial reporting. Local variations in GAAP could affect 

loan covenants. They could also lead to changes in earnings per share which in turn could be viewed as a sign of a weakening performance. 

 

• Shareholders may be concerned that Runnabout will change its listing to the stock exchange of the new host country. Many shareholders could be 

concerned that different regulations will leave them more exposed to weak governance and so the share price could decline. 
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• The move could have implications for currency risks. Runnabout will have a new home currency that will have a different exposure to the movements in 

the EUR compared with the G$. This could lead to greater stability because many countries tie their currencies to the EUR. 

 

• Servers that host business-critical data need to be very carefully and safely relocated with downtime reduced to an absolute minimum. Migrations need 

to be seamless, secure and optimally scheduled to minimise downtime. Breakages, failure or stolen data can be hugely expensive. It’s important that 

equipment is monitored in transportation and moved using specialist packaging to keep it safe and prevent static build-up. 

 

Effective communication is essential to the success of a relocation project. It is important to have a strategy in place to spread the word of our move. There 

are many different ways you can tell customers, suppliers, landlords and other contacts, including emails and website notifications and social media posts. 

Frequently, the success of a head office relocation is reliant upon the ‘soft’ elements of a move. Keeping employees on our side and in the loop is an important 

part of relieving any anxiety associated with moving office. Listening to their concerns will also help us address some of the problems associated with moving 

and ensure that we have covered every base. 

 

B) JOB DESCRIPTION 

 

The logistics of the move will have to be addressed. Firstly, new premises will have to be located in the new home country. It will also be necessary to identify 

a suitable location for the smaller presence in the former home. 

 

The new office will have to be furnished and equipped with all the facilities that are necessary. PCs, photocopiers, etc. will have to be purchased or leased. 

 

Staff will have to be recruited locally for the new Head Office. A suitable employment agency will have to be appointed and briefed on Runnabout’s needs. 

 

The transition team will have to schedule the timings of responsibilities being handed over. Ideally, departments such as treasury, accounts, human resources, 

etc. should be set up in the new office and all records and functions transferred from the old. Sufficient overlap should be provided in order to enable the 

orderly transition before the departing staff leave, but too long a period will simply increase the cost. 
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C) SOCIAL MEDIA COMMUNICATION 

 

Runnabout must implement a company-wide staff policy on the usage of social media as soon as possible. Senior Managers should be responsible for initial 

training and any necessary on-going training and updates on social media usage by staff in their own regions or cities across Geeland. All new members of 

staff should be inducted and trained on the appropriate usage of social media when operating as a Runnabout employee and we must make it clear in staff 

contracts that violation of our corporate social media usage policies will result in disciplinary action or, in extreme cases, dismissal. 

 

Guidance and training should also be given on personal usage in order to ensure that staff is aware that personal usage violations could have repercussions 

for Runnabout. It must be made clear in our social media usage policy that any contact with customers must be carried out in a professional and objective 

manner and that any correspondence which brings the company’s name into disrepute will be disciplined. We must make available to staff our disciplinary 

procedures in order to avoid any abuse of social media activity. 

 

We should also ensure that a member of the IT team is responsible for monitoring Runnabout’s social media activity and that we have some form of process 

whereby we can actively track any social media activity related to Runnabout. We must keep up to date on what customers and staff are saying and ensure 

that it falls within the bounds of what is acceptable to us. 

 

All social media communications from Runnabout should be provided via one source. We should consider only having one or two members of staff, probably 

from the marketing team, who respond to any social media comments made by customers, rather than allowing any direct comments from staff to customers. 

However, we would need to investigate this as we would not want to lose our personal touch with customers. 
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