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ITC Jan 2015 Paper 2 Question 1 Part II (g)                            Total 
 
 
Marker #                    Candidate #                           g(i)                    g(ii)                   Comm                     
 
Part (g)  Prepare a memorandum addressed to SET’s financial director in which you – 

(i) identify, with reasons, any key business risks that SET is facing in addition to the three 
main risks identified in workpaper A301; and 

(ii) describe actions to mitigate the three risks identified by SET’s directors as well as the 
additional risks you have identified 

Marks 

MEMORANDUM 
To:  Financial director 
From: ITC Candidate 
Date:   
Re:  The identification and mitigation of the key business risks facing SET 

 

(i) Risks with reasons  (ii) Mitigation  
Already identified  

1 New entrants to the 
market 
 

 1. Explore new marketing channels including the use of social 
media (revisiting marketing strategy). 

2. Explore a change in branding strategy from low-cost products to 
brand-driven price premiums and/or implement a differentiation 
strategy (justify charging a premium for its products, brand 
awareness). 

3. Increased spending on innovation research and development 
(new products) in order to diversify its product range. 

4. Development of new product lines. 
5. Consider entering new markets outside of South Africa; 

including the rest of Africa, China and Asia (diversification 
strategy). 

6. Try to form alliances with smart phone suppliers in the market in 
order to ensure that the “MyFitness” app is used e g bundling of 
SEMS and other products with cell phone contracts or being 
installed on their phones from which SET could earn royalties 
(synergy with new entrants). 

7. Protect SET’s intellectual property rights in respect of its 
products. 

8. Re-evaluate the distribution channels currently being used to 
improve distribution activity e g local markets. 
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2 Pricing pressure   1. Embark on targeted cost cutting exercises (target costing 
approach, drive input costs down, value chain analysis). 

2. Increase productivity by – 
* introducing more flexible working practices in as much as SA 

labour laws allow; 
* re-engineering of the supply chain; and 
* increasing investment in training and development. 

3. Decrease cost of components by – 
* looking for cheaper or alternative suppliers but quality checks 

and controls needs to be carried out to ensure the product are 
still of a good quality and/or enter into supply agreements with 
existing suppliers; 

 * purchasing components in bulk where possible; 
 * looking for local suppliers. 
4. Hedging of foreign currency exposure.  
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3 Currency risk  1 Enter into forward, future or option contracts to buy foreign 
currency or other hedges. 

2. Identify and buy from local suppliers 
3. Sales of SEMS products to Chinese market (natural currency 

hedge) 
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Additional risks  
4 Going concern risk (sustainability risk, 
liquidity risk) because of – 

- cash flow problems, as a result of inability 
to obtain overdraft (overtrading) and an 
increase in interest rates might worsen the 
situation; 

- current economic downturn which reduces 
the demand for luxury products; 

- shareholders’ inability to inject more cash 
into the business (limited access to 
funding); 

- pricing pressures. 
- sizeable losses (R10.5 million) were 

incurred in FY2014. 
- currency risk. 
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1. Explore alternative funding models e.g. 
investment by investment bank, raise 
venture capital, potential listing on the Alt

x
 

or finding a private equity investor, 
approach bank to convert debt to equity. 

2. Consider better working capital policies to 
free up cash e g factoring of debtors or 
implementing JIT. 
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5 Shortage of business and financial skills 
amongst management team (dependency 
risk)  which could impact on sustainability of 
company, resulting from – 
- extensive use of consultants; and 
- most of the directors not having financial 

background. 
-   This risk increases if any of the directors 

leave as the success of the business is 
very dependent on them and their 
knowledge. 
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1. Management development and training e g 
mentorship programme, rotation policy 

2. Recruit suitably qualified  people with 
necessary skills and experience 

3. Succession planning 
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6 Labour action and transportation delays 
impacting on suppliers affecting supply of 
components especially as SET only has only 
one supplier in China and one locally 
(dependency risk). 
- This could disrupt the supply of 

components to SET affect the availability 
of the SEMS, leading to lost sales. 
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1. Consider the ability to source components 
from other suppliers preferably local. 

1 

7 A lack of product diversity (dependency risk)  
 and 
  only selling to the local market (which might 

be saturated) which could be affecting sales 
- SET currently only manufactures SEMS, 

which might not appeal to all types of 
markets 

- IT is a fast moving industry therefore 
products could become obsolete very 
quickly 
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1. Develop more products to appeal to more 
customers and/or diversify (expand) the 
product range (research and development). 

2. Bundle products with other retailers’ goods, 
e.g. enter into agreements with mobile 
operators to bundle SEMS and other 
products with cell phone contracts 

3. Increase market to include exporting 
overseas, Africa, etc. 
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8 Compliance risk which could lead to 
penalties and fines, impacting negatively on 
productivity and sustainability. 
- Examples of non-compliance with King 

Code, Companies Act and other 
legislation (Consumer Protection Act, 
Protection of Personal Information Act). 
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1. Training directors on their responsibility 
regarding compliance with laws and 
regulations 

2. Appointment of dedicated compliance 
officer/company secretary 

3. Establishment of an audit committee. 
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9 IT vulnerabilities which could expose the 
company to losses, reputational damage and 
legal claims indicated by 
- extensive reliance on IT platforms and 

syncing to the platforms can be faulty 
- confidentiality of customer information that 

seems to be a problem (hacked and used 
without their consent) 

- the outsourcing of the database and 
software maintenance. 
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1. Implementation of IT general and 
application controls (sound control 
environment) e g check the platforms on a 
regular basis, suitably skilled staff for the IT 
department. 

2. Secure IT system e g firewalls, security on 
the app is of the highest standard, password 
control, encryption of data records. 

3. Proper business continuity controls such as 
a disaster recovery plan, backups, etc. 

4. Develop and implement an IT  strategy to 
 address the  dependency risk 
 particularly  relating to use of the 
 internet as  distribution channel. 
5. Service level agreements and  regular 
 reviews related to the  outsourcing. 
6. Include reference to the confidentiality in the 

terms and conditions of the app and use 
screen prompts to ensure the client agrees 
thereto. 
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10 As the company manufactures technology 
devices the following risks may occur 

 - Problems with the quality of the products 
which can lead to customer claims and lost 
sales in future years.  

 - Labour unrest/strikes, rendering the 
company unable to meet its scheduled 
orders. 

 - Electricity shortages and load shedding, 
rendering the company unable to meet its 
scheduled orders. 
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1. Proper quality control procedures. 
2. Manage labour relations. 
3. Backup power such as generators and 

UPS’s. 

1 
1 
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11 Risk of third party using the technology as 
there are no indication of patents and 
trademarks being obtained. 

1 1. Ensure that a trademark is registered as 
 soon as possible. 
2. Put confidentiality agreements in place. 
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1 
12 Electricity interruptions could bring down the 

servers where personal data is collected, 
which could result in lost data and customer 
dissatisfaction. 

1 1. Backup power generators should be 
brought into operation. 

1 

13 Lease can be terminated at any time 
resulting in financial losses. 

1 1. Have a contingency plan and/or a binding 
contract with sufficient notice period in place 

1 

14 Any other valid risk e g fire, flood, etc 1 1. Mitigating factor linked to any other valid 
risk e g adequate disaster recovery plan, 
insurance, etc 

1 

Total for part (g)(i)  Total for part (g)(ii)  

Available 30 Available 45 

Total for part (g)(i)       Maximum 8 Total for part (g)(ii)           Maximum 17 

Total for part (g)(i) and (ii) 25 

Communication skills – presentation 1 

Communication skills – logical argument 1 

Total for part (g) 27 


